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PREAMBL E

At the invitation of His Royal Highness the Prince of Wales, world leaders met in
London on April 1, 2009.0n this occasion they acknowledged tjneat

importance of tropical forests in addressing climate change and providing broader
benefits for the wrld, emphasised the urgency of greatly scaling up funding for
this purpose, and on that basis established the Informal Working Gtatgrim
Finance for REDD ( IWAFR)2, which has been responsible for producing this
report. The work of the IWE@FR builds on the principles set out in the 2008
Poznan Statemehon the importance of achieving progress on Reducing
Emissions from Deforestation and Forest Degradationyasdecognized and
supported in the G8 Summit declaration on forests and land degradatiuly 8,
20094 At the UN Secretarz e n e r a Hlebes REDD+gVent on the margins of
the 64" General Assembly of the United Nations in New York City on September
2392009, several heads of state made favourable references to thés giffonts
andanalysis.

The Terms of Re&frencg Appendix A)for this group underlingthat the IWGIFR

should nopree mpt , but rather déinform and be
negotiations on REDD+ under the United Nations Framework Convention on
Climate Change (UNFCQOC

1 Minister of External Relationsf Brazil Ambassador Celso Amorim, Prime Minister of Japan Taro Aso,
President of the European Commission Jose Manuel Barroso, Prime Ministéy Sflit@ Berlusconi,
US Secretary of State Hillary Clinton, Canadian Minister of Finance James Flaherty, Prime Minister of
Guyana Samuel Hinds, Secret&gneral United Nations Ban #iloon, Chairman of Lloyds of London
and representative of ClimateWisertd_evene of Portsoken, Chancellor of Germany Dr Angela Merkel,
Gabon Minister of Defence Ali Bongo Ondimlizrime Minister of Australia Kevin Rudd, President of

France Nicolas Sarkozy, Prime Minister adi Nor way

Arabia, President of Indonesia Dr H Susilo Bambang Yudhoyono, World Bank President Robert.Zoellick

2 The IWG IFR member countries are Argentina, Australia, Brazil, Cameroon, Canada, Colombia,
Democratic Republic of Congo , Costa Rica, Denmark, Eau&idwopean Commission, France, Gabon,
Germany, Ghana, Guatemala, Guyana, Indonesia, Italy, Japan, Madagascar, Malaysia, Mexico,
Netherlands, New Zealand, Norway, Panama, Papua New Guinea, Peru, Suriname, Sweden, Thailand,
Uganda, UK, and USA.

3 Supportng the statement in Poznan were Australia, Belgium, Brazil, Cameroon, Costa Rica, D.R.Congo
the EU Commission, France, Germany, Ghana, Guatemala, Guyana, Indonesia, Japan, Madagascar
Netherlands, Norway, Panama, Peru, PNG, Singapore, Suriname, Thddmamda and United Kingdam
Italy and Ecuador have signed subsequently.

4 Seehttp://www.g8italia2009.it/static/G8_Allegato/G8_Declaration_08_07_09_final,OTjaf
declaration supports the development of initiatives and measures to promote REDD andegstbgn
crucial role of early action initiatives to tackle drivers of deforestation.

J
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1 SUMMARY
2 The struggle againstimate change is one of the defining challenges of our time.
3 To achieve the ultimate goal of the United Nations Framework Convention on
4  Climate Change (UNFCCC) and avaldngerous interference with the climate
5 system, global emissions must peak in ther feture and be followed by
6 sustained, deep cuts, as provided by the assessments of the IPCC
7  Efforts towards Reducing Emissions from Deforestation and Forest Degradation,
8 enhancement of carbon stocks, conservation, and sustainable management of
9 forestsin developing countries (REDD+) will be crucial. Today, economic
10 undervaluation of standing forests drives deforestation and forest degradation. For
11 REDD+ to succeed, therefore, the economic incentive structure must be changed.
12 Concerted global, nationahd local action will be critical to achieve this.
13 The UNFCCC constitutes the global fr ame
14  climate change, and should provide the lo@gn basis for a REDD+ partnership
15 through an agreement on REDD+. The results of ga@ming COP 15 in
16 December should be the starting point for furjlebalaction on REDD+.
17  Potentialdnterim actiodon REDD+ should complement and infoemd not pre
18 emptthe Copenhagen agreement and the UNFCCC process.
19 The importance and urgency oftemsive action on REDD+ can hardly be
20 overstated. According to the Food and Agricultural Organization of the United
21 Nations, some 13 million hectares of forestn area the size of Englandre
22 destroyed annuallyVith landuse change, this causasoutl7 per cent of global
23 greenhouse gas emissions as estimated by the. [IRG@ping deforestation, and
24  promoting afforestation and reforestation, may on some analyses provide up to
25 thirty per cenbf the costeffectiveglobal mitigationpotential
26  Without REDD+, the goal of limiting the rise in global temperaturesG 2bove
27  preindustrial levels will benuch harder, and substantially more expensive, to
28 achieve With REDD+, we may significantly reduce, remove and avoid global
29 emissions at a reasonable cedtjle alsotaking due account dhe rights and
30 livelihoods of indigenous peoples and local communities, protecting biodiversity,
31 rainfall patterns and soil quality, and helping developing forest countries adapt to
32 climate change.
33 Important voluntary efirts are already being made by developing forest countries
34 on REDD+, unilaterally and in partnership with each other, with developed
35 countries, and with multilateral institutions. These efforts shoukthked up
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supported and advanceaacceleratsignficant short andlong-term reductions
in greenhouse gas emissions

Resultsbased incentives could greatly enhance the effectiveness of these
partnership efforts, complemented by grants for building enabling capabilities.
The incentive structure or stituces should be simple and flexible. A central
element would be a reliable framework for demonstrating the environmental
integrity and transparency of forest related emission reductions, removal
enhancemerdnd the conservation of existing stocks. A rolaumst predictable

system for mobilizing financial resources from various sources, led by developed
countries, would also be needed to stimulate and pay for early action at scale.

Enhanced REDD+ partnerships should accommodate developing forest countries
through a phased approach, reflecting their different circumstances. All
developing forest countriesrhether they currently have high or low deforestation
rates,should be incentivized to participatemaximize the impact and to

minimize the risk of leakag(i.e.,so that emissions avoided in one country do not
simply reappear in anothetn the first phase developing forest countries would
receive grants to develop a REDD+ strategy. Insttednd phase, thiREDD+
strategyimplementatiorphase, grant suppownvould be provided to build capacity,
while largescale payments would be provided for demonstrated results in
reducing emissions relative to an agreed reference level, as estimated by proxies
for greenhouse gas emissions. In the third phase, countigd veceive

payments for verified emission reductions and removals, as measured by
compliance grade and transparent measurements of environmental integrity, and
for the conservation of existing stocks.

At its core, the phased approach would provide an@uic incentive structure
that alters the economic balance currently favoring deforestation and forest
degradation and disfavoring reforestation and conservation efforts. It would also
accommodatambitiousnationally owned and developed REDD+ strategies.

Supporting the incentive system, opportunities could also be sought for public and
private finance and investment to work togethdirtance actionaddresig the

drivers of deforestatior.his could take the form of credit enhancement,

debt/nature swas, and the use of bonds and other innovative instruments to
complement public financingilthough he bulk of the payments envisaged in the
interim REDD+ partnership will be based on results, thelldoe aneed for up

front financing to start the virtws circle of REDD+ payments beingirevested

in the REDD+ strategy leading to yet higher REDD+ paymenltss report

esti mat es t ha t25bilion weremaa availablg forahie 20418 5
period for results based incentives and capability buildiomplementing other
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1 REDD*+ efforts,a 25 per cent reduction in annual global deforestation nadgs
2 beachievable by 2015These costare made up ai 1-33 billion for payments
3 foremissionreductons of whi ch 043 billion -would go
4 relatedemissiongnd 02 billion to invest in pre
5 need is highly sensitivi® the agreed level of payments to developing forest
6 countries per tonne of reduced or avoided emissions. Efforts on this scale could if
7  effective reduce annual deforestation by abawilBon hectares per year, for an
8 accumulated total emission reductimin/ Gt CO.e for the periodincluding
9 reductions of peatelated emission® They could also generate economic
10 benefits for developing countries, including their indigenous peoples and local
11 communities, conserve biversity, protect water supplies,daprovide the
12 longerterm UNFCCC REDD+ process with vital information and experience.
13 Immediate action on REDD+ is a crucial part of the climate change solAtion
14  global partnership for the interim perioduld have the following key features:
15 ¢ |t shouldbuild on principles agreed under the UNFCCC, and be integrated
16 into or incorporated byhe UNFCCCagreement oREDD+ when and as
17 appropriate, by determination of the COP
18 e It shouldbefair, simple and environmentally effective. Theceuldbe
19 appropriatencentives for developing forest countries each step of the way,
20 increasing withresults achievedndincluding incentives to improve the
21 environmental integrity and transparency of resoVar time.When
22 meeting the relevant requirements, including agrent by the parties
23 involved in the transaction, there could be linkage to carbon markets,
24 either domestic, or, if appropriate under UNFCCC guidance, international
25 markets.
26 e Its keystonecould be a results based incentive structure to alter the
27 economic lgic to favour REDDB. Most paymentgould be based on
28 achieved reductions of emissions relative to an agreed referenceédevel.
29 monitoring capacity develops, one option would be to calcutateséon
30 reductions on the basis of proxy indicators and simpi@dlas, in line
31 with IPCC guidance. Some supptwithedevelopment ofREDD+
32 strategiesandthe building of key capabilitiess already being provided to
33 developing forest countrie$he full range of developing forest countries
34 should be coveredn addtion to those voluntary resources contributed by

SOf th2e3 GlBi I lion, about G3 billion would go towards
of tropical peatlands. Of the resulting 7Gt in emission reductions, about 5.5Gt would come from REDD+
while the remaining 1.5Gt from pesglated emigsn reductions.
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developing forested countries, developed countries could commit to
financing for this arrangement through sufficient, sustainable, and
predictable contributions.

While many countries may find thpost fact incentive payments

sufficient to finance their REDD+ efforts, others will needfignt

support for REDD+ strategy implementation going beyond REDD+
Geadines8activities.One option to address this would be to provide some
of the anticipated resultsased payments in advance and then adjusting
payments up or downi once the actual results are known.

National leadership and political will are preconditions for successful
implementation of a REDD+ strategy. All partnerships should be designed
to achiee genuine results in an economically, politically, socially, and
environmentally sustainable way. They should ensure that financial flows
are deployed in a transparent manner towards REDD+ and other low
carbon development objectivesmbitious rational REID+ strategies

should be developed in a participative and transparent process, and in
particular take due account of the rights and interests of indigenous
peoples antbcal commuities. REDD+activitiesshouldsafeguardhe
conservation of biological divsity and support sustainaldeonomic
development.

Cooperation and coordination should be strengthened to make approaches
and standards more consistent acrossdvdatid multilateral REDD+

efforts and to streamline processelsisTcould be supported aylight

touch function that lays out a set of glbpahared standards and
coorinates efforts. This function might alsgoport implementation,

create guidelines fa@nsuing the environmeratl integrity of results,

fiduciary transparency, and appropriateial and environmental

safeguards. Advantage could be taken of existing partneiismpkiding
SouthSouth cooperation as well as established arrangements such as the
Forest Carbon Partnership Facility, the {®REDD Programme, the Global
EnvironmentFacility, the ITTO, the facilities offered by the Regional
Development Banks, and the Forest Investment Program. Crucial gaps in
the existing institutional landscape would need to be filled. Institutional
arrangements need to be coherent to increaseeeifiziand reduce costs.
Procedures and institutisshouldbe designed fdiorward compatibity

with a UNFCCC mechanism.

Developed and developing countries need to work togetlaetcieess all
significant causes of REDD+, by for exama&ing measures tacklethe

4
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trade of illegally logged timber ardkvelopingsupportive markets for
legal and sustainabferest products.

N

e Recognition of financial contributions in the interim period as well as any
inclusion of credit for early action by the UNFCCC wosligport
immediate action. Any such arrangement will be determined by the Parties
within the UNFCCC negotiations.

o 01 b~ W

| mmedi ate action on REDD+ could contrib
efforts to address climate change. The key elements of a sinfpletjvef,

efficient, and equitable mechanism could be set up by the end of the first quarter

10 of 2010, based on the agreed outcome of @®M Copenhagehe IWGIFR

11 might, if deemed useful by countries in the light of results at Copenhagen,

12 reconvene inaly 2010 to consider further steps to facilitate immediate action on

13 REDD+.

© 0o ~
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1. INTRODUCTION

Addressing climate changease ofthe definingchallenges of our time. Through
theUnited Nations Framework Convention on Climate Change (UNFCCC)
countries aravorking to avoidddangerous anthropogenic interference with the
climate syster@ and to do so within the context of sustainable secmnomic
development. At the 15Conference of the Parties (COP 15) of the UNFCCC in
Copenhagen in December 2009, cowstivill negotiatea new, global climate
change agreement to help bring the world closer to this goal.

UNFCCC negotiations are comprehensive and complex, and an internationally
agreed outcome at COP 15 could take time to implement. Meanwhile, climate
charge is happening, and immediate action is vital in all sectors o¥die
economy to address its causdsy improving energy efficiency, increasing the
supply of clean energy, and raising the carbon efficiency of the agricultural and
forestry sectors. Eary year of delay wiltcosban irreversible & ppm increase in
the greenhouse gas stabilization concentration that can be acBiemeshdiate
actionon all significant, coseffective mitigation levergs thereforecrucial.

This document proposes thstablishment of a global interim REDD+
arrangement that wunites developed and
common goal of reducing deforestation and degradation IpeP8&enty 2015.

Its keystonevould bethe establishment of a resuliasedmcentive structure that
rewards countries for reducimgnissions frondeforestatiorand forest
degradatiomelative to an agreed natiorraference levelThearrangemenvould
establisra commitment from developed countries to pay participatengloping

forest countrielfor reducing foresbased emissions, and on a commitment from
forest countries tplacetheir development paths on a low carbon trajectony
accelerate their progss® Financial flows might occur in the context of bilateral

6 The I PCCbs es t.d conaenteationsfis 425 @b Ho®aVer, if the effect of aerosols is taken
into account, the effective concentration is approximately 375 ppm. With concentrations rising by
approximately 5 ppm per year2-3 ppm flow per year, adjusted to 5 ppm for the emissions from the
high-carbon infrastructure put in place until 200¢he estimate for 2009 is 395 ppm.

7 REDD+ is here defined as in the Bali Action Plan (2/CP.13) to inaladkcy approaches and positive
incentives on issues relating to reducing emissions from deforestation and forest degradation in
developing countries; and the role of conservation, sustainable management of forests and enhancement
of forest carbon stocks in developing countfies. ( Ableati | a
http://unfccc.int/files/meetings/cop_13/application/pdf/cp_bali_actiop.pdf

Taken here to mean all developing forest countries, including tropical, subtropical, and temperate forest
countries.

9 This would build on the existing commitment undlee Bali Action Plar{available at
http://unfccc.int/files/meetings/cop_13/application/pdf/cp_bali_actiop.pdf
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or multilateral dealsand a set of standards is proposed to ensure quality and a
minimum level of consistency across deals. atrangementould besupported

by a lighttouchinstitutionalstructure, building largely on existing institutions,
that lays out a sef global shared standards arabrdinates efforts. It may also
support implementati@nd provideguidelinesto ensureghe environmental
integrity of results, fiduciary transpareneyd appropriate social and
environmental safeguardill elements of the mangemenshould belesigned for
forward-compatihlity with a UNFCCC mechanism.

The REDD+ Context

Without REDD+,the goal of limiting the rise in global temperatures1 above
preindustrial levels will benuch harder, and substantially more expensive
achieve Every year, more than 13 million hectareshaf worlds forests are lost
Greenhouse gas emissions from deforestataest degradatioand the

associated landse changare greater than the total emissions from the European
Union; they ae also more than athecars, trucks, planes and ships in the world
combined

The damage caused by deforestation is not limited to greenhouse gas emissions,
but also includes a range of other social, economic and environmental impacts.
Forests supporhe livelihoods of large numbers ioidigenous peoples and local
communitiesand provide essential ecosystem services to the dnyd

influencing weather patterns, protecting water supptesntainingair, water and

soil quality, providing a habitat fanimal species, and securing enormous
biodiversityl0Forests also make it easier to adapt to climate change.

Many developing forestountries want to play their part in international efforts to
address climate change and preserve the other benefits foregide by

protecting their forests and slowing rates of deforestation and degradation.
Possibly as much as one third of the eeffective opportunities for reducing
global emissions in the short temaybe found in the forestry sector of
developingcountries. Yet deforestation continueand the main reason for this is
thatdeforestatiomprovides neatermeconomic benefits. Put simply, forests are
currently worthsubstantiallynore dead than alive.

Correcting this market failure is the key to sitay to address deforestatidhwill
takefinancialresource®n a systemic, international scale to create the right
economic incentives for governments, businesses individuals irdeveloping
forestcountries to protect standing forests, grow newsamieere appropriate

10 see Appendix B for valuation of narimate services of forests.
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safeguardiodiversityandlimit or reduce emissions from deforestation and forest
degradationAt the same timgthe world must systematically addredksthe main
drivers of deforestation and forest degradation

The international@ammunity is working through the UNFCCC to provide the
medium andlong-term framework to create these incentives. Sarch
arrangemenshould constitute the nexus of global REBé&fforts. The nature of

that agreement and the speed of implementation, hoyeeeunknown. After
CopenhagerRarties to the COP will be in a better position to assess whether what
is agreedwithin the UNFCCC should be supplemented bymerim REDD+
arrangemet) operating in accordance with all principles and guidelines agreed
under the UNFCCCor whether urgent action is actually facilitated within the
UNFCCC arrangement

This documents not based on any particuessumption abowthen a UNFCCC
REDD+ mechanism could be operational. Rathegxjtloreshow andto what
extentmeaurablereductions in deforestation and degradation can be achieved in
the short and medium termvjthin or if appropriateevenbefore the UNFCCC

REDD+ mechaism is fully operationalln determining how to do this, the
document highlights several case &g from Brazil, Costa Rica and Guyanha
which show that significant progress is possible, as articulated by those countries
and many others forest countri@dgppendix F)

Based on working group analysis and discussions, and on the consideration of
otherpublished work, ifs proposed that the world can achieve g2bcent
reduction in deforestation and forest degradation by ZDd Bchievehis
objectivedeveloped and developing countries mexgieditiouslyestablisha deep,
collaborative long-term m@rtnership on RED®B. Such a partnership essential to
strengtherthe trust that will allow developing countries to embarkhawvery
serious development choiteat REDD+ representsith the assurance that
developed countriesill support themIt would alsoassure developed countries
of thetransparency of REDD+ resulitmddemonstratenvironmental, financial
political and social integrity.

The keystone ocduch a partnership would baincentive structure thatirns
aroundtheeconomic and politicdbgic thatcurrently drivesdeforestation and
forest degradatiarSection 2 othis papeoutlines how this structure might
operate. Section 3 explores how go#% centeduction in deforestation and
degradation might be funded. Section 4 sets out th¢paoemts thawvill be
needed on top of the incentive structuréhe reorientation of forest country
economies and the creation of sustainable alternative livelihoods. Section
outlines the core institutional functions necessary for urgent acti®E@D+ to
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be as equitable, effectivand efficient apossibleand sectior® outlines a
proposed way forward.

This papedescribes some key elements of how urgent action could be taken
REDD+. It is hoped that its content will inform negotiations up to and
Copenhagenif countries conclude after Copenhagen thgiplementary action is
neededn addition to what is agreed theteey could set umterimREDD+
arrangementto catalyzea genuine global partnership BEDD+.

Why take action now?

There are seeral good reasons why an interim solution is needeBEDD+ is a
vanishing opportunityln thetime it is likely to takebefore all details on REDD+

canbe fleshed out, a simplified interim REDD+ at scale represents the largest

mitigation potential ofny sectorEvery monthmorethan 1 million hectares of

on

tropical forests are irreversibly lost, resulting in the release of more greenhouse

gagsthan the monthly emissions of the entire European Uniorsd@ingup
REDD+ takes timeaddressing deforesion on a national level requires
significant structural changes, and the development of a fully functional
internationaREDD+ scheme under UNFCCC could require several years; (iii
early action is a catalystaking immediate action can deliver signgiitemission
reductionswithin a few years, and will accelerate the introduction of a full
REDD+scheme under UNFCCKy providing valuabléessonsat local, national
and international levelgiv) it is doable there is sufficient knowledge and
consensusrothe principles of an interim solution that no fundamental hurdles
stand in the way of interim action becoming operational quickdgsuming there
is the political will to do so; and (\geveloping forestountries are willing to act
now. thedevelopingorestcountries in the Informal Working Group hold
approximately two thirds of atfopicalforests

They have all shown their williandn
this is an opportunity that must be grasped.

2. AN INCENTIVE STRUCTUR E FOR REDD+

Correcting a market failure

Deforestation and forest degradation oaoainly becausehe environmental
benefits of forests are not rewarded by the markets and the emissions from

e s
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deforestation and forest degradation are not penalized as Bgest this serious
market failuretrees remain worth substantially more dead than dtive.
essential to alteata systemic level the economic incentive structure ofdfest
sector in developing forest countries.

The keystone athe proposedREDD+ martnershipandof any early action on
REDD+ should be the establishment of a reshlsed incentive structure that
paysdevelopingiorestcountries for reducing their emissions from deforestation
and degradatiorelative to an agreed nationalference leel.

If this market failure is not addressed at a systemic Ipietemeal interventions

at a project levehre doomed to inadequacy at besidirrelevancy at worstith
proper incentives in place, on the other hand, private investment will be able to
flow to finance sustainable development activities in a profitable way.

The immediate challenge is to encourdgeeloping forestountriesand their
developed country partnersitagensifyefforts to secure significant emission
reductionsThe proposednicentive structure would align the interests of
developing forestountries with the global need to secure felesedemission
reductionsif necessary even before the UNFCCC process has developed an
incentive structure that does.so

To be effective, thencentive structurenust meet two criteria: (i) it musiave
close to global coveragean incentivehatis attractive for one country but not
others is likely to lead to international leakggenply displacing emitting
activities to another countrgnd hencerepresenanineffectiveuse of scarce
finances; (ii)theframeworks to address deforestation and degradation in
developing forestountriesmust be nationally coherenffinance that is made
available primarily on a project basis may cause domkstkageand similarly
lead toineffective use of public and private capital

From the perspective ofeveloping forestountries, lhe seriousness of the choices
confronting their leaders and the economic and political risks involviedhould
not be uderestimatedThey require predictable frameworks of support over a
fairly long period to be willing to take that risk, atadbeable to convince
domestic audiences that it is indeed a worthwhile chdicepayments for forest
climate service$i.e., the results achieved in théREDD+ efforts)need to be
sufficient, predictable, sustainabéndresultsbased

At the same timegjeveloped countriegre hesitant to generate payments at the
scale required becaustuncertaintie®verwhether the results Wbe achievedn
a sustainable way, will be measurable and verifiablealhdlemonstrate
environmental, politicalandsocial integrity. To address these concénre

10
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satisfactory mannea large number of technical and institutional issueed to be
fully resolved, whickcould takeseveral years. For example, exact data on the
carbon content of forests or peatlaadenot yet widely accessible and there are
fears that international standards to protect the riggidsinterestsf indigenous
peoplesand local communitiesray be compromised by prematy@yments for
forestcarbon

Furthermoredevelopedtcountrygovernments face challenges in articulating to
their citizens why thewould befacilitating largescale financial transfers to
developing foestcountries during difficult economic times, and so need
confidence that the money transferred will be invested to suppstdinable, low
carbon development and growirherefore, the way in which payments for forest
climate services are administerezkds to acknowledge the technical uncertainties
and political realities that are of concerrdevelopedtountries.

These challenges are rnosurmountableand countriegancreat momentum
around those parts of the solution that can be implementedmewm action
can provide tatmomentum, anduild thetrust andoundation of arue global
partnership oiREDD+, which tackleghe driversof deforestation and forest
degradation in a collaborative manngives due attention tehe rightsand
interestsf indigenous peoples and local communitaesd begins the journey of
transforming the economics of land use and forestry in developing countries.

A phased approach

Developing forestountries with different national circumstances will need
different amaints of support and time before they can achewession
reductionsTheincentive systenthereforeneeds to be part of a wider, flexible
andphased approach

The concept of a phased approach to REwderdiscussion inthe UNFCCC
negotiations, andche interim REDD+ partnership must adapt to an eventual
UNFCCC definition of phasesThe followingproposal is howeverjn broad
alignment with existing proposals for support for REDD+ from several countries
and organizations, and suggests a tpiegse process from developing forest
country perspective:

e Phase 1: DevelopinrgREDD+ strategysupported by grants

¢ Phase 2Implementing a REDD+ strategy, supported by (a) grantgher
financial supporfor capability building, ane@nabling policies and
meaures and (b) payments for emission reductions measured bysproxie
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e Phase 3Continued implementation of REDD+ stratagythe context of
low-carbon developmenpayments for verified emission reductions and
removals.

Eachphases described in more detdaklow It is important to note that the
interim period is only likely to cover phasesthd2with phase2 componentb)
representing the keystone of tihéerim REDD+financing proposal.

For each phase, incentives would increase, because both the fineaeded for
the necessary activities and the ensuing incentive paymemsission
reductiors (i.e., payment petonng would rise.There would thus be a buih
incentive for countries tmcreaseheir efforts and improve themonitoring
systems, bdt desirable features of a wdlinctioning mechanism.

A number ofdevelopingforest countries have already demonstrated their
willingness to act in innovative ways that are compatible with the approach of the
interim REDD+ partnership. Appendixdammarize the experiences of Brazil,
Costa RicaandGuyana. These can provide vikassondor the interim REDD+
partnershig for otherdeveloping forestountries, theideveloped country

partners, and international institutions.

Phase 1i Developinga REDD+ Strategy

Main activities:Phase 1 concentrates on the preparation of a naR&RD+
strategy. Somdeveloping forestountries may choode seek international
technical and financial assistaringhis processA goodREDD+ stratey will:

¢ Havestrongownership at the highest levels of government

e Be developed through a comprehensive, transparehihclusive multi
stakeholder consultation process, emphasizing in particular the effective
participation of indigenous peoplasd local communities

e Identify the drivers of deforestation and forest degradation and where
relevant peatelated emissions; select strategies for dealing with these
drivers, estimate theelativecostsand benefitof REDD+ actiors; assess
potential social and environmental harm ahehtify ways of mitigating
such risks; establishREDD+implementation framework; and provide a
strategy to develop systenwsensure the required transparency and
environmental integrity of resulteased on IPCC methodological
guidance and UNFCCC reawv procedures, including the estimation of a
nationalreference scenario for emissions in the absence of REDD+
actions

12
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e Demonstrate ostart developing thmstitutional capability to give
assurances thatternational funds to suppdREDD+can be investkin
accordance with theationalREDD+ strategy in the context oflaw
carbon developmentomplyingwith basic standards for transparency,
human right&?, fiduciary oversight, andocial andenvironmental good
practice.

e Highlight, where appropriate, demstration activitiespolicies and
measures thatgaeebdchmesesdno

Main source of financing®hase 1 efforts are already underway in several
developing forestountries Some are sefinanced whereas others are financed
mainly based on expreiens of interesto the Forest Carbon Partnership Facility
(FCPH and the UNREDD programmaend bilateral programs

Eligibility: Specific eligibility requiremerstfor accessing all phases of REDD+
support will need to be determined by the UNFC®@ilst this is being

developedit is reasonable tassume that atleveloping forestountries that have
shown a national commitment to developing a RERDategy should be able to
access fundbor this purposeluring the interim periadvhich will require

increased capital to be made available to the relevant institutions (see section 3 on
Financing).

Timing: Severaldeveloping forestountrieshave begun the process of designing
REDD+ strategies, and are thies factoalready inphase 11t should be expected
that a number afleveloping forestountries will remain inthis phasdor several
years, and financing fdhis phase should thus continue to be available as long as
there is demand for it.

Phase 2 REDD+ Strategy Implementation

During phase, the REDD+ partnership would incentivize progress through two
different but equally important componenmasapacitybuildingcomponentand

the abovementionedncentive system that directly rewards achieved emission
reductions, although assessed throgmbxie€t The two components vary mainly

in the way they are financed, while both focus on the various elements of REDD+
strategy implementation.

Component(a) i Building Capacity: Policy and Participation Enablers

11Countries, individuals and communities should have access to internatshdbmestic law if necessary
to resolve conflicts that may arise as a result of REDD+ activities.

13
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1 Main activities As developing forestountriesstart implemening their REDD+
2 strategythey will need to strengthen themstitutionsand key capabilitiegndin
3 parallel starto implementconcretepolicies measuresand actionsFor example,
4  thiscouldinclude:
5 e the development of relevant legalrfraworks and law enforcement
6 capabilities,
7 o effortsto improveforest governancencludingresolving uncertainties
8 aroundliand tenure where necessary,
9 e sectorspecific policiesanddirectmeasure$o address the drivers of
10 deforestatior{seeexampleselowunder component ())
11 e further development of required institutions and capabilities to
12 demonstrate the integrity of emission reductions.

13 This list is by no means exhaustive, and the precise composition of measures
14  would clearly be decided leveloping brestcountries based on their national
15 circumstances.

16 Main source of financingor countries that seek assistaracearrowly defined
17 set ofso-called participation and policy enabler®(, the capabilities that are
18 essential for participation in theachanisni see sectiol on the cost of interim
19 REDD+for elaborationrouldbe financed through grants

20 Componentb)i Payments folEmissionReductions Masured by Proxies

21 Main activities:Component (b) ophase Zepresentshe keystone of the interim
22 REDD+ partnershipThis component is designed to finarnie emission

23 reduction results gbolicies, measures, and activities. The specific portigiib
24 vary countryby-country in accordance witheir own priorities, but exampée

25 include further investent in alternative livelihoods in foredependent

26 communities, improving land tenure security, restructuring industries which
27 threaten forested areas, supporting sustainable manageinhergsts sustainable
28 infrastructure planningand demarcating andling of land.

29 Main source of fundingtndercomponenib) of phase2, developed countries

30 would payparticipatingdeveloping forestountries based on tlaehievement of

31 emission reductions, as assessed threugpleto-measure proxy indicatorshe

32 term O6proxy6 refers to the use of simpli
33 used to calculate changes in emissi@ng., reduction in area deforestad

34 degradednnually relative toanagreed refance leve), ensuring beyond any

14



Informal Working Group on Interim Finance for REDD i Discussion Document

©O© 0o ~NOo Ol W N -

[
o

11
12
13
14
15
16

17
18
19
20
21
22
23
24
25

26
27
28
29
30
31
32
33
34
35
36
37
38

reasonableloubt thatactualemissionreductions are higher than those accounted
and paidor.

Largescale payments would be providedoroportion withdemonstrated results
in reducing emissions relative to an agreed reference level, as estimated by
proxies for greenhouse gamissionsThe method for establising reference
levels(whetherto base them oaformula and what parametets use)will need

to beestablished bthe participanten theinterim REDD+ parnership They will
have torely where possible on UNFCCC dsions andPCC guidancend where
appropriateyse expert and professional institutions to verify and independently
review progress.

There are a number of optiofts reference level formulabat could be applied in
the interimperiod. Theapproachshoud bechosen byparticipating countries prior
to or immediately after the establishment of ithterim REDD+ partnership. They
shoulddraw on UNFCCC guidand@ncluding its principlel which covers issues
such asnternationakeffectivenessadditionality own action and renegotiation of
reference levels as deforestatiomeduced

Independently of thehosemmethodologya number of parameters will needbe
agreed either at national (bilateral) or international leviel® makea proxy
basedncentive structuravork. Thesemayinclude seledhg the appropriate proxy
for calculating emission reductions removalgfor deforestation this could mean
selecting a reference carbon density for the relevant, éineajpcentive level for
eachtonne ofcarban emissiors avoidedor removedselecting tk reference
periods aginst which to measure emission reducticars], under many formua
based approaches to referesetting, selecting a global reference deforestation
rate.

A simple approach to emission iesates is to use reduction in deforestation area

as a proxy for emission reduction. Default values for forest carbon density per
hectare can then be used to convert reduction in deforestation areas to reduction in
emissions. These values could initiddy either obtained from the IPCC

Emission Factor Database or from courdpecific data sources where available.

The use of default values can cause an error range in carbon estiagategch

as +f 70 per cent using IPCC Tier 1 default values. To insakgronmental

integrity and keep the emission estimates conservative, a discount factor could
then be applied to published average values. Applying conservative default values,
such as the 100 tC/ha used by the Amazon fund, would enable-tessdts

REDD+ partnerships to get started aatdhe same timprovide the incentive for
developing forest countries to obtain courgpecific carbon stock data at finer

scales without delay (in order to reduce the implicit discount applied by using
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conservative defdt values) and to develop and implement robust monitoring,
reporting and verification (MRV) systems in a timely and efficient manner.

If a formulabased approach is ustdset reference levels, moreoyvire
environmental integrity of interiREDD+will be higher if the formula is
attractive for a maximum afeveloping forestountries in all stages of tli€orest
transition curvei i.e.,not only forcountries with high rates of historical
deforestatiorbut alsafor countries that have so far presetwaost of their forest
area

Basis for financingComponent(b) results will be paid for epost for verified
emissions reductions or removals relative to an agreed referencé teeakured
through increasingly advanced systamslemonstrate the engmmental integrity
of results probably starting with a proxdyaseddefault valueand moving through
IPCCH & h r tiered offincreasing certainty of measuremefatshigher payments.
Eligibility: To enter into phase 2 and receive support under comp(aeat
country would need talemonstrate robust plans to address the key drivers of
deforestation and degradatjatemonstrate that the REDD+ strategy was
developed through an inclusiead transparemhulti-stakeholder consultation
process andvolve natonal stakeholders in th@goingimplementation of the
national REDD+ strategylemonstrate the existencefofest monitoring
capability of sufficient quality for proxy based measurem#rasalso safeguards
the conservation of biological diversiyndadhere to a set of internationally
accepted safeguards for the handling of fundsagmdication ofinternationally
agreed social and environmental measuregeceive paymentsnder component
(b), a country wouldlsoneed to demonstrate performance asfa@greed
reference levels

Timing: Some countries already meet or are very clogeitog ready for
componenta) support undePhase 2for others this will take timeQualification
for componentb) is likely to require the development of monitoringlan
measuring capacity beyond whsiturrently available fomost countriesand
therefore, building this capacity should be a priority activityaiomterim finance
partnership

Phase 3 Paymentdor verified emission reductions and removals

Main activiies: In phase 3, the implementation of the natidRBEDD+ strategy
will be continuedn the context of éow carbon development

Basis for financingPhase $ayments will be made soledx-post for verified
emission reductions or removals relative seareference level, measured

16
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1 through advanced MRV systems, based on IPCC methodological guidandce
2 within an acceptable range of uncertaimdgcause of the high quality of MRV
3 systems,here will be low or no discounts for uncertainty of measurements
4  although possible uncertainties resulting from international leakage or permanence
5 issuesnayhave to be taken into account. Phase 3 will initially require increasing
6 amounts of funding, as emission reduction volumes and price per unit increase.
7  Whetherthisfinance be raisethroughlinkage with compliance carbon markets or
8 through a fund structure is subjecinegotiationunder the UNFCCAQn the
9 longer term the level of international financing needed will depend on the

10 reference level setting methodgl, level of seHfinancing (if appropriate under

11 the UNFCCC) and amount of mitigation achieved.

12 It currentlyseems unlikely that phase 3 will be relevant for the imme&&i@D+

13 efforts described in this paper. Téstimates ofinancing needs for ressibased

14 paymentsn this reportare all based othe type of payments envisagedoimase?

15 componenb).

16 Need for up-front financing

17 Since the bulk of the payments envisaged in the interim REDD+ partnership will
18 be based on results, there may be a neredpifront financing to start the virtuous
19 circle of REDD+ payments being-nevested in the REDD+ strategy leading to

20 yet higher REDD+ paymentBicreasednvestment funding available early on

21 mightalso mean higher and earlier total emission reductishigh should be

22 facilitated by the partnershij3.

23 There arawo otherways the interim REDD+ partnership can channefropt

24  finance:

25 1) By receivinga share of the resultsased proxy payments under phase 2
26 up-front, to besubtractedrom theex-postREDD+ paymentsf that

27 period.

28 2) By attracting loans on the basis of expected future REDD+ revenues in
29 capital markets or from MDBs and RDBs.

12 1t should be noted that some actions are likely tbigbly effective withouta significantneed for
finance, such as better law enforcement, moratodoroonversion for logging, agriculture and mining
etc. Brazili while partly funded from own budgeétshas shown that dramatic cuts in deforestation can be
achieved withrelativelylimited funding.Nonethelessncentivizing such actions arsdistainingsuch
gains will require resources and external funding.
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Early action underthe UNFCCC

Phase 2 activitiewill require substantial efforts fromleveloping forestountries
as wellas substantial financigupportirom developed countrieBoth financing
and participation will be more likelgnd substantivé appropriate incentives for
early action are included in the COP 15 agreenigexeloped countries are
already starting to prvide funding for REDD+, but still at an insufficient level
compared to the identified nee@®eveloped countriesould belikely to
contributemoreinterim financefor REDD+ sooneif they were expectingheir

financial contributiorto be recognized towds their future financial commitments

under the convention. For developing countniespgnition for early actionould
potentially mean that themission reductionsonservatively estimated through
simple carbon density formulas discounted for uncestaian later be recognized,
in part or in full and if technically feasible, once the right MRV systems are in
placel3 Any decision on recognition of early action will be taken by the COP of

the UNFCCC.

3. FINANCING

Cost of REDD+in the interim periog#

Addressing deforestation aniwrestdegradation through interiREDD+ will

require substantial financial flows tteveloping forestountriesn addition to
devel opi ng c orts Ad outlinedsaldoveptwonbroadfcdtegories of
internationafinancing will be needed:

1) Financialsupportincluding grantfor budgeted activities including
capacity building and enabling policies (phase 1 and phaserthonent

(a)).

2) REDD+payments foemission reductions and/or removtdsncentivize
economic choices and sustable development consistent with forest
conservation and growth (phasec@mponent (b), and phase 3).

In addition to these two types of financiragpddirectly related to a functioning
incentive structurejebt capital fronpublic, private andbi- andmultilateral

13 The ability to verify emission reductions retroactively with higher measurement standards will be limited
by the ability to build historical time series of land cover and carbon density from f&ldumements and
remote sensing data.

14 see Appendix C for a detailed discussion of the methodology used for estimating financing needs.
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development barkwill be needed for investments far example sustainable
production in the forest and agricultural sectors to support fbessstd mitigation
and ensure lonterm sustainability through low carbon economic development.
These needs are further discussed in Chapter 4.

Interim financing should be understood as the financing neéadbd near term
before a fulfledged REDD+ mechanism under the UNFCCC is operational
whether thawvill also be undethe UNFCCCor as a separatmitiative. Since the
timing of this is uncertain, this report has calculated the financingsfeethe
period 201015 for the sake of illustration onl\No presumption igmplied as to
the operational date of a UNFC@EDD+ mechanism.

Financial support

During phases 1 arzl(component afinancial supporincluding grantss needed
to build capacity in three major areas:

1) Initial readiness includes the design ®EDD+ strategies through
transparent, inclusive, mulstakeholder processes and the distament
of an embryonic infrastructure to demonstrate the environmental integrity
of emission reductions, as well as pilot projects where appropriate.

2) Participation enabler§ includes the building of the systems required to
monitor performance, the bdihg of the financial systems to receive and
transferREDD+ payments, and setting up the basic infrastructure to
implementREDD+ policies.

3) Policy enablers the reforms necessary to suppgeEDD+ policies and
measurese.g.,policy reforms in areas suck land tenure and land use
planning

We estimate the totatitial readinesscosts to be of the order 6200-250 million
over the period 201@5, covering the establishment of baREDD+ plans and
readiness capacity in 43 countiieby 201516 Although these items make up a
very small portion of the overall funding need, yrexceed the current
capitalization of theFCPF Readiness Fund and the-BEDD programmewhich

15 Making up over 90 per cent of emissions from deforestation, and 1.5 billion ha of forest, selection based
on emissia estimates from Houghton (pers. comm.) and forest area. Based on estimates from FAO
FRA2005.

16 Based on UNFCCC estimates for MRV costs, published FGPRRS, and Chatham House Report
estimates for other costs. Range of estimates adjusted on a pey basig using World Bank
Governance Indicators, existing payment system capacity and existing remote sensing capability.
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together haveo fargeneratedlightly less thai$200 million), implying that
additional funds will be required.

We estimate the total cost thie participation enabler$o be in the same rangé

0 2 @80 million in 201615, with the implementation of MRV systems and
establishment of capacity to process payments accounting for most of the costs.
While important in the early years, this sum is also small in thgebgicture of
REDD+ financing neds for the next five years.

~N o ok w N -

Policy enablercould, based on national circumstances, include building land use
planning processes and support services necessary to implemeaDbe-

10 strategy (e.g., hiring and training agricultural and forestry profeakdohelp

11 makeagricultural and forest management practioese sustainabjeThey could

12  also include reorganizing and strengthening the institutions that currently deal
13  with forest governance and agricultural policies, the judiciary, and the trestsury
14 that they have the capacity to support effed®&DD+ policies and reforming

15 the land tenure system, especially in forested and adjacent areas.

©

16 In many though not altountries at least some of these actions will be necessary

17 beforesubstantial andheasurable results can be achieve®R&EDD+. Based on

18 our polling of experts, we estimate the total cost of these actiongridhzeorder

19 of 42.0 billbn between 2010 and 2015. The annual need is expected to peak at
20 appr oxi m8.6 llorypery@ar 82012 before ramping down by 2015.

21 The cost estimatedescribed abovdo not make explicit assumptions about-self
22 finandng, but rathergross funding needed. Any dihancingis therefore

23 included Considering thathe totalcost estimatés relatively smallhowever,

24 even large variatiom the selffinanced portion is not likely to significantly

25 impact the total capitaation needs of an interim finance prograviforeover the

26  countries, which have the most need for capacity building (LDCSs), are also the
27 countries likely to afford domestic action the least

28
29 Emission reductionspayments

30 Duringphase 2 the financing nestifts fromfinancial support for budgeted
31 activities to payments based emission reductiongerformance. Grant support
32 would betied to progress in reaching agreed benchmarks for policies and

17 Among these costs, land tenure reform accounts for 30 per cent of the total, institutional reform, land use
planning and support séces for 15per cent each, and treasury and judicial reform for about 7 per cent
each, with the remaining items accounting for the last 15 per cent.
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measures (component &nce countries start achieving rasuh emission

reductiors and have established the initial capacity to demonstrate the integrity of
these results, proxy payments for emission reductions take over (component b),
andREDD+revenues can increasingly pay for the investments needed to achieve
additionalREDD+revenuesAs described above,set of simpleto-measure

proxy indicators may be used to calculateission reductiongayments in phase

2 (component b)

The financing need for performance payments from now until 2015 will rely on
the sucess of the proposed partnershifhe more emission reductigribe higher
thepayments. This should not be seen as an uncertaintsgthetas a truevin-

win opportunity Regardless of the actual level of performancewbed obtains
costeffective enission reductions at scale, whievelopingforest countries get
access to substantial amounts of funding that can be profitably used to invest in
low carbon growth and developmemtdthe opportunity to reduce emissions even
more in the future under aNFCCC agreement

Several sources, including the European Commigsgian well as the Eliasch
Review published by thgK Office of ClimateChange, have proposedjaal of
reducing gross deforestatibg 50 per cenfrom its historic levels by 202¢
Argually, this canbe translated into an interim goal of @& centreduction by
2015. Such a goalould imply emission reductiorfeom deforestatiomf about
1.5Gt COse per year in 2018} and cumulative reduction about5.5Gt COe

for the period 20145. If emissions from tropical peatlands were reduced at the
same rate, thtal cumulative reduction in emission would b&7CQse.

As described in the previous section, this will mean generating payments for
individual countriesuccess in reducing emissgmas calculated hysingproxies
for emission reductions. This will require a number of decisions on how exactly

18 MAddressing the challenges of deforestation and forest degradation to tackle climate change and
biodiversity los§ European Commission, Oct 2008.

19 other analyses show that an even higher reduction is technically possible, see for Eehvpdg's to a
LowCarbon Economy: Version 2 of the Global Greenhouse Gas Abatement CostMuiiresey &
Company, 209.

20 Based on estimates of average 208(annual emissions from Joseph G. Canadell et al., Contributions to
accelerating atmospheric G@rowth fromeconomic activity, carbon intensity, and efficiency of natural
sinks, Proceedings of the National Acageof Sciences of the United States of America (PNAS), 104:
1886618870, 2007, divided among countries by R. A. Houghton, personal communication. These
emission estimates are in the middle of th