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of protocols and aggregation for GHG emissions reductions from a full range of agricultural activities in the
States.
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Executive Summary

This papersets outa financial planningrameworkthat governmentagenciesgclimate finance experts,
international cooperation agencies, multilateratstional development banks and relevant private sector
parties canfollow for national REDDfinancial planningThe frameworkfacilitates thedevelopment of
financial projections and a financing plan covetting implementation of the National REDD+ Progsam
deployingfour levels of financial analysigdoptingthis framework will allow countries to clearly identify
the cost revenueand expectd funding requirementdor National REDD-Programimplementationas
well asassesshe financial feasibility oflifferent strategic options fogenerating emission reductiorssd
financial and social outcomes from sustainable landscape management. suialsorts thedevelopment

of realistic REDD+ Finangiabjections toallowfor building a financial capital structure that clwverage
multiple sources of public and private funds

Given the complexity afational REDD-program design and implementatipimcluding a mind boggling
number of terms and acronyms and a multitude of stakeholder languages, part of this paper focuses on
establishing a common language needed to facilitate the REDD+ financial planning pfooedisated
planningand implementatiorof cross sectoral activitigsneededfor a country to benefit fronthe breath

of internationaland domestic funding sources that are linkecatgricultural, forestry, andlimate change
mitigation.

Fnancial models that accurately capturk @stsand revenueas well as identify the financing resources
needed for implementationare requiredto build a comprehensive and detailed REDD+ Financial Plan
Buildingfinancial moded that support the evaluation of different strategic optionsder aNational
REDD+ Programequires modeling thelifferent componentsof the programsuch that they can be
evaluated individually buthen combined to represent thé&ull National REDDProgramFinancial Plan.
This also facilitates aligning different funding souregth the most appropriate components of the
REDD+ Program.

For this purpose he followirg fourlevekfor REDD+¥inancialanalysis are defined

Level 1 ¢ REDD+ AdministratianThese are the incrementabudgetary expenditures that the
institution(s) responsible for managing theational REDD+ Programplementationwill incur to
manage anagdministerthe Program.

Level 2 ¢ REDD+ NationaLaws andPolicies The cost to design, develop, communicateand
implement policies that effectively suppdtie implementation ofthe NationaREDD-Program such

as new national policy, laws, tax exceptions, norms and regulations that do notlekistudes the
costs to develop discuss, approve and communicatBe new legal and policy frameworks.
Implementation, at this level, refers to creating new institutions, departments or divisions
government with thestaffing andresource to support the new laws and policies required for REDD+
However, thdong term operational costelated togovernmentincentives andinancing forchanging

land managershanging their practicewould be captured inLevel 3REDD+ Subprograms

Level 3¢ REDD+ Subprogram#he expected cost&and revenuepf implemening the programmatic
framework of actions that Governments provittesupport landuse related activitiesThese are not



the development oflaws policies, or administrativeactions (Level 2) Rather, they refer to
government supportd programs that impactlirectly landuse managementsuchas training and
technical assistar; inputs for improved managemensubsidiesgovernmentguarantee funds, and
other government programs that are directly tied ¢tbanging landise in a spatially defined are@he
term “Subprogrant was choserto avoid confusion with the use of NatiorREDD+ Progrgmvhich
includes all levels.

Leveld ¢ REDD+ ActivitiesSThecost and revenus associated wittREDD+elatedland useactivities
or actions(REDD+ Activitiegnhplemented by land managethat reduce emissionand/or enhance
carbon stockaswell as provide other social, financial and environmental benefitsin the strategy
of the REDD+ Program

The importance of developing a detailed REDD+ Implementation Plan, as a precfirsamdialplaning
isdiscussedind an outlineof an implemeration planis presentedto supportits development For each
of the four levels for REDD+ financial analygigdance is providedn financial modeling.

The paper provides assistance in building consolidditeghcial projections includingintegration of
multiple funding streams, inclusion of benefit sharing plans, and calculating the cost of an emission
reduction. TheRE DD + P rfinagdiabpmjections are the central tool tq i) securinglongterm
financial sustainabilityii) attracting and effectively negotiate financial resources, aiiiyl prioritizing
specificPolicies,Subprograms andictivities for the REDD+ National program implementation.

This paper explores the avenues by which a country will find new ways to access fumding ftom a
National REDD+ Program through a mtdtied analysis identifying possible key roles for financing
generated from the monetization of emission reductions and other REDD+ actititiesrides a detailed
review of the types of financing insiments that can support REDD+ and evaluates different capital
structures. Determining thefinancial requirements for thenplementinga National REDDprogramand

the rolethat climate financecan playin catalyzing/providing new finandsdiscussed

Byapplying the four level approach to prepare the financial analttsesoverall NationaREDD-&rategy
can be refinedecausej) total and marginal costs afmission reductions calculated ii) disaggregated
financialanalygs can be performecdat everylevel to identifyefficiencies and unsustainable strategic
options iii) national, subnational, and sectorial policiean becomparatively analyzetbased on their
efficiency iv) the REDD-Activities can be assessed féinancial feasihlity and v) the aggregated
incrementalfunding requirel for the National REDD+ Prograran becalculated, as well dsroken down
by REDD-Subprogram and Activitiesnd/or sectorial approachesMoreover, REDD+ Activitiethat
require subsides from Subprogramean be prioritized based on ceébenefits and public good/services
valueas well as their ability to generate income and climate change mitigation benefits.

The financial planning process will algadentify and quantify additional funding requiréor Activties
to be financially competitive compatdo similar activities and to alternative land u$gs identify and
guide benefit sharing arrangements that need é&stablished;iii) profile possible sources of fundsr
different levelsdepending orfinancialperformance andiv) identify the needor financialinstruments,
such as upfronemission reductionpaymens, loansand/or otherfinancing instruments
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1 THESTARTING POINUNDERSTANDINGE
ECONOMICSFNATIONAL REDD+ PRAKR

1.1 PURPOSE OF DEVELGPANREDD+ FINANGIPLAN

Financial planning for REDD+ aitmdollow the guidance included in the UNFCREDD-ecisions, as
well as maxinge buy-in from international partnersdomestiaqgovernment agencieand other incountry

and external stakeholderand investors By creatinga comprehensive Financial Placonfidence in a
country’s capacity t o s dleslisipartlarly mpoRddias theansemnational
finandngmechanisnsfor REDD1ore towards resultbased approaches whemmuntriesare competing

for limited funding

Therefore, inancial planning stuld be part of the National REDDProgramdevelopment procesand

beginafter, or in paralle]with formulatingthe NationaREDD+ StrategBefore the finanal planning can
start, a country must have a clear understandingof what is required to addresshe drivers of

deforestation and degradation at multiple scales and across multiple adengsoduce sustainable
landscapes Thisinclude developing the detailedhe REDD+Laws andPolicies, Subprograms and

Activities that arec o mp o n e nt s -basefl action®etsat Wil ckange behaviors tprotect and
enhance forestaind support other sustainabknd productive land use

Once completedthe REDD+ Financing Phaill reflect the economics of what is required implement
the National REDD+Strategy The REDD+Financing Plan will be developed alongside finecess of
refining the REDD+implementation andoperaional plans at a granularlevel A prerequisite for
developing a REDD+ Financial Plan is having a detailedpgaitREDD+ Implementation Plarme REDD+
Implementation Plan must be designedn both a topdown (government led)and bottomup (land
manager driveynanner and should be product ofthe REDD-process incorporatingthe many new
requirementsof the countryfrom theg o v e r n peespetive and principal land managethat are
required to produce the REDD+ Program resililtés process will be iteratiyandstrategic gapbetween
current and desired levels ahplementationcanbe identified and addres.

Theobjectivesof REDD-Hnancial Planninginclude

1 Identificationandquantification ofthe additionalbudgetary expenditures that the NationeEDD+
Strategy will need to incdrom an administrative, policy, and programanagemenperspective

1 Creation offinancial projections foimplementation underachof the fourlevek of financial
planning(defined in this papemmcluded inthe NationalREDD+ Program

1 Determimation ofthe profitable and sustainable REDD+ land use activitig®nerateagricultural
and forestrelated revenue \ile generating emission reductions and removals.

1as requested by Decisidib/CP.19 orAddressing the drivers of deforestation and forest degradation

2 Decision 9/CP.19 on work programme on resbhised finance to progress the full implementation of the activities referred to in decision

1/CP.16, paragraph 70

Financial Planning fddational REDD+ Program Pagel

ncr e



1 Identificationand quantifcation ofthe expenditures that countryand its land manage must
incur to effectively support implementation gfioritized REDD-Activities

1 Quantification of theadditional finance requiredver the nexts-20 yeardo implement the
National REDD+ Program ameéans to properhalignand leveragenmultiple fundingsourceso
create longterm financial sustainabilitgf the Program

1 Foundation formprovingthe Nationd REDD-6trategyby considemg additionalREDD+ Laws and
Policies,Subprogramsind Activities as well asneans toprioritize those REDDActivitiesthat are
financially viable

1.2 FRAMEWORK FOR NATKDNREDD+ FINANCIAIARNING

The National REDD+ Prograis considered to be the operative framework for the National REDD+
Strategy.It is importantto ensurethat the different components of theNational REDD+ Prograane
financiallysound Applying dinancial planning framework composed of fdawelk, which are designed
such that each is developed in accordance with principals that alloprégrer financialnalysis. These
levek are describedand presented inFigure 1, and they include 1) REDD+ Administratioand
Management 2) REDD-+taws andPolicies 3) REDD-Subpograms and 4)REDD+Activities.The figure
providesa breakdown with examples of which of the REDD+ comporibatswill be evaluated at each
level, and who are the principal actors involved in implementation.

Financial Planning fddational REDD+ Program Page2



Level 1 ¢ REDD+ Administration and
Management These are the incremental
budgetary expenditures that thénstitution(s)
responsible for managing th#&lational REDD+
Programimplementation willincur to manage
and administer the Program(Section 2),
including readiness costdo establish the
National REDD+ Prograra.d. Reference level,
MRV, stakeholder engagement, and safeguards

Level 2 ¢ REDD+ NationaLaws andPolices
include the costs to design, develop,
communicate and administer policies that
effectively supportthe implementation ofthe
National REDD-+Program, such as new national
policy, laws, tax exceptions, norms and
regulations that do not exist. It includes the costg
to develop, discuss, approve and commutéca
the new legal and policy frameworks.
Implementation, at this level, refers to creating
new institutions, departments or divisions in
government with the staffing and resource to

support the new laws and policies required for
REDD+ However, the long teoperational costs
related to government managedhcentives and
financing for land manageese captured in Level
3 REDD+ SubprograngSection3).

Level3 ¢ REDD-Subpogramsare the expected
costs (and revenue) of implementing the
programmatic framework ofaws and policies
that Governments provide to support lantge
related activities. These are nilatws,policies, or
administrative actions (Level 2). Rather, the

Financial Planning
Level

Components of RED

REDD+ Administration

D Principal Actors

LEVEL 1 RH
Program Administration
and Management

REDD+ Strategy,
Financeand

Operational
Management

REDD+
Administration

Policy Reform

Land Use Planning

Commodity / Extractive
Policy
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LEVEL 3 - REDD+ Su|
Programs

Increased Governance
Capacity

Tenure Recognition

PES Programs

Mitigation Compensation

Tax Incentives

Financindines,

guarantees, insurance

Technical
Assistancénputs

NATIONAL
AND LOCAL
GOVERNMEN

FINANCIAPROJECTIONS

REDD+ Intervention Types

ForestProtection
Reforestation/ANR
Sustainable Timber
Agricultural Value Chains|

NTFP Value Chains

Conservation Agriculture

Rural Energy Efficient
and Renewables

FireControl

LAND

MANAGERS

refer tothe implementation costs ajovernment
supported programs that impact directly land

use management, such as training and technical
assistance, inputs for improved management, subsidiesegnment guarantee funds, and other
government programs that are directly tied to changing lase in a spatially defined are@iheterm
Subprogram(Section 3)s used here to avoid confusion with the use of National REDD+ Prograch

includes all legls)

Figurel.FinancialPlanning Levels, Components and Principal Acto
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Leveld ¢ REDD+ Activitieare the costs and revenues associated with REDD+ related land use activities
or actions (REDD+ Activities) implemented by land managerseernment, private, communitythat
reduce emissions and/or enhance carbon stocksiwithe framework of the REDD+ Prograhmese
REDDActivities may bebundled bycommon land useractice changes and within the Subprograms that
support them(e.g. sustainable forestry, NTFP, sustainglasture systems)This level represents the
costsand revenue opportunities for land managers in implementing the chandasdmanagementis
identified within the REDD+ Strategy and Implementation Plan.

Following this analytical framework will allow countries to clearly assess the financial requiseaien
their National REDD+ Program and the cost of generating emission reductions and other related
productive land use activitiess wellthe administrative and programma n a g e noests for REDD+.
(Sectiomb).

1.3 INFORMATION REQUIREDR FINANICAL PLAN®S

A list ofhigh levelinformation to be used asnputsfor building the Financial Plaspresentedin Tablel.

Often these inputmay not all be at the level of detail needed at the startheffinancial planning process
However,unless there is a detailed Implementation plan that clearly defines the saupsaale of REDD+
interventions the process of financial planning cannot begin. For costs and revenue inputs, these may
start out adnitial estimateswheremore accurate and detailed forecasteincorporated as they become
available.

Tablel. Basiclnformation Required for theFinancial Planningrocess

Basic InformationRequired DescriptioriConcept

Clealy defined NationalREDD-Strategy List of proposedREDDprioritized of strategic optionsand
program objectiveshat will guide the REDD+ Program design
(Section5.1.1) and key actors for implementation

Implementation plan for the strategic| The process of designimghat is needed to implement the REDD
options Strategy at a granular level aimtludesdetails on a year by year
basis of activities, identification of the lead and supporting

implementing entities, annual implementation metrics, and targ
geographies.

Incremental coststo the governmentto Costs associated with the leading government entity managing
build and administethe NationalREDD+ | the NationalREDDProgram,and wi t h t he goV
Programand for interageny institutions interagency activities being implemented at the gumgram
supporting REDD+ Subprogram level. These may be public collateral servioesthe-field
implementation activities as technical assistance, training, technology transfer,
List of policy reforms, national ptes and All thepoliciesrequired to supporimplementation of the

new institutions (if any) NationalREDD+ Strategiyncludingthe cost associated to develoy,

consult, communicatgand approve theolicies.
Costsandrevenue of REDD+ Subprogramg Extension services, new incentives/subsidies, government
supported financing lines, guarantee funds, new taxts,

QGosts and revenue dREDD+ Activities Needed to identifyframeworkconditions requiredor successful
REDD+ Actiwiimplementation Socost of design, consultation,
communicationandapprovalcan be identifiecand quantified

Financial Planning fddational REDD+ Program Paged



1.3.1 Interaction of Subprograms and REDD+ Activities in the REDD+ Financial
Planning Process

Government supported®ubprograms such as, incentives, subsidies or éeeemptions may berequired

to promote adoption ofnew productiveland use activitydentified inthe National REDD+ Strategyhese
Sbprogramsmay be necessary gbat the REDDActivitiesare economically competitive to other land

use alternativesfor land managershat may act agrivers ofdeforestation and degradationIn this
scenarigthe governmentmight need to supporSubprograms talevelopnew or moreproductivevalue
chains where additioml incentivesand subsidiedor investment, techrgal assistance, securing supply of
key inputs, preferred credit lines, guarantee funds, training technicians, assembling key supply chain
technology and services, preferential market access, quality and market requirements managemaent
other key factorsare needed for successful startup and implementatidfor modeling and evaluation
purposes, Subprograms that are implemented by the government to impact the actions of land managers
to adopt REDD+ Activities, can be clustereREYpD+ Strategy componesgctor, driver type, groups of
agents, or other characteristics that capture the interdependent link between these Levels.

TheREDD+inancialplan will capture government costs on implementing, but since land managers will
be required to adopt new mamgement practices (REDD+ Activitiesevel 4, the financial planning
process should capture the economic impact of their adoption, to determine financial viability.

1.3.2 Financial Feasibility of REDD+ Activities - Cornerstone of Successful REDD+
Implementati on

The lowestevel offinancial planningl.eveld, is related to analyzing the RED&tivities that are part of

the REDD-trategic options. These are the land ws#ivities thatare designedto be adopted byland
managers to more sustainably manage their land to reduce deforestation, degradation, enhance carbon
stocks and/or increase sustainable forest and agricultural land manageR&mD-Activities shall be
subjectto financial modeling and an assessmefhtheir financial feasibility. Such assessment is expected

to provide valuable feedbadkr evaluatingthe differentstrategic optionss a way tomprove the overall
National REDD+rogram development processThese are thecornerstonesof the financialplanning
process, as they reflect the economtbat land maragersneed to change land usa orderto produce
emission reductionsThis includes understanding economics to all types of land managers, government,
private sector concession holders, communities/farmer groups, indigenous people, and individual land
holders.

REDD+ Strategies will likely identify a broad spectrum of #esivaut it is unlikely the all the funding or
understanding of the detailed implementation requirements will be known in the early years of REDD+
financial modeling. This requirpsioritizingthe REDD+ Activities that will be implement8ection5.1.1
provides d&ramework andorocess for prioritizing REDB¢tivities. Financial analysis usiaginvestment

cash flow(business model) approadh rrecommended in order to evaluate the economtosthe land
manageranda potential return for investors

The financial modelinfpr eachREDD-+Activity will allowfor the identification ofthe most profitable
activities, as well as the link tthe emissionreduction potential Financial performance shall be assessed
using transparent assumptions and financial metrics. [iKedihoodthat some of the activitiegvaluated

Financial Planning fddational REDD+ Program Pageb



will underperformwith respect to therequired financial metrics is valuable feedback fie overall
National Strategy development process. Moreover, this assessmiéijuide the process of identifying
additionalpolicy measuresnd/or subprograms that shoultbe included in the Nation@®EDD-Etrategy
These could include those related taxes, incentives, subsidies, technical support, capacity building,
productive infrastructure, local market development, international market ag@ass many others that
directly reduce profitability and/or competitiveness of the proposed actiwitiien conpared to
traditional land use.

1.4 TECHNICAASPECTANDOQOMPETITIVENESE STRATEAEVELOPMENIPTIONS

REDD+ Programs are designedmplementand carryout the REDDNational Strategy. However, the
financial planning process for Mational REDD+ Programust have a broader approach thamply
guantifying the cost of the National REDD+ Program implementation. TREDD+inancial planning
process represents an opportunity to perform a competitive analysis o$é¢lators that impactand use
in a certain ountry, as well as a practical and realistic financial evaluatid®EDB relatedSubprograms
andActivitiesto be promoted by the NationdEDD+Program.

Strategicallygovernments shouldthoos betweenthe different REDD-Activities that will be promoted

and supported by the country in such a widnat it can be successfully implemented and sustainably
operaionalizedthroughthe National REDD+ Progralm financial termshis meansthat REDD-Policies
Subprogramsnd Activitiesthat change the patterns of land use locally, regionalyynationallyand at

the country levemust ckliverland managergmprovedproductivty linked tolocal livelihoods needs and

markets so, that once implementegthe activitiesare sustainable andontribbutetos upport t he coul
economic growth.

2 LEVEL AREDD+ PROGRABDMINISTRATION
AND MANAGEMENT

The section details the financial required sopport REDD+ readiness and-gaing administration and
management of the REDD+ ProgradREDD+ Programs al&rge scale, intersectionapecialized and

require amulti-disciplinary team for successful design, implementation and management. These costs,
regardless of whether the program is managed within an existing governmental agency or as a newly
developed etity, must be understood.Breaking these costs out also allows for determination of the
percentage of the Program’'s overall budget or <car
Program.

2.1 SCOPREDD+ PROGRAM ADMINRATIOKMND MANAGEMENT

Fnancial plannindgor the REDD+ Administratios focused on quantifyintpe fundingneeded to finance
the REDD+ national administratimeanagemententity and any supporting entities. Thesatitieswill be
focal point andresponsiblefor: i) Monitoring performance National REDD-Strategyperformance ii)
interacting with and supporing country representation on REDD+ to the UNEQJ@roviding national
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services on legal REDD+ matters (ERE®@sor agreements, Ol etc.); iv) participaing in structuring and
operating national key institutional arrangement (benefit sharing, communications, stakeholders
consultation and disseminatio)) v) manage strategic roledor fundraising activities/multilateral
relationshipsamongst othersvi) establishig operative processes angrocedures vii) manage and
overseethe national MRV and SIS systearsdvii) administering tke day to day compliance and oversight

of the programThese are all activities that are necessary to establigl run theNationalREID+ Program

far beforeany emission reductions apFoduced.Thefinal expected outcomér financial planningt this
levelis the budget fothe National REDD+ Prograddministration.The administrative agentwill not

be able tocarry out all the technical tasks, but they are responsibtehe management and funding of

all ofthese as part of the administration of tiéational REDD+ Program

Levell financialmodelingincludesi) identifying and quantifyingpfront startupcosts typically associated
with the readinessprocessfor the NationaREDD+rogram structuringas well asi) budgeting the on
going management costs of administering thationalREDD+ Prograrithe costs should bhdentified as
incremental or additionalto baseline costs ofunning the administrativeentity. When this level of
financial planning is completthere will be eudget forthe NationalREDD+ Prograasiministrationstart
up and operational stages.

2.2 FINANCIAMODELING OREDD+ PROGRANDMINISTRATIOAND MANAGEMENT

2.2.1 Implementation Plans

Detailed REDD+ Implementation Plans are imperative for financial planning. Without them, there is no
foundation for building financial projections, identifying the funding requirements and determining the
appropriate capital structure for the REDD+ Program. Implementation plans capture the details of what
is required to deliver on the prioritized components of the REDD+ strategy.

Developing implementation plans is often the hardest part of finamqaining. It requires taking each

of the Levels of REDD+ implementation (defined above) and creating line item details on a year by year
basis of activities, identification of the lead and supporting implementing entities, annual implementation
metrics, and target geographies. Based on the implementation plan the costs and revenue estimates can
be developed from the bottomup and a financial management tool can be created to support
prioritization of REDD+ Program components based on available fundsl as wahntifying the financial
implementations of scaling REDD+ activities in the future. Typically REDD+ Programs spend years
developing a road map and strategy, but they fall short of developing the detail needed to estimate
implementation costs and iddify sources of revenue on a accurate and granular manner.

Creating a REDD+ Implementation Plan should be considered an iterative process given the complexity of
implementing a REDD+ Programs that targets multiple sectors and geographies and span ingtiement
entities including government, private sector and communities/indigenous people.

3 ERPA: Emission Reductions Purchase Agreement or Emission Reductions Payment Agreement
4 Carba Fund, FCPF documents refer this as the Program Entity (ies).
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The process that has been used by the authors at both the national and subject level uses a
implementation planning template that is either organized by Subprogranmipisand REDD+ strategy
component. The REDD+ Implementation Plan is should include the following:

Activity

SubActivity

REDDStrategy Component

Level of REDD+ for Financial Planning (Lev&HADD+ Administration, Levelt REDD+ National
Laws and Pales, Level 3 REDD+ Subprograms, or LevelREDD+ Activities)

Direct or Indirect Impact on Land Use

Target Geographies

Economic sector (if applicable)

Type of Land Tenure thaktivity Targets

Existing or New Activity

Leadimplementer

Supportingmplementer(s)

Implementation metric (ha, #, etc)

Annual Implementation Goals by Metric

Priority (based orability to address drivers of DF/DG, development value, financial viability and
other factors see Section

1 ldentified Sources of Funds

=A =4 =4 =

= =4 =4 =4 =4 4 -4 - -4 4

2.2.2 REDD Readiness Budget

Countriesfind themselvesin different levek of development regarithg National REDD+Strategy
development and pogram implementation Many countrieswill have already incurred a number of
upfront costs associated with establishiagNational REDD-Etrategyand create enabling conditions for
REDD+ Strategy development (readiness costs and other even preWewsythelessNational REDD+
Programsstill need to be fully develagin order tobegin implementation andemonstrate compliance
with the standads and methodologicakquirements of resultbased payment programs.

It isrecommended that each country preparestartup cost budgeincludingall aspects of establishing
the National REDD+ Prograifihe startup budgeshouldinclude basiassessmentthat are needed to
better understand deforestation, degradation causes, ageamsl drivers Design costs for the National
REDD+ Strategincludingthe processes and procedures f@rogramadministation and MRVimust be
included in this costs budget

Folbwing a description adeveral cost components that can be cleadntified when creating atart-up
NationalREDD+Program andostsincurredduring readiness procesilain costs could be driven by the
following components:

1 REDD-Readiness preparatigorocess design
9 Administration and management of tiREDD+eadinesgreparation process
1 NationalREDD-6trategydevelopment
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Referencdevelstudy and development (national, subnational, multiple jurisdictipns)
NationalMonitoring, Reporting and Verifition (MR\) system proceduredesign and
implementation

National REDD+ Framework developmentSafeguardénformation System (SIS)
Stakeholder communication and engagement

Framework law and/or norms that suppddationalREDD+ Prograadministrative functions
Setting up a REDD+ focal point office

Staffing REDD+ focal point office and personnel agkegrnmentinstitutions functioning as
implementing partners

Design, communication and engagement to institutional amal managemen(benefit sharing
arrangements for technical, administrative and financial management of REDD+ national program
Development of ERIN and ERPL;

Fundraising for readiness asthrtup process

Creating new institutions, programs or departmentishin governmentagenciesand
Otheroperational, administrative, logistics, etc.

= =4 =4 =4 4 =4 =

= =4 =4 =

All of these are national tools, systems, protocalsd processeghat need to be develogd sothat the
National REDD-Programisimplemented on a sound administraé foundation It is expected thathese
componens of readinessmay becreated under dfferent implementation partnersand/or between
different governmenigencieghat will collaboratewith the NationalREDD-Program mplementation.

2.2.3 Ongoing Administrative and Management Costs

The financial planing processhouldincludedeveloping longerm budgets(forward-ooking at least 10
to 15 yearsfor the managemenof the National REDD+Program

In order to model a realistidudget, it is important to clearly identifghe roles and range of
functions/activities assigned to the management entiBor this reasonpne of the basic sources of
primary information for financial planning is tiREDD+mplementationPlan whichclearly identify roles

of the REDD#management etity.

Staffing and Office Costs

Identify all the specificstaff positions that are specifically required for establishment anejoimg
management of the REDD+ Program. These are direct resources supporting the REDD+ Program within
the REDD+ Managemehntity, either as an agency/department within the government or a separate
entity depending on the REDEstPmMageramnsiuiahstyi t ntei

5 Emission Reduction Program Idea Nota-FHR). This document provides information for FCPF REDD+ country participants that have made
significant progress toward REDD readiness to be coregider a potential Emission Reduction Purchase Agreement (ERPA) under the FCPF
Carbon Fund. This is the first document submitted and is required for entry into the pipeline.

6 Emission Reduction Program Document-FEER. After a REDD+ country accepted ihe pipeline has signed a Letter of Intent (LOI) with the
World Bank, a draft ERD is prepared by the REDD+ country, with technical support from the World Bank. AROIliERubmitted for
review and selection after World Bank and Emission Reductmgr&m due diligence procedures have been conducted.
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ti me equivalent” staff fThese nenicclideqwly bired stafban existingpt ar e
staff that are seconded to the REDD+ Program Management té@due cost of each staff position should

be based on actual costs of staff with the technical expertise needed to carry out the position and include

all fringe andother benefits that are typical to the country. These positions, may reflect the costs of full

time employed staff or consultants, whichever is appropriate for the Program. The annual budgets should
include an estimated merit increaser staff.

Example &ff positions to be included in the budgets are:

Table2. Example of Staff Position for REDD+ Management Unit

Title of Position

REDD-program executive director
Finance and ER tracking

Finance Manager

Stakeholder engagement amddress
Monitoring and evaluation

GHG quantification
Communication and outreach
Private sector coordinator
Regional REDD+ managers
Remote sensing/GIS

Forest carbon quantification
Assistant to Exec Director

In addition to staff costs, office costs for each year are projecduse costinclude office space (if no
additional space can be provided without government facilities), office supplies, transporatioh as
Program vehicle), computers/printers/pjectors, system administration, internet, phone and other office
management costs relevant for the Prograifihese annual costs should take into account and increase
based on the expected inflation.

Travel toSupport Managemenbf the REDD Program

The travel for the REDD+ Program management team covers the trips required for overall program
management. These include international trips for attendance to key conferences as well and domestic
trips on the capacity of ER Program Management. The costs shedleMeloped taking into account the
staffing plan, the geographic area of the REDD+ Program and include annual increases for inflation.

Legal, Financial and Institutional Arrangement for REDD&dPam

These include theosts associated with managing tegecutive management of the REDD+ Program,

financial and legahspects of the ER Prograifhey include the consultancy costs associated with the
evaluating the options for thastitutional arrangements for thREDD+ Management Entég wellcosts

ofestabl shing the entity or structu+f enwicedROthercesde gov e
includedareannual audit fees for thREDD+Program, Trustee/Management F&e the entity managing

the RME and the ongoing legal costs to support the ERdam. Depending on the capacity on the local

personnel, these may also include the costs for an initial period of international REDD+ experts or a REDD+
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management company supporting the local team, which are considenestee/Management FeeThe
legalcostsshouldcover the costs to develop and maintain the REDD+ Participation Agreethetvgen
the REDD+ Program and implementing partnevgr time and legal needs of tHREDD-Program.

REDD+ ReadinegKey Consultancies

The UNFCCC, World Bank and other major donors such as Germany and N@avegstablished
requirementsand set of processes for count r iseepsocesses ac hi e
are fully designe@ndrequirements differ Butbasicallyfor National REDD+ Programs to receigsults

based payments, and in the future possible participatduitnre market or resultdased mechanisms

under UNFCCChey need to achieve the preconditions of REDD Readiness. As REDD+ is new, most
countries require ¢chnical support to achieve the requiremenivhich is provided by key consultancies

funded directly or indirectly by the REDD+ Program. Some of these consultailtiaign and be

included in other sections of the budget (e.g. benefit sharing planldpweent, REL and MRYV), but those

that cannot be aligned with other areas of cost estimation should be included here.

Stakeholder Engagement

The costs to implement and maintain stakeholder engagement should indode to designof
stakeholder engagemerprocesstraining forengagementeams,coststo conductstakeholder meetings

to be heldby group and geographicallggsts to record and report results of meetings, well as the on
going costs of communicationCosts are generally broken down bymeetingcosts per type of meeting
(including venue, food, transportationper diem, and preparation), 2)technical support
costs/consultancieand 3) communications. The stakeholder engagement process both upfront and on
going is a key component of REDDe¢cgss and can be costly, thus time should be spent in developing
realistic and detailedost estimates.

Safeguard andRedressSystems

REDD+ Programs require certain safegudrsdsmet. Thisnecessitatesthe design of a safeguard
monitoring plan and systento collect and report Thesecostsestimatesmay be developed early in the
process but cannot be finalized withouttamprehensivesafeguardsnonitoring planwhich should also
evaluatethe data that is already being collectégt the govenment agenciesvhich can be leveraged for
REDD+ safeguard monitoringThese costs will include technical support for development of the
safeguardsmonitoring planthat draws on the countries polices, laws and regulations to address
risks/benefits of REDPas well as other safeguard requiremeraisd good practice guidance. And the
costs designingnd implementing @afeguard information system to colleamhd report ondataaccording

to the plan

In addition to development of the safeguard plan and systemrocess must be supportedgister and

address grievances from the groups of REDD+ stakeholders. This will include the cost of designing and/or
expanding existing grievances processes, cost oftstafipport the grievance and redress processes and
reporting. Often the staffing costs for safeguard monitoring are captured in the REDD+ administrative and
management staff costshowever the costs for supporting grievance and redress are generally
incremental asthey involve external staff tdiave some idependence from the REDD+ program
management team.

Benefits Plan Management
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The design REDD+ programtitutional arrangementsand the specifics of the benefits sharing plait
drive the costs ohdministeringREDD+ stakeholder benefits. Often the staftiogts foron-goingbenefit
adminetrationare included in the REDD+ program management unit, howetagration of benefits into
the REDD+ participation agreements (or other forms of agreements with beredi), specialized
monitoring neededfor each group of stakeholders and establishadjhinisteringaggregatedbenefit
fund management structuresequired to handle paymentsmadeto collective stakeholdersIn some
cases, additional emission reduction caanting or other forms of proxpased performance
guantification may require technical assistartmeyond monitoring at the jurisdictional leved allocate
benefitsin accordance with the plan.

Emission Reduction Quantification, Verification and Issuanc

The costof initially registering a REDD+ program gmdformingthe onrgoing monitoring ofverified
emissionwill vary based on standard or protocol applied, size and typologies of the REDD+ program,
frequency of monitoring and verification, as well as the first verification y&ahle3 providesa listing of

the costs that a REDD+ program is likely to irtouquantify emission reductions, some may not be
relevant for all programs.

Table3. Emission Reduction Monitoring, Quantification, Verification and Issuance COatggories

Category ‘ Cost Components

1 Purchase Historical Remote Sensing Image&t£5yrs to t=0)

1 LOE/consultancy for langse/landuse change analysis (maps and transition
matrices)

Costs of biomass sampling

LOE/consultancy for generation of emission factors

LOE/consultancy for Langsechange model and REL

LOE/consultancy for compliance with Methodological Framework
LOE/consulting ERD Development

LOE/consulting qocess documentation and training

1. ERPD PREPARATION COS]

1. ERPD VALIDATION COSTS Costs for independent reviews and TAP review

A=A (=== =a-=2

Purchase images for monitoring period, at minimum one at the end of the
monitoring period

LOE/consultancy for landse/landuse change analysis (maps and transition
matrices)

Costs of biomass sampling (if required)

Costs oPRA and Biodiversity (nararbon benefits)

LOE/consultant for update of emission factors (if required)

LOE/consultant for preparation of FHRogram monitoring report and verification
support

Support for independent verification of monitoring report

=

2. ONGOING ERIONITORING
AND VERIFICATION COSTS

= =4 =4 -9

]

1 Costs to issue emission reductions on an external providers systems or costs tq
and maintain a registry system on an-gaing basis
Establishment of REDD+ Funds management entity and costs of fiscal manage
Brokerage/transaction costs for sale of emission reductions

4. ERMONETIZATION AND
TRANSACTION RELATED CO

= =9
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3 LEVEL 2ZREDD+ NATIONAAWS ANPOLIGES

This sectiorelaborates on financial planningequired to complete thelegal andpolicy development
requiredto support theNational REDD+ Prograrklowever, the financial planning for establishing and
aligning laws and policies with REDD+ progranaftés less about cost implicationsand more about
political commitmentcross agency effectiveness and efficiency of process.

Thetwo following subsectiors define the scale and scops the policies, aswvell as therelationship
between them Guidanceis also provided on how to better structw financial modelingand how to
identify and quantify budget costs for REDBticy implementation.

3.1 SCOPBFREDD+ NATIONAAWS ANPOLIES

NationalREDD-Policiesrelated to land use sectors are createdaiccordancewith national/subnational
conditions, and basic conditions for economic developméniational REDD-Strategy is expeted to
identify and promote newlaws andpolicies adapt and/or improve existing ones, sthat economic
development can be promoted through RED®dbprograms and Activities respectively The financial
planning process shall clearly identify and quanafy costs related to formulation, approval and
implementation of such policy changes. Moreover, the financial plan should identify all relevant medium
and longterm costs needed to implement theolicies through the administrative structures
(departmentsministries, agencies, othergjithin the national orsubnationdinstitutions.

For purposes of financial plannidgevel2 should be thought of as tHaws andpoliciesthat will havean
overall impact @ land use butare not directly tied to implementaton costs at thefield-level
implementation which would be captured in Level Iheincrementalbudgetrequirementsmust be
created based on the scop# the work neededto support the implementation of the nedaws and
policies Level 2financialprojectionsthat capture the incremental or marginal costs of implementation
REDD+ specific laws apalicy budges, will include policy formulation, consultation and implementation
at the countrylevel Thiscould be difficultdue tot h e ¢ 0 u n ttyrolynatsral sowoes, economic
activities, development programs, social consttajnas well as theimulti-agencyinvolvement and
nationaland subnationalgovernmentagency coordinationNevertheless, whenever a new or improved
national policy is pamf the National REDD+ Strateggditional funding must be identifieid thefinancial
planning process

Some policieand related lawsnay be developed at the national level, but require implementation and
enforcementat subnationallevels while dher polices and laws may liven atthe subnational level.

To manage the financial modeling at different scatbe following should beonsideed:

1 The new or improved national policy will have adst the leading national implementation
agencyat the central national office and at tireregional officegor implementation and
enforcement or

1 Subnational/local government agenci@sll need to have incremental budgstb supportpolicy
implementation, personnel, offices, equipment, capacity buildanyg others.
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The costs of implementing new policést drive a specific prograsaimed at land managessithin the

context of the REDD Programill be captured in Level 3 Subprograms. Howevée tosts of
implementing policeshat areassociatedvith creating enablingonditionsshould not be included in the

REDD+ Financial Planning process. These enabling conditions could include costs of improving roads or
establishinga port, to lower costsand increase market access for target sectors. Thesehared goods

and the financial implications should be evaluated outside of the REDD+ financial planning process.

3.1.1 Subnational and Sectorial Scale Policies

Subnationabndjurisdictioral scale®ften correspond to specific economic sectors. This is veryramm

in many countries, since land uses digdedinto jurisdictions where common ecological conditions exist.
The first distinction is generally agricultural and forestry, which are often in different ministrieshemd
specific jurisdictions includeugar cane, coffeenatural rubber palm oil, cacao, cattleand other
commodiiesthat are well-establishedegionallyaspart of a productive cluster. Subnational jurisdictions
also correspond in many countries to the largest areas covered by n#dreat that need to be conserved
and/or sustainably managed.

Subnationapoliciesin a certain country may be created, modified and/or improved\lagional REDD+
Prograns. In addition, policy formulation, consultation, approval, communicatéond implememation

must be considered within the context of decentralized land use management at regional, state and
municipallevek. Therea number ofcases in different countries where regional/subnational jurisdictional
policieson land use management prevail aack recognized over nationpblicies

A subnational approach to financial plannisgappropriate wheni) previously described situations are
present ii) Costsidentified and quantifiedrelated to sulmational plans and agendas thathé
identificationand quantification of costs related to subnational scomee boundand acceptableinder
country laws and iii) there are regional government offices/departments, or national government
institutions that have regional offices and can lead the processrofidlation, consultation, approval,
communicationand implementation of the new policy.

There are countries where certain productive sectors are of great economic importance to the financial
performance ofa country and to the successful futud the National REDD+rogram In such case

policy could be appliedo productive sectos, rather than to geographidocations (national or
subnational). Changes insectorial and policy approactkes may be driven byspecializedindustry
associations and/or certaiministriesthat are dedicated b a particularsector. Given that, financial
planning must be focused on the specific expenses related to the sectorial policy, and its direct
institutional developeifuture operator.

3.2 FINANCIAL MODELINEENATIONAILAWS ANPOLICIES

Based on the description dfevel2 policy identification processt should be evident that political,
administrative and management expengesfinancial modelindor Level2, arerelated tonationalpolicy
programsand their required costs through the subnational decentralized bodiddhis accourstfor all
potential incremental costin existing/newgovernmentinstitutions or civil society institutions to be
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created with supporting policy framework creation and implementation. [Eke of analysisshall beat
the central government and regional/country offices.

The financial model foNational REDDtaws andPoliciesshalltake into consideration the expenses
related to:

1 Law and Policy Formation
- Strategy setting and articulation (broad road mapREDD+that promoteseconomic
growth and sustainable development, roles of public, private, domesiicinternational
actors)
- Sectoral plicydevelopment and formulatiorelated sector policies requd to support
REDD+)
- Sakeholder consultatiormround laws and poligy
- Normativeframework developmenfestablishmenbf rules and regulations);
9 Policy discussion and approval by key policy makers
- Communication to the public and other stakeholders
9 Startyp costs: institutional cost of establishment (offices, furnishings, equipment, recruitment of
key personnel), creation of technical and operative structures, creation of institutional capabilities
and operational plans
1 Operational cost: annual cost of g®nnel, equipment and furnishing, offices, supplies, training,
logistics, events, and all relatedsts of operation of the main executg bodyfor the relevant
new policy at the main national/subnational officand
1 Opportunity Costs-e.g, lesstax revenue due tofewer concessions granted or extractive rights.

In the financial planning process, particulasligenassessing opportunity costs, governments will need to

have a clear understanding of the agents that are impacted by REDD+ strategic options and determine
opportunity costs for these agentd=or example, if a policy reduced the amount of new forest ldnad t

will be legally zoned for palm oil, the opportunity costhe governmentvoul d be t he governr
revenue from palm oil permitting fees and other lost income associated with palm oil production. Another
example, at amallerscale, is if REDD\etivitiesinvolveland managers agrémsgto conserve forests that

could be harvested legallyin this case, th@pportunity costs for the land manageagents who did not
harvestwould betheir lost revenue while the opportunity cost this would represetat the government

would beany lost feedt would have collectedrdm legal logging.

4 LEVEL SREDD-SUBPROGRAMS

Previoussectiors describedthe financial planning process fdrevell and 2 which have to do with
implementing measures for national admstration of the National REDD+ Progranand policy
development and implementation, respectively. Téestiondescribes the Financial Planning fdrevel3
REDD-Subprograms(i.e.costs (and revenue) of implementing the programmatic framework of actions
that Governments provide to support landge related activities
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4.1 SCOPE GREDDSUBPROGRAMCTIVITIES

The finanal planningprocessfor Level3 - REDD-Subprogrars shall identifyand quantifythe expected
costs of implementation for REDDBulprograms from the government perspective The gvernments
perspective in this case is nafpolicy perspective, nor administrativeather, all governmentsupportis
provided directly tqoromotefield-based REDDActivities Leveld) (e.g, training and technicassistance
PES programand inputsfor new productivdand useactivitiesand/or improved productivity)

Conceptually speakindREDD+Sulprogramsare the maingovernment supporteccomponents of the
National REDD-8rategy — those are thebundled componets that provideprogrammaticsupport into
REDD+ land usetivities. REDD®ubprogramgelate directlyto the National REDDStrategy andpolicies
and have national, subnationabr sectorialimplementation nodalities These programmatic activities
must be consistentvith the NationalREDD-Etrategy, related laws anddficiesand the REDD+ Program
implementationdesign These programmatic activities will be focused on supixag priority productive
sectof s ¢ o n torREMDu tesultsy creatilogal productiveand market conditiondo ensure land
managers adopt new practices that change laisgé. Having well developeBubprogram perational
plans are imperativefor financial planningThis will allow for theguantification of thebudges required
to promote REDD+ Activitiesuch as technical assistance, training technicians, patrolling, master
management plan development, productisgfrastructure, linking to marketsvalue added processes,
technolodcal support tospecific productive sectorspeongstothers.

While Sibprogramsare designed to directly impact how land is managed, they musupported by
policy measuresand designed to promoténcrease competitiveness of certain sectors, create optimal
conditions toimplement sustainableland useactivities promote productive and market conditions
deliver longterm livelihood improvements for land managers and rural populaticared promote
emission reductionbeing generated

4.2 FINANCIAL MODELINGR REDOBUBROGRAMS

Level3 isdefined asactivities that governmens will directly implement to supporREDD+Activities
carried outby communities, associations, indigenous peoptgsups,cooperatives and/or individual
private land managersas well as governmeratgencies who directly manage landis order to properly
clarify what the expected costassociated with implementation &EDD-Subprogramshould bg some
examplesare providedin Table4.

Budgeting for Subprograms is very specific to the prograsectorbeing supported.Direct links should

be made between the Subprograms budgeted &nel REDD-mplementation planand further to the

specific REDD+ Activitiigat they are designed to support. o€ts should balevelopedbased on the

metrics that drive cost$e.g. hectares, # land manager/producegst c ) . The gosendr nment
fixed costsand variable costs of managing and administrating e€aghprogramshoul be estimated.

Table4 provides a listing of the types of costs that are generally incurred to implement Subprograms.
Fnancial plannindor this Levéshouldalsoprovide relevant information on the budget sharing between

different REDD+ Subprograms to be implemented by different government institutions at different scales

and scopes.

Table4. Examples otevel2 REDD-Subprogram Cost Categories
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Cost Categories ‘ Description

Technical assistanceand
specialized skill trainingp
strengthen ~ @vernment
field staff capacity to
promote REDD+ activities

New technical support programs#partmentsin government and/or decentralize
institutions: building new technical capabilities into extension services, startup,g
operative annual cost staffing cost, basic services, office, vehicles, equipment,
others relevant to operations

Technical asistance and
inputsto land manager$or
REDD+ Activities

New government programs providing rural technicasiatane and inputs to
promote sustainable forest reforestation land restoration, and agriculture
management best practices, business skills development, marigtredit access
value added processes, NTlvelihood managementimprovement ofecotourism
services, and other relevantareassupporting land use action implementation.

Resources for enfcement
of forest managementaws
and conservation

Government services that are functional to different REDtivities: patrolling,
illegal logging control, tracking and control of legal wood, licensing fg
management operations and inventories, ést inventories, monitoring ang
certification of land use actions, monitoring, verification, and others.

1(
of

Access to finance
promote  adoption
REDD+ Activities

The costs of PES program payments, lines of credit, guaranteesredits, ER
resultshased payments that provide land managers compensation for chang
land-use/adoption of REDD+ activities aadcess to capital to make investmer

required to change practices.

Allother possibd new (marginal or incrementatpstsof implementing theREDD-8ubprograms activities
that will be incurred bygovernmentinstitutions responsible aupportingthe National REDD-8rategy
implementation must be identified and quarigfl as part of the financial planning process. The process
of financial modeling akevel3 will providea clear definition of possibléunding requirements fothe
government to operationally support REDD+ land ésmivities Once all possible and predictib
expenditures are accountedt Level3, the REDD+Subprogramfunding requirements can be clearly
identified.

5 LEVEL 4REDD-ACTIVITIESHECORNERSTONE
OF DELIVERING EMIBSREDUCTIONS

5.1 SCOPBF REDD+ ACTIVITIES

Covered in the last sectiohevel 3 accounts for the direct costs of government implemen®R&dpD+
Subprogramsbut there will also be costs and revenue incurred by land managéisadopt REDD+
Activitiesthat change landise under the REDD+ StrateByancialplanningfor Leveld REDD+ Activities

turns from identification and quantification of possible costat are primarily borne by governmento

evaluating financial feasibility of REDBetivities that will be adopted by land managers to produce

emission reductions and otherq@ductive activitiesThese costs and revenue will not be explicitly part of
developing the government ! lowewevr endesstariding RHe Hidancialf i n a n
implications for land managers adopting[E+ Activitiesincluding the benefits thegan receive from
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REDD+ Subprograms, is the only way to determihether they will adopt the practices required for
successful implementation of the REDD+ Strategy.

REDD+ Activities are implemented byigerse group oktakeholderswith different cultures, types of
ownership and tenureschemes natural resource rightshiophysicalconditions andlevel of enabling
conditions. These each effesttheir ability and desire to make the changes neetdesupport the REDD+
Program. Most implemening land owners/managerswill be interestedin maximizingthe possible
financial xample:revenuefrom ecocertificationg and nonfinancial (example: improvedivelihood)
returns (financial and livelihoodpt the veryleast land managers will want to be able ¢tover thecost
of opportunity of alternative land usedt is critical to understand thébusiness casefor implementing
the REDD+ Activitiesvhich are primarily driven by return generation, but nfay larger private sector
land managers mayalso incide motivation associated wittcorporate social and environment
commitments

At Level4, it is important for financial planning to cleadgfine the interaction between Subprograms
promoted by the government and the financial and other impacts for tandagingadoptingREDD+ land
useActivities that are prioritized for implementation and financing within tiational REDD+ Program

One of the greatest challenges for REBDategy development ansinplementation for governmentss
prioritizing the REDD+ Activities that will be promoted in the REDD+ Program.

5.1.1 Prioritizing REDD+ Land use Activities for Financial Modeling

The criteria and rating methodologyis presented in the sectiosupports the identification oREDD+
Activities with the greatest chance of adoptiorsuccessful implementation and the ability to reach
sustainable performance. In other words, thdREDD+ Activitighat have ahigherchance ofdelivering
sustainable land use management and economic growth for lamgecs/managersand private sector
investors and companied hecriteria covemarket access, cultural, value chain, profitability, productive
conditions, and financial resourcesmponents thawill lesslikelyto incurby implementation barriers.

Toprioritize REDDActivitiesthey shouldevaluated based on thdollowing criteria:

Tableb.Criteria to Prioritize REDD+ Activities within the REDD+ Strategy

Criteria Definition

The land use activity proposed is traditional or normally
implemented in the country (or with groups) and there is
proven record for scaled production/implementation and
premium price sales

The national laws and policies promote and support the
proposed land use activity and/or government support
development of sector

The products and services produced by the activitye ha
enabling conditions to be economically viable to supply
chain buyers/processors
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Criteria Definition

The products and services produced by the activity for
target geographies have liquidity and demand in the
marketplace

Key productive biophysical characteristics, inputs, huma
labor, technology and supporting technical services are
present for scaling implementation

There are financial instruments in the local banking systg
or international markets, that support the land use activit
and the country has demonstrated capacity to source fu
from investors / financiers

Theoreticallythe REDD-Activitiesthat matchthis set of criteria would be qualified as the most likely
strategic options for implementation in each of the respective geograpaieas. Nevertheless, there are
certain conditions where a countmay prioritize the implementation o0REDD-Activitiesthat do not fit
with all previous criteria. Anneg provides aGrading Scale for Prioritization of REDD+ Activities
accordance to the criteria presentedTiable5 and itsupportsa s s i g scor@oy grame “t o Ackvidyc h
for eachcriteria. This scale is used fwrovide guidance for scoringach REDD+Activity; to facilitate
compaison of REDDActivitiesfor prioritization. Countries can further refine the scamg process by
assigring a weigh the relative importance of each of tleeiteria and calculatea weighted average to
comparescores of eacREDD-Activity.

At this point, theprioritization process fotand useActivities can provide valuabldeedback to the
NationalREDD-Gtrategy. This is because it is highly probable RRDDActivities with low scores but
political/cultural/socialenvironmentbiodiversity importance to the country will need to have
new/additional REDD-Policyand Subprogamsto support implementation.

5.1.2 Linking REDD+ Activities to Polices and Subp rograms

As previously explainegREDD-8ubprograms are governmefsponsored programmatic components that
are designed to promote sector focusedbundleof REDD-Activities Byassessinthe financial feasibility

of REDD+ Activities, within the context of the Levea®s andPolicies and Level 3 Subprogram provides
the strategic feedbacto signala mismatch between policy and government programs and what is needed
for adoptionof REDD+ Activities by land manag&¥sthin the financial balance, the ability to identify
potential government budgetargnd prograngaps which need to be closed is significantly relevant to the
process

These gaps between could include:

1 Need to increae financial returns of land use REDD+ Activities, so they are investable by providing
attractive financial metrics and/or equaling cost of opportunity (i.e. agroforestry, NTFP, certified
timber);

91 Providing additional sources for finance for upfront inveshts, using for example special funds
for equity, debt finance, lines of credit, upfront payments, insurance and guarantees;

9 Limited technical expertise and access to inputs in key implementation geographies;
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9 Additional policy measures are identified thatow for improved financial performance of REDD+
Activities, these could be, but are not limited to, incentives, tax exemptions, law enforcement,
forest governance, and other previously indicated,;

1 Improvements in local (subnational, sectorial) condititmseduce key cost of transaction, like
transport (roads or other transport system), responsible and if possible certified purchasing
(timber, NTFP), licensing, forest certification licensing, or other investments needed that can be
done by governments.

Once these sources of additional funding are identified and quantified, they must be added up to all
additional budgetary funding required from Levels
important to evaluate the aggregated emissi@auctions costs and identify from a financial point of view

the efficiency othe formulatedNational REDD+ strategy

5.2 FINANCIAMODELIN®F REDD+ ACTIVITIES

5.2.1 Determining the Financial Feasibility /Business Case for REDD+ Activity

The three other levels ofinancial planningcowered above, includghe costs associated with the
implementation of national REDD+ from a projadministration policydevelopmentandgovernmental
programs to promote land manager adoption of REDD+ Activities. Level 4 financial projections, while not
formally part of the governmers cost of implementing REDD+, they reflect the financial impact of land
managers in the adoption of REDB¢tivities. In this case the land managers could be farmers,
communities, concession holders, protected area managedgyenous groupsepresentingoth public,

private and collectivéenure.

For each REDD+ Activatiyd land manager groyphefinancid planning process includes the development

of financial modelgo project the cash flow(and net income/lossfrom operations (revenues and
expenses) They shouléhclude inkind labor and inputgayments andhon-revenue funding sourceg.g.

from Subpograms)anddevelopthe indicators to evaluate investmetikelihood. These financial models

will support the business case for adoption by the land manager and allow for the determination of
whether the REDD+ Activity can make a return for the land nmamaigd further for a potential investor
whose funds may be needed to implement the Activity.

The following are the typical financial metrics tistiouldbe developed and eluated:

i.  Annual net cash flow of the land use activityhis is net cash flow aftéinancing costandother
sources of funds

i. Landmanagerrate of return: This is the rate of returfor the land manager relative to
alternative land uses

iii.  Breakeven for the land use activityrhepoint in time where the cumulative revenues from the
Activity equal the cumulative costs, taking into account any other sources of funds, such as
government subsidies and/or grant funding

iv.  Investor rate of return Return forinvestorsconsidering leveragéncentivesand subsidies
taking into account any type of guarantees
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v. Payback period for investorslimeframe when the cumulative net present value of cash flow
the investor perspective is equal or higher the initial investment value

The financial metrics identified in this section are thosgenerally used in accordance to
international/national best practices related ferformancemeasurement®f a potential investment in
certain productive sectorfor those land useéActivities where Policiesand Subprogrars impact their
financial performance, theghould be considered in the overall evaluatidrhnese Activity and land
manager specific financial projections allow for the identificatiordiffierent sources of funding and
capital structureswould be relevant for financing thedifferent REDD+Activities depending ontheir
financial profileThis will allow governments to cregpeliciesandsubp r ogr ams t hat make *“ g
s e n s e, ’are financialy. sustainableln addition, having a cleanalysis of the financial profitability
metrics and risk(including a sensitivity analysidifferent types of sources of fundingan betargeted:i)
donations ii) angel investorsiii) subsidies- philanthropic fundsiv) risk capital, development banks
strategic investorsv) institutional investors andvi) equity funds, investment banks, commercial banking
amongst others

5.2.2 Addressing Uneconomic REDD+ Activities

REDD+ Activitidhat are notfinancially feasible must be studied and considered by theeghment from

afinancial point of viewn order to understanchow to make them more viablé¢ f t he acti vi ty’
metrics do not meet the requirements of different funding sources and their related financing
instruments, additional options can beéudied by the government to increase returns by offering tax
exemptions, incentives, or subsidies.

While not financially feasible, the dmenefits generated by such land uadivities could be considerable

in terms of public goods and services. In additiareas of conservation could set framework conditions
for the development of new competitive clusters of research and developnoéegotourism, or others.

As such, thse could be strategic lorgrm opportunitiesfor economic development for the counttiat

need to be clearly identifigdeven though quantifying possible future economic benefits is not possible at
the time of financial planning.

Theland useactivitiesthat are not financially feasible tattract fundng or promote changed behavior of

the part of land managenmgrovide useful feedback for the Nation®EDD+ Strategy. At this pointthe
analysis, decisionseed to be made between i) eliminating the land use activity as part of the REDD+
Program and/or ii) proposing policy measures or supporting programs that support land usdtiastio
generate the necessary level of financial return

Eliminating a land usactivity is not necessarily a negative output from financial planning. It is important
to consider again that land usactivitiesare strategic options of thélational REDD#rategy, and that
through its financial feasibility evaluation, final consideratiam be given tavhich should be prioritized
and promotedby each country
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6 NATIONAL REDBHNANCIAL PLANNING

The preceding sections provide a detailed structure for identifying and capturing the costs of designing,
implementing and managing a national REDD+ progiutting thisall together todetermine financing
needs, capital structures drdeveloping a financial decision support tool to guide the fundamgjngand
implementation prioritization is the focus of this sectiand completes the REDD+ financial planning
process

6.1 CREATINGONSOLIDATHINANCIAL PROJECTION

Detailed finan@l projections area prerequisite to financial planningzor REDD+ Prograrthese are
prepared on a cash flow badis determine the funding requirements. Each Program shoaildr the
structure of the financial model to meets the specifics of the Prograahlel provides a cash flowodel
framework, for a typicaREDD+ program.

One of the challenges in generating cash flow models for REDD+ is accounting for enhemal (or
marginal) costoof REDD+ implementation. It is important to work with each of the implementing
government agencies to identify both costs and funds that are tied specifically to each of the REDD+
LevelsCash flow modelshould be developed faat least 10 years, and be designed to support sensitivity
analysis on the key cost and revenue components. Models should be developed witckdbility of

inputs, modeling good practices and include a detailed financial narratipeotode explantons of the
structure of the model, assumptions and sources of data.
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Table6. REDD+ Cash Flow Model Framework

CASH FLOWODEL FRAMEWORK

ER PROGRAM CASH FLOW OUT ER PROGRAM CASH FLOW IN
REDD+ Program Management C@ktvel 1) Reference Price per ton

Staffing Costs ER Sales Cash 8etured
Office Costs ER Sales Cash In (Other Sources)
Travel for Program Management TOTAL ER SALES
Legal, Accounting and RME Trust/Mgt NONER CARBON CASH FLOW IN
Readiness Key Consultancies Donor
Stakeholder Engagement Government Budget
Safeguards Monitoring Other
Grievance and Redress NONER CASH FLOW IN

Benefits Management
Emission Reduction MRV
ER Program Management Reserve
Government Fee of ER Revenue
Total REDD+ PrograManagement + Gov Fee
Program Mgt % oREDD Program Revenue TOTAL PROGRAM CASH FLOW IN
REDD+ Law and Policy (Level 2)
Law and Policy Formation
Startup
Operational Costs
Total Law and Policy
REDD-8ubprogramglLevel 3
Subprogram 1.
Subprogram n
Total Subpograms
TOTAL ER PROGRAM CASH FLOW OUT

NET PROGRAM CASH FLOW
CASH BALANCE (CUMULATIVE)

6.1.1 Sources of Funds

The prior chapters on each of the Levels of REDD+, provide guidance for estimating the annual costs of
establishingmanaging and implementing the REDD+ Program. These create the annual estimated cash
outflows of the Program. But REDD+ Programs also come wikisting source of funds, available or
projected at the time of financial modeling.

There is a broad speetim of potential funding sources for REDPreégrams These include international

and domestic sources, public and private soureesl shortterm, long-term, or recurring sourceslt is
important to make a distinction between sources of funds with reddteancing structures and the REDD+
programrelated revenue. REDD+ prograefated revenue is considered revenue that is earned from the
sale of commaodities produced through the implementation of the program. These could include revenue
from emission rductions sales/results payments, timber revenue, agricultural commodity revenue,
and/or NTFP revenudiowever funding sourcesnay not berelated to the results of implementing the
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REDD+ program or selling of a commodity or service, but rather ways ih thieiprogram can secure
the funding of a positive cash floWwable4 provides a list of the types of funding sources including the
typical financing instruments thahould be evaluated for REDD+ finance. These sources and instruments

may be applied at difference scales and scopes (or subsectors) of the National REDD+ program.

Table7. Funding Sources and Instruments

Funding Source

Description

Typical Financial
Instruments

Public Grants and Assistance

Public funds are grants or concessional

nature, meaning that they do not requir
repayment or have nomnarket terms for
returns and repayment.

fAllocated funds
annually budgeg), or
fAppropriated funding
sources from governmen
budgets

(from

Multilateral/Bilateral
Development Banks

These can include international developme
finance institutions, such as OPIC, IFC, F
IDB, WB and others.

TEquity
flLoans
fiLoan guarantees
fIFundinvestments

National Bank

(NDB)

Development

NDBs are entities that provide financin
technical assistance and other collate
financial products, based on promotir
country/sectorial development and tha
normally have a strong commitment t
sustainabity. They support innovation an
are normally tied to the national econom
development strategy.

fIFund investments
flLoans
fiCredit lines
private banks
fCollateral guarantees
fITechnical assistance
fIRisk sharing structures
Development of best
practices vhen unknown
for local financial sector

through

Private Financial Institution

(domestic or foreign)

Commercial banks, investment banks 4
microfinance  institutions that provide
financing, generally equity investments, loa
on commercial terms and collatergkrvices
like trust administration and guarante
holders. Some of them operate specific cre
lines provided by NDBs, multilaterals and
laterals.

fEquity investments
fiLoans

flLeasing

ITrust management
fITrust guarantee holder

International/Regional Banks

Banks who provide finance based (¢

commercial terms.

fLoans
flLoan guarantees

Private Equity Investors

Covers a board spectrum of investors th
include private equity funds, impact fung

TEquity
fIMezzanine capital
fPrepaid ERPA
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Funding Source

Description

Typical Financial
Instruments

(including foundation and endowments
individual investors, andhicrofinance entities.

Companies who Sourc
Sustainable Forest/Agricultural
Products and/or use emissior]
reductions

Private companies that are starting 1
recognize that sustainable sourcing
agricultural products s critical to their
business’ success.
commodity purchase, they provide funds f
financing the implementation of bes
practices, which is a clear driver as a fund
source for REDD+ activities.

fiLongterm guaranteed
purchase contrets to be
used as collatera
guarantee for loans
fTechnical assistance
fBest practices

fProvide inkind up front
funding (seeds and ke
inputs)

Insurance Providers

These entities provide different types
insurance: political risk, weather, cro
wildfires, and others that can be used t
reduce the risk of the overall operation to fg
on performing in accordance with expecte
cash flows.

T Insurances of differen
types

flinsurance can be collater
guarantees for investablg
entities

Carbon Marketfkesultshased
ER Payments

These are payments made for emissi
reductions, either through markets or resul
based payments.

ERPA Spottransaction

ERPA Forward transation

ERPA - Forward with
prepayment

Capital Markets

Funding options arepresent in capital
markets. Nevertheless, a track record
successful performance is needed. In varig
cases bonds and also shares are issued, th
are normally required to pay a minimu
return. Capital markets from develope
countries have, in variousases, funded
investable entities in developing countries.

fPubic equity issuance

fiMuni/corporate bond
issuance

finvestable entity bond
issuance

flinvestable entity shares

Each of the above sources of finance for the National REDD+ program and activities stamced to
different options or modalities.

In is important that the full spectrum of funding sources that will support the REDD+ Program in whole or
part are included. Projections should include components of large donor programs (e.g. FIP, UNREDD,
FCPF, GEF) that support REDD+. Each of these sources of funds should be projected on an annual basis

7 http:/itheredddesk.org/resources/backgroundote-redd-partnershipmeetingadvancedredd-finance
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and include only the portion that supports REDD+. These sources should also be identified by which of
the Levels of REDD+ theypport. These sources slid also be identified by Subprograms, so that
estimates of sources and uses of funds can be presented for each Subprogram.

Carbonor resultsbased paymentevenueshould be estimated based dhe actual timing of cash flows,
which will be alignedvith verification and delivery requirements for each source of carbon finance. The
sources should be identified bthe specifics of whether they are secured or projected, and use
conservativeprices.

6.1.2 Handling Benefit Sharing of Emission Reductions in Fin ancial Modeling

While a full discussion of benefit sharing methods is outside the scope of this paper, it is essential that the
financial impact othe REDD®benefitsharingplanbe captured properly in the financial modeling process.

If a country has cledaws that specifywhb a s “ o w n enmissidnireduttiors fn each and every area

of the county, financial modeling would follow these arrangements and assigission reduction
revenue to the REDDActivitiesduring the modeling processEmission eduction tenure laws are rarely

this developed and proper allocation becomehallengingdue to the fact that quantifying the precise
number of ERs generated on each parcel of land over a large area may be difficult to determine (i.e. who
decides what vaime of ERs to be generated whera)d becausemission reductions may be generated

by one entitywhile beingmonetized by another.For example, emission reductions may be generated
through the participants/land managers in a governmepbnsored PES sulggram, but the
government is the only entity that can monetitee ERhrough a resultdased payment program.

The financial modeling process needs to capture the dynamics of emission reduction tenure, benefits
sharing and monetization mechanics thatlveie followed in a particular countrigr tenured land under

the specific program. There arange ofbenefits sharing oémission reductioashould be captured in

the financial modeling process @sovidedin Table8. In addition to the benefit sharing related to
emission reductions, governments and their benefits plans need to capture the inherent béndFts
program of donor/governmentadREDD+ retad programs.
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Table8. Emission Reduction Monetization Mechanics and Financial Attribution Options

Monetization Mechanics

Financial Attribution Options

Government sllgreceives result
based payments on all emissiol
reductions generated in th¢
country

1 A percentage or fixed amoumf ER revenués allocated to administration
of the REDD+ prograrhdvell)

9 Funds from emission reduction revenue used to cover sHait in
government income frontaxes and permit fees due to opportunity cos
(Level2)

9 Fundsfrom emission reduction revenue usedd fund prioritized REDD-
Subprograms ILevel3)

1 No payments are made to land managdrse\el4)

1 Government PES paymerdsother performance based paymesthade to
land managers with direct or indirect link to producing emission reduct
(Leveld) and/or

9 Government payments linked directly to the production of a verif
emission reductio; the monetization price is paid to land manageks\el
4)

Government slls/receives resultg
payments on a portion of thg
reductions generated in the
country and land managers mg
monetize emission reduction
independently

1 A percentage or fixed amoumif ER revenue from both government sal
and independent land wner salesis allocated for administration of the
REDD+ progranh.évell)

9 Funds from emission reduction revenue used to cover sHait in
government income from taxes and permit fees due to opportunity c
(Level2)

9 Funds from emission reduction reverau used fund REDD+ prioritize
subprogramsl(evel3)

1 No payments are made to land managdre\el4)
Land owners WITHOUT emission reduction tenure

1 Government PES payments made to land managers with direct or ing
link to producing emission reductionisgveld4) and/or

1 Government payments linked directly to the production of a verif
emission reduction and the monetization price is paid to land mana
(Leveld)

Land owners WITH emission reduction tenure

9 REDD+ activity land managers can elect to selisgon reductions tg
government Leveld)

9 REDD+ activity land managers can elect to sell emission reductio
markets independent of the government progratregyel4)

Thistable outlines only a limited number of benefit sharing optidosthe proceedsrom the sale or

payment of ER$-or financial planningaying out the options that are relevant for a country and allocating
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the total estimated emission reductions revenue with firencial planningévelit will helpensure that
margiral costs and bnefits are properly modeled.

6.1.3 Estimating the Cost of Emission Reductions from REDD+ Programs and
Activities

The projections for the generation of emission reduct@@n generallype produced for specific REDD+
SubprogramslL{evel3) and REDD+ Activitidsefrel4), because these strategic options are defined with
enough granularitywith respect to their ability to reduce deforestation and degradation and their
geographic definition to generate credble emissionsestimates When developingmission redudbn
estimates, it is important to avoid double countinQne example of when this may occur is when
evaluating a PES pmissighreauntiosandghe ereissiantraductiorfsant private
landownerswho areconserving a portion of their lanas forests. Ithaybe important to define these as
distinct areas with unique land manager adoption rates amission reductiondn countries where pilot
REDD+ projects are being implementpeijectlevelemission reductionsstimatescan provide valude
inputs fornationalemission reductionsstimatesand implementation costs

With emission reductionsstimates and implementation casfior Subprograms and\ctivities, the cost to
produce ametric tonof emission reductions can be calculated. Thisutationisbased on the marginal
costs that are new and additional for implementation of tNational REDD+ Prograamd that can be
clearly linked to producingmission reductionsdivided by the estimatedemission reductionslt is
important when develomg these calculations to include the full marmjicosts of producingmission
reductiors that are in the REDD+ Program budget and those incurred by land managers in.lFewel 4
example, a government prograrhdvel3) may include spendingne dollarper ton to provide inputs for
increasedorest protection in community forest areashiscould be complemented by spending 88D
per ton by land managers on REDD+ Activitiesvél4), such as community patrolling, inputs for
conservation agriculture, woodlot establishmemr other activities related to reducing pressure on
forestsand/or increasing carbon stocks a defined area

The calculation of both the total cost to produce amission reduction@abatement costshnd the
margiral cost should be calculated. The todddatementcosts would be théotal costs of all Levels of the
emission reductiondProgram, divided by the emission reductions producetihe marginal cost of
emisson reductionscan be calculategher Subprogram and iteelated REDD+ Activitieand used to
evaluate the effectiveness of eadWhile needed to administer &lationalREDD+ Prograrmevel 1 costs
should not be considered in the marginal cost of producingeamssion reductionlt is critical to
understand the abatement cost and marginal abatement cost per ton of a REDD+ program, to ensure that
effective negotiations of financing linked to resdtased payments can be supported.

While t is importantto identify the cost ofreducing emissions as one of the main criteriadwaluating
the effectiveness ol National REDD+ prograthis is not the only important critesifor prioritizing
programmatic approachesjanagement angbrogram policies. It is expectdidat the financial indicators
to be generated fromhe financial planning procesmdthe emission reduction abatement cosisll be
complemented by otheiindicators, such asocial, environmental, culturabnd political This set of
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financial and no#financial indicators can improve tlevaluation of a national program, its management,
policies and activities.

6.2 CAPITAL STRUCTUREBRNANCINGIATIONAL REDD+ PRAG

Financing REDD+ will require the integration of multiple sources of furahdginancial structuring that
leverages the most commonfinancial instruments and creasennovative new ones.The cash flow
analysis and sources and used of funds provides an estimate of the required funding, timing and which
Subprograms and\ctivitieswill need additional financeThis section provides a brief overview of the
sources of funds that should be evaluated Kational REDD+ Program finan@nd descthbescommon

types of financial instruments that could be combined to create the capitatire to finance REDD+.

The term“capital structuré simply refers tohow aNational REDD+ program would finanis overall
operations and growth by using different sources of fuadsl financial instrumentsincluding grants,
equity, debt issuance, loanprepaid ERPAand/or other instruments

6.2.1 Return -oriented Financing Instrum ents

This section covers the different types of financing instruments that could be used in developing the
capital structure in théNational REDD+ financing plan.

Private Equity

Equity investors put funding into a business or project seeking financial returns by taking an ownership

stake determinedby on the size of their investment. Generally, an equity investor would make an
investment into d&\NationalREDD+ Program or Activityough the investment entity (Sectidn2.2 which

will: i) pay a percentage of future profits/dividends back to the invesaod ii) appreciaten value over

the cost basis until the investor’'s planned exit.
partners or managers that contribute “sweat equit)
of the equity finance.

The mat important characteristic of an equity investor against other investor types in REDD+ financing is

that equity investors take the most risk, and commensurately seek the greatest return. An equity investor

is motivated by the higher rates of returnfrolme “upsi de exposure” to the in
sharing in future annual profitor the net income generated by the program or activities after all other
financing costs, including loan interest and tax.

The equity investor takes the mostriskedu t o being “junior” to | oan pr o
They are also junior to the ERPA-paed investor who has claims on the emission reductions before they

can be future sold to bring additional revenue to the investment entity. Loan obligatioust be paid

before the equity owners receive their share of profits. Equity owners are therefore referred to as junior

to loan providers irthe capital structure.

Since the programs and markets for REDD+ emission aie ttéir infancy, investmerstthat rely heavily

on the value of emission reductions are perceived as rahg investors will likely seek returns in excess

of 20% per annum. While this may appear to be a high return, particularly in a global environment where
banks and governmentsea paying interest to consumers and bond holders tisdh single digits (i.e.,
under 5% per annum), it is a reasonable expected return to compensate for the uncertainties of the
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emission markets and other resulgsed payments scheme. It is importantadd that certain equity
investors will be motivated by an element of contosderthe NationalREDD+ Program or Activity that is
gained through their ownership staker, may be seeking to gain experience and insight into forest carbon
project operations irough their investment (known as a strategic investor).

Emission Reduction Purchase Agreements (ERPAS)

This section providessummaryof ERPA types and terms. For more details on the structure of ERPAs and

the terms that are negotiated with buyers, s@uidance and Best Practices for REDD+ Transaéfions,
which is available in both English and Spanish. W
nevertheless has detailed information on ERPA terms and the negotiation process, whichhbfevalua

REDD+ program finance.

Table9. Type of ERPAs

Transaction Type Mechanics/Critical Considerations

Forward Payment uporn 9§ This is the type of transaction that the CF is seeking to execute.
Delivery Purchase (Forwar( ¢ cragrees to pay a set price in advance (at execution of the ERPA) for B
POD) be delivered in the future.

9 None (or very little money) when the ERPA is executed, it is only paid w
(and if) the ERs that have meet the CF requirements are delivered

91 While no funding is provided at the execution of the ERPA, these types ¢
ERPAs provide the seller a certain cash flow from sales IF they produce
emission reductions verified and delivered

Prepaid Forward Purchas| § This is the type of transactichat would be executed if upfront

(PRForward) investmentLOif the ER program was made by and investor.

I This is NOT being offered by the CF and is not common in the marketpl
until you are dealing with investment funtiswho seek to make an
investment in all or part of the ER program

I In this transaction, money is provided upon ERPA signature a (sometim
is paid over time and/or milestone based)

9 The way the ERPA ppaid amount buy is paid back is through delivering
ER once they have been generated and issued.

1 Because these transactioase taking all the riskssuringhat ERs will be

produced to cover the upfrontostsar e gr ant ed seni
8 English
http://www.terraglobalcapital.com/sites/default/files/FIELD%20Report%20N0%2016%20REDD%2B%20Guide_1
_2_final.pdf

9Spanisthttp://www.terraglobalcapital.com/sites/default/files/Terra%20FIELD%20Report%20N0%2016%2 OREDD%2
B%20Transaction%20G00d%20Guidance%20Spanish.pdf

)T OEEO Ai AOIi AT O OEA OAOI OET OAOCOI A1 66 1 AAT O OPAEOIT O £EO1AEI]
return for its investment, this is NOTconcessional or donor funds

11This could nclude investments from funds like Althelia, Terra Bella or other investors who seek to provide upfront capital
to ER programs
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Transaction Type Mechanics/Critical Considerations

the first ERs that are produced from a program and they hsa&veor rights
until the total ERs due against the prep#idnsactionhave been delivered.

I Sometimes these transactions are structured as a loan, with the same t

of terms
Payment on Delivery (Spo|fThi s is the typicalrynsatketucture in
POD) 1 Generally, ERs are already verified (or very close) and the ERPA agree

pay a price for delivery within the next -9® days

f Payment is made when and if the ERs are delivered

I These ERPAs, are usually not senior, but since the seller knowsithey
have the required ERs to deliver and they are aware of any other ER bu
claims that are senior, they only enter into a ERPA for the amount they
know they can deliver

1 If the seller wants to enter into multiple payments upon delivery sales th
might be more than the tons they are going to produce, they would
prioritize delivery by the date of ERPA execution, unless otherwise
negotiated.

Source:Preparedoy Terra Global

The prices offered under each type of transaction are subject to negotiafigpically, the range from
lowest to highest as follows: 1) FH®rward, 2) Forwar®?OD and 3) Spd&tOD.

ERPA pricing structures may include different features depending on the risk preferences of the program

in selling its carbon. Price negotiation will iggly include both fixed and markéti nked (or “fl o
price components as a f un cinthedemel obdash flowéompcarloggalasm’ s d-
during the contracted ERPA term, versus the potential for upsigt also downside-through revenue

being linked to carbon market values at the time of delivery.

Negotiating terms with a buyer/investor such that a REDD+ prodras sufficient financial araperating
revenue is central to the financial success of a project. Astreittured ERPA is critical to the financial
sustainability of a project, since it will balance incentives for the buyer/investor and the seller, and allocate
risks to the party best able to mitigate them.

Private and Public Sector Loans

Lenders provide capital in return for a pagreed interest rate, usually paid routinely over the period of

the loan and priced at a highéevelt han t he | ender’s cost of financir
with originating and administering the lnaand has a premium over its cost of capital that reflects risk

(i.e., probability of repayment). As such, lenders are motivatedhgknown stream ofevenue that will

provide the cash flow to pay for intereand minimize risk Lenders can also earnvenue from loan
arrangement fees that are charged on application or drawdown. The financial exposure of a loan to the

NatonaREDD+ Program or Activity is |l ess risky than e
repayments and the loan ramlg ahead of equity capital for repayment. It is for this reason that equity

providers seek much higher returns on their inves
priority with which they are repaid. Where there are numerous loans,theymdéb e r ef errjed t o a
“Junior” and “mezzanine” (see below) to describe t
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will charge a higher interest rate to compensate for the greater embeddediriskimportant to clearly
statethatbans provided against emi ssion reductions’ f
instruments in the financial markets.

Loan providers do not have rights beyond repayment of the interest and capital. However, loan providers

may seek a guarantee or elemt of collateral (meaning the ability to seize other assets or revenue
streams in the event of nerepayment) and use covenants (explained below) to ensure timat a
investment’'s perfor manc daefiredlimtact i ons remain withi

For a longer loarife, all else being equal, the interest paid will be greater, but each regular repayment
amount wi l |l be smaller. The I ender is repaid at t
as “l oan tenor thomhthetelmayba meaouir st gh)for early repay
request. Loan terms cannot exceti life of theNationalREDD+ Program and Activities.

Loans can vary in structure in the following ways:

9 Fxed/floating interest rate: the interest rate agreed atxefil value at the outset of the loan, or

linked to the value of a certain market interes
1 Profleor “scul pting” of the repaymesagafuaatiomofnt : t he

modeled future revenues, fguring escalating or ballodfipayment(repayment all at once)

amounts;

1 Redemptionor call option provisions: lender requasiccelerated repayment after a certain
period of time;and

1 Covenants: a restricted action or a pledge to take action that is accepted by the borrower through
the loan agreement. Lenders use covenants to mitigate their risk through enforcing certain
behaviors and performance requirements.

Loans Collateralized wit ERPAs

Few cases ofoanshave beenprovided for pure future emission reductions revenue streams, some
examples of loans that have been made to finance emission reductiomsg developmentfinance
institutions and local banks in China, India and Ind@séancing(Clean Development Mechanis@DM)
forestryProgram and Activities. These loans rely on the emission reduction revenue to repay principal and
interest, with repayment timing matad to expected emission reductions credit delivery dates. kesa
where theNationalREDD+ Program does not have {iisources of revenue, most lenders would require
that an ERPA be in place with a creditworthy counterptotgecurethe repayment of the loanb) The
Plantar Coal Substitution REDD+ ProgiraBrazilis an example of lending agairsst ERPAandwhere a
buyer was the World Bank Prototype Emisdiealuctions Fund. Rabobank Brazil provided a loan with a
repayment schedule that matched the emission reductions dbsh expected from the World Bank
ERPA.

12 Refers to a balloon loan payment, which is required at the end of the term to repay the remaining principal balanceaf. the lo
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As the depth of the market of REDD+ buyers bugas] performance oREDD+programsdelivering

emission reductions is tracked (estimated future contracted volumes are produced, and timing until
issuance and delivery to buyers is efficieft}sexpectel t hat si mi |l ar structures
for financingNationalREDB Program and Activities.

In Latin America, private and public sector loans have been provided. Nalerelbpmentbanks have
led the process of innovation, supportirtpe develgpment of several emission reduction projects
primarily focused on renewable energy and clean technologies with concessional Thieddifference in
these cases is that loans have been providaged on bettetknowncash flowstreams This means loans
are provided to certain production media that have one or various sketiwn stream(s) of future cash
flow and collateral guarantees, rather than directly associatgith future cash flow associated with
emission reductions. This is because carbon marketsateseen adiquid (low andnon-predictable
demand), the operative risk of production, issuance and delivery is nouwedrstoodby the financial
sector, and emission reductioase identifed as valueaddedinstruments rather than the financial stake.

These practices are reflected in various caseme of them are loans provided througlevelopment
banks in Brazil, Colombia and Pdhat are tied to energy efficiency, renewable energy and clean
technologies whenever a wekhown future cash flow sti@m isidentified and the benefit ofgenerating
emission reductions is present. suchcasesprojects programs of activities and NAMAs were designed
for financing sectors/technologies arfthve created emission reductionss an additional benefitin
Mexico, the nationaldevelopmentbank developegrograms of activities, focused on sectorial approach
for waste to energy andmallscaleenergy generation plants. In these cadesnks are linking future cash
flow streans to electricity markes and commerciaproducts rather thanERs. Nevertheless, ER®
accounted, and the platform for their quantification, reporting, verification, issuaand monetization

is provided as additional service to the lo@iven that, future revenue from ERaisadditional ollateral
source of debt servicpayment

Moreover, oncenational developmentbanks have best practider providing, developng and validaing

these loans, they have promoted replication throughout private baifkese being done using credit lines
directed to specific technologiesnd sectors. Incentives have been provided, like concessional interest
rates, collateral partial guarantees, concessional technical assistamcepst access to carbon markets,
insurancesand others, depending on special financial requirements of the loan, so risk can be downsized
to private banks.

Table10. Examples of Financing Instruments in Several Countries

Financing Instrument ‘ Short description Example

Loans Loans andines of credits that are Commercial Lending to Small Holders
provided to producers (small an| Forestry and Natural Rubber
large) as well as SMEs along tl

) In  Guatemala, Financiera de Occidente
value chain.

developed a uniquéongterm loan product for
smallholdersaimed atrubber trees and forest
reforestation. However in many domestic
commercial banks, portfolio allocations {
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Financing Instrument

Short description

Example

forestry and agriculture are small (under 109

and few have a specialrganizationalunits or

departments dedicated to agricultural o
forestry lending. Commercial banks, wheth
directly or through lower level intermediaries
can play a key role in financing REDD+ and
with specialist loan and other financing produc
as they establish a direchlkto small producers
with formal financial institutions to help then
build credit histories taccess future longerm
financing

Bonds

A private domestic issuer raisg
funding from the capital market
(national or international) to
finance projects

The Georgia(US)cotton caseis cond&ered a
specific example. Thecatastrophic bond
contracts are based on percentage deviations
realized state average yields relative to the lof
run average. The contracts are priced us
historical statelevel cotton yeld data. The
principal finding is that the propose
catastrophic bonds demonstrate potential al
risk transfer mechanisms for crop insuran
companies-®

Equity/Fund Investments

Investments are made i
companies or projects for a sha
of the financiakesults

Equity for Tanzania is a private equity fu
operating at a domesticlevel, providing loans
and equitylike investments folgriculture and
agro-processing to have a positive impact
development, especially in terms ¢
employment and strengthengndemand for the
benefit of smallholder farmers in the supp,
chain

Forest and Landse
Emission Reductior
Buyers

Funding is provided through th
purchase of emission reduction
generally on a payment upo
delivery basis

Brazilian cosmetics giant Natu@osmeéticos ha:
purchased 120,0001t of carbon offsets from
the PaiterSurui, an indigenous people of th
Amazon whoin June2014, became the first
indigenous people to generate credits by sav
endangered rainforest using the Verified Carb
StandardVCS)®

13 http://ageconsearch.umn.edu/bitstream/8610/1/31020318.pdf

4http:// www.ruralfinance.org/fileadmin/templates/rflc/documents/FAC_Working Paper -06@adf.pdf

15 http://www.ecosystemmarketplace.com/pages/dynamic/article.page.php?page_id=9932
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Financing Instrument Short description Example

Supply Chain Through  financing  (d#kind | Alpina, the 2nd largestColombiabased dairy,
Commitments and/or cash), providing technicg company supports theMap Sociainitiative for
assistance, investmentsaand/or | small dairy producers in Colombia. The progr
longterm purchase contracts| focuses on the southern daigyroducing regions
supply chain buyers suppo| in the departments of Caué&and Nariio, and
conversion to sustainabl{ targets 189 indigenous, Afr8olombian, and

production indigent small producer$’

Types of Loans
There are numerous terms used with respect to loan soynsbsch are described in the following table:

Tablell. Types and details of different loans.

Type of loans ‘ Description ‘

CorporateLoans Everyday lendingp businesses to suppoday-to-day operations, with the interes
rate setrelated tot he borr ower ' s s dnd assoniated aisk ¢
repayment. Such general facilities will be lighter on restrictions on use of fu
providing certain covenants are met.

REDD+ Program Financg A company is incorporated for one specREDD+ Subprograms and Activibask
loan, backed againstuture REDD+ revenue streams, white the key source oi
finance. The REDD+ Program finance loan is made against the revenue ger
by the REDD+ Subprogram and Activites o n e , and does nag
access) to other soues of revenue that accrue to the REDD+ Program spons
other investors. For this reasoREDD+ Subprogram and Actifibance loans are
often referred to as “limited recot
not commonly used by natiohdevelopment banks and private banks in develop
countries. Nevertheless, there are international sources of finance that can pr¢
loans over this structure.

Mezzanine Finance This term is used to describe lending that is junior to the senior tbestribed
above. However, the terms of mezzanine finance will ensure that it has senior,
repayment over equity capital providers. Such loans are typically shorter in dur,
and more expensive (i.e., charging a higher interest rate) than senior.loans

16 In Cauca, there are two programs: 1) A program with Oxfam aimed at the social and financial sustainability of
smallholder systems in four municipalities. Phase | began in0B7; Phase Il began in 2013. 2) A program with the
Government of Cauca focused on creating a dairy conglomerate in 14 municipalities.

17N. Nelson, L. Durschinger, SUPPORTING ZHBEFORESTATION CATTLE IN COLOMBIA, March 2015
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Type of loans ‘ Description

Loan Refinancing The replacement of existing loan arrangements by new ones just like the refina
of a mortgage. Reasons include more attractive lending terms or longer dura
(known as tenor) of loan becoming available.

Debt Funds Pooled debtinvestment funds established specifically to make bespoke |t
usually focusing on specific sectors or a particular financial characteristic withi
|l oan mar ket (for exampl e, “distres
consistent with bak lending: preserve capital and generate income.

Development  Finance Specialist public/private banks offering longer tenor loans to -ggproved
Loans and Guarantee| countries and sectors, as a functionaflevdopment banks strategy Such banks
(from Development| tend to have a greater ability to accept the developing country risk. Developt
Finance Institutions) finance banks can prove to be critical financial stakeholders in REDD+ Ac]
given their tolerance to the level of risk that charaizesREDB Subprograms an
Activities. Also, these banks become crucial indhep er vi si on by
and the associated Iink to the <cou
persuasion over the host country government.

Government ageries and donor agencies may offer mechanisms for loan|
preferential rates, and lenders or multilateral finance agencies may sug
commercial sector lending by offering loan guarantees. In this way, such agg
take on the risk that a lender will nbie repaid its loan.

Loan guarantees A loan guarantee is a pledge that may be given by another bank or insu
company to guarantee repayment for
obligations under a forest emission reductions loan agreemnEme. loan guaranteg
provider will usually have stronger credgiforthiness (i.e. ability to repay) than th
REDD+ Subprogram and Activity entity itself. The use of such a guarantee a
lower interest rate than would be achieved by the REDD+ Subprogndmetivity
without the guarantee. The guarantor is typically motivated by supporting
development of a businessither REDD+ Subprograms Activities, orin a
particularsector. One such loan guarantee product is being developed by the U
Developnent Credit Authority (DCA). DCA is developing an emission redud
credit guarantee product that woul (
to non-delivery or undemelivery of emission reductions after validation. In tf
context, the lendecould be an entity or a pooled vehicle (e.g., a fund) that provi
upfront loan funding to a REDD+ Subprogram and Activity that may
complemented by an ERPA transaction alongside the traditional loan structuri

Bond Issuance

A bond is a debt instruments sued by a borrower (the “issuer?”)
interest rate.The issuer can be a private corporation, a government entity, or a special purpose entity
such as a water district or utilitywhich might be of public or privaterganization.Proceeds from the debt
issuance can be used to finance operations or capital investments, among other applications.
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Bonds are typically classified as general obligation bonds, which fund the general operations of the issuing
entity and aresecured by the general funds and cash flows of the issuer through a payment gagaant

as assebacked or revenue bonds, which are repaid by the revenues generated by the specific assets
being funded and secured by an interest in those asddétsvever,bonds can be structured to provide
project finance where single project/assetor bundle of related projects/assetare financed.

The issuer of the bond typically rated by a credit rating agency, indicating the strength and reliability of

the borrower. This is important if bond interest and principal repayment are being guaranteed by the
issuer.In some casegshe bond collateral package can be enhanced through partial or full payment or
performance guararges from a thirdparty. These credit enhacements help to reduce risk and lower

the cost of capital (interest rate paid by issueBond investors are typically institutions such as pension

funds, mutual funds, insurance companies or fund managérs.r county’'s considering
REMD+ finance, it would require that capital markets in the country could create enough demand from
investors to purchase the bonds.

Green Bonds follow the same characteristics as ordinary bonds, but the bond proceeds must be used to
promote sustainable ogreen purposesWhat constitutes a Green Bond may vary, but typically they fund
program operations or assets dedicated to:

1 Renewable energy

Energy efficiency (including efficient buildings)

Sustainable waste management

Sustainable land use (includingstainable forestry and agriculture)
Biodiversity conservatign

Clean transportationor

Clean water infrastructure

= =4 =4 4 -4 4

While there has been a large global focus on green bonds, there has yet to be a dedicated REDD+ bond
issued.The general market approade REDD+ bonds has been to issue a bond on a portfolio of REDD+
activity. These araypically structured such that the bond coupon (jiaterest payment) is met through
distribution of issued emission reductions. The concept of using bond issuancewsea af capital with
couporslinked to environmental performance gmining traction in environmental financEor countries

with capital markets that can support bond purchases, bond issuance should be considered as a funding
source for REDD+.

Public @pital Markets

Capital market financial instrumentgquire fnancial regulation and depth of market in order to leverage
domestic institutional investorsinder public markets structures. This can be achieved through public

equity and issued debt. Nevertheless, equity is unlikely in many countries, or is only limited to domestic
equity buyers. Debt issuance may be possible through green bonds in some esyifita. the bond is a

debt instrument issued by a borrower (the 'issuer
where capital markets have proven buyers of multi and/or corporate bonds, c. the issuer is a private
corporate, governmenentity, or other special purpose entity, d. general obligation bonds fund the
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general operations of the issuing entity and are secured by the general funds and cash flows of the issuer,
and e. project bonds fund a single project, asset, or bundle ofa@lptojects/assets.

6.2.2 Assessing Capital Structures and Levering Multiple Financing instruments

Followingthe calculation of thecash flow andequiredfinancing the REDD-+rogram is in a position to
evaluate theopportunities for concessional funds amdmmercial termsfor return-oriented fundsto
build a capital structure for the program

As discussed earlier, capital structure refers to the combination of financing instruments used to finance
the National REDD+ Prograithe financial planning process saps the calculation of cash flows for
each levels of thélationaREDD#rogram, andhe identification of funding needsnd potential financing
sources The results of this evaluation produce options for how the combination of public funding, loans,
equity, bond issuance, ER®ANd othervehiclescan be usedor different scopes andt differentscales

to fund REDD+ his is done through financial analysis that layers the economic terms and conditions of
the financing instruments on the cash flow to genet cash flow after funding, and to ensure that a
positive cash flow can be maintained over the lgdagn for the REDD+ activity being financ&dyure2
providesinsight intohow different financial instruments in a capital structurapact the commerical
terms of others.

Reduces risk to equity investors
lendersand prepaid ERPA
buyers

ERPA Forward
Contract$
Commaodity Purchase
Adreements

Increase equity investors return

Loans asomponent q
with use of leverage

of finance

Longterm stream of
public fee/tax
allocation

Increase equity investorQ
return and lowers lenders risk

Grants that support
start-up or other on
going costs

LYONBI aSsS Sl dz
returns and/or reduce risk

1111

Figure2. Components of Capital Structure and Impact on Commercial Terms (risk and return)
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6.3 PUTTING IT ALL TOGERAND STRESS TESTING

The financial modeling process outlined in this paper will allow for analysis of each of the fourTdweels.
modek shouldalso allow for the aggregation of all levelimancials under the overallational REDD+
Program Once all thecosts, market prices and output volumes are combined for each level, a complete
financial model can demonstrate the cash flow and financing needs oN#ét®nal REDD+ Program
including breakeven, return analysis avatiablesensitivities.

6.3.1 Identifying Main Financial Drivers of Model Results

The financial projections forMational REDD+ Progranay start out being developed at a very high level,
but through iterations using guidance provided in the paper and other sources, the financial modeling will
end up being very detailed and comprehensiusing amulti-levelapproach to modeling, it will be built

for each of the four leveJsand include the prioritized strategic options with indications of whether costs
and income are marginahnd with whom the osts/income isincurred/generated When each of the
componentssaggregated, this will allow the financials to be attributed to specific government agencies,
program levelsand/orimplementing stakeholder partners.

Each component of the financial modeill have different key drivers that will have the greatest impact
on the financial projections.

Tablel12. Examples of key drivers per level of the financial model

Financial Modelindevel Main Financial Drivers Modeling Risks
Component

Levell -REDD+ i Staffing Costs 1 LevelOf Effort (LOE) for
Administration 1 Technical provider costs government agencies to
administer the REDD+ program
under estimated

i Stakeholder engagement more
time intensive

Level2 - Policies 1 Opportunity costdo government | 9§ Opportunity costs under/over
of adopted policies estimated
1 Enforcement costs 1 Resources required for
i Revenue sources from taxes, enforcement
mitigation fees and others 9 Variable cost to communication
and consultation activities
Level3—Subprograms {1 Costs for subprogram f Scale of adoption
implementation 1 Tons ofemission reductions
I Emission reduction revenue produced

1 Quantity and prices acgmission
reductionsthat can be
sold/delivered into resultbased
programs
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Financial Modelindevel Main Financial Drivers Modeling Risks

Component
Level4d —REDD+ 1 Revenue from aggulture, timber 1 Quantity and market price of
Activities and NTPs'® agricultural commodities, crops,
f Emission reduction revenue timber or NTFP pricespecific to
1 Implementation costs budgets the field checks
f  ThirdParty verification costs 9 Tons/price ofemission reductions
produced
1 Market price of inputs and labor

6.3.2 Model Stress Testing

It is recommended t@reate multiple scenarios for the REDHBrancial model and apply stress tests

the main financiatost and revenudrivers toassess the impact it would have on the financial projections,
includingdelays in the timing of payments for verified emissioeductions In stress tests, input values

for the main financial drives for each component of the financial model are atid to assess the impact

on commercial viabilityand to identify the factors that demonstrate the greatest sensitivity to change.
Scenario analysis combines multiple changes in variables to create negative scenarios that could be
reasonably anticipatedand to inform the financial feasibility assessment. The outcome of this sensitivity
analysis should help define a certain |evel of “
continue to operate in scenarios that, while not welcome, are plausible.

B NTFP stands for Netimber forest products
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6.3.3 Role of Climate Finance

The financial planning process provided in this paper gives guidance on quantifying additional costs that
arise from a National REDP+ogramimplementation as well as projecting the sources of funding and
revenue. This includes emission reduction revenue and other related agriculture and forest revenue
generated under the National REDD+ Program. However, evaluating the financial feadilRIE{pD+
Activities that include monetization of emission reductions introduces a level of complexity. Nevertheless,
at every level of national REDD+ financial planning, the potential to generassien reductions and the

role of climate finance fromemission reductions should be included

Climatefinance is generally defined as the financial resource that can be secured from generating verified
emission reductions or removals that generate revenue via results based payments and/oCEalate

finance could be earned fronREDD-strategic options implemented at different levels of a National

REDD+ ProgranThey may includeayments to governmenttor adopting Level 2 policies that reduce
deforestation (whether verified as emission reductions or)noExa mpl es of this inclu
payment to Indonesia in part to support the moratorium of the award of new licenses in primary natural

forests and peat landsMore commonclimate financewould be paid based on verifie&mission

reductions generated and metized from a combination of Subprograms (Level 3) and REDD+ Activities

(Level 4).

While climate finance is expected to play a key ialeatalyzing additional funding for implementation
it cannot be the only thing the supports the lotgym financialsustainability of theREDD+ i@gram.
Hence,Subprograms and Activitiamodelsthat are solely dependent orgarbon revenueshould be
evaluated and expanded to generatecremental source of return for the land maragers and/or
investors This is particuldy important, given the uncertainty of futurelimate finance andevenue
generation from emission reductions.

After determining budgetary and financial needs at the different levels, it is important for countries to
determine the expected role thatlimate finance is to play in financing the National REDD+ Program. It is
also necessary to define other funding sources including public funds, private sector engagement and
other sources of multilateral, bilateral and market mechanism funding, as welbasaliexisting funding

flows to sectors driving deforestation and degradation that will be used to support the National REDD+
Program.

7/ CONCLUSIONS AND REKIENDATIONS

The cvelopment of comprehensive financial plans f@REDD+ National Programare required to
determine the longierm financial sustainability of the Program, to attract and effectively negotiate
financial resourcesnd to prioritizespecific Policies, Subprograms and Activities for implementafibe.
financial planning process can be comgpkes it requiregdentifying costs, revenueandfunding sources
acrossa diverse set of implementing actorand at multiple scales within government and non
government sectorslt also relies on having a concretely designed sestidtegicpriorities Policies,
Subprograms and Activitieghat may evolve over time, buthere must be a detailed REDD+
implementationplan developedo properly develop a financing planAll theseinputs may notall be
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available at the start of the financial planning processthe pocess will need to ingporate, as well as
inform, new and revisethputs over timeas they increase in granularity and accuracy

The financial process developed in this paper providedagigie on structuring thénancialplanningsuch
that the process can be made more manageabyeachieving the following:

1

The fourlevel approach allowdor granular and iterative REDD+ Program Financial Planning,
makingit possibleto evaluatk the efficency ofthe REDD+ strategy at evdeyelanalyzed:
NationalProgramadministration Policy, Subprograpand Activity, fromboth agovernment and
land manager perspective.

The financial planning process foNational REDD+ Prograhat has abroaderbenefit that just
quantifyingthe cost of REDD+ Program implementation. fihancial planning process
represents an opportunity to perform a competitive analysis of land use sestar clusters of
REDD+ componentas well as a practical and realistiafigial evaluation of REDbelated
Subprogramsnd Activitiesto be promoted by the REDD+ National Program.

Evaluae the economics odlifferent REDDPolicyoptions(Level 2t the national, subnational
and/or sectorialevel allows for theletermination of policy efficiencyat eachscale as well as
bundled at the national level.

Produce financial estimates or business modéds REDD+ Activitiedevel4) with a
prioritization framework to provideiterative feedbackas towhether thePoliciesand
Subprograms creatthe financialconditions that will promotehe requiredland managers to
adopt Activities

Quantify thetotal incremental funding needs of thdational REDD+ Prograzanas wellas
identifyingthat margiral cost that is associatedith the production ofemission reductionto
facilitate determination of additional capital needs and teffective negotiation of carbon
finance related transactions

Identify the dfferent sources ofunding available for the Program will be profiledaiccordance
with their objectives and conditiorend how they align with the Levels and components of eh
REDD+ Program

Financing théNational REDD+ Programill require accessingwide variety offunding sources
depending on stage of developmetthe type of strategic option to be fundedPflicies
SubprogramgActivitieg, and the sources of funds to be securethis demonstrateshy
governmentsconsider creating or outsourcinthe specialized knowledgéo plan and implement
the requiredenabling condiions and attract the identified types ofunds, sincethese arekeyto
the successful implementation and sustainability of the REDD+ National Program.

How governments caleverage theirstrategic alliancesvith specialized private enterprises,
private investorslocal financial institutions, NDBs, and multilateral/bilateral bankaliign
funding sources to the REDD+ Strategy and develep transaction structureghat are needed
to maximize the available funding for REDD+
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ANNEX — GRADNIG SCALE FOR PRIZRIMON OF REDBETIVITIES

Relative Grading Scale

Criteria

Cultural acceptance of the
proposed land use and current
level of adoption

The land use activity proposed is
traditional or normally
implemented in the country (or
with groups) and there is a prove
record for scaled

1 (Low Score/High Risk)

Land use activities are new but
compatible with culture, market
access/adoption of practices do r|
exist

Land use activities are small scal
and compatible to culture, market]
access/adoption is present at sm
scale

3
Land use activities of meaningful
scale and compatible to culture,
however quality is not premium
and there is no access to
competitive markets

Land use activities of meaningful
scale and compatible to culture,
with premium quality but no acce
to competitive markets

5 (High Score/Low Risk)
The land use activity proposed is
traditional or normally
implemented in the country (or
with groups) and there is a prove
record for scaled

Aligned to current national policy
and priority sector

The national laws and policies
promote and support the
proposed land use activity and/or|
government support developmen
of sector

National policy and plans are not
expected to be reformulated or
modified to support the proposed
activities

National policy and plans are not
expected to be reformulated or
modified, to support the proposeq
activity, however it might be able
be supported through existing
government programs but these

National policy and plans are
expected to be reformulated or
modified in order to support
activities and they are one of the
main priorities for the future
development of the country

National policy and plans include
the activity and there exist some
programs to support it

National Policy and Plans include|
the activity as one of the priority
activities for the development of
the country with numerous
supporting government programs

Enabling conditions in place for
efficient value chain

The products and services
produced by the activity have
enabling conditions to be
economically viable to supply
chain buyers/processors

Policy regulations and
transport/logistics are time/cost
consuming so products/services
are not competitive for accessing
supply/value chain. Government |
not committed to improve policy
and/or transport/logistic basic

Policy regulations and
transport/logistics are timing/cost
consuming so products/services
are not competitive for accessing
supply/value chain. Government
not committed to improve policy
and/or transport/logistic basic

Policy regulations and
transport/logistics are timing/cost
consuming so products/services
are not competitive for accessing
supply/value chain but governme|
is committed to improve policy
and/or transport/logistic basic

Policy regulations and
transport/logistics have average
timing/cost for acceptable deliver
to supply/value chain

Policy regulations and
transport/logistic can be delivered
to the supply/value chain for low
timing/cost consuming

Product/service has demand
local/export market

The products and services
produced by the activity for targef
geographies have liquidity and
demand in the marketplace

Demand is limited in market and
the country/region is not well
positioned to build market deman
and lacks of capabilities to offer tff
products that meet market

Some demand is present in the
market but the country/region is
not well positioned to expand

markets and offer the products
that meet market requirements

Buyers know the product/service,|
potential of the country/region,
and are looking for it, but few
producers have knowledge to
deliver the products in complianc

Buyers know the product/service|
and seeking to expand purchase:
for producers sell complying with
their requirements

Products /services buyers are
present in value added markets
locally/regionally and products
comply with market requirements

Productive factors are present for|
scaling up

Key productive biophysical
characteristics, inputs, human
labor, technology and supporting
technical services are present for|

One or more key productive facto|
are not present for scaled and
competitive implementation

One or more key productive factol
are not present, but with support
for these could be expanded but
effectiveness is unknown

One or more key productive facto|
are not present, but with support
for these could be expanded and
pilots are underway to

Most key productive factors are
present and can be predictably
enhanced within a reasonable tinj
and budget

Key productive biophysical
characteristics, inputs, human
labor, technology and supporting
technical services are present for

Financing instruments available /
locally or internationally

There are financial instruments in
the local banking system or
international markets, that
support the land use activity and
the country has demonstrated
capacity to source funds from

There are no financial instrument
in the local banking system or
international markets, that have
interest in the activity, the
government and private sector ar|

not expected to collaborate,

There are no financial instrument
in the local banking system or
international markets, that have
interest in the activity proposed,
but government and private sectg

are collaborating to develop such

There are financial instruments in
the local banking system or
international markets, that could
be adapted to the activity and
government and private sector ar|

collaborating on development

There are financial instruments in
the local banking system or
international markets, that hare
supporting the activity at small
scale but government and private|

sector are raising

There are financial instruments in
the local banking system or

international markets, that have
strong focused on the activity and
the country have demonstrated
capacity to raise interest on those
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