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EXECUTIVESUMMARY

OBJECTIVE

The objective of this paper is to evaluate the potential of a range of market andnaoket policy
options available to developing countries willing to contribute to a global climate change solution by
reducing emissions from deforesitan and forest degradation, forest conservation, sustainable
management of forests, and enhancement of forest carbon s{&ikBD+) ando deliver additional co
benefits. Thecoveredpolicy options are domestimarket-basedinstruments (MBIs), direct re¢ation of
land clearingpaymentdor results andenvironmentalmpactassessment

BACKGROUND

Forest loss in developing countries threatens the livelihoodk @billion peoplendthe habitat of 80
percent of the wor |. Wdssreptesents assigrificantadntribotiorotalglobaé r s i t vy
emissions. The feasible emission reduction potential from reducing deforestation has been estimated at
up to 1.8Metric Gigaton Carbon Dioxide Equivalef@tCO2e/yr) at less than US$20/Metric Ton

Carbon Doxide Equivalent (tC@e), with significantly higher estimates for theoretical supply (up to 4.3
GtCO.elyr). These estimates represent significantl costeffective climate change mitigation potential,
which can also deliver additional social and envirental cebenefits.

How REDD+ will be incentivized in a future climate agreement is still being finalized under the United
Nations Framework Convention on Climate Change (UNFCCC). One option being considered is the
use of market mechanisms, which somerpret to include emissiongading markets. Currently

demand for REDD+ credits comes from a voluntary market for forest creditsich started in the

1990s and has grown over tipastdecade. Bilateral and multilateral initiatives are also pilotingehar
mechanisms and nemarket payments for emission reductions and removals (ERs). However, demand
for REDD+ credits from market mechanisms in developed countries has been slow to materialize for a
number of reasonsRecentForest Carbon, Markets andommunities ProgramHCMQ analysis
estimateghat, at most markets may capture a maximum of 18 percent of the feasible credit sugply.
this reasonpther policiesthat will incentivize REDD+eed to be explored.

Many developing countries are consitgy marketbased instrumentéViBIs)as part of domestic policy
response to reduce emissiongBls ormarketbased approaches are those where industries choose
which abatement opportunities to exploit. The commonly encountered MBIscagandtrade

emissbns trading schemes, baseline and credit schemes, and carbonAaxesvironmental impact
assessmen(EIA), as reviewed here, may also be considered an MBI if there is no constraint placed on
the choice of emissions reductions activities undertaken. &laesnestic policy initiatives will support
additional demand for REDD+ credits if REDD+ is an allowable offset category.

Non-market based policies can also be an effective way for developing countries to reduce domestic
emissions and protect forestéPaynent forr e s us ah ex@mple of a nemarket mechanisrin which
payments are made after the achievement ot pgeeed results, bt does not involve tradable credits.
Another example that does not rely on payments is direct regulations, which workddyipting land
clearing or limiting the amount of forested and other land that can be cleared. If EIA offsetting is
restricted to REDD+ then EIA is not considered an MBI even though a credit transfer/payment may be
involved.

Supporting REDD+ in Developing Countries: A Review of Policy Options iX



All of the policy initiative discussed in this paper depend on the willingness of developing countries to
implement policies thateduce emissions domesticallyheymay be implemented with a combination of
international and domestic funding.

There are many reasons for developirmuotries to engage in the policies considered in addition to
contributing to global efforts to mitigate climate change. There are broad environmental benefits
associated with direct requlation that supports sustainable land management. MBIs can help contro
pollution and improve waste management. EIAs can promote more complete assessment and mitigation
of environmental impact$n the context of using these policy instruments to support REDD+, there are
numerous cebenefitsincluding improved forest livalbods, biodiversity protection, and other
environmental benefits.

METHODOLOGY
The review of policy options was conductedcording tothe following steps

1. A conceptual framework to analyze policy options was developed. The conceptual framework
covered categories of Fitness, Risk, Abatement, and Cost (FRAC) to identify key factors that may
affect a poltdevaubtsitcentexdual sutabilitym a selected country.

2. A series of policies and countries were identified to carry out the FRAC analysis.

3. Existing information from reports and documents s@shlawsand regulations (draft and final) were
reviewed and analyzethterviews with selectedtakeholders and expertsomplementedhis work.

KEY FINDINGS

9 Direct requlation of land clearing is an essential foundation for countries to conserve and restore
forests. It is a fundamental building block necessary for other policy osleh as paymetrfior
results, MBIs, and Eld\to be effective. These policies may work together and play an important
role in addition to direct regulation to help
opportunity costs associated with removing land from adtioal production. Integrating direct
regulation with MBIpaymentfor results and EIA is likely to work best where countries are
implementing robusinonitoring reporting, andverification (MRV¥ystems and environmental offset
mechanisms, which offerveay to conserve the environment and link to finance mechanisms.

1 MBIs in developing countries, especially emissions trading, have the potential to reduce domestic
emissions and mobilize significant volumes of financing for REDD+. Hqowélization of enissions
trading is likely to be limited in developing countries due private and psdtior capacity
constraintsas well aglevelopment an@mplementatiorcosts Loss of government revenue from
allowing offsetting in somEémissions Trading Schentel§ scenarios will also reduce the role of
ETS as a leading driver of REDIZarbontaxesprovide similar economic and environmental
outcomes to emissions trading but requiless capacitto develop and implement and may
therefore be preferable to emissions tradingd@rtaincircumstances. The potential to support
REDD+ under a carbon tax is also limited by lossegovernment revenué¢hat flows from allowing
offsets Any offset limits asociated with MBI will create an upper limit on the potentialurak of
REDD+ credits.

1 A paymentfor results model that does not necessarily involve a REDD+ credit or offset transfer
works best when recipient governments have demonstrated a commitmerddaae deforestation
(e.q, through direct requlation) along with monitoring and enforcement capacity. Payment for
results supports direct regulation to incentivize reductions in residual forest Agg®opriate
REDD+ programmatic and/or project structuregedto be in place to drive ERs. As with reliance
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on demand from international markets, scalability and reliability of fundingafjonentfor resultsis
a challenge.

1 EIA offers a different policy approatinbe considered alongside MBIs guaymentdor results EIA
can be used to trigger either compliance or voluntary offsetting. Compliaased EIA offsetting is
likely to be problematic due to political concerns over costs that mapéeeivedas creating
barriers to investment attraction in an alrdacompetitive environment. Voluntary offsetting, while
politically morepalatable, offers less abatement potential and is affected by perceived public relations
or corporate sociaresponsibility values associated with offsetting and the local costsassbc
with generating REDD+ credits.

1 Given the limitations of the mechanisms examined, further research should be considered to
evaluate reforms in other area§he practices of agricultural extension services, the policies of
agricultural and foreésy ministries, and the credit standards of agricultural development banks were
identified in the research for this paper as potentially significant contributors to deforestation and
therefore worth evaluating in specific country contexéglditionally, deending on the country,
subsidies and other forms of compensation such as land tax relief on cleared land may promote land
clearing and should be +evaluatedCanvassing a wider range of financial incentives that might be
contributing to drivers of deforstation is worthwhile. Policy options that help change agricultural
practices are particularly important, as agricultural interests were identified as a leading obstacle to
governments passing direct regulation.

Supporting REDD+ in Developing Countries: A Review of Policy Options Xi



1.0 INTRODUCTION

Forest loss in developingantries represents a significant global probjémeatening the livelihoods of

1.6 billion people and the habitat lbdrest@rdiotipeer c ent
land use (FOLU) also accounted for abaue-third of anthropogenicCO; emissions from 1750 to

2011 and 1ercentof emissions in 2000 to 20GApproaches to reduce emissiofftdm deforestation

and degradation, forest conservation, sustainable management and enhancement of forest carbon stocks
(REDD+)are currently beirg negotiated under the United Nations Framework Convention on Climate
Change (UNFCCC) and tested in developing countries.

How REDD+ will be incentivized in a future climate agreement is still being defined. Significant economic
incentives need to be puniplace to galvanize the financing necessary to reduce emissions from forest
loss and will require the mobilization of public sector finance along with large amounts of private capital.
The UNFCCC REDD+ decisions refer to using market and-noarket approahes along with other

solutions to incentivize REDD+. Given the need to attract private cgpitahy countries and investors
expectedthat marketbased approaches in the form of emissions trading markets would be developed.
The feasible credit supply froREDD+is estimated at up to 1.8 GtCg/yr at under 20 USD/tC@eq,

with significantly higher estimates for theoretical supply (up to 4.3 GEID) 345 These estimates
representsignificanfaind costeffective climate change mitigation poterfiial

Howeve, emissions trading markets that support REDD+ have been slow to emExgm if new

demand materializes through or after a UNFCCC agreement, it is unclear whethatatiandwill be

adequate on its own to capture the lewost mitigation potential of REDD+ in the near term. Results

fromt he Forest Carbon, Mar k eE GM Q& supplyramddemiartdi es Pr og
model, which considemarketbasedinstruments (MBIs) angaymentfor results, suggest that even in

1 UNEP.( n . Bengfits of Borests, Forest Facté R e t r ihgpv/evdv.uhep.argiwed/forestfactsAccessed 20
February 2015

2 IPCC (2014).0Climate Change 2014: Mitigation of climate change. IPCC Working Group Ill Contribution to AR5.
Chapter 11- Agriculture, Forestry and Other Land Use (AFOLURetrieved from
http://report.mitigation2014.org/repatipcc_wg3_ar5_chapterl11.pdf.

3 Coren, M., StreckC. andMyers MadeiraM.(2011)0 Est i mat ed suppl 2 08 6BlimR&EMIlice r edi t s 20
11:6, 12721288

4 There is a sizeable disparity between these annual figlihestotal volume of emissioreductions or removals
available under 20 USD/tC@q is unclear (i.ehow many years the 1.8 GtC&q/yr is available)

5 The theoretical supply is an upper limit on the feasible supply, which takes account of project and program
development factors suchs permanence buffers, stage of project/program development, credit production
reductions, and so on.

6 For example, see the McKinsey Cost Curve for Greenhouse Gas Reduction, available at
http://www.mckinsey.com/insights/sustainability/a_cost_curve_for_greenhouse_gas_rediistiiseethe Climate
Works Forest and Landise Sector Overview, available at http://www.climateworks.org/network/sectors/foeagts
landuse
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the most optimistic (and least probable) scenagarbon market demand for REDD+ will not exceed
300 MtCOeelyr, well below the feasible credit supmf/up to 1.8 GtCOe/yr?

Countries with high marginal abatement costs will continue to be motivated to itrgmme of their

emissions reductions (abatement) from low marginal abatement cost countries, such as forest countries,
in the form of REDD+ credits. However, given the uncertain state of policy options in developed
countries to support such activities, nesptions are needed to incentivize REDD+ in developing

countries, which will support forest livelihoods, protect biodiversity, deliver other environmental

benefits, and contribute to global mitigation efforts by reducing emissions.

Incentivizing REDD+ maye possible, for example, via domestic climate change or environmental
regulations, policies on supply chains or other regulations, and/or links to nascent domestic emissions
trading orcarbonneutral schemes. These policy tools are used in various fatiouks in developed
countries, but potential applicatidior REDD+ in developing countries has not been fully explored.

The objective of this paper is to review a series of policy options that developing countries could pursue

to support REDD+ in their own country. These options may be initiatives they assume themselves,

and/or with international support from developed countriegse pendi ng on each countr\
and needs. As the suitability of a policy will vary coudrcountry depending on nitnal

circumstances, the papeonsiderskey needs and challenges to each policy successfully supporting

REDD+.

This document is technical and assumes a certain level of prior knowledge. For the additional
background on REDD+ and REDD+ markets, RCprovides several resources.

The following sections setut the methodology, resultaind discussion, and provide conclusions and
recommendations. Thishaterialis followed byappendceswith further details on each policy and
application in several countries

7 Li nacr e Jivan\R., RossDg é&hd Durschingel. (2014. REDD+ Supply and Demand 2032025.United
Stated Agency for International Development Forest Carbon, Markets and Commuritigsam: Washington, D.C.,
USA (A customizable interactive graphic containifighee supply and demand results from the 2013 report and from
the 2014 report can be found online at the REDD Deakailable atttp://theredddesk.org.

8 FCMC. (2013). Emerging Compliance Markets For REDD+: An Assessment of Supply and Dinited&ated
Agency for International Development Forest Carbon, Markets and Commuiitiegram: Washington, D.C., USA
Retrieved from http://www.fcmcglobal.org/documents/Emerging_Compliance_Summary.pdf. Accessed 9 January 2015.

9 For further background on carbomarkets: Linacre, N., et al. (2011). State and Trends of the Carbon Market 2011.
World Bank Washington, D.C. Retrieved from
http://siteresources.worldbank.org/INTCARBONFINANCE/Resources/StateAndTrend_LowRes.pdf
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2.0 METHODOLOGY

The methodological approach adopted for the study inclu¢esdevelopment of a conceptual

framework (b) analysis of existing information, including reports and documents such as (draft as well as

final) laws and regulations; and if@erviews with stakeholders and key informamsgroup of

countries is chosen based on using a range of factors that inaadeomic, social, political,
environmentalandfiscal indicatorsgeography and capacity; ssaine REDD+ countrieparticipating in

the Partnership for Market Readiness (PMRhe World Bank managed furttat supports the

development of Emissions Trading Schemes (ETSs) #+Amoex | countries. Data for the selection

comes primarily from t heatioh&®bud Bhek&soBGowmeshahoee
(ElU)Palitical Instability IndéxandMultilateral Investment Guarantee Agency (MIGA&IUrisk survey

were also consulted.

Countries identified are: Brazil, Gabon, Ghana, Mexico, and Viefhasome exent this selection was
dictated by the availability of data and research on the various policies and programs being investigated.
Neverthelesswithin this constraint we have tried to identify a representative group of countries using

the available inditars discussed abové hallmark of all countries chosen is a dependence on resource
extraction and/or agriculture.

The methodology also involves identifying policies that could support REDD+, create demand for
OREDD+ creditsdé [/ 0O RErpadymentomréstlts mecharossmPolicresmayt e o
include anything from direct regulation gyeenhouse gassHG) emissions trading markets ®IA.

A group, comprising the authors and others REDD+ project developers and experts, was consulted to
establishan initial list of policy optiongAt the Landscape Forum during the Lima Conference of the
Parties (COP; December 2014klscted market participants were polled, using sstniictured

interviews, on some of the policies initiatives and country selecBatnsequentha short list of pdicy
options was identified (see Tablg The policies are organized around higkiel policies with country
specific implementations identified.

The analysis was conducted as follows: An appropriate model was ideatifleghplied to a developing

country to evaluate how it could work and how it could be used to support REDD+. The analysis

covers each of the chosen policies, using examples and/or case studies from countries (as identified in

Table 1) to explain the findisgand provide country context. A Fitness, Risk, Abatement, and Cost

(FRAC) analysis was developed to i dentoiefapatek ey f ac
the contextual suitability ahe policy model in the selected countrieBable 2shows a generic outline

for the FRAC analysis.

10 World Bank.(2014. dWorld Bank Governace Indicatoré. Retrieved from
http://info.worldbank.org/governance/wgi/index.aspx#countryReports. Accessed 20 February 2015.

11 The Economist(20092010). dPolitical Instability IndeéxRetrieved from
http://viewswire.eiu.com/site_info.asp?info_nametdoanrest_table&page=noads&rf=0. Accessed 20 February 2015.
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TABLE 1. COUNTRY AND POLICY SELECTION

Policy Policy Existing Countries included in the analysis
Category .
Gabon Ghana Vietnam
Environmental EIA European
?na;j?)%uparggct LBJ::,:%?] (EV) Detaile_d Detaile_d No _ No _ Detaile_d Detaile_d Detaile_d
approvals Columbiaand Analysis | Analysis| Analysis | Analysis| Analysis| Analysis| Analysis
Australian
Government
Biodiversity
offsets, US
Wetland
Mitigation
Banking
GHG Capand EU ETS, No Detailed| No No No Detailed| Detailed
Abatement trade California Analysis | Analysis| Analysis | Analysis| Analysis| Analysis| Analysis
Carbon Chile, South | No Detailed| No Limited | No Detailed | Detailed
Taxes Africa, Analysis | Analysis| Analysis | Analysis| Analysis| Analysis| Analysis
Mexico
Offsetting | Costa Rica | Policy not considered.
Payment for | Forest Amazon Fund Limited Detailed | Detailed Detailed| No No No
Results Carbon Analysis | Analysis| Analysis | Analysis| Analysis| Analysis| Analysis
Direct
Action
Policy
Agricultural | U.S Policy not considered in detabut there issome discussion df.S.
Reserve Conservation | Conservation Reserve Program
Programs | Reserve
Program and
Conservation
Stewardship
Program,;
Landcare
(Australig
Other PES tied to | Policy not considered in detabut there issome discussion of PES in Mexicq
payments | watershed andVietnam
for protection /
ecosystem | restoration in
services Colombia,
(PES) Ecuador,
United States
Vietnam
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Direct Land Australia Detailed | Detailed| Not considered in detail, but some limited informatio
Regulation clearing (Queensland)| Analysis | Analysis| on Indonesia is discussed ungerymentfor results
policies Brazil
Forest Code
Other MBI Mandatory | Aviation Policy not examined, but offsetting is discussed linked to other policy
carbon instruments
reporting
with offsets
Other Agricultural extension Policy options identified but not analyzed in detaiither country-specific
domestic services, ministerial policy,| analysis warranted
policy government subsidies,

financial institution@ending
policies, tax law

TABLE 2. A GENERIC FRAC STRUC TURE WITH EXPLANATIO N FOR EACH

CATEGORY

FRAC

Fitness

Legal Context

Thissectioncovers important laws and regulations within whi
any policies to expand REDD+ must fito some extent the
legal frameworks depend on traditipand history and will be
different for each country.

Social and
political
acceptability

This sectn seeks to provide information on the likely
acceptability of the proposed policy initiative and tries to
identify if the initiative is likely to be highly contested.

Institutional Capacity is a critical component affecting the likely success

capacity any policy initiative and, where possible, is assessed agains
current capacity with commentary on how capacity gaps are
being addressed.

Transparency Transparency and public participatiare critical for natural

resource management issues. Transparency Internaonal
country assessments are combined with academic and grey
literature to develop a view on the status of the countd
development in this area.

12
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There is a lot of published literature on the transparency and natural resource management. The main focus is on

transparency in extractive industries. For exampisit http://www.imf.org/external/np/sec/pr/2014/pr14473.hon



http://www.imf.org/external/np/sec/pr/2014/pr14473.htm

Governance Governance is coplicated involving multiple agencies,
regulatory bodiesandprivate and public sector organizations.
Governance and democratic reforms, while important, may
immediately result in reducing land clearance rates. Despite
improvements in governanci can take decades for land
clearing rates to decline.

Implementation | Implementation issues are importaand gaps often exist
bet ween a governmentds abil
to implement policy. As a rule of thumgood policy should als
be implementable policyhis section considers any country
specific implementation issues affecting the policy under
evaluation

Risks Environmental This section identifies any risks that may be relevant to polic
implementation. This is not aexhaustive list, but it highlights

Economic some of the risks that could limit the success of the policy
Other initiative under evaluation
Abatement This section provides a qualitative commentary on the pafic
potential ability to generate ERQuantitative estimations are presented
when available.
Cost This section provides a qualitative commentary on the pafic

implementation and other costécluding who bears the cost.
Quantitative estimations are presented when available.

seeAcosta A.M(2013. The Impact and Effectiveness of Accountability and Transparency Initiatives: The Governance
of Natural ResourcedDevelopment Policy Rev8dwS1): s88105.
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3.0 RESULTS

This section provides generalized results informed by case studies developed to examine issues around

implementing REDD+ as part of: direct regulation (Appendigdyment for results models (Appendix
I1); MBIs(Appendix I); and existingelAlaws (Apgndix 1V). The results focus on each of these policies
in light of howthey could support or incentivize REDD-¥he implications of these resultse

consideredn the discussion section.

3.1 DIRECT REGULATION

Direct regulation of lanetlearing prohibitor limits the amount of forested and other land that can be

cleared and should form part

of any countryos

drive REDD+. Brazil and Australia are used as case studies. In both cases the reguolatexy can be
characterized by i) influential political lobbies with conflicting interests at the national level; ii)
environmental institutions without clear regulatory oversight of land clearing;strong well-

established national agricultural institution charged with expanding agricultural production that may even
have policies promoting land clearing; and iv) difficulties in detection and enforcement of illegal clearing.

Specific details on these issdes Australia and Brazidppearin Appendix |, which also contains a more
detailed description of direct regulation policies in both countri@eneral issues that a REDD+ country
would need to consider if it planned to implement direct regulation to supREDD+ have been

identified and summarized using the FRAC frameworkahle3.

TABLE 3. FRAC TABLE OUTLINING SOME OF THE ISSUES | NVOLVED IN

ESTABLISHING DIRECT ACTION LAWS THAT WOU

LD SUPPORT REDD+.

Direct Action

acceptability

Fitness Legal Context Normally a specific land clearing law is establidhe&dcan be
part of wider biodiversity conservation laws. These laws dep
on detection and enforcemerdapabilities.

Social and Usually highly contestedgribusiness interests conflict with
political conservation interestsAgricultural constituencies generally

oppose and/or impose restrictions aestoration efforts on
cleared land and argue in support of expanding agricultural
production.

Institutional Timely and highesolution monitoring capability combined wit
capacity robust, timely and vigoros enforcement capacity is needed.
Transparency Growing public awareness and concern about forest and

biodiversity loss are important for providing a political climate
for reform andfor the emergence of constituencies to balancg
landclearing interest. Where transparency is inadequate and
environmental awareness is lpdirect regulations do not
function efficiently due to lax enforcement.

Supporting REDD+ in Developing Countries: A Review of Policy Options
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Governance

Governance can be complicateédvolving multiple agencies,
regulatory, bodiesandprivate and public sector organizations
Governance andemaocratic reforms, while important, may no
immediately result in reducing lasstearance rates. Despite
improvements in governanci can take decades for land
clearing rates to reduce.

Implementation

Coordination across government can be problemadic
multiple agencies are normally involv&tirong opposition can
arise from otherministries which may even have policies and
practices that promote land clearinigitense local opposition
can be difficult to overcome.

Risks

Environmental

Economic

Other

Progresscan be slow, leaving a highly fragmented habitat thg
can be difficult to recover even when strong lacléaring laws
are enactedRestoration efforts on cleared land can be
problematic due to opposition from landowners, partly due tg
high costs and lackf dinancial resources. The possibility of
enacting landlearing laws stimulates preemptive land clearin

Leakage can occur. Lac@karing laws often are not balanced
across biomes. For this reason, biomes that do not capture t
publ i cds ¢emoaedikely ta te¢eiwenessaprotection
than biomes that do.

Land clearing laws can be reversed.

Abatement
potential

Significant abatement potential for REDBependingn the
strength and enforcement of lardearing lawsT he strength of
the laws drives the potential.

Cost

The cost isusually borne by landholders.

3.2 PAYMENT FOR RESULTS

In this paper we considgrayment forresults to encompass nemarket programs where payments are

made after the achievement of pegreedresults, rather than being made upfront to fund future
activitiest3 Payments foecosystenserviceg PES) policies are a form phymentfor resultsbut are not
specifically examined in this reppas they have been extensively reviewed elsewhere. Updgment
for results the implementing country or organization may need to carry ithidal financing and

implementatiorrisks A large country or organization with significant capacity and robust processes may

be able to more easily implement such pohlgyhout additional support compared to a small less

developed country or organization.

13 U.K. Government(2014).
International Development (DFID).
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The Amazon Fund is the preeminent examphe2006 Brazil presented a proposal at COP 12 to reduce
emissions from deforestation, based on a payment for results modetr#hanon tradable credit$4

The Amazon Fund became operational in August 2008. As the first contributor to the fund, Norway
pledged US$1 BillioiThe fund channels finance to REDD+ projectstki@Brazilian Development Bank
(BNDES)However, themodel has not been as successful in Indonesia due to challenges with forest
governance. The details of hguaymentdor resultshas worked in Brazil and Indonesia is analyzed in
Appendix Il. This analysis helped identify general issues that a REDD+ omontd/need to consider if

it planned to implemenpaymentdor resultsto support REDD+. These issues are summarized using the
FRAC framework infable4 below.

TABLE 4. SOME OF THE ISSUES | NVOLVED IN ESTABLISH ING PAYMENTS FOR
RESULTS THAT WOULD S UPPORT REDD-+.

Payments for Results

Fitness Legal Context | A payment mechanism such as a fund is needed. Specific laws
amendments for the establishment of the fund to allocate paym
may be needed. Donor and recipient must agree on performan
benchmarks, with the ability to control deforestati@sa pre-
condition. Thiseffort requires laneclearing or REDD+4specific
laws and institutions with legal mandates for monitoring and
enforcementMRYV standards are required.

Social and Legal deforestation is often contested withonomic interests
political (e.g, farmers and cattle ranchers) and conservationists opposin
acceptability each otherPayments foresultsmodels can be an effectiveay to
bridge the gap between different stakeholders. Consequently
governments do not generally encountgtrong social and political
opposition when such funds are established, especially if finang
comes from international donors

Institutional Capacity must exist to meet the agreegponbenchmarks in the
capacity program otherwise payments will not be made. Thigpacity
includes timely and higiesolution monitoring capability combine
with robust, timely and vigorous enforcement capacity. Addition
capacity is needed in funds management and the establishmen
REDD+ projects o programs. Depending on the organization of
the MRV system, both private and public sector capacity may b
required.

Transparency | The donors must have confidence in the reported data that
triggers a payment to the recipieridata should comply with

defined quality criteria: transparency, comparability, consistency
completeness, and accuracy. Corruption and a lack of transpar

14 UNFCCC.(2006. UNFCCC Submission from Brazil. Retrieviedm
https://unfccc.int/files/meetings/dialogue/application/pdfiwp_21_braz.pdf. Accessed 20 February 2015.
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is likely to be highly problematic, particularly when taxpayer fun
are being deployed in this way.

Governance Governance an be complicatednvolving multiple agencies,
regulatory bodiesandprivate and public sector organizations.
Governance structures supporting the fund need to be establisl
along with structures that will control land clearirigcluding
project or program emission reduction MRV capacity, land clea
laws, and enforcement.

Implementation | Assuming that the basic k&iclearing reduction architecture is in
place the fund must establish business processes and systems
the evaluation, approval, and disbursements of funds from speg
applicationsCapacity needs to be built among the implementing
partners and other stakeholders such as auditors capable of
verifying ERSA registry may also need to be established to track
ERs to prevent double payment and track ERs.

Risks Environmental | Leakage can be problematic. Land clearing laws often are not
_ balanced across biomes. For this reason, biomes that do not
Economic capturet he publicdés imaginati on
Other support than those that doOther risks includefund operational
risks associated with ensuring that abatement is real, verifiable
permanent.

Abatement There is significarabatement potential for REDDdlependingn
potential the strength and enforcement of lasadearing lawsThe strength of
the laws drives the potential volume of REDD+.

Cost Sources of funds for payments need to be secured. Internation
sources are most likely, but potential for application at scale in
multiple countries is unlikely, in particular due to potential
competition with the donors preferentially directing support to th
Green Climate Fund (GQFImplementation cost depesan the
costs associated with undertaking the reduction in land clearing
such as the development of national laws, MRV systems, and
enforcement capacity.

3.3 MARKET -BASED INSTRUMENTS (M BI)

Marketbased approaches are those where industries choose wababhement opportunities to exploit.
The commonly encountered MBIs are: eapdtrade emissions trading scheredaseline and credit

15 European Union Emissions Trading Scheimel.).Retrieved from http://ec.europa.eu/clima/policies/ets/index_en.htm.
Accessed 20 February 2015.
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scheme%, and carbon taxéd Baseline and credit schemes are not considered in this analysis. In the
context of controllingpollution, direct regulations (nemarket) approached which work by

prescribing (that is, requiring) or proscribing (that is, banning) particular technologies or production
processes are potentially inefficient in achieving environmental outcomedikely to impose

significant costs on the econorfd/Carbon taxes and emissions trading schemes can deliver comparable
economic and environmental outcomesadbwer cost than direct regulations.

A carbon tax fixes the price for each unit of emission and allows the quantity of abatement to emerge
from the market.Thisapproachis differentfrom an emissions trading scheme that establishes the level
of abatement and allows the price to emerge from the market. Both the price and the quantity of
emissions reductions cannot be controlled at the sdimee fi control over one necessarily affects the
other. Therefore, the choice of policy instrument will be guided by the relative importance placed on
having greater control over the emissions outcome or the price (cost) impéSkdpractice most
emissions trading systemsx approaches by having ceilengd / or floor prices. Governments are often
tempted to intervene in emissions markets to adjust priceee for example the backloading proposals

in the EU ET®200ffset rules can also be changddausaffecting the supply of credits and REDD+ if
allowed.

There are a variety of mechanisior including REDD+ in MBIs, either through: i) inclusion of forestry
and land use emissions/removals as a covered setasd as an offsets sector for cost containment
and; iii) provision of subsidies, loans, grants, and investments directed to emissions reductions from
REDD+.The experience in Australia and the United States suggests that including land use as a covered
sector is problematic due to political and technical consideratidinerefore, acombination of financial
incentives and using land use as an offset sector is normally prefEgedeveloping countries,
supporting the expansion of REDD+ as an offset doubke sense given the potential for REDD+
credits to be used in MBIs in developed countries in the futéildBIs can also channel financing to
REDD+ projects and programs via market prices established by a carbon taxissiens trading
schemeln some respects thiapproachis analogous to financing yiayments foresults and materially
differentfrom the landclearing control policies discussed under direct action.

16 Al bertads Gr eenhous ¢gndG.Rarievecfmm lttp:Nesrchalb&rta.cafocus/atheatedclimate
change/regulatingreenhousegasemissions/default.aspx. Accessed 20 February 2015.

17 Carbon Tax in Mexico(2014). Partnership for MarkeReadiness, World Bank. Retrieved from
https://www.thepmr.org/system/files/documents/Carbon%20Tax%20in%20Mexico.pdf. Accessed 20 February 2015.

18 Government of Australia2006). Prime Ministerial Task Group on Emissions TradRegrieved from
http://pandora.nla.gov.au/tep/72614. Accessed 20 February 2015.

19 European Commissioif2015. Structural Reform of the European Carbon Market. Retrieved from
http://ec.europa.eu/clima/policies/ets/reform/index_en.htm. Accessed 20 February 2015.

20 This is partlya design issy@and some policy decisions can increase the transparency and independence of the
scheme, reducing potential political interventions.

21 Linacr e, N.; Od8Sul |l i valn(2®R5).;REDDs Supply afml.Demanadr2@D2 D WniedsStated n g e r
Agency for International Development Forest Carbon, Markets and Communities Program: Washington, D.C., USA.
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3.3.1 Carbon Tax

A carbon tax is a form of explicit carbon pricing; it reféosa tax directly linked to the level of carbon
dioxide (CQ,) emissions, often expressed as a value per tonne €givalent (per tCQe)223,

Fourteen countries around the globe have implemented or passed legislation amdarto address
GHG emissionsA carbon taxplacesa direct cost for pollution on applicable emitters and incentivizes
investment towardmore efficient processes and lower carbon technologies. Carbon taxes can be
introduced as an independent instrument or they can exist alongside ctrbonpricing instrumers,
such as an energy tax.

How a carbon tax could be applied in Brazil, Ghana, and Vietnam to support REDD+ is analyzed in
Appendix Ill, which also contains a more detailed description aégions trading and carbon tax policy.
General issues that a REDD+ country would need to consider if it planned to implement a carbon tax
that could support REDD+ are summarized using the FRAC framewoflainie5.

TABLE 5. FRAC TABLE OUTLINING SOME OF THE ISSUES IN ESTA BLISHING A
CARBON TAX THAT WOULD SUPPORT R EDD+.

Fitness Legal Context Usually multiple legal instruments are requiredvering: tax law
changes, compensation fltade-exposed anagmissions
intensive industries and households, point of obligation and t
establishment of a registry for liability management and acqu
energy and GHG reporting requirementsndany coporation
law changedAdditionally oversight amendments may be
required to establish relevant powers for the tawllection

agencies.
Social and Carbon taxes are regressive in natuedfecting poorer people
political disproportionately Therefore household compensation can be
acceptability important for the acceptability of any package. Carbon taxes

have an economwide inflationary impact, which can affect
acceptability. Tradexposedandemissionsntensive industries
may need compensation to mititg the competitive impact of
the scheme antb reduce the chance of leakadédsing REDD+
credits to offset industrial emissions can also be contentfous
some members of civil society.

Institutional An efficient and effective tax collecti@ystem is needed
capacity however,depending on the point of obligatipaften only a few
companies will be involved in paying the.t&kis approach

22 A carbon tax can cover other greenhouse gasses apart from carbon dioxide.

23 OECD. (013. Climate and carbon Aligning pricesind pdicies, OECD policy papeRetrieved from
http://www.oecdilibrary.org/environmentindsustainable&levelopment/climatandcarbon_5k3z11hjg6rén.
Accessed 20 February 2015
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greatly simplifies the situatiomechnology needs may include &
registry, finance system, emissions reportingesys and
customer service all supported by appropriate business
processes.

Transparency Transparency and public participation are usually an importal
aspect for obtaining community support for a tax sche@ae
benefit of a carbon tax is that it is arhiliar systemespecially in
countries that already collect fuel taxes on petroleum product

Governance Governance can be complicatedvolving multiple agencies,

regulatory, bodiesandprivate and public sector organizations.

Implementation

Regulatory packages and business processes for the regjistry
and GHG reporting system3 need to be developed. Custome
service and financial systems are requidingle customer
record systemshould bedeveloped for a single point of contac
to avoidregulatory arbitrage. Thisonceptapplies to all
regulatory interactions across the scheme. Scheme patrticipal
rules need to be established. Purchasing computer systems
be a major issyeas can be financing the cost associated with
market infrastruture.

Risks

Environmental

Ecaomic

Other

There are scheme risks. Political risks are significant and car|
affect implementation details, durability of the scheme, and
compensation to industries and househactdseakage is both ar
environmental and economic risk to the scheme. Adequacy ¢
compensation for households may be importdptirchasing
computer systems and software can be a risk. Permanence f
REDD+ credits used as offsets would need to be addressed.

Abatement
potential

Significant general abatement potential depends on the price
signal from the scheme®aotential to drive REDD+ abatement
depends on total demand for offsets within the scheme and &
guantitative limitations on REDDeffsets. Countries with
smaller economies (particularly compared to the size of its
forests) will not be expected to generate significant demand f
REDD+.

Cost

The cost isborne bythe domestic economyThis approach is
cost effective when compared tdirect regulation (normarket)
approaches, which work by prescribing or proscribing / banni
particular technologies or production processes.

24

Linacre, N(201).6The ri sks of investingdilradind\Cadhd(B)80-3l.ads cl ean
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3.3.2 Emissions Trading

Emissions trading involves issuing allowances to achieve a measurable emissions reduction target. The
number of allowances issued by either auction or administrative allocation must be less than the amount
required under nor ma Ins. Bhe scaréityhod aleavanaes givesthem b @ltlec ond i t i
Cap-andtrade emissions trading schemes are the nfastiliardue to the EuropeatJnion Emissions

Trading Scheme. Caandtrade establishes@ c a p 6 ,, onthe totdl anmunt of certainrgenhouse

gases thatovered entitiesn the systend factories, power plantand other installation can emit

The cap is chosen to achieve a desired environmental outcamaés reduced over time so that total

emissions fall. Covered entities may rameallowances freelyhroughadministrative allocations and/or

by purchasing them througbublicauction. These allowances can be traded between the scheme

participants as neede@ffsets are also often incorporated in capdtrade schemez:

Most national and regional GHG abatement schemes that allow offset mechanisms restrict the use of
credits to ensure that scheme participants take meaningfatatjonal emission reduction actions to
meet emission reduction targetREDD+ can be incentivizedREDD+ creditscan be usedo meet a
covered entity0s ,dfseitig anentibsdermissibs)wance (i . e.

Nearly 40 national and more than 20 subnational jurisdictions are participating or preparing to
participate in emissions trading systems tqdayd other countries are considering other market
options26 How an emission trading schemeutd be applied in Brazil, Ghana, and Vietnam is analyzed in
Appendix Ill, which also contains a more detailed description of emissions trading phkayeneral

issues that a REDD+ country would need to consider if it planned to implement-ammdpade scheme
that could also support REDD+ are summarized using the FRAC framewdiddile6.

TABLE 6. FRAC TABLE OUTLINING SOME OF THE ISSUES | N ESTABLISHING AN
EMISSIONS TRADING SC HEME THAT WOULD SUPP ORT REDD+.

Emissions Trading 6 Cap-and-Trade

Fitness Legal Context | Multiple legal instruments are usually required for Emissions
Trading. Thesénstrumentswill cover: specifics of caandtrade
(e.g, allowance allocations, auctions, point of obligation, registr
banking, linking, liability rules, compensation for tragposed
industries, household compensation, carbon budgets and cap
setting, and so on); energy and GHG reporting requirements;
corporations law changes; financial oversight amendments (e.¢
securities and commodities laws); and regulatory oversightef t
scheme.

25 The offset market is based on the principle that the benefit to the climate of red@i@ emissions is the same
regardless of where th&HG emissions are reduceéor this reason, auntries with high marginal abatementst®
may choose to import some of their emissions reductions (abatement) from low marginal abatement cost countries in
form of carbon credits or offsets.

26 World. Bank.(n.d.).Globally Networked Carbon Markets. Retsied from
http://www.worldbank.org/enfipic/climatechange/brief/globafigtworked-carbonmarkets. Accessed 20 February
2015.
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Social and
political
acceptability

Emissions Trading is regressive in nataféecting poorer people
disproportionatelyTherefore household compensation can be
important for the acceptability of any package. Emissions tradir
has an economwide inflationary impact, which can affect
acceptability. Individual action such as buying green power nee
to occur inadditionto the cap toavoid negative impressions of
the scheme. Trade exposed emissions intensive industries ma
need compensation to mitigate the competitive impact of the
scheme ando reduce the chance of carbon leaka§eme
members of civil society consider the useRIEEDD+ credits to
offset industrial emissiorte be controversial

Institutional
capacity

Existing sophisticated market capacity is needed in the foran of
derivatives (futures) market, spot markets, clearinghouses, ang
government debt auctions management. The government neeq
regulatory experience of complex financial and / or commodity
derivatives and needs capacity in regulating emissions reportir,
Capacity is also needed to assess REDD+ projects or program
and confirm the credibility of REDD+ credits used as offsets.

Transparency

Transparency and public participation are usually an important
aspect for obtaining community support fon amissions tading
schemeOne of the problems with emissions trading is the
perceived complexity of the system and the difficulty in
communicating it.

Governance

Governance can be complicateédvolving multiple agencies,
regulatory bodiesandprivate and publisector organizations.
Typicallyit involves treasuryfinance environment foreign affairs
financiabnd commodity market regulatorstock market and
futures exchangeslearinghousesandprivate vendors.

Implementation

Regulatory packages ahdsiness processes for the auction,
registry, and GHG reporting systems need to be developed.
Customer service and financial systems are requifesingle
customer record systenshould bedeveloped for a single point of
contact to avoid regulatory arbitge. Thisapproachapplies to all
regulatory interactions across the scheme. Scheme participatiq
rules need to be established. Appropriate safeguardstbe
established to prevent money laundering, tax manipulation, an
other abusesPurchasing technologan be a major issyas can
financing the cost of associate market infrastructure.

Risks

Environmental

Economic

Other

There are scheme risks due to the complexity of the system.
Political risks are significant and can affect the implementation
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details, durability ofhe scheme, and compensatioheakage is
both an environmental and economic risk to the scheme.

The adequacy of compensation for households can be importal
for obtaining lockin and luy-in to the scheme, as can recognitior|
of individual actions (e.gregn power) outside the cap.
Purchasing technology can be a risk. Cap setting and carbon
budgets can be a problematic issue. Administrative allocations
must be well managed to ensure that polluting industries do no
receive windfall profits.

Permanence foREDD+ credits used as offsets must be addres

Abatement
potential

There is significargeneral abatement potentidependingn the
price signal from the scheme, which depends on the cap (supp
allowancey demand forallowanceoffset volumes (increase
supply; and linking rulesRotential to drive REDD+ abatement
depends on total demand for offsets within the scheme and an
guantitative limitations on REDD+ offsets. Countriggh smaller
economies (particularly comped to the size of its forests) will
not be expected to generate significant demand for REDD+
credits.

Cost

The cost isborne bythe domestic economyThis approach is cos
effective when compared to direct regulation (rorarket)
approaches, which worky prescribing or proscribing / banning
particular technologies or production processes.

3.4 ENVIRONMENTAL IMPACT ASSESSMENT (EIA)

ElAfocuses orharnessing an established mechanism in a new way to support demand for REDD+. The

EIA model discussed here is somewhat diffeffeotn the other models but similar tpaymentdor
resultsand MBIs in that it has the potential to create financing for REDIDese policies diffeirom
direct regulation, which is largely about the types of policies needed to control land clearing.

To date ElAhas not been widely used as a policy tool to reduce GHG emissions, but if strengthened and
implemented effectivelyit could be used on a voluntary or compliance basis to support REDD+. In
severalcountries EIAs use environmental offsets, which are measures that seek to achieve equivalent

environmental outcomes to compensate for the residual adverse impacts of an antibe o
environment.Globally there is growing interest in the use of environmental offsetsveayato protect
the environment and allow growth and developmdntorporating GHG emissions in EIA will help
broaden out the scope of an EIA to better includeetfull impact of a project. Thpproachrequires
assessinGHG emissionsoptions to mitigate and/or offset GHG impaced incorporatingaccounted
emissionsnto decisionmaking asis discussed further in Appendix IV.

27 Linacre N. (2011). 0T h e

risks of investi ng dilradindCashdd(B)8B803l.ads cl ean

28 ElAs suffer from some general problems. In msityations EIAs are either poorly done ahdr poorly reviewedd
cut andpasted and sometimes politicized if a favored project is the subject.
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Environmental offsets, biodivéysoffsets, and REDD+ offsets are relat&hvironmental offsets

conceptually have the broadest definition, followed by biodiversity offsets and then REDD+, which
restricts the definition to forest carbon stocks and GHG emissions abateniém.link to GHG

abatement in REDD+ creates the possibility of financing through carbon markets and other mechanisms,
in this case EIA.

The wayan EIA scheme could be applied in Brazil, Gabon, Ghana, and Vietnam is analyzed in Appendix
IV, which also contains a more dé&al description of EIAGeneral issues that a REDD+ country would

need to consider if it planned to implement an EIA scheme that could also support REERD+

summarized using the FRAC frameworKTiable7.

TABLE 7. FRAC TABLE OUTLINING SOME OF THE ISSUES | N ESTABLISHING AN
EMISSIONS TRADING SC HEME THAT WOULD SUPP ORT REDD+.

Environmental Impact Assessment

Fitness Legalcontext EIA laws often exist but would need to be amended to include
environmental offsets that encompass GHG emissions abate
using REDD+. This new instrument depends on existing RED
capabilities but utilizesurrent regulatory frameworks oEIA

Socialand political| Potentially contested by industrgs it creates a new form of
acceptability environmental obligation within the EIA framewotkis

probably less controversial from a community standpoint as it
broaders the application of existing lawthough some members
of civil society consider the use of REDD+ credits to offset
industrial emissions to be controversial.

Institutional Institutions need EIA assessment capabilities along with emis
capacity reporting capacityCapacity is also needad assess REDD+
projects or programs and confirm the credibility of REDD+
credits used as offsets.

Transparency Transparency is usually a component of most existing EIA lay
and REDD+and researclon the effectiveness of awareness ar
consultation processeis often availabld=rom this perspective
the shortcoming of any specific EIA schemes are oftarown
and can be reformed if necessary.

Governance Governance can be complicatédvolving naltiple agencies,
regulatory bodiesandprivate and public sector organizations.
Conflict can exist between the various ministries within
government responsible for EIA and between the governmen
and industries subject to EIA (e.mining, agriculture)A single
lead agency may be important to resolve conflicts between
agencies.

Implementation | Coordination across government can be problemgadie multiple
agencies are normally involvegtrong opposition can arise from
other ministries Law reform maybe neededand capacitynust
be established to administer the system.
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Risks

Environmental

Economic

Other

Abatement volumes may not be high.

May create disincentives to invehie to costs of REDD+ credits
0 and may provide aadvantagéo established operationsyhich
could be seen as antbmpetitive

Competitiveness$n terms of attracting investment may be an
issue.

Abatement Abatement potential is limited to new projects and emissions
potential associated with those projects.
Cost The @stisborne by project proponents. The cost of

implementing an EIA scheme that includes REDD+ offsets cg
be lowerthanthat of more complex options discussed above.
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4.0 DISCUSSION

The previous section provides generalized results from the FRA&lysisHere we discuss how some

of these generalized results are observed in national schelmeisaportant distinction between the

policy options is that direct regulation is less about financing emissions reductions from land clearing and
more about he policies, regulations, and rules that are put in place to control land clearing. This

approachs houl d be part of any governmentd&s national o
One way to create a link to financing is the establishment of offsets. For exaampé@mdments to

Brazil 6s direct regulation policy, the Forest Cod
potential financing channel to REDD+. Arguably as land clearing rates diedewmmes more

complex, costly, and difficulttoredc e t he remaining oresidual 6 | and c

from commoditieg® Additional efforts are often needed to incentivize further reductions by channeling
financing.

Payments foresults MBIs, and EIA policies aim to channel financingg@D[R+. These policies may

work together and play an important role in addit
clearing by addressing the opportunity costs associated with removing land from agricultural production.

EIA is alone in thipolicy mix by not necessarily having a direct link to finanéagment for Results

provides an explicit financial incentive to reduce land clearing, but is limited by the level of current and
ongoing financial support from international and domestic sesiand does not catalyze the potential of

MBIs.

To date MBIs have failed to provide the meatiticipated demand that would channel financing to
REDD+.Carbon taxes are unlikely to drive significant volumes due to quantitative restrictions on offset
use,limiting support for REDD+. In the case of carbon markstgpport for REDD+so farhas been

limited, primarily because REDD+ is not included in any emissions trading schemes. Should REDD+ be
included there are likely to be quantitative limits on its usehich would restrict the ability of carbon
markets to drive financial flows in this situati®wen so, significant financing could be stimulated

through carbon markets that incorporate REDDB*This situationleaves EIA afe remaining policy

option consdered in this papet!

29 Nepstad D. et al.(2014). Slowing Amazon deforestation through public policy and interventions in besband
supply chainsScience344(6188)11181123.

30 LinacreN. , O 6, B.uRo$sD. vamdrDurschinger 1(2014. REDD+ Supply and Demand 2032025.United
Stated Agency for International Development Forest Carbon, Markets and CommuritgsamWashington, D.C.,
USA

31 Of the two MBI policies considered carbon tax is the instrument least likely to deliver significant emissions

reductions from REDD+. The motivation for introducing a carbon taxistobroadgo® er nment s revenue b
Therebre, treasury andinanceministries will oppose offsets vigoroysbecauseheyrepresent lost revenuét This

caseis also true for emissions trading schemes with auctions, where offsets reduce government revenues. In

emissions trading schemes that @ministrative allocationthe government has already foregone all potential

revenuesas suchoffsets do not have a revenue impact.
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Due to the history of agricultural development and land tenUE¢A has not played a pivotal role in
agricultural developmenEIA is used by larger commercial agribusinesses but is less commonly used
within the national agriculturaystems of many developing countries, due in part to the majority of
farmers and farmer collectives being smallholdgté. isproject-based and usually applies to significant
new industrial investment proposaisit could also be applied to agriculturalestmentsit is unlikely

that EIA alone could play a pivotal role in reducing land clegsiigt may have utility as an additional
funding mechanism for REDD+.

The remaining sections discuss key points from the analysis of direct regulations (&ppgralyments
for results (Appendix IJMBIs(Appendix llIl)andEIA (Appendix 1V). The discussion examines each of
these policies in light of hothey could support or incentivize REDD+.

4.1 DIRECT REGULATION

The everexpanding agriculture frontier ideveloping countries is a primary driver of land clearing.
Continued global population growth and changing consumer preferdacegets with more meat and

dairy productsin developing countries require continued increases in agricultural produitidms shift

does not necessarily medinat the area under cultivation must be expanded. Technology improvements,
intensification, irrigation, fertilizer use, and mechanization can all contribute to increasing output from
existing land3 Economicmodellingof dobal population growth and agricultural prodwéty suggests

that increases in agricultural production will exceed the growth rate of the human population, but these
modelsdo not necessarily factor in the effects of climate change, biodiversity proteeid forest
livelihoods#

In developing countrieshe majority of people (670 percent) depend directly or indirectly on
productivity increases in agriculture to get out of poveépftgnd commonly spend 50 percent of their
household income on foo#.Ervironmental impacts linked to climate change may reduce productivity,
negativehaffectingpeopleslives. Clearing more land will continue to drive up GHG emissions and
exacerbate the problemAs suchboth developed and developing countries have a mutual interest in
reducing deforestation from agriculture. Brazil and Queensland, Australia are used as case studies of
direct regulationd policies that directly limit land clearing.

Both Australia and Bml have historically high deforestation ragasddependence on agriculturdhey
are regarded as resource economi@similarly dependent on iron ore and other minerals exports. Both
countries also have a history of trying to control land clearing thiodgect regulation. Land clearing in

32 PinstrupAnderson, P(2001). The Future World Food Situation and the Role of Plant Disease. International Food
PolicyResearch Institute, Washington D.Retrieved fromhttp://www.ifpri.org/srstaff/pinstrup.htm

33 Linacreet al.(2005. Analysis for Biotechnology Innovations Using Strategic Environmental Assessment (SEA). EPT
Discussion Paper 140. International Food &oResearch Institut&Vashington D.C. Retrieved from
http://ebrary.ifpri.org/cdm/compoundobject/collection/p15738coll2/id/64948/rec/1. Accessed 20 February 2015.

34 Mitchell, D. O., Ingco, M. DandDuncan R. (L997. The World Food Outlook. Cambridge klversity Press,
Cambridge, UK.

35 Or to survive through subsistence.

36 PinstrupAndersen, P., R. Pandiarch, and M. W. Rosegrantl999. World Food Prospects: Critical Issues for the

Early TwentyFirst Century. International Food Policy Research fatgi Washington D.C. Retrieved from
http://www.ifpri.org/srstaff/pinstrup.htm
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Queensland has largely occurred over th&st50 yearsdriven by demands for agricultural and grazing
land Eigurel).3” Expansio of cattle grazing is a significant driver of this change. Beef production is now
the most common enterprise on Audlian farms, with nearly half of all farms having some beef ¥attle.

FIGURE 1. ANNUAL WOODY VEGETAT  ION CLEARING RATE IN QUEENSLAND
(198832012)3
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The fight against rapacious land clearing in Australia beglhaa 1980s and 1990s. Queensland was

amonga the worst national and international land clearing offerfddiise 1990s ushered in a period of
environmental reforms aimed at reducing land clearing. In 1995 the Labor Government developed a

draft set ofguidelines for management of leasehold |8 state National Party subsequently

rescinded these guidelings 19964 During the sameyear he Commonweal th gover nme
of the Environment (SOE) r@pt highlighted the impact of land clearing on biodiversity loss, increasing

37 BradshawC.J.A(2012. Little left to lose: deforestation and forest degradation in Australia since European
colonizationJournal of Plant Ecol&gy), 109-120.

38 McAlping C.A., Etter A., FearnsideP.M., Seabrogk.., and Lauranc&V.F. (2009. Global Environmental Chabge
21-33.

39 Government of Queenslang2014). Land cover change in Queensland 28112, Remote Sensing Centre, Science

Delivery, Department of Science, Information Technology, Innovation and theRetseved from
https://publications.gld.gov.au/storage/f/209411T02%3A11%3A13.856Z/skaeport-2011-12.pdf. Accessed on 18
January 2015.

40 Australian Broadcasting Commissi¢2014). Retrieved fromhttp://www.abc.net.au/news/2004-04/queensland
governmenunderfire-over-landclearingpermits/5367458. Accessed 18 January 2015.

4 Whelan J. and ons K. (2005. Community Engagement or Community Action: Choosing Not to Play the Game.
Environmental Politi$(5) 596-610.
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salinity and climate changé The SOE and failure to address land clearing asth& level led to a
widespreadnongovernmental organizatighlGO) campaign.

In 1999 the Queensland Labor Government committed to reducing land clearing and introduced
vegetation management legislation. The introduction of this legislation ushered ikegblaicd clearing
by farmers with land clearing ratssaringto their highest levels since monitoring commenced (see
Figurel). Urgent action was needed to addre$sd problem, but it took several years for the
government to introduce a moratorium on land clearitidduring 2004 legislation was introduced to
parliament to phase outroad-scaleland clearing of all remnant vegetation by 31 December 2006 (see
Figurel).44 In 2009, the Queensland Labor Government imposdhdrae-to-six month temporary ban

on the clearing of regrowth vegetatidhThe banaimedto stop land clearing of regrowth vegetation in
endangered regional ecosystems.

In 2013 the Queensland Natiorbiberal Coalition Government introduced the Vegetation Management
Framework Amendment Act NGOs have criticized théAct extensively on four grounds: allowing a

new category for broagcale clearing of mature vegetation for high value agriculture; rerabval

protections of high conservation value regrowth vegetation; removal of requirement for permits to clear
native vegetation in riparian zones; and altered provisions in regard to enforcement of illegal cfearing.
The Act appears to open the possibility lmiodiversity offsets by allowing adverse impacts of clearing to

be minimized or migated‘8 The extent to which offsets may or may not be used is unclemgra the

full environmental consequences of the amendments to the Vegetation Management Framework

Of fsetting is also a feature of Brazilds Forest

In Brazil during the early 200Q#e relatively high and increasing rate of land clearing is attributable to
the rapid globalization of soy commodity markets combined with technological changeighrsby
prices driving a rapid expansion of the soy crop. More than half of the area cleati&8004 took place

42 Government of Australia(1996. State of the Environment 199Retrieved from
http://www.environment.gov.au/topics/scieraedresearch/stateenvironmentreporting/soe1996/soel996-report.
Accessed 18 January 2015.

43 Australian Broadcasting Corporatio(2003. Radio National Interview with Peter BeattiRetrieved from
http://www.abc.net.au/pm/content/2003/s857045.htm.essed 18 January 2015.

44 Government of Queenslan@2004). An End to Broadscale Clearing by 2006 under the Vegetation Management and
Other Legislation Amendment Bill 2004 (Qldjetrieved from
http://www.parliament.qgld.gov.au/documents/explore/Researditatiobns/ResearchBriefs/2004/200406.pdf. Accessed
18 January 2015.

45 Government of Queenslang2009. Vegetation Management (Regrowth Clearing Moratorium) Act 2B@#rieved
from https://www.legislation.gld.gov.au/LEGISLTN/ACTS/2009/09AC006.pdf. dddés3anuary 2015.

46 Government of Queensland2013. Vegetation Management Framework Amendment Act 2&E3rieved from
https://www.legislation.gld.gov.au/LEGISLTN/ACTS/2013/13AC024.pdf. Accessed on 18 January 2015.

47 World Wildlife Fund.(2013. Bushland at risk of renewed clearing in Queens|&=drieved from
http://www.wwf.org.au/news_resources/?6800/Bushikarrisk-of-renewedclearingin-Queensland. Accessed on 18
January 2015.

48 Vegetation Management Framework Amendment Act 2013, Se28@AC(1)(e)
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in the southeastern Amazon state of Mato Grosso, B@&#irgest agricultural producer. Cattle
production also expanded and intensified dgrthis period, with yields increasing fiveféid.
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The reduction in land clearing since 2004 is largely attributed to a period of intense politioal ac
championed by the Ministry of the Environmemtdresulting in enhanced enforcement capability due to
the 2004 introduction of the OAction Plan for

Pr e

Deforestationdé6 (PPCDAM) a nedltibe(DETER) system foodetecbngf or e s t

and responding to deforestation event&idure 2.

Brazil 6s revised Forest Code 20 lillzgaly dedokestabaforr e st or a

2008 with landowners no longer required to restore illegatlgforested land at their own expense. It is
estimated that under the new rules 90 percent of Brazilian rural properties qualify for anthesty.
However, key implementation details are still being negotiated. A new feature of the Code is a
mechanism called ¢hEnvironmental Reserve Qup{CRA, in Portuguese).

The CRA is a tradable legal title to an area with intact or regenerating native vegetation exceeding
Forest Code requirements. A CRA surplus on one property may be used to offset a legal reserve
requirement on another property within the same biome and, preferably, state. These transfers or
transactions will be tracked through the Rural Environmental Registry (known as the CAR, but
henceforth referred to as the Registry},a mandatory electronic registihat appliego all rural

properties, to be implemented at the state and/or municipality level, with the purpose of integrating the
environmental information of the rural properties.

Direct regulation has had mixed results in both Australia and BitaZioth countries politically
powerful agricultural interests have influenced katehring laws, with agrarian constituencies generally

49 Nepstad D., McGrath D., Stickler C., et al.(2014. Slowing Amazon deforestation through public policy and
interventions in beef and soy supply chaBsience344(6188)11181123.

50 Government of Brazil(2014). Activity Report 2013 vhazon FundRetrieved from
http://www.amazonfund.gov.br/FundoAmazonia/fam/site_en. Accessed 25 August 2014.

51 SoaresFilho B., et. a2014). Cracking Br &dend884s363B@&ir e st Code.

52 For more information (in Portuguese) visit: http://wvear.gov.br.
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opposing landglearing laws and restoration efforts, arguing for expanding\agie agricultural

production. In Queensind thiseffort led to legal amendments in the Vegetation Management

Framework Amendments Act introdirnga new laneclearing category for broadcale clearing of

mature vegetation for high value agriculture. In Brazil the revised Forest Code weakensitiesto
requirements via an amnesty on illegally deforested land. In both countries significant reductions in land
clearing rates have occurred for specific vegetation categories.

Despite improvements in governance and democratic refoittsas taken deades forlandclearing

rates to reduce in both examples. In both cagg®wing public awareness and concern about
biodiversity loss were important for providing a political climate for refpemd the emergence of
constituencies to balance lawtkaring iterest wasimportant for making progress on land clearing. The
political process in both countries has tried to balance agribusiness and conservation interests using
innovative policies, settling on the use of biodiversity offsets as a mechanism forrgatarse

interests. Both countries are developing fledgling biodiversity offset markets.

Direct regulation policiess essential for reducing lardearing ratesDirect regulation is not about

financing emissions reductions from land clearingydiier about the policies, regulations, and rules

that are put in place to control land clearinghi ch shoul d be part of any gov
subnational REDD+ effortd#larket mechanisms that potentially reduce cost are developing via

biodiversity offsemarkets, but the environmental outcomes are unclear, particularly when habitat

fragmentation is considered.

4.2 PAYMENT FOR RESULTS

Norwayds I nternational Climate and Forest I nitiat
paymentdor resultsin REDD+. The NICFI funds several bilateral and multilateral efforts aimed at
reducing deforestation and testing restittased paymentincluding the Amazon Fus@The fund grew

out of an initiative between government and civil society for coordinatetbadietween federal, state

and municipal governments to tackle deforestation in the Brazilian Amazon. An advantage of the
Amazon Fund is its ability to bridge the gap between conservationist, farmer, and ranchers. The fund has
enjoyed broad community supp but has suffered from some implementation issues (Balele9 in

AppendixIl for details).The benefits of the Amazon Fund are yet to be fully explored. The FRund i
potentially complementary to the CRA as it may be used to finance setting aside areas with intact or
regenerating native vegetation exceeding Forest Code requirendantsich otherwise may not have

been set aside due to opportunity costs.

Given the succss of the AmazonFundt i s useful to compare it with N
paymentfor resultsin Indonesia. The Norwegian Climate and Forest Initiative promised payments of up
to $1 billion for stemmi ngichdoee$soWith $100arilliorougfront n | ndon

for preparatory and readiness phases, the remaining $900 million is to be disbursed during the payment
for-results phase, originally expected to begin in 2014 although as yet not #dgdonesia has had
some sucessesinreghi ness planning, yet Norwayds own fundin

53 Government of Norway(2014). The Government of Norway's International Climate and Forest Initiative. Retrieved
from http://www.norad.no/en/thematiareas/climatehangeandthe-environment/norwaysnternationalclimateand
forest-initiative Accessed 20 February 2015.

54 WRIL.(2010. What 6 s Ne xNorwhydCoopdratiah omFerestsa[Online]. Accessed February 2015.
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government and weaknesses in the legal basis for REDD+ constitute a serious threat to the results
atta®nedo.

Governance issudayat the core of differencebetween Brazil anthdonesidn effectiveness at

combatting deforestatiarOther factors include the relative strength of civil society in Brazil compared

to I ndonesi a, Brazil s demonstrated ability to re
Br azi Indbeef mavayoriaaPowerful agricultural interest groups exert their pressure for continued
development in both countriehowever, an engaged civil society, a powerful environmental lobby, and

the democratic processes in Brazil all contribute to a sicgnifi countervailing voice balancing economic
interest.In Brazil, REDD+ development has enjoyed the benefits cEgigting tenure reform and

environmental compliance regulations from a national policy framework that is largely in place, with

REDD+ funddeing used to bolster these efforts rather than develop them from scretch.

The Brazil system has strong analogies with the environmental offset system used in Australia (for

example BushBroker in Victori&)and the fledgling offsets system in QueendiaNe@getation

Management Framework Amendment Act 2G4 8;hich allows a new category ftaroad-scale clearing

of mature vegetation for high value agriculture and removes protections of high conservation value

regrowth vegetatior¥? If biodiversity offsets arallowed then the system may be able to take advantage

of Australiafds Carbon Far mi n$§.55Aihe Edissiens Redigtioh | t hat
Fund to purchase emission reducticdsSomemonies from this fund might conceivably be used

incentvize setting aside areas with intact or regenerating native vegetation that might otherwise be

cleared. Such models also exist in the United State of America.

The Conservation Reserve Program (CRP) and Conservation Stewardship Program (CSP) are two
exampés of domestic payment for results models in the United States (see texbhdke following
pagé. Bothof these programs focus on farmlarnitie CRP pays to remove farmland from productive
use and the CSP pays agricultural and forestry producers to eamsand enhance soil, water, air,
energy, plantand related natural resources. Both programseivefederalfundngthrough the US
Department of Agricultur§USDA)

55 NORAD. (2014.Consi derabl e progress for Norwayds | Rerievedhati onal
from http://www.norad.no/en/evaluation/news/consideragtegressfor-norwaysinternationalclimateandforest-
initiative-nicfi. Accessed February 2015.

56 Larson et al.(2013. Land tenure and REDD+: The good, the bad and the @Gjbbal Environmentdlange?3, 678
689.
57 Government of Victoria(2015. BushBroker Program. Retrieved fronttp://www.depi.vic.gov.au/environmesrd

wildlife/biodiversity/native@egetation/nativeregetationpermitted-clearingregulations/nativeegetation
offsets/bushbrker. Accessed 20 February 2015.

58 Government of Queensland2013. Vegetation Management Framework Amendment Act 2&E3rieved from
https://www.legislation.gld.gov.au/LEGISLTN/ACTS/2013/13AC024.pdf. Accessed on 20 February 2015.

59 World Wildlife Fund.(2013. Bushland at risk of renewed clearing in Queens|&=drieved from
http://www.wwf.org.au/news_resources/?6800/Bushikarrisk-of-renewedclearingin-Queensland. Accessed on 20
February 2015.

60 Parliament of Australia. (20143arbon Farming Amendment Bill. Retrieved from
http://www.aph.gov.au/Parliamentary_Business/Bills_Legislation/Bills_Search_Results/Result?bld=r5280. Accessed on
20 February 2015.
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TEXT BOX 1. THE U.S. CONSERVATION RESERVE PROGRAM AND
CONSERVATION STEWARD SHIP PROGRAM 61

Enacted in 1985the CRRPis the largest privatéands conservation program in thénited Stateshat
removes farmland from productivity. There are currently approximately 27 million g&®&9 million
hectares) enrolled in the programwith total annual rental payments to farmers of $1.6 billion as o
July 20182 and spending between 199532012 amounting to $31.5 billidA Enrolled farmers receive,
a yearly pefacre rental payment in exchge for replacing crops on highly erodible and
environmentally sensitive laftdvith longterm, resourceconserving covers. The CRP sequesters
more carbon dioxide than any other conservation program in the country and reducesfbetiand
fertilizer usess The CRP is funded throughe USDA and Congress authorizes a specified acreag
enrollment level each year.

Created in the 2008 Farm Bilhe CSPprovides financial and technical assistance to agricultural
forestry producers to conserve and enhance soil, water, air, energy,, @ladtrelated natural
resources on tribal and private working lands. The CSP pays for conservation perforthtree
higher the performance, the higher the payment. Egproachdiffers from the CRPwhere
payments are based on a pacre rental rate. In the first four enrollment years for the CSP (2009
2012), 50 million acres (20.2 million hectares) of farm and raaath Were enrolled under fivgear,
renewable CSP conservation contracts. For those enrollment classes, annual CSP payments a
currently $680 million per ye&i€ The program is funded through the USD&nd Congress authorize
the CSP at a specified acreagaollment level each year. Each state is then allotted a share of to
annual CSP acres.

The paymentfor results model isrguably a useful approach for altering the opportunity costs
associated with setting aside land as clearing rates deltliagifficult to reduce the remaining
deforestation due to continued commoditriven incentives. Appropriate REDD+ programmatic and/or
project structures supported by direct regulation should be in place to drive emission reductions or
removals for gpaymentfor results modeto work. However, the willingness of donors, such as Norway,
to pledge funds limitthe system

61 Text extracted fr om: Od Sul | i vaner,L®013.U.8 Experiené®.on Regdulsmg oc hi an
based Financ& SAID-supported Forest Carbon, Markets and Communities Program. Washingt@h; DSA.

62 See the Conservation Reserve Program Monthly Summary for July RéfkBved from
http://www.fsa.usda.govtarnet/FSA_File/julysummary13.pdf. Total program costs are estimated at approximately $2
billion per year. See Stubbd. (2013. Conservation Reserve Program (CRP): Status a@ohsgessional Research
Service 5700, R42783Retrieved fromhttp://www.nationalaglawcenter.org/assets/crs/R42783.pdf

63 Environmental Working Group(n.d.).Farm Subsidy Databadeetrieved from
http://farm.ewg.org/progdetail.php?fips=00000&progcode=total_cr

64 Environmentally sensitive land may include agrirlltand prone to erosion, pasture or agricultural land that borders
river or stream banks or field margins.

65 For more information, please vidittp://www.usda.gov/wps/portal/usda/usdahome?contentid=2013/07/0149.xml

66 Sustainable Agriculture. (2012D13 Conservation Stewardship Program Sign Up Information Aderil 2013

Retrieved fromhttp://sustainableagriculture.net/vgontent/uploads/2013/04/C38#fo-alert-4-15-13-final.pdf.
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4.3 MARKET -BASED INSTRUMENTS

Carbon taxes and emissions trading provide maitk@$ed approaches to the problem of climate change.
Under both mlicies industries choose which abatement opportunities to exploit, given the price.
Because of the cost effectiveness of market approa@hramber of countries and provinces have

chosen to either implement capndtrade emissions trading schemédaséne and credit schemeés

or carbon taxe&. Many countries favor emissions trading over carbon talgesause it is easy to link

with other national schemegermittingcrossborder trade in allowances. Thapproachs viewed as
important in helping shape global solution to mitigate climate chan@éfset markets can be used

initially to create indirect linkages between emissions trading schemes and facilitate the emergence of a
global price on carbon.

Carbon taxes cannot be linked as emissions tradaigmes cathrough the import and export of
allowances. Carbon taxes can be harmonized through political negotiations and as such are often
considered as a less useful policy instrument in shaping a global solution to climate change. Linking
emissions traithg schemes does not rule out complex political negotiations over caps and cap setting,
which can affect the price in countries directly linked by export and import of allowance or indirectly
linked through offset markets.

Some economics literature supparthe idea that carbon taxes have lower transaction costs than
emissions trading schemdse. Thisideais based on the argument that regulating emissions upstream by
means of a carbon tax yields lower transaction costs than regulating polluters downgtreaugh

tradable emissions permijtsince the number of emitters is larger than the number of firms producing

or importing fuell07172 Thisdiscussioris largely an argument about the point of obligation and depends
on the scheme desigRor example the nowepealed Australian Carbon Pricing Mechanism was
implemented as a fixed price (carbon tax) transitioning into an emissions trading scHearmoints of
obligation were similar for the emissions trading scheme and carbon tax.

67 European Union Emissions Trading Schemel.).Retrieved from hip://ec.europa.eu/clima/policies/ets/index_en.htm.
Accessed 20 February 2015.

68 Al bertads Gr eenhous ¢gn.dg/Rstriefrd fdom tittp:i/esrd.albRntacajfocasfalbeatal climate
change/regulatingreenhousegasemissions/default.aspxcéessed 20 February 2015.

69 World Bank Partnership for Market Readine§2014).Carbon Tax in Mexico 2014. Retrieved from
https://www.thepmr.org/system/files/documents/Carbon%20Tax%20in%20Mexico.pdf. Accessed 20 February 2015.

70 Coria, J., andntatT Jraiff. (2015. Carbon Pricing: Transaction Costs of Emissions Trading vs. Carbon Taxes.
University of Gothenburg. Retrieved frohittps://gupea.ub.gu.se/bitstream/2077/38073/1/gupea_2077_38073_1.pdf.
Accessed 25 February 2015.

7 RamseurJ. L. and ParkgeL. (2009. Carbontax andgreenhousegascontrol: optionsandconsiderationgor
CongressCongressionaResearctServiceof the United Statesof America.Retrievedfrom
http://fpc.state.gov/documents/organization/120592 Acfessedn 25 February2015.

72 Metcalf G.E. andVeisbach D. (2009. Cabon TaxesU of Chicago Law & Economics, Olin Working Paper.No. 447
Retrieved fromhttp://papers.ssrn.com/sol3/papers.cfim?abstract_id=1324854. Accessed on 25 February 2015.
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Carbon taxes and emissionstling schemes do share many similar costs, but there are additional costs
associated with emissions tradir@n the public sector side more complex registry systems are

required for emissions trading than are needed for a carbon tax-&wakrade requires auction

systems and/or systems that support administrative allocatlategyration is needed with spot and

futures markets, which also need to be developed but are a cost on the private sectoCsidmliance
costs for firms covered by a scheme mayatitiepending on a carbon tax or emissions trading
implementation. There is some limited evidence that carbon taxes have lower transaction costs
associated with private sector compliarféd&missions trading schemes also need to integrate with
clearing housesind there will be brokerage and other fees associated with trading such as stamp duty.

Carbon taxes do not rule out the possibility of usiaffsets such as REDD+ credits, but there are also
financial consequences fiveasuriesin allowing liable entities to purchase offspteferentiallyinstead

of paying taxedf revenue is a priorityquantitative restrictions on offsets will be necessaigxico is

one such country that has implemented a carbon tax on fossil fuels. The tax is based on estimates of the
carbon content of fossil fuels and Mexican Certified Emission Reductions (credits generated under the
Kyoto Protocol 8ds chansma [CDM)eandd usqd forecantipliafi¢ét the stage of

writing no details are available on the types and limits of CDM offsets including potential OE®Ref

from afforestation or reforestation projects. The countryustieson MBIso from Brazil, Ghaa, and

Vietnamd reveal many of the issues likely to be encountered in implementing MBIs in developing
countries.

Brazil has set a goal of reducing emissions by 36.1 to 38.9 percent Belkkiness as Usu&AU) by

2020 as part of a voluntary commitmemditigation plans cover forestry, agriculture, energy, iramgl

steel,in addition toother industry, transportation, mining, and building sectors. The Brazilian federal
government (through thenvironmentakndfinanceministries) is currently conductinfeasibility studies

on emissions trading and carbon taxes. No final decision on policy is expected before 2017. If REDD+ is
included as part of an emissions trading scheme or carbarittexll create demand for domestic

REDD+ projects or programsgt

Ghana is not currently evaluating either a carbon tax or emissions trading schemever,gven

Ghanads f i sacarbontaxconEr$s with anradction could provide much needed revenue.

Introducing an ETS in Ghana is likely to be complex, ihghae to an immature financial servicesctor

but also due to the regional situation. The regidominant economic organizatioghe Economic

Community of West African States (ECOWAS) and the West African Economic and Monetary Union
(WAEMU) 0 are likdy to have a stake in any ETS policy development. The only African precedent is

South Africads carbon tax proposal. REDD+ would n
demand for REDD+ is to be created.

Vietnam is currently evaluating MBIs foetsteel and solid waste sectors and has indicéttatthe
system could evolve into a cagndtrade schemé Vi e t megiomal sontext is complex, with China,
Japg, and the Republic of Korea all undertaking different emission reduction agtiotte mog

73 Government of Mexico(2014). Carbon tax presentation to the Partnership for Market Readiness, World Bank.

74 Government of Brazil2014. Market Readiness ProposBktrieved fromhttps://www.thepmr.org/country/brazd.
Accessed 21 February 281

7 Government of Vietham(2014). Final Market Readiness Proposal. Retrieved from
https://www.thepmr.org/system/files/documents/20141013_MRP%20Vietnam_FINAL.pdf. Accessed 21 February 2015.
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influential scheme devel optevavea Plandangetsitile f r om Chi na
development of a national carbon market by 2015, but realisticallytargs more likely to be

implemented by 2020. Vietham is expected to move in lock step @hinaso as not disadvantage the
competitiveness of its steel industry.

Vietnam is currently establishing a GHG emissions baseline for the steel industry and could potentially

usef unding from Japands Joi nt Cr e dreductiomsby iMeravinga ni s m (
energy efficiency and hence competitiven®ssiects and feasibility studies support the deployment of

the JCM in this wake. The inclusion of offsets in any Viethamese scheme is a precondition for supporting
REDD+. Given that the &élzelopments in Korea and China support offsets and keep open the possibility

of REDD+, it seems feasible that REDD+ cohtipart of the cost containment mechanisms afforded to

industries covered by any Vietnamese schefmerefore, afurther important development is the

establishment of a timetable to develop rules and procedures for the inclusion of REDD+ credits in the

scheme.

4.4 ENVIRONMENTAL IMPACT ASSESSMENT

The use of EIA as a potential policy tool to generate demand for REByDoffsetting emissions
associated with new projects is differeinbm the other policy tools considered her&his mechanism
has the potential to create demand from REDD+ in the absence of ecomaiaig emissions trading or
carbon taxesSo far EIA hasat been widely used as a policy tool to reduce GHG emissions. A growing
number of countries are embedding narrowly defined environmental offsets in EIA. Environmental
offsets are measures that seek to achieve equivalent environmental outcomes to comgentate
residual adverse impacts of an action on the environm8aineissues need to be considered to
integrate REDD+ offsets into EJAncludingi) defining the scopé the range or activities that would be
subject to a REDD4inked EIA,; ii) coveragé the type of emissions includen an ElAandthat would
need to be offset; iii) specific triggers used to start an assesséhgpecific metrics or thresholds; and
iv) capacity to assess and manage REDD+ offsets, some of which could be handledfeytthird
standards and registries. Thimrk may need to be complemented by broader EIA refofm.

Competitiveness concerns are likely to surround EIAs requiring mandatory offsetiroguntries will

not want to discourage new investmetttat creates jobs anthay have positive environmental benefits

through modernizing plant and equipme@ivenpotential environmental benefitiscouraging this

investment would be counterproductiv¥/oluntary offsetting appears to be the most likely course of

action, but thevolumes of abatement will depend on the costs associated with REDEBresecosts

are significantthen volumes are likely to be low. Voluntary offsetting is more likely to stimulate REDD+

if financial supportis availaldes uch as | everaging financi al support
emissions reduction fund. Such funds sahsidize¢he costs of offsetting.

76 Government of Japan. 2015. Joint Crediting Mechanism. Redrfeam
http://www.mmechanisms.org/e/initiatives/vietham.html. Accessed 21 February 2015.

” ElAs are often very weak or completely ignored in most developing countries. There is neither the capacity, political
will nor constituency to make this viable, lagst in its traditional function.
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5.0 CONCLUSIONS AND
RECOMMENDATIONS

5.1 DIRECT REGULATION

Direct regulation to control land clearing is @ssential foundation for countries to conserve and

restore forests. Direct regulation can be combined with other policy options to help attract finance and
incentivize additional REDD+ efforts. The drivers of deforestation are largely ecoritwaiefore, the

key challenges are political in terms of developing policy and garnering community sjeait.

regulation policies in a number of countries are moving toward environmental offset mechanisms, which
offer a way to conserve the environment and inditgdink to finance mechanisms.

5.2 PAYMENTS FOR RESULTS

The paymentfor results modeivorks best when recipient governments have demonstrated a
commitment to reduce deforestation (e,ghrough direct regulation) along with monitoring and
enforcement cagcity. Payment for resulis a useful approach to help support direct regulation and
incentivize reductions in residual forest loEgr a payment for results model to workppropriate

REDD+ programmatic and/or project structures supported by direct fagjan should be in place to

drive emission reductions or removals. The passage of such regulations often depends on the proactive
support of civil society groups and other domestic constituencies. The scalability and reliability of
funding to supporpaymrents forresultsis one of the biggest challenges to this option.

5.3 MARKET -BASED INSTRUMENTS

MBIs have the potential to direct large amounts of financing to REDD+ but are likely to be limited due
to the difficulty of implementing MBIs in a large numbledeveloping countries arttie lossof

government revenue thatesultsfrom allowing offsets in some scenarios. Offsets in an administratively
allocated cafandtrade scheme do noaffectgovernment revenues, as revenue is foregone. However,
including offets in a majority auctiobased cafandtrade scheme or carbon tax reduces government
revenues. Revenue considerations, combined with the desire to ensure that meaningful operational
emission reductions are achieved within the domestic economy, usuallit ie offset limit$

established to ensurthat covered entities invest in lon@mission technologies and processes and do
not rely solely on offsetting. These factors limit the potential volume of REDD+ credits and financing
from MBIs. Compared to emigsis trading schemesarbon taxes may be simpler and more applicable
to a wider range of countries and could still potentially include REDibwever, theyface similar
revenue loss and lovgmission investment pressurés capandtrade schemes.

78 The one exception known to the authors was the unlimited importation of allowable international offsets under
Australiads Carbon Pollution Reduction Scheme¢at whi ch was
were finally based and subsequently repealed.
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5.4 ENVIRO NMENTAL IMPACT ASSES SMENTS

Using EIA as a tool to drive GHG abatement offers a different policy approach to be considered
alongside MBIs amhymentdor results Compliancebased EIA models are likely to suffer from the
same competitiveness issugssociated with MBIs. As sygovernments are likely to be reluctant to
implement compulsory schemes that could be perceived as barriers to investment. Where new
investment modernizes plaanhd equipmentdiscouraging this investment would be counterprotive.
For this reasonyoluntary offsetting may be more attractiv@owever,abatement is likely to be lower
thanwith comparable compliance offsetting schemes. The abatement from voluntary schemes is affected
by perceived public relations or corporate Gal responsibility values associated with voluntary
offsetting and the cost associated with REDMeluntary offsetting is more liketp occur if financial
support is availabjas thissupportcan reduce the costs of offsetting by leveraging emissiedisction
funds.

5.5 FURTHER RESEARCH

Given the limitations of the mechanisms examined, further research should be considered to evaluate
reforms in other areasThe practices of agricultural extension services, the policies of agricultural and
forestry mhistries, and the credit standards of agricultural development banks were identified in the
course of research for this paper as potentially significant contributors to deforestation and therefore
worth evaluating in specific country contexfsdditionally depending on the country, subsidies and

other forms of compensation such as land tax relief may promote land clearing and should be re
evaluatedCanvassing a wider range of financial incentives that might be contributing to drivers of
deforestation is wrthwhile. Policy options that help change agricultural practices are particularly
important, as agricultural interests were identified as a leading obstacle to governments passing direct
regulation.
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APPENDIX Io DIRECT

REGULATIONTO CONTROL
LAND CLEARING

The purpose of this appendix is to examine the use of direct regulation as a tool for reducing land
clearing rates. Laws in Australia and Brazil are examagedoth countries have historically high
deforestation rateanddependence on agricultur@heyare also bothregarded as resource economjes
similarly dependent on iron ore and other minerals expoaslditionally, bothcountries have a history
of trying to control land clearing through direct regulation.

1.1 QUEENSLAND AUSTRALIA

1.1.1 Introduction andbackground

This sectionanalyzeshe use of direct regulation in Australia to control land clearing, which is governed
by commonwealthandstatelaws. Planning approval is generally required to remove, desirdgp
native vegetatiorhowever respasibility for land management is primarily a state and not federal

responsibility, al tBmgrenméntProtecion@ral BiodiversieConsentation
Act 1999 provides overarching protections on matters of national environmental signifi€antele
theco mmonweal t hds power s atheyarararelpesercisgfflA®saocgouy i n nat u

example focuses on laradearing laws in the state of Queensland.

Queensland has been chosen for several reasons, but particularly because it hs@nseeri the

highest lanetlearing rates globally and has been at the center of political and legislative efforts in

Australia to control land clearing and protect biodiversity. It has taken approximately three decades of
environmental activism in Queensthto bring down lanetlearing rateswhich has produced a long and
well-documented history. Compared to New South Wales and Victoria, Queensland has significant areas
ofuncl eared native vegetation. The stanlylbowanpans i mpo
tropical rainforest, the Daintregand castal forest areas in Queensland are an important buffer

between agricultural land and the Great Barrier Reef.

7 Brazil,P. (1999)'Environment ProtectiormndBiodivesity Conservation Act 1999 (C). AUMPLawJI 4Rustralian
Mining and Petroleum Law Jour@é?) 183.

80 Bonyhady, T(2010. Postscript [to Mills, Mines and Other Controversies: Environmental Impact Assessment in
Australia] In Tim Bonyhady and Andrew Macintosh (edjlls, Mines and Other QGonrersies: The Environmental
Assessment of Major Projdidie Federation PresSydney.
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The 1970s ushered in an era of federal intervention in the environment. The Whitlam Labor

Governmentni t i ated Australiads first federal | egi sl ati
Department of Environment and Conservation and Australian National Parks and Wildlife Semiliee

Fraser LiberaNational Coalition Government endksand mining on Fraser Island, proclaimed Kakadu

National Parkprohibited exploration and drilling for petroleum on the Great BarrReefagainst the

wishes of theBjelkePeterseded, Nationalsdominated, Queensland State Governmeand ended

whalingf?2

The 1980s are marked by two galvanizing events that led to widespread civil disobedience and
environmental activism eating popular culture. These events were the proposed damming of the
Franklin River in Tasmania and the Daintree Forest Blockade imf3l@nd. These issues achieved
celebrity status during the Franklin River and Daintree campaigtissupport from poplar music

bands including Midght Oil, whose lead singer, Peter Garret, went on to be President of the Australian
Conservation Foundain and Federal Minister for the Environmepg48s

The Daintree Campaign was at the center of a disturbing phase in Queensland ,poktiosd by
political and police corruption, serious misuse of power, and police violence.

JohBielkeP e t e rbanempdbdic protests (street marches) through leqislation was in part responsible
for the collapse of the then Nationdliberal Coalitioré8” Attempts by the Queensland government and
property developers to build roads and clear land in the Dainfiexbto a peiod of civil disobedience,
numerous arrests, and the use of police dogs agaimmgegptors 8 The Daintree blockade ultimately

failed, but it led to an extended period of conflict between the state and federal governfaditiis.

81 Government of Australia2015. National Archives of Australi®etrieved from
http://primeministers.naa.gov.au/primeministers/whitlawofite. aspxAccessed 20 January 2015.

82 Government of Australia2015. National Archives of Australi®Retrieved from
http://primeministers.naa.gov.au/primeministers/frasaffice.aspxAccessed 19 January 2015.

83 Teaching Heritage. (n.d.). Retrieved frinp://www.teachingheritage.nsw.edu.au/section03/timeenviron.php
Accessed on 18 January 2015.

84 Garrett, P.(2015. Peter Garret. Retrieved fronmttp://www.petergarrett.com.au/firsspeech/ Accessed on 18
January 2015.

85 Australian Conservation Foundatiof2015. About Us. Retrieved fronittp://www.acfonline.org.au/abous/our

successtories Accessed 20 January 2015.

86 Brennan F. Australian Human Rights Commisdieul.).Avoiding Too Much Order With Too Little Law; Reflections
on the Queensland Experiendeetrieved from
https://www.humanrights.gov.au/sites/default/files/HRC_assembly BrennAogedfsed 18 January 2015.

87 The ban on street marches was effected under Trraffic Act, which was amended to allow the appeal against the
issuing of a permit for a street march to be dealt with by the Commissioner of Police rather than a magistrate.

88 Australian Broadcasting Commissi¢®013. 30th anniversary of the Daintrde@ockade Retrieved from
http://www.abc.net.au/local/photos/2013/11/29/3901815. totessed on 18 January 2015.

89 Wilderness Society Daintree Campai@n.d.).Daintree. Retrievedrom https://www.wilderness.org.au/daintree
Accessed on 18 January 2015.
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conflict resulted in the féeral government supporting a world heritage listing of Brantreein 1988
and he Daintree buybackprogram®0st

The Daintreesymbolizeshe fight against rapacious land clearing in Australia. During the 1980s and
1990s Queensland was among the worst national and internationatdéeating offender® This peiod
coincided with suppression of public protesidespread corruptionand the use of a gerrymander,
colloquially known in Australia as thgelkemanderto mantain power for the Queensland National
Party92 until 1989 when Wayne Goss and theba party came intopower despite thebjelkemander.

The defeat of the National Party ushered in a period of environmental reforms aimed at reducing land
clearing. In 199%he Goss Labor Government developed a draft segafdelines for management of
leasehold landn 1996 the state National Party subsequently rescinded thes#lines4 During the
same year the Co mmolA9s Staté df the Egvoonreentr{SPEpoIt lEghlighted

the impact of land clearing on biodiversity loss, increasing sahnidyclimate change.

The SOE and failure to address land clearing at the state level led to aprédel NGO campaign. The
then-opposition Beattided Labor Partycommitted to reduce land clearin@n wining the Queensland
election the Beattie Labor government introduced vegetation management legislation in 1999 to
regulate land managemeniThe introduction of this legislation usheréd panicked land clearing by
farmers with land clearing rate®aringto their highest levels since monitoring commenced (see Figure
3).%4 Urgent action was needed to address this problem, but it took several years for thtéBeabor
government to introduce a moratorium on land clearkdduring 2004 legislation was introduced to
parliament to phase out broasicale land clearing of all remnant vegetation by 31 December 2006 (see
Figure3).o7

9 Government of Australia. (1995nterview with the Honorable Paul Keating, Prime Minister of Australpil 1995.
Retrieved fromhttp://pmtranscripts.dpmc.gov.au/transcripts/00009549 Acifessed 18 January 2015.

91 Government of Australia(2015. World Heritage Placed Wet Tropics QueenslandRetrieved from
http://www.environment.gov.au/heritage/places/worldAtvepics. Accessed 18 January 2015.

92 Australian Broadcasting Commissi¢2014). Queensland Government Undéiire Over land Clearing Permits.
Retrieved fromhttp://www.abc.net.au/news/20D4-04/queenslangovernmenunderfire-over-landcleaing
permits/5367458Accessed 18 January 2015.

93 Green A. (2011). A Beginners Guide to Gerrymanders. Australian Broadcasting Commigatmeved from
http://blogs.abc.net.au/antonygreen/2011/4Hginnergyuideto-gerrymandering.htmAccessed 18 January 2015.

94 Whelan J. and Lyon«. (2005. Community Engagement or Community Action: Choosing Not to Play the Game.
Environmental Politi4(5) 596-610.

95 Government of Australia(1996. State of the Environment 199Retrieved from
http://www.environment.gov.au/topicsienceandresearch/stateenvironmentreporting/soe1996/soel1996-report.
Accessed 18 January 2015.

9 Australian Broadcasting Corporatio(2003. Radio National Interview with Peter BeattiRetrieved from
http://www.abc.net.au/pm/content/2003/s857045.hiacessed 18 January 2015.

97 Government of Queenslan@g2004). An End to Broadscale Clearing by 2006 under the Vegetation Management and
Other Legislation Amendment Bill 2004 (QldRetrieved from
http://www.parliament.qld.gov.au/documents/explore/ResearchPublications/ResearchBriefs/2004/200406 gsaid
18 January 2L
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FIGURE 3. ANNUAL WOODY VEGETAT  ION CLEARING RATE IN QUEENSLAND
(198852012)%
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Subsequentlyn 2009, the Queensland Bligh Labor Government imposed a ttoresix-month
temporary ban on the clearing of regrowth vegetati8ihe ban was aimed at stopping lancacleg of
regrowth vegetation in endangered regional ecosystems, particularly ripageswth vegetation in the
Burdekin, Mackay Whitsundagnd Wet Tropics catchments. The purpose of the legislation was to
allow time for the State to consult with stakeholders about the optimum way to regulate clearing of
regrowth vegetation under the Vetion Management Act.

During 2013 the Newman Nationdliberal Coalition Government introduced the Vegetation
Management Framework Amendment A&INGOs have criticizedhe Act extensively on four grounds:
allowing a new category for broastale clearing ahature vegetation for high value agriculture; removal
of protections of high conservation value regrowth vegetation; removal of requirement for permits to
clear native vegetation in riparian zones; and altered provisions in regard to enforcement bf illega
clearing-ot

98 Government of Queenslan@2014). Land cover change in Queensland 2812, Remote Sensing Centre, Science
Delivery, Department of Science, Information Technology, Innovation and theRetseved from
https://publications.gld.gov.au/storage/f/209411T02%3A11%3A13.856Z/skaeport-2011-12.pdf Accessed on 18
January 2015.

99 Government of Queenslan@2009. Vegetation Management (Regrowth Clearing Moratorium) Act 2B@#rieved
from https://www.legislation.gld.gov.au/LEGISLTN/ACTS/2009/09AC00AguHssed 18 January 2015.

100 Government of Queensland2013. Vegetation Management Framework Amendment Act 2&E3rieved from
https://www.legislation.qld.gov.au/LEGISLTN/ACTS/2013/13AC02AgmEsed on 18 January 2015.

101 World Wildlife Fund.(2013. Bushland at risk of renewed clearing in Queensi&edrieved from
http://www.wwf.org.auiews_resources/?6800/Bushlaaterisk-of-renewedclearingin-QueenslandAccessed on 18
January 2015.
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1.1.2 Discussion andnalysis

Queensl andds depende n chhiglolevelssofforastcavdradveemgendesedan r el at i
agricultural development ethdhat continues to this day.and clearing in Queensland has largely
occurredduringthe past 50 years anbasbeen driven by demands for agricultural and grazingfénd.

Expansion of cattlgrazing is a significant driver of this change. Beef production is now the most

common enterprise on Australian farms, with nearly half of all faravsng some beef cattles Since

1988, when satellite monitoring of woody vegetation commenced, clearingdcasred at 300,000 to

700,000 hatyr until 2006 (see FiguBe The majority of this clearing has been for improved cattle

pastureso3

Expansion of land clearing in tropical Queensland galvanized public protests and led to a conflict

between the state and federal governmeBstimates suggestthatpO0e r cent of Queens| and
tropical forest (6,700 krhof around 13,000 kprior to European settlement) have been cleared for

sugarcane, banarand livestock productiof?2 The Daintree Blockadesymbolizeghe growing conflict

between development and conservation interests.

The bjelkemander had effectivaiyntrenched the supremacy of rural interests in Queensland. Its
collapsed largely due to thesuppression of public protests and widespread police and political
corruption & ushered in a period of realignment of agricultural and conservation interBstlectoral
imbalancedue to the bjelkemander was redressdulit a succession of Labor governments failed to
address land clearing until timeid-2000s

The failure of the Daintree Blockade led to the environmental movement focusing lobbying efforts on

the federal governmen®artly as a result of these effortsignificant changes intbeo mmonwe al t h 6 s
involvement in land management decisions occurred during the 1986$iawke,FederalLabor
governmenused the instrument o f ituBom,che dexdemal &ffairpoofweA uds t r a l
to override the state governments of Tasmania and Queensland by movimgflat heritage listing of
Tasmani abds forests and t hemoMeavastmade Qossible bysaldecisiah ofr ai n f
the High Courtin the Franklin Dam case in 1983 that meant that althougtstateshad control over

their own land matters, when Australia became party to international agreements for environmental
protection, commonwealtHaws would overridestate lawsto4

In November 1997, the Council of Australian Governments (COAG) agreed in principle to an
agreement clarifyingpmmonwealthandstate roles and responsibilities for trenvironment
Subsequently, all heads of governments and the Australian Local Goverfissagiation signed the
agreement%s In 1999 the Howard LiberdNational Coalition Government passed the Commonwealth

102 BradshawC.J.A(2012. Little left to lose: deforestation and forest degradation in Australia since European
colonization.Journal of Plant Ecolb@y:109120.

103 McAlping C.A., Etter A., FearnsideP.M., Seabroglt.., and Lauranc&V.F. (2009. Global Environmental Chahge
21-33.
104 Government of Australial2015. National Archives of Australi®Retrieved from

http://primeministers.naa.gov.au/primeministers/hawkaffice.aspx#section%Accessed 19 January 2015.

105 Council of Australian Government§l997). Heads ofagreement on Commonwealth and State roles and
responsibilities for the EnvironmeriRetrieved fromhttp://www.environment.gov.au/resource/heaatyreement
commonwealthandstateroles-andresponsibilitiesenvironment Accessed 20 January 2015.
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Environment Protection and Biodiversity Conservat{&PBC)Act, 1999,which is the Commonwealth
governmentsprinciple piece of environmeal legislation. The Act is designed to protect national
environmental assets, known as matters of national environmental significance, and other protected
matters.

Matters protected under the EPBC Act ( @tpmabt ect ed
heritage places; wetlands of international importance (listed under the Ramsar Convention); listed
threatened species and ecological communities; migratory species protected under international
agreementsCommonwealthmarine areas; the Great Bagri Reef Marine Park; the environment, where

nuclear actions are involved; the environment, where actions proposed are on or will affect
Commonwealthland and the environment; and the environment, wh€@mnmonwealthagencies are

proposing to take an action.

While codifying the role of theommonwealththe EPBC Act leaves open how states will behave on

land management issues under their jurisdictidins openinghas both positive and negative

consequences from a conservation perspectageseen in the casof Queensland, where the Newman

NationaltL i ber al Coalition Governmentds Vegetation Man:
fallen foul of environmentalist®espite environmental NGAgriticisms some importantenvironmental

safeguards remain the Act The Act specifically continues controls on clearing native vegetation in an
endangered regional ecosystem or inG@f concerro regional ecosystedt® The EPBC Acalsowill be

triggered when such matteffectlisted threatened species and ecologimainmunities

Land management in Queensland will continue to be a contested area as governments of different
persuasions try to balance economic and conservation inter@st®ss Australiathere is a trend

toward implementing policies, legislation, aedulation that uses biodiversity offsets as a mechanism to
balance conservation and economic intere$tse Queenslan¥egetation Management Framework
Amendment Act 201&ppears to open the possibility of biodiversity offseextion22DAC(1)(e)allows
adverse impacts of clearing to be minimized or mitigated. The extent to which offsets may or may not
be used is unclear, as are the full environmental consequences of the amendments to the Vegetation
Management Framework.

1.2 BRAZIL

1.2.1 Introduction andbackground

In Brazil, @rect regulation is used to combat deforestation andregulate rural land use at the federal,

state and municipal level The main legislation at the federal level to control land clearing on private

land is the Forest Code, initlglagreeduponin 1965 amended by a series of presidential decrees during

the 1990s, and then revised in 2012 the National Congresshe revision of the Code has been
subject to years of debate bet ween bancadar onment al
ruralista 37 Areas of contentiorincludedthe amount and types of land set aside for conservation and

the instruments and mechanism to promote the recovenacdéasillegally deforested or cleared prior

106 Governmen of Queensland(2013. Vegetation Management Framework Amendment Act 2&E3rieved from
https://www.legislation.qgld.gov.au/LEGISLTN/ACTS/2013/13AC024.pdf. Accessed 20 January 2015.

107 Group of deputies from several political parties that have directrections with landowners and farmers.
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to 2008. Agribusiness uses thgersistent agument that forest restoration conflicts with agricultural
production108 Similaragribusiness views persist in Queensland, Australia.

The Forest Code requires that a minimum portion of privately owned rural land be maintained for the
conservation of native vegdian.108 The Code divides privately held ral land into four main categories

for the purpose of land clearing and establishes minimum reserve requirements for the conservation of
native vegetation. In the forested Amaz®&®© percent of a property must be saside for conservation
purposes. I n the 0c,thisamauhts edutes o 65sparceatr othériianzes, n
including oO0campo (¢iathaAmazdnthismeguiramerdis furpar relaxed ta20 d )
percent108109110 Some proportion ofthe setaside may be established as permanent preservation areas,
which cover riparian zones that protect riverside forest buffers, hilltops, high elegation steep

slopestos

Historically land clearing rates in Brazil have been high and of significant global and national concern. In
1995 deforestation rates inrBzil s@red to their highest levels, mainly because of the economic
recovery promotbedioby ryPltaoona eRlauaxcle t he deforestatio
reserve requirements in the Amazon regiarere madeincreasingeserves from 50 to 80 peent.

While deforestation rates did declingn 1996 enforcement was hamperdde to several reasons,

including the lack of a rural property cadastral data&sBuring this period protected areas and
indigenous reserves were established at a slow raterdan the active agricultural fronti€®® Land

clearing rates fell again in 1997 and then piakednd leveled out for the remainder of the 1990s

starting to lisein the early 2000s, peaking in 20@hd subsequently fallingigure 4. The revisions to

the codealonedo not account for the significant reductions in land clearing that have occurred since
2004.

During the early 2000s the relatively high and @aging rates of land clearing is attributable to the rapid
globalization of soy commodity markets combined with technological changes and high soy prices driving
a rapid expansion of the soy crop. More than half of the area cleared up to 2004 took pldme in
southeastern Amazon state of Mato Grosso, Bfadrgest agricultural producer. Cattle production

also expanded and intensified during this period, with yields increasing fivéfold.

The reduction in land clearing since 2004 is largely attributed to a period of intense political action,
championed by the Ministry of the Environmemtdresulting in enhanced enforcement capability due to

the 2004 introduco n of the OAction Plan for Prevention and
Deforestationdé and the Detection of Deforestation
deforestation events. During this perid@tazilian civil society exertgoressure orthe government and

the soy and beef industrie$his pressure resulteth the 2006 soy and 2009 beef moratoria, partly

made possiblbecausaleclining commodity prices and a strengthening currency redldemand for

new landil® These changes all occurred prior to the establishment of the Amazon Fund in late 2008.

108 SoaresFilho, B. et al(20149.0Cr ac ki ng Br a b Sdiefc844RB63:136 s t Code

109 Nepstad D., McGrath D., Stickler C. et al.(2014). ¢Slowing Amazon deforestation through public policy and
interventionsin beef and soy supply chainSciene, 344(6188)11181123.

110 Boucher D., RoquemoreS., and Fitzhugk.(2013.0Br azi | 6 s Success iTmopiGeChnseniatoy Def or
Sciengé(3), 426-445.Retrieved fromhttp://tropicalconservationscience.mongabay.com/content/v6/TCS
2013_Vol_6%283%29_428l5Boucher_et_al.pdfAccessed 29 January 2015.

m A comprehensiveegisterof property ownership.
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The revised Forest Code 2012 weakens restoration requirementtaadillegally deforested before

2008. Landowners are no longer required to restore illegally deforested land at their own expense. It is
estimated that under the new rule80 percent of Brailian rural properties qualify for amnesty.

However, key implementation details are still being negotiéted.

A new feature of the Code is a mechanism calledifenmental Reserve Quota (or in Portuguese
CRA). This system has strong analogies with the environmental offset system used in Australia (for
example BushBroker in Victoria)i3 The CRA is a tradable legal title to an area with intact or
regenerating nativeegetation exceeding Forest Code requirements.

A CRA surplus on one property may be used to offset a legal reserve requirement on another property
within the same biome and, preferably, st&&hese transfers or transactions will be tracked through

the Rural Environmental Registry (known as the CAR, but henceforth referred to as the Regstty)
mandatory electronic registry applicable to all rural properties, to be implemented at the state and/or
municipality level, with the purpose of integrating tnvironmental information of the rural properties.

1.2.2 Discussion andnalysis

Historically Brazil has found it difficult to enforce environmental laws, even when there has been political
will to do so. Local governments in Brazil have considerabt@atisnary power, whicthas led to

concerns over corruptiorin addition toguestionsgregardinahe quality of laws, procedureand

enforcement capabilities. Most concerning are issues around corruptitre CRA scheme suffer from
governance failures drbe plagued by corruptignhis failurewill likely discredit the schemand
compromiseany potential environmental benefitSovernance of the scheme is likely to prove

112 INPE (2015). Annual Deforestation Rates in the Legal AmaRatrieved from
http://www.obt.inpe.br/prodes/prodes_1988 2014.htm. Accessed 31 January 2015.

113 Government of Victoria(2015. BushBroker ProgranRetrieved fromhttp://www.depi.vic.gov.au/environmead
wildlife/biodiversity/native@egetation/nativeregetationpermitted-clearingregulations/nativeegetation
offsets/bushbrokerAccessed February 2015.

114 For more information (in Portuguese) visit: http://www.car.gov.br.
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challenging. The CRA and Registry implementation involves multiple layers of goveinrfederal,
state, and municip@ in an environment plagued by heterogeneous capacity and aftigtattlear
land tenure. Thereforgthere is a need to strengthen coordinati@mndlocal capacity, an establish
clear land tenureTo ensure theveracity of the scheméBrazil will need to continue to invest in and
upgrade its enforcement capacity.

The CRA scheme does not deal with haifragmentationnor does it guarantee that specific types of
habitats will be protected for biodiversity or other attributes such as carbon stocks or water
catchmentg%8Experience in similar schemes in Australia (8gshBroker) suggests that habitat
fragmentation and the pace of uptake can be problematic.

It is argued that the amnesty itself could lead to the perception that illegal deforestation wilenot b

prosecuted and may even be exempted in future refotthand owners may be tempted to take a

owait and seed6 approach. Evidence from the Regi st
operations in May 2014, but landowners have been slow tisteg By October 2014 only 10 percent

of Brazilian rural properties (i.6500,113) were registered, most wifiewer than50 hectaresEven

fewer properties needing offsets had joined the scheme.

Leakage may be another problem with the scheme. Gainsdaaing land clearing are not yet secure
across all biomed$recently, deforestation rates ceased to decline in the Amazon and Atlantic Forest
while surgingn the Cerrado.This kind of leakage manegate much of the progress achieved with the
scheme. Whilespeculativgit is also conceivable that significant reductions inHaedring rates may
result in higher clearing rates elsewhere in the region.

Finally, the Forest Code is primarily about land clearing and does not stipulate any carbon sequestration.
However, preserving and restoring habitat does have sequestration potential. The Forest Code could
indirectly create demand for REDD+ projects or programsovided these meet the requirement of the
code. The possibility exists for stacking carbon rigintd biodiversity fiset rights, but theseparability

transfer, and ownership are unclear. Further details are provided in the FRAC anajisisg).
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TABLE 8. FRAC ANALYSI S APPLIED TO BRAZIL.

Brazil

Fitness

Legal Context

Revised Forest Code (Law 12.651/2012). Article 29 creates the Rural Environmental Registry (
a mandatory electronic registry (O0ORegistry
the state and/or municipality level, with the purpose of integrgthe environmental information of
the rural properties. Article 44 creates t
title to areas with intact or regenerating native vegetaterx c eedi ng t he | egal
CRA (surplus) on one property may be used
within the same biome and, preferably, the same state.

Social and political
acceptability

The revised Forest Code tsighly contestedEnvironmentalistare concerned that the amnesty the
Forest Codeaffordswill result in increasing rates of land cleariAgribusiness is skeptical thitie
system will support expanded agricultural production due to the costs and coutypla the system.
Federal government intervention, in particular by taistry ofEnvironment andMinistry of
Agriculture, supported the revisions.

Institutional
capacity

The Registry and CRAreimplemented at the state and/or municipality lewaetl institutional
capacity is heterogeneous among states and municipalities. A nationbbseth system exists to
facilitate the implementation of the Registry, but rural properties must use gatesmunicipalitids
systems, if they exisExpanded monitring and enforcement capacity is likely to be neetéd.

Transparency

Despite Brazilds demonstrated s govenmentandatsnmi
participation in the Open Government Partnership, local governments have considerable
discretionary power, whiclhas led to concerns over corruption, the quality of laws, proceduaesi
enforcement capacity The robustness of the Regjig and CRA system depends on the veracity of
the system documntingmore than5 million rural properties!f not implemented transparently
corrupt practices may permeate and discredit the system.

115 Transparency InternationgR014). Corruption ChallengesRetrieved fromhttp://www.transparency.org/amtry#BRA Accessed 31 January 2015.
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Governance

Registry/CRA implementation involves multifdigers of governmend federal, state, and municigal
in an environment plagued by heterogeneous capacity and unclear land tenure. Thehefierés a
need to strengthen coordinatioandlocal capacity, antb establish clear land tenurk.is arguedhat
the Amnesty could lead to the perception that illegal deforestation will not be prosecuted and m
even be exempted in future reforms.

Implementation

The Registry commenced operations in May 2014 (Decree 8235/20b4dj},landowners have been
slow to register By October 2014 only 10 percent of Brazilian rural properties (i5€0,113) were
registered, most with lesthan50 hectareseven fewer properties needing offsets had joined the
scheme. The federal government has set a deadline of May @0ab landowners to register, with
the possibility of 1 year extensiols very likely that this extra year will be needfed all Brazilian
rural propertiesto register. To date there is no publicly available volume and price information of
CRA trading but according to BVRiovolumes are insufficient to support a spot market.

Risks

Environmental

Should the scheme suffer from governance failures and be plagued by corytiptigs breakdowns
will further discredit the scheme and any potential enviromba¢benefitsHabitat fragmentation and
oOBi ome Leakagedé can occur , as the scheme d
protected for biodiversity or other attributes such as carbon stocks or water catchmdirtis.
revised Forest Code @12 also weakens restoration requirements on illegally deforested land bef
2008. Landowners aneo longer required to restore illegally deforested land at their own expenseg
is estimated that under the new rule80 percent of Brazilian rural properties qualify for amngsty
however, key implementation details are still being negotiated.

Durability

A large restoration efforis neededfor approximately 21 Mha, almost a quarter of which affects
permanent preservation areas. Tl@Bort will take many years to implement through the CRA

market and there is a riskhat rules might change, further delaying participation and activity. Rul¢
changs could increase the legatrcentagaequirements and/or reduce the scope of the amnesty.

116

117
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Government of Brazil(2014. Decree 8235 on the establishment of the Rural Environmental Registry (BR&R)eved(in Portuguesejrom
http://www.car.gov.bleissDECRETO8235.pdAccessed 2 February 2015.

BVRIi0.(2015. Environmental Reserve QuotRetrieved(in Portuguesejrom http://www.bvrio.org/site/index.php/mercados/florestal/cetiesreservaambiental
Accessed 2 February 2015.
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Economic

The scheme may prove to be expensive given the high costs of forest restoratigrateugid R$
8,500/ha or US$3,000/ha) and opportunity costs (egto R$ 1,500/ha or US$540/h), limiting
participation and environmental benefits.

Abatement Estimates suggest that the Forest Code could sequester up to 9 = 2 GCO
potential
Cost Registering land on the Registry costs R$ 0,30 to R$ lheetare dgpending on the size of the rura
property * CRA costs will depend on thiorest restoration (e.g.around R$ 8,500/ha or
US$3,000/ha) and the land opportunity costs (aig.to R$ 1,500/ha or US$540/ha).
118 CEPEA ESALQ/USP (Center for Advanced Studies on Applied Economics at "Luiz de Queiroz College of Agriculture” of UniversiBaof¢s&2015). Personal

communication2 February 2015.

119 TNC. (2010. Environmental Reserve QuotRetrieved(in Portuguesejrom http://memoria.ebc.com.br/agenciabrasil/noticia/20&30/cincemunicipioscomecam
fazercadastreambientaho-parae-emmato-grosso Accessed 2 February 2015.
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1.3 CONCLUSIONS

Some significant parallels can be drawn between Australia and Brazil. Politically powerful agricultural
interests influence the politics of both countrids Brazil it is the agrarian caucasd in Australia it is

the National Farmers Federatiomhe agricultural constituencies in both countries generally oppose
restoration efforts on cleared land and asgin support of expanding agricultural production. In
Queenslandlegal amendments in the form of Vegetation Management Framework Amendments Act
have introducedh new laneclearing category for broadcale clearing of mature vegetation for high
value agriglture. In Brazil theevised Forest Code 2012 weakens restoration requirementsaoml

illegally deforested before 2008.

In both countries governance and democratic reforms, while important, may not immediately result in
reducing lanetlearance rates. Dgpite improvements in governandgehas taken decades for land

clearing rates to reduce in both examples. Powerful economic interests have continued damaging
practices irrespective of the longéerm consequencedn both cases growing public awarenesd an
concern about forest and biodiversity loss are important for providing a political climate for reform and
the emergence of constituencies to balance lal&hring interests. As in Australia the political process in
Brazil has not always moved forwarddninear trajectory however,at times itis subject tosignificant
policy reversals.

The political process in both countries hagemptedto balance different groupge.g, agribusiness and
conservation) interests using innovative policgh as payents for results and environmental offsets,

in the hope that such policies will bring about needed structural changes in land management practices
to protect forest and biodiversity. In both counties the political processes have settled on the use of
biodiversity offsets as a mechanism for balancing conservation and economic interests. Both countries
are developing fledgling environmental offset markets Brazilthis marketisthe CRA andin

Australiait is programs like BushBrokeHowever, in both countrieshe use of environmental offset
markets may not be theolutionto land clearindor which politicians hope.
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APPENDIX [ PAYMENT FOR
RESULTS

In this appendix we discuss tipayment forresultsmo d el as i mpl ementtomhl by Nor w
Climate and Forest Initiative (NICFI) in collaboration with Ba&imazon Fund. We provide some
|l essons | earned from Brazil ds ex pNomwayalsobas, i | |l ustr

pledged US$hillion to Indonesia through the NKCFI intiative, but so far no performance payments have
been madeWe discuss the case of Indonesia and examine some reasons that may help to explain why
Indonesia has failed to meet its performance benchmarks.

2.1 BRAZIL

2.1.1 Background anéhtroduction

In the REDD+ contextNICFI isthe most prominent example gsfaymentfor results The NICFI funds
several bilateral and multilateral efforts aimed at reducing deforestation and testing-tesdts
payment$20 The initiative is not currently designed to involvadable credits, and there is no indication
that thissituationwill change in the immediate future.

The Amazon Fund, established in 2008, is one of the first-lsegke efforts to deliver performanee
basedpayment for forest carbon emission reductiodsThe Amazon Fundims to raisedonations for
norrreimbursable investments in efforts to prevent, monjtand combat deforestation, as well as to
promote the preservation and sustainable use of forests in the Amazon Biéme.

The AmazorFundgrew out of aninitiative between government and civil society for coordinated action

between federal, stat@nd municipal governments to tackle deforestation in the Brazilian Amézon.

2006 Brazil presented a proposal at COP 12 to reduce emissions from deforestatisad on a

payment for results model rather thaon tradable credit$23In 2007 a group of nine environmental

NGOs | auncheeaf o hestbtateireon pactd proposal in the Br:

120 Government of Norway (2014). The Government of Norway's International Climand Forest InitiativeRetrieved
from http://www.norad.no/en/thematiareas/climatehangeandthe-environment/mrwaysinternationalclimateand
forestinitiative Accessed 20 February, 2015.

121 Government of Brazil2013. Amazon Fund Annual RepoRetrieved from
http://www.amazonfund.gov.buRdoAmazonia/fam/site_eAccessed 30 January 2015.

122 Government of Brazil(2008. Decree N° 6,527Provides for the establishment of the Amazon Fund by the National
Bank for Economic and Social Developm@BNDES(in Portuguese)Retrieved from
http://www.planalto.gov.br/ccivil_03/_Ato20@D10/2008/Decreto/D6527 .htmAccessed 30 January 2015.

123 UNFCCC.(2006. UNFCCC Submission from BraZRetrieved from
https://unfccc.int/files/meetings/dialogue/application/pdfiwp_21_braaqmifssed 6 February 2015.
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establishment of a Fund for Donatioftds Amaz on For est Conservation (0Amaz
Governanceod6) to help meet the estimated US$555 mi
deforestation. The National Bank for Economic and Social Development (BNDES) was proposed as the

fund managet24

As aresult of this proposal and the willingness of the federal government to raise international finance

for the fund, the Amazon Fund became og®onal in August 2008. The Fund channels monies to
projects that contribute mhgetthaeanaNati o mal ORIcam oamn
Prevention and Control of the Legal Amazon Defore
reimbursable loans, which are effectively grants. Norway became the first investor in thevitmd

US$1 billion pledge from its ICFI.125 The fundalso received contributions from national sourges

Petrobras has donated approximately US$5.6 million.

As the first contributor to the fund, Norway commenced payments in 2608 pledgedupport

through 2015dependingipon Brazil achiewg the agreed reference emission levels. Should emissions in
a given year exceed the reference emissions level, no payment will be made to the fund in the
subsequent yeaAs ofthe end of 2014payments totaling about US$901 million have been rirgdes

of January 201%he AmazonFundis supporting projects worth US$406 millié#.Key issues in
implementing the fund were governance structures, establishing the reference emissions ratee@RER
figure5 below), and setting disbursement guidelines.

The Amazon Fund Steering Committee QEA) determiresguidelines and criteria forthE u n d 8 s

operation. Thiscommitteeis composed of representatives from the federal government, the states in

the Legal Amazon area, and civil society. The Ministry of Enviranesémates emission reductions,

which is certified by the Amazon Fund Technical Committee (CTFA) (a committee of six experts
appointed by the ministry). The Brazilian Develop
operatiors, including fundraising dnmmanaging disbursemaergtccording to the guidelines set down by

the COFA. Thiswork includesproject selectiori28 contracting, monitoring, and epost evaluatior2°

124 BNDES is a financial institution fully owned and controllednegyfederal government.

125 Forstater, M., NakhoodasS., and WatsorC. (2013. The effectiveness of climate finance: a review of the Amazon
Fund. Overseas Development Institutendon, UK.Retrieved fromhttp://www.odi.org/sites/odi.org.uk/files/odi
assets/publicationspinionfiles/8340.pdfAccessed 30 January 2015.

126 Government of Brazil2015. The Amazon FundRetrieved from
http://www.amazonfundov.br/FundoAmazonia/fam/site . é&ccessed 17 February 2015.

127 Government of Brazil(2015. Amazon Fund Portfolio ReporRetrieved from
http://www.amazonfund.gov.br/FundoAmazonia/export/sites/default/site_en/Galerias/Arquivos/Informes/2015_01_info
rme_31janl5_engl.pdAccessed 15 March 2015.

128 Project types includemanagement of public forests and protectagtasenvironmental control, monitoringand
inspection;sustainable forest managemeatpnomic activities created with sustainable use of fore=tslogical and
economic zoning, territorial arrangemeratnd agricultural regulatiopreservation and sustainable use of biodiversity;
andrecovery of deforested areas.

129 Government of Brazil2015. The Amazon Fund. Retrieved from
http://www.anazonfund.gov.br/FundoAmazonia/fam/site_en/Esquerdo/Fundo/ctfAbtmésed on 6 February 2015.
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The Amazon Fund uses a standard price of US$ 5.00/t&@ a conservative carbon stock iesate of
132.2 tC/ha. These values are used to guide e A ma z &undraiSingatitebtisanpayments per
project fundedi3o
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2.1.2 Discussion andnalysis

Forest protectionin Brazil is still a contested issue in national lifith economic interest and
conservationist continuing to oppose each otheln many respects the issues around deforestation in
the Amazon are analogous to those of land clearing in Australia, whadko contestedn Appendix |

we discuss the experience of using direct regulation and drivers of land clearinigfanestation in
Queensland Australia and in Brazil respectively, but some similarities between Australia and Brazil are
considered in tl following discussion.

One of the political advantages of the Amazon Fund is its ability to bridge the gap between
conservationist, farmess, and ranchers. The analysis highlights the broad community suppdfutia:

enjoys but also emphasizes impleméntaissuesDuring the initial learning phase, while BNDES was
building capacityproject developers rcounteredspecific implementatioissuesuch aghe lengthy

proposal assessmerihe disbursement procesand ecessive documentation requirements ¢skeable

9). The benefits of the Amazon Fund may well be confounded by other actions at the local and national
levels.

The 2006 soy and 2009 beef mavaia and improved enforcement are all likely to be concurrent drivers
reducing deforestation in the po&009 period Research suggests that the contribution of the soy and
beef moratoria is hard to assesmd the increase in protected areas and credit restrictions

implemented through the Critical Counties program are likely to be significant drivers reducing the rate

130 In November 2013, the sixth meeting of the CTFA established the estimated amount of reduced emissions related to
forest year 2013, corresponding to 580.2lion tons of CQ, and the maximum value for the Amazon Fund
fundraising efforts related to this period, US$ 2,900,898,000.00.

131 Government of Brazil(2014). Activity Report 2013 Amazon FurRktrieved from
http://www.amazonfund.gov.br/FundoAmazonia/fam/siteAecessed 25 August 2014.
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of deforestatiorts2 Any mnfoundingeffectsfrom the 2006 soy and 2009 beef moratom® not reduce

the value of the Amazon Fund. One of the benefits of the Amazon Fund is the establishment of agreed,
reducing, reference emission levels that represent a governance accountability benchmakknazon

Fund also provides financing to assist thesr&ament of Brazil achieve these benchmarks going

forward.

Arguably as deforestation rates decline it becomes more complex, costly, and difficult to reduce the
remaining deforestation due to commodity priceentives32 The Amazon Fund has played an
important role in further reducing deforestation in Bradihe paymentfor results model is not
necessarily universally applicable, as initial financing and imga@orerisks need to be carried by the
implementing country or organization. A large country or organization with significant capacity and
robust processes may be able to more easily use this financing without additional sgseorhpared

to a smallessdeveloped country oorganization

Despite the limitations opaymentfor results, development agencies continue to support expanded use
of this strategy with innovative financing such as Development Impact Bymdsich share the risks
between implementers and investors who put money into a development intervention and are repaid by
a funder based upon results achievddwever, the model remains dependent on ongoing financial
support from international and domestsourcesin the case of the Amazon Funtb financial support
appears to be forthcoming after 2015. Thituationmaybe duein partto the current global economic
situation and donors choosing to direct their financial support to othétiatives sud asthroughthe

Green Climate Fund, which is also adopting a rekafted payment modi&#

132 Nepstad D. et al.(2014). 6Slowing Amazon deforestation through public policy and interventions in beef and soy
supply chairs Science844(6188,11181123.

133 Center for Global Developmen{2015. Development Impact BondRetrieved fromhttp://www.cgdev.org/working
group/developmenimpactbondworking-group. Accessed 6 February 2015.

134 The GCF has established an initial logic model and performance measurement frameworp&st &EDD+ results
based payments, which follows the Warsaw Framework for REDD+. For additional information on the GCF see
Green Climate Fund(2014). Initial Logic Model and Performance Measurement Framework for REDD+ Résults
basedPaymentsRetrieved fromhttp://www.gcfund.org/fileadmin/00_customer/documents/MOB201410
8th/GCF_B.08_08_Rev.01_lInitial_Logic_Model_fin_20141022.pdf Accessed 2 February@ah& complete set of
Decisions of the Warsaw Framework for RB+ visit:
http://unfccc.int/land_use_and_climate_change/redd/items/81804mlcessed 7 February 2015.
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Fitness

TABLE 9. FRAC ANALYSIS APPLIE D TO BRAZIL (AMAZON  FUND).

Amazon Fund (Brazil)

Legal Context

Decree No. 6527, August 1, 2008, provides the legal framework for the establishment of the
Amazon Fund.

Social and political
acceptability

Deforestation is a contested arpaith economic interest (e.g, farmers and cattle ranchers) anc
conservationis opposing each othein 2007 a group of nine environmental NGOs launched t
Gerodef orestati on p acdn@ongress Phis praposaliattractedrsteongB r
support. The2006 soy and 2009 beef moratoria also demonstrate the extent of concern over
deforestation in the Brazilian Amazon. The Brazilian Federal Government viewed the Amaz
Fund as a way to bridge the ghptween different groups (e,gonservationis, farmess, and
ranchers) Consequently the government did not encountrong social and political opposition
when creating the Amazon Fund in 20@8particular due to high expectations of significant
financial support (i.e R®1 billion[US$ 8 billiof by 202). The fund is important to the Brazilian
governmentas Brazil favors a payment for results model within the UNFCCC negotiations
instead ofthe international market approach thabme Brazilian statesipport(e.g, Acre and
Amazonas)There were some concerngegardingsovereignty riskss

Institutional capacity

BNDEShasa long and successful history in managing funds and projects but is criticized for
excessive bureaucracgpecific capacity gaps were filled with support fromMhristry of
Environmentas well aghe establishment of a Steering Committee (COFA) and a Technical
Committee (CTFA)COFA and CTFA are criticized for meeting infrequently, andaerns have
beenraisedabout the limited supporthey giveto BNDES.

Transparency

The Amazon Fund operates with a high degree of transparency on operational decisions bu
information at the project leveA | | information r el at e dFinanzial t
Supportdé and o0Pr o] elcavadabl&San th@umdwebsiteé. Bhe fedeml p u b

135 Marcovitch, J. et a{2013. Fundo Amazénia: Evolu¢do Recente espPectivas (in Portugueseéletrieved fromhttp://www.usp.br/mudarfuturo/cms/wp
content/uploads/Fundo_Amazonia_Evolucao_RecentBeespectivas_Final.pdfccessed 2 February 2015.
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government is developing tHgafeguards Information System (8)$)hichmay play an important
role in increasing the transparency of the Amazon Fund.

Governance

BNDES and théinistry of Environment oversee the governance of the Fumith support from
COFA and CTFAOnNe concernisthefactthf undds i ni ti al approa
projects and not programs and was not sufficiently strategic. Tha®also initial concern that
the Fundds resources could be used inappr
support, but in practice this did not happen.

Implementation

During the initial learning phase, while BNDES was building capaoi®ct developers
encountered implementation issuggludinghe lengthy proposal assessmghe disbursement
process and excessivdocumentation requirementss

Risks

Environmental

Durability

Initially stakeholder concerns existed over thapacityof the Fundto meet its environmental
objectivesDue to capacity gapsocal and indigenous communities have not effectively accesy
the Fund thusreducingits potential environmental benefitgr order to reduceenvironmental
risksthe Amazon Fund consideaseto f 0 Pr i n c i-enlirersnentahCditerid forc i o
REDD+6, developed by civil soci etThesdcriteria2 0 1
applie toresource allocationincludingegal compliancehe promotion of a sustainable economy
and povety relief, and participation, monitoring, transpareneyd governance. Similar principle
maybe developed in other countriesccording tonational circumstances.

The model depension ongoing financial support from international and domestic sources; no
support appears to be forthcoming after 2015. Thisiationmay be duen partto competition
with other initiatives. For instance the Green Climate Fund has already establishigititddogic
model and performance measurement framework (PMF) fepest REDD+ resultdased

136

The SIS's role is to aggregate information on the implementation of safeguards and provide them to society, using atedikzs#e.d'he goal of the system is to
inform, in a transparent and accessitianner, how the safeguards are promoted and respected, providing information with quality, periodicity, transparency,
accountability, efficiencgnd simplicity, starting from the implementation of the National Strategy for REDD+. The SIS should hieipapary and interactive system,
coordinated with other relevant, adaptive systems (revised and updated constantly), and accessible to stakeholdershdiid 8i§asize information and facilitate
national and international communit@cesdo this information(decision 12 / CP.17). Potential users are participants and beneficiaries of REDD+ programs
initiatives at the state and regional level, stakeholders (NGOs, private sector), civil society, governments (collabemdtmgencies), investorsiénors, and the

international community.
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payments (RBPs). Donors may prefer to tise Green Climate Fundhstead of national initiative
like the Amazon Fund. Nevertheless, due to the experienceegaimthe operationalization of the
Amazon Fund, BNDES could act as the National Designated Authority (NDA) or focal point

the Green Climate Fundnd continue to use the Amazon Fund tbe disbursement of resources
received throughhe Green Climate &ndfor REDD+ performancéased payments.

Economic

Global economic conditionaffectdonor willingness to support initiatives like the Amazon Fun
deforestation rates increase, even for a short period, thigeasecan undermine fundraising
efforts.

Abatement
potential

The BNDES reports thatluring20062012 a total of 2.7GtCQwasabated through government
policies(e.gd0 Acti on Pl an for Prevention and Con
[PPCDAM). Sincethe commencement of the fund (20912) 1.98 GtCQ has been abated.
Some estimates place the potential future abatement as high as 3.2,310Qhisfigurewill
depend on the future deforestation rates comiagd remaininglown.

Cost

A standardprice of US$ 5.00/tCQis used to guide the fundraising of the Fund, whichsdmt
necessaly represent the real cost of the emission reduction in the Amazon region. There is
limited public information to assess the cost effectiveness of the Fund.

137 BNDES(2014. Amazon Fund Activity ReporRetrieved fromhttp://www.amazonfund.gov.br/FundoAmazonia/fam/siteAecessed 2 February 2015.
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2.2 MEXICO

Mexico has about 64 million hectares of foreststh official rates of national deforestation around 0.25
percent annuallgndforest degradation estimated at 0.45 percent annuBligect drivers of
deforestation vary by regiobut primarily include forest conversion to pasture atwol a lesser extent
agriculture. Between 1993 and 2002 about 512,500 ha/year of forest were converted torest land
use types. Causes of degradation include unsustainable logging, forest grazing, fuel wood collection, fires,
and pests and diseasést3*S o f ar teptd tecredbce lamd clearing have focused on land
tenure reform. Communitybased tenure is now the dominant form of land tenure in Mexweibh
between 65percent andB0 percent of the 64 million hectares of forests belonging to approximately
9,000agraian communities, including indigenous peoples and ejigjaosis a legally recognized
collective land ownership system modeled after a mixture of sestide collectives and preolonial
indigenous social structuréss whichland is communally owneshd parcelsare individually

managedss14o

Mexico has some experience wiayment for Results models having implemented a Payment for
EnvironmentaServices (PES) program. Between 2003 and 2009 about 2.3 million ha of land were
entered into Mexico's PES program, making it one of the largest PES programs in the world next to the
U.S. Conservation Reserve Program. Mexico's program focuses on the eatigerof existing forestit
Under the program, fivgrear renewable contractaere signed with individual and communal

landowners. These contracts cover a portion of the property wheiisting forest cover must be
maintained, butandownerscan makechanges to land use in other parts of the property. Payment rates
were fixed in pesos per hecta#él142

Responsibilities for management are disbursed acrassus agencies. The Comision Nacional Forestal
(CONAFOR; National Forest Commissignmplemens forest monitoring and forest inventories at the
national level. Procuraduria Federal de Proteccion al Ambiente (PROBHERAEral Agency for
Environmental Proteabin d is responsible for forest law enforcement. The Ministry of Environment and
Natural Resources (SEMARNAT) is responsible for environment and forest regulation. The National
Commission of Natural Protected Areas (CONANP) is responsible for conservatfdorests andheir
biodiversity inside natural protected areas. SEMARNAT is responsible for coordination across agencies.

138 Government of Mexico(2008. FCPF RPIN.Retrieved from
https://www.forestcarbonpartnership.org/sites/forestcarbonpartnership.org/files/Mexico_ FERR.BIf Accessed
on 20 February 2015.

139 Government of Mexico(2014). FCPF Project Information Document (PIRetrieved from
http://forestcarbonpartnership.org/sites/fcp/files/Mexico%20P| DAadiessed 20 February 2015.

140 World Bank.(2001). Mexico: Land Policy a Decade after the Ejido RefoRestieved fromhttp://www-
wds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2002/02/02/000094946_02011904004560/Rendere
d/PDF/muiOpage.pdfAccessed 20 February 2015.

141 Alix-Garcia J. M., Shapiro E. N., and K. R. E. $20%2). oForest Conservation and Slippage: Evidence from Mexico's
National Payments for Ecosystem Services Prograemd Economi88 (4) 613-638.

142 PSAHfunds originate from an earmarked share of the water use fees charged by the municipalities awedechian
the Comision Nacional@& Agua (CAN)Retrieved from
http://www.watershedmarkets.org/casestudies/Mexico_National PSAH_engAdodssed 24 February 2015.
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Mexico is participating in the WraldddarbBndunk 6 s REDD+
(FCPFC) and receives financial suppdmm the Forest Investment Program (Fl&)d is dJN-REDD

partner country Mexico is focusing on a wide variety of REDD+ activities, including preparation of the

National REDD+ Strategy (known as ENAREDD+) and staldgvaconsultations, establishing a tiwul

stakeholder advisory committee in 2010, known as the REDD+ National Technical Advisory Council
(CTCAREDD+). The national REDD+ strategy, ENAREDD+, continues to be refined through various
stakeholder consultations processes including national (REDD+)and various state equivalents.

Gi ven Mexi co0s ,apgssblefinanticgenechanisninfor RED®gagmentdor results
The FRAC analysig éble10) highlight some key elements and findings fraqpplying gpayment for
results mechanism similar to the Amazon Fumd/lexica

143 World Bank.(2014). Mexico: REDD+ Annual Country Progress ReportiRgtrieved from
http://forestcarbonpartnership.org/sites/fcp/files/2014/october/[FCPF%20REDD%20Country%20Progress%20_MEXIC
O.pdf Accessed on 20 February 2015.
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Fitness

TABLE 10. PAYMENTS FOR RESULTS FRAC ANALYSIS APPLIE D TO MEXICO.

Mexico

Legal Context

Some legal precedent exishe General Law on Climate Change (2102yeated the Mexican Climate
Change Fund (MCCP} with the aim to raise and distribute public and private national and internatiot
financiakesources to support the implementation of actions to tackle climatengea(Article 80). MCCF
resourcesfocus onprojects that simultaneolgcontribute to mitigation and adaptation (Article 82, 11). |
theory, MCCF can invest in REDD+ activitidAside
from the MCCEF, fedral entities can manage local funds to implement climate change actions (Articlé
XVII).

CONAFOR!48 js responsible for the Mexican Forestry Fund (MFF), an instntitogpromote the
conservation, increment, sustainable managenagt restoration of forestesources. It facilitates acces
to financial services and development of payment mechanisms for environmental services (Article 1
the General Law on Forest Sustainable Development, 2003)

Social and
political
acceptability

Both MCCF and MFF havegaod political and social acceptability in Mexico; neverthgéesae concerns
exist aroundtheir operationalization (see details in the subsequent sections of the FRAC)

In 2009Mexico (with Norway)supporteda 0 Gr e ethat cBntributed for the creatbn, in 2010, of
the Green Climate Fundn the initial proposalfunding for mitigation actions including REDERould be
deliveredprimarilythrough resultbased mechanisms.

Is not clear what will be the preference of Mexico in terms of using the natioitatives (i.e. MCCF
and/or MFF) or the GCF to finae REDD+. During COP 20 (Lima) the Government of Mexico

144 The full version of this article isvailable (in Spa&sh) at: http://www.inecc.gob.mx/descargas/2012_lgcc.pdf

145 More informationon SEMNARAT(in Spanish) iRetrieved fromhttp://www.semarnat.gob.mx/fonemambioaclimatico

146 More informationon CONAFOR (in Spanish) iRetrieved fromhttp://www.conafor.gob.mxweb/

147 The full version of this article isvailablg(in Spanish) at: http://www.diputados.gob.mx/LeyesBiblio/pdf/259.pdf
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announced the contribution of US$ 10 million to GCF based on the assumption that developed cou
shall contribute more.

Institutional Whether or not Mexico has the capacity to manage a large payment for results mechanism was not
capacity assessed in detail. According to the Mexican Forest Strategy Prograri#®@2apacity development is
one of the pillars to achieve an effective diffugimacess andvide participation, in particular of
communities, in forestry activitieMexicomay need to build and enhanite monitoring capacity and
develop verification mechanisms to measure the results and impacts of finance in relation to nation
priorities. Experience on MRV of mitigation and adaptation climate change policies (including REDLC
could be enhanced and connected with financial MRV.

Transparency To build a communication process with relevant stakeholders, a REDD+ Advisory Technical Comm
wascreated (CTCGREDD+) at the national levedt the state level (Chiapas, Campeche, Quintana Roo
Oaxacaand Yucatan and alsaat the level of all of théfucatan Peninsula. Thesemmitteesare
composel of social organizations, land owners, universjtaesl governmentahstitutions and could be
applied to a payment for results mechanism.

Governance According to Transparency Mexicaside fronthe exiging institutional structure and coordination
related to climate changd is still necessary to enhance capacity to plan and implematidnal and
international resource a more efficient manner. Monitoring international climate finance is comple
and inmany cases neexistent.Many actors intervene in the process, with different (and somedime
conflicting) priorities, demangdand criteria.

In relation to the national REDD+ strategy (ENREDD+) the current Mexican territorial framework wi
require the pomotion and implementation of institutional arrangemewesll-coordinatedamong the
federation the municipalitiesand the forest users.

Implementation | The ENAREDD+ is still being finalizdalitin terms of financing proposesto develop andmplement a
flexible, multiple, diverse, graduahd efficient financial system to facilitate the implementation of polid

148 More information (in Spanish) Retrieved fromhttp://www.conafor.gob.mx/portal/index.php/acemaconafor/programaestrategio-forestal2025

149 Transparencia Mexicana. (2013). Financiamiento Internacional para Cambio Climatico en Méx2@120@9ograma de Integridad en el Financiamiento Climatico.
Retrieved(in Spanishfrom http://www.tm.org.mx/wpcontent/uploads/2013/10/PolicyPaper_TM_FinanciamibrigmnacionaparaCambieCliméaticoen-México.pdf
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actions and REDD+ activities in order to guarantee the letegm benefits of environmental and
socioeconomic goods and servidesm forestry ecosystem

0 Ear | w aationhes temprangsare located in the states dialisco, Chiapaand in the Yucatan
Peninsula (in thetatesof Yucatan, Campeche, and Quintana Roo). These early action activities are
full REDD+ demonstratin projects butrather aim to assess various environmental, soeiadl cultural
conditions under which institutional arrangements, governance structareinonitoring and financial
mechanisms can be tested

Mexico receiessignificant international supp for REDD+ and climateAccording to Transparency
Mexico between 2009 and 2012, Mexico receil#8$70,985,692or forest, climate changand REDD+
activities(12.53percentof the total climate change finance received)

Risks

Environmental

Mexico isdeveloping a Safeguards National System (SNS) and a Safeguards Information System (§
implement, reporton, and guarantee the compliance of all the safeguards established by the Cancur
Agreements (decision 1/CP.17) and subsequent decisions (12/CP.17)

Durability Durability depend on the amount of funding received, the number of projects approaed the financial
resources granted by project. Similar concerns over targn financial durability as raiséor Brazilin
Table 9 above will appin this context

Economic With economic crisesthe amount of donations tersto reduce and/or ceaséin increase in

deforestation rates will undermine and/or cease the opportunities for fundraising. Competition with (
initiatives may create mordifficulties for fundraising. For instantiee Green Climate Fundlreadyhas
established the initial logic model and PMF foipest REDD+ resultsbased payments. Donors (includin
Mexico) may prefer to uséhe GFC instead of national initiatives. 85816 January 2015, Mexico has no
yet nominated the National Designated Authority (NDA) or focal point the GCF.x2

151

152

More information (in Spanish) Retrieved fromhttp://www.conafor.gob.mx/web/temdsrestales/bycc/redeén-mexico/accionesempranasedd/

More information isRetrieved fromhttp://www.tm.org.mx/wpcontent/uploads/2014/03/Wherdoesinternationalfundingto-addressclimatechangen-Mexicogo-

to.jpg

More information is Retrieved frorttp://www.gcfund.org/fileadmin/00_customer/documents/Readiness/2015
16_NDA_and_Focal_Point_nominations_for_the_Green_Climate_Fund.pdf
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Abatement Mexico has presenteits proposal for a national forest reference emission levir the gross

potential deforestationactivities, including forest fires: 45,073 Gg@&@year forthe 20112015 period (based on
the average value ¢ifie 20002010period). This proposal will be subject to a technical assessment du
2015. The National Institute of Ecology and Climate Cleamas identified the mitigation potential of the
Mexican forest sectoat around 48 million tCQe for 2020 and 96 million tC&e for 2030

Cost When funding for payments corsdérom external sourcesthe bulk of costs shiftinternationally. The
National Institute of Ecology and Climate Change has estimated that afibdlion is necessary to
fulfill the 2020 mitigation potential of the Mexican forest sector

153 Availableif Spanish) at: http://unfccc.int/files/methods/redd/application/pdf/nivel_de_referencia_de_las_emisiones_forestalesodafmexic

154 Available (in Spanish) at: http://www?2.inecc.gob.mx/descargas/cclimatico/Potencial_mitigacion_GEI_Mexico_2020_COP.pdf

155 Ibid.
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2.3 INDONESIA

2.3.1 Background anehtroduction

After the United States and Chinbndonesia is thettird-highest emitter of greenhouse gasses, with an
estimated 37 percent dBHG comingfrom deforestation and another 27 percent from the burning of
carbonrich peatland$>® With the third-largest expanse of tropical forest on the planet and
deforestation rates omore than 1million hectares per yedf’ REDD in Indonesia has evolved as a
potentially powerful tool for both conservation as well as redchgcdomestic carbon and methane
emissions

A major driver of landuse change in Indonesdaringthe past 20 years has been commercial agricultural
expansion, in particular for palm oil plantatioR&Im oil has emerged as a key ingredient in consumer

products such as cosmetics and processedify@nd global demand for the commaodity is expected to

rise by 32percentby 20201 ndonesia is the worldds | eading prod
I ndonesiads top export commodity, répdowrt i ng in po
governmentREDD initiatives that might threaten future expansiddditional industryside

deforestation drivers include legal and illegal logging, with the total export value of forest products rising

by 33percentfrom 2005 to 201QreachingJS$9.7 billiort>®

Indonesia has been highly active in the REDD arena since COP 13 in Bali, participating in the FCPF

Readiness Fund, the UREDD Program, the Forest Investment Prograra well as the Indonesia

Forest Climate Alliancdn 2010 Indonesia signed a landmark bilatagaéement with Norway entitled
0Cooperation on Reducing GHG Emissions from Defor
commitment of wup to @lasdiiltl iioxmn .k-yEdnearabo@isriotwhelPdhecd a -
conversion of peatlands and naailiforests for timber or conversion to palm oil.

In 2011, a REDD Task Force was launched for the establishment of a new finance mechanism,
preparation of MRV institutions, and implementation of the moratoffiipand in 2012 a National
REDD+ Strategy was ¢lined that would result in the establishment of a REDD+ Agency, with the
stated goal of ensuring that forests are a net carbon sink by 203®(ER014)Also in 2012, the
National Forest Monitoring System was launched, and in20&B8 the REDD+ Agency ag established
by the presidentds office.

Indonesia leads the world with largest number of projkstel REDD initiativeand has made substantial
progressin developing subnational progranlRBSEDD 0 St r at e gy am hethgdéveldpeddon Pl an s

156 National Council on Climate Change. (2010). Setting a Co
157 UNREDD.(2015. Indonesia. Retrieved fromttp://www.un
redd.org/UNREDDProgramme/CountryActions/Indonesia/tabid/987/languagSidefault.aspXAccessed February
2015.
158 WRI. (2015. Forests and Landscapes in Indonesia, Project P®eieved fromhttp://wri.org/project/potica
Accessed February 2015.
159 The REDD Desk(2015. Retrieved fromhttp://theredddesk.org/countries/indonesisccessed February 2015.
160 CIFOR.(20118. Indonesian President forms new REDD+ task force. September 13, Zditieved from

http://blog.cifor.org/4144/indonesigesidentforms-new-redd-taskforce#.VOjx4BZbw3Q Accessed February 2015.
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11 priority provinces, five of which already signethamorandum of understandinlyiQU ) with the
REDD+ Agency (ERIN 2014) Sx Indonesian provinces are members of the Goveridéiarest and
Climate Task Force (GCF).

The Oslo Pact, modeled after the AmazBond, was designed as a thiglgase agreement, with $100
million upfront for preparatory and readiness phases and the remaining $900 million to be disbursed
during the paymentfor-results phase, which was expected to begin in 2014 but has experienced
delaystet

2.3.2 REDD* challenges

Despite an increased stated commitment to REDD from the highest levels of government, Indonesia

doubled its forest carbon emissions from 20@02010ascompared with the 1990s. Progress in both

slowing deforestation anprepaingfor nationalscale REDD+ has been mixed at bdste most

commonly cited obst acl e s-PINtothe RCBH include weakforesh donesi ad
governance and unclear land tenure, both of which have been highlighted for remedying as part of
Indonesiads bilateral and multil at®%ral pledges of ¢

Additional challenges include a historically centralized fayestership structure (the government

administers 9%ercentof public land), and ambiguous and often canfliclanduse policied® In a high

level study comparing tenure issues in five dominant REDD countries (Brazil, Cameroon, Tanzania,

Vietnam, and Indonesia), Indonesia was found to have the most problematic tenure insecurity, and all

five study sites withitndonesia had industry claims on at least part of the lands planned for REDD.

Although a Basic Agrarian Law was designed in part to protect community forest resources and
recognizes customary | and rights, téwsebsefastatest ry La
forest and therefore under the authority of the Ministry of Forestry (MoFhe MoF is responsible for

issuing the same land concessions that have had a pattern of overlapping with customary community

forests, andalong with industry gropsh as | obbi ed against I ndonesiads R
the statusquol®®

A highprofile ban on expansion of palail plantations onto peatlands before the Bali COP13 in 2007

was repealed two years later to allow an additional 2 million ha ofaarich peatlands to be cleared

In the same year promise to reduce forest fires was largely acknowledged to have fafledn d onesi ad s
Reforestation Fund (reachimgore than$5 billion from 198%o 2010)alsohas proved tremendously
unsuccessfudue bothto corruption and a lack of paymeifior-results form of accountabilityil{ig.

Environmentalists highly criticizedtheor at or i um i nspired by the Osl o Pa
unthreatened and remote dryland forests, while excluding the more accessiblenssidoigged forests

161 FCPF Carbon Fund. IndonesiaERI. 5 September, 2014.

162 FCPF Carbon Fund. IndonesiaERI. 5 September, 2014.

163 Larson et al.(2013. Land tenure and REDD+: The good, the bad and the uglgbal Environmental ChaR8e578.

164 Sunderlinet al (2014). How are REDD+ Proponents Addressing Tenure Problems? Evidence from Brazil, Cameroon,
Tanzania, Indonesia, and Vietn&#urld Developmess, 3052.

165 Larson et al.(2013. Land tenure and REDD+: The good, the bad and the Gjgbal Environmental Ch&®)e578.

166 Conservation Biology2010. Cautious Optimism over Norwayndonesia REDD Padtonservation Bioldy(6).
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that were most likely to face conversion pressuié®¥ Powerful interests, particularly from the gialm,
timber, and woodpulp industries, have actively opposed a carbon market fuibig.(

2.3.3 Divergingfactorsin Indonesia andrBzil

As with the Amazon Fund, the Norwegian Climate and Forest Initiative has promised payments of up to

$1 billion for stemming -idh forstseWith $100i milion ufrantforn d one s i
preparatory and readiness phases, the remgii$i900 million is to be disbursed during the payrrfent

results phase, originally expected to begin in 2014 although as yet not b&gun.

Il ndonesia has had some successes in readiness pl a
t hat 0 cdowemmeatandiweaaknesses in the legal basis for REDD+ constitute a serious threat to

the results attained'6® While governance issues are certainly at the core of the differences between
Brazil 6 s an divehessdabcongbattingdeferestatiohgtatetof civil society, a prexisting
trend in reduction of the rate of deforestation,

al | hel p explain Brazil 6s spagnersfa sesultsias comper&ddoD Re a di
Indonesh 6 s  rlyeslbwastaiit in the Readiness stage.

Powerful agricultural interest groups exert pressure for continued development in both countries
however, an engaged civil society, a powerful environmental lobby, and the democratic process of Brazil
all contribute to a significant countervailing voite Brazil, REDD+ development has enjoyed the

benefits of preexisting tenure reform and environmental compliance regulations from a national policy
framework that is largely in place, with REDD funds beiragle to bolster these efforts rather than

develop theni? Similarly, REDD proponents in Brazil enjoy a strong working relationship with the
government, including in applying policy leverage and financial resources to tackle tenurélissues

In Indonesia, fledgling attempts by civil society groups to enshrine tenure or exclusion rights have been

met by fierce resistancom the state.Thisresistancds due in large part to the state being tdejure

owner of customary village forests, allmg the Indonesian government to benefit from issuing land

concessions on land thaefactobelongs to villagers? Indonesia suffers from various government

agencies at croggurposes with regard to REDD, a dilemma that will only be heightened by the

Febuary 2015 dissolutiohevé!| | mdohesiradét bewnwoabdads!
dedicated to implementing REDD¥he recent government restructuring will make it increasingly

167 Edwardset al.(2012.00 ndonesi ads REDD+ pact: Savi n@Biologiqaler i | | ed f or ec
Conservatiph51, 4144.

168 WRI.(2010. What 6 s Ne xNorwhydCoopdratiah omFersstsa[Online]. Accessed February 2015.

169 NORAD. (201Y.Consi der abl e progress for Norway®6s | Refrievechat i onal

from http://www.norad.no/en/evaluation/news/consideraptegressfor-norwaysinternationalclimateandforest
initiative-nicfi Accessed February 2015.

170 Larson et al. 20130Land tenure and REDD+: The good, the bad and thedu@iobal Environmental Cha28e678
689.
1 Sunderlinet al (2014). oHow are REDD+ Proponents Addressing Tenure Problems? Evidence from Brazil,

Cameroon, Tanzania, Indonesia, and Viethakforld DevelopmeBs, 37852.

172 Larson et al.(2013. oLand tenure and REDD+: The good, the bad andughlo. Global Environmental Cha2ge
6783689.
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difficult for the newly formed Ministry of Environment and Fsirg to engage with the agriculture or
local governments, adding yet another obstaglREDD+ developmerif’3

In Brazil, Ehough the Amazon Fund has been widely credited with helping to drive down deforestation
rates, net deforestation rates have been gctine since 20044 The impact of the soy and beef
moratoria, enacted in 2006 and 200%3sbeen a major contributing factor in recent years, as global
demand for responsibly sourced commodities has risemrazil, the soy moratorium in particular was
found to be much more effective at driving down deforestation rates than policy alone, reducing
deforestation associated with soy expansion bypg€centto 1 percentover an eighiyear periods.
Interestingly, soy farmers over the same period were much niedy to flout the Forest Code (a
conservatioaminded regulation with relatively weak enforcement) than the moratorium, owing to the
effectiveness of commodityriven conservation.

I ndonesi ads parall el parti ci pad(RERDhhas been triticizedr oundt a
widely, with the certification itself coming undére from major conservation organizatios®.

Relatively weak demand ftime RSPO, fueled both by a skepticisntliiRSPO6s ef fecti venes:
developed world as well ateveloping worldapathy have made it difficult for a sustainable palm oil

movement in Indonesia to gain traction.

While Brazil and Indonesia suffer from similar commaoditiyen agricultural expansion, Brazil has the

institutional capacity to enact reatform. Indonesiaby contrast, is still miredn governance issues, with

a control of corruption indicator hovering around Z&rcentfrom 1996to 2013 ascompared to

B r a z iperdestl’” Blthoughpayment forresultsstill holdssignificant potential focurbing the loss of

I ndonesi ads bi-octiainferests, an irestiutdonat repridritizing of REDD+ development
along with a commitment to i mproving forest gover
successes.

2.4  CONCLUSIONS

The paymentfor resultsmodelworks best when recipient governments have demonstrated a
commitment to reduce deforestatiore(g. through direct regulation) along with monitoring and
enforcement capacity. Payment for resudia useful approach to help suppalirect regulation and
incentivize reductions in residual forest loss. Appropriate REDD+ programmatic and/or project
structures supported by direct regulation should be in place to drive emission reductions or removals
for a payment forresultsmodel to work. The passage of such regulations often depends on the

proactive support of civil society groups and other domestic constituencies. The scalability and reliability
of funding to supporpaymentdor resultsis one of the biggest challenges to this optio

173 Bell,L. (2015. Indonesia dissolves agency charged with forestry ref&etrieved from
http://news.mongabay.com/2015/02b&IFindonesiebp-redd.html Accessed February 2015.

174 Government of Brazil(2014). Activity Report 2013 Amazon FurRktrieved from
http://www.amazonfund.gov.br/FundoAmazonia/fam/siteAecessed 25 August 2014.

175 Gibbsetal.(2015.Br azi | 6 s S® SciendB416220037F3d8m

176 WWEF. (2013. WWF Statement on the Review of the RSPO Prites & Criteria.

1 World Bank.(n.d.).Worldwide Governance Indicator&etrieved from

http://info.worldbank.org/governance/wgi/index.aspx#countryRepéisessed-ebruary 2015.
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APPENDIXIII 6 MARKETBASID

APPROACHES: CARND -
TRADE, BASELINE AND
CREDIT, AND CARBON
TAXES

This appendix examines the potential implementation ofaragtrade emissions trading schemes and
carbon taxes in Brazil, Ghana, and Vietnam.

3.1 BACKGROUND AND INTRODUCTION

Carbon taxes and emissions trading provide mattk@sed approaches to the problem of climate change.
Under both policiesindustries choose which abatement opportunities to expipiten the price signal

that comes from either an emissiotmding scheme or carbon taBoth policies are preferable to

direct regulation (normarket) approaches, which work by prescribing (that is, requiring) or proscribing
(that is, banning) particular technologies or production processes. Compared to Mgk, réigulation

is potentially inefficient in achieving environmental outcomes and likely to impose significant costs on the
economyi78 Carbon taxes and emissions trading schemes can deliver similar economic and
environmental outcomes$?°

Emissiongradinginvolves issuing allowances to achieve a measurable emissions reduction task. The

number of allowances issued by either auction or administrative allocation must be less than the amount
required under nor mal O0busi nallewvancesgivesthamalvalue.c ondi t i
Entities covered by an emissions trading scheme periodically surrender allowances to the regulator

equal to their emissions. Where entities have surplus emissions allowdhess can be traded to

entities that have a deftaf emissions allowancé® Using emissions tradingovernments set the

emissions reduction taskand the market response determines the price of each unitnoisions.

178 Government of Australiai2006. Prime Ministerial Task Group on Emissions Trading. Reddiérom
http://panara.nla.gov.au/pan/72614/200706010000/www.pmc.gov.au/publications/emissions/index.html#viewing
Accessed 3 February 2015.

179 Ibid.
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Carbon taxes work differentlyby fixingthe price for each unit of emission amtlowingthe quantity of
abatement to emerge from the market.

Because of the cost effectiveness of market approad®e®ralcountries and provinces have chosen to
implementeither capandtrade emissions trading schenjésbaselie and credit schemé® i another
market based approadh or carbon taxes82 Cap and trade has been adopted by a number of
countries, most notably those in the European Unigtbut also by the state of Califorritg and South
Korea!84 A capandtrade emissions trading scheme establishésca@omplimit, on the total amount of
certain greenhouse gases that can be emitted by coveredesfiit factories, power plantsand other
installationdi in the systemThe cap is chosen to achieve a desired environmental outcamaes
reduced over time so that total emissions fall. Covered entities may receive allowances freely by
adminigrative allocations and/or by purchasing them throyggiblicauction!ss These allowaces can be
traded between the scheme participants as neeéféd

Many countries favor capndtrade or emissions trading schemes over carltaxes because emissions

trading facilitates linkages with other national schemes, allowing for-bargier trade in allowances.

Thisdynamids viewed as important in helping shape a global solution and was the basis of the Kyoto

Protocol Flexibility Melsanisms: the clean development mechanism, for offset projects in developing

countries; the joint implementation, for offset projects in developed countries; and international

emi ssions trading, which all ows tnsaswdl astreuttevel ope
from the two projectbased mechanisms.

An important consideration in the choice of emissions trading or carbon tax is the state of development
of the financial services sector. A traditional praxegasure for the development of aéincial sectors

the ratio of money (M2) togross domestic product@DP), also known as financial deeperii#tglhe use

of a small seof statistical indicatorsg.g.,M2) to measure financial development may not represent the
true situation Sich indicatos do not capture specific financial sector developments,dwtheytake

180 European Union Emissions Trading Scheimel.). Retrieved fronhttp://ec.europa.eu/clima/policies/ets/index_en.htm
Accessed 3 February 2015.

181 Al bertads Gr eenhous ¢gn.dG.Rstrietred fdonhttpt/esodralbeRa.ca/ausathedadclimate
change/regulatingreenhousegasemissions/default.aspiccessed 29 January 2015.

182 Partnership for Market Readiness, World Ba(#014). Carbon Tax in MexicoRetrieved from
https://www.thepmr.org/system/files/documents/Carbon%20Tax%20in%20Mexiéapesed 3 February 2015.

183 Government of California(2015. Cap and trade progranRetrieved from
http://www.arb.ca.gov/cc/capandtrade/capandtrade.Aitoessed 3 February 2015.

184 IETA (2013). South Kore@A Case Study Guide to Emissions TradiRgtrieved from
http://www .ieta.org/assets/Reports/EmissionsTradingAroundTheWorld/edf_ieta_korea_case_study _may_ 2013.pdf
Accessed 28 August 2014.

185 Baselineand credit and administrative allocations also impose costs on the economy. Abatement is not free and must
come from investment in emissions reduction projects and technologies. An administrative allocation does not reduce
this cost, which is born by conmers.

186 World Bank.(2014). Money and quasi money (M2) as % of GR&rieved from
http://data.worldbank.org/indicator/FM.LBL.MQMY.GD.E&cessed 5 February 2015.
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into account the variety of markets and institutioosmprisingthe financial secto¥” Despite these
limitations M2 is used in this analysis, along with other indicators, as a fomtiie development of the
financial system and the likelihood of being able to implemept@sasions trading scheme

An important cost containment mechanism in eapdtrade schemes is the use oérbon reduction

and/ or removals prfdjsedts®)( dari & daibtl 6 for @radi ng ou
operations.The offset market is based on the principle that the benefit to the climate of reducing

greenhouse gas emissionshe same regardless of where the greenhouse emissions are reduced.

Therefore, ountries with high marginal abatement costs mhgoseto import some of their emissions

reductions (abatement) from low marginal abatement cost countrigkariorm of carbon credits or

offsets.Such projects are measured, verifiatid reported to ensure that emission reduction and/or

removals are real. Once the credits (offsets) are isstieely are tracked via independent registries to

avoid potential o0double countingdé among different

If the rules allowentitiesregulaed under the emissions trading scheme may purchase credits and emit a
volume of GHG emissions equivalent to the credits purchased, hence thesedft termdoffsetd This
approachprovides a neizero emission. Most national and regional GHG abatement schidmae allow

offset mechanisms restrict the use of credits to ensure that scheme participants take meaningful
operational emission reduction actions within their operational boundaries to meet emission reduction
targets and do not rely solely on creditslany offset project types are based around industrial emission
reductions but REDD+ offsetslsocan be included. Use of REDD+ offsets needs to address the risk of
norn-permanence and leakage, and a number of accounting and legal solutions exist forthesie of

issues.

Carbon taxes do not rule out the possibility of using offsets such as REDD+ credits to avoid carbon tax
liabilities. However, there is a loss of government revenue if liable entities are allowed to purchase
offsetspreferentiallyinstead ofpaying taxesThis revenue impact alsappliesfor capandtrade schemes
where the majority of allowances are auctioned, iutoesnot apply toschemes with administrative
allocations or baseline and credit schemes. Revenue impacts depend on the mopdviffsetsirom
international and domestic sourge=ach case needs to be considered separately. Carbon taxes do not
readily facilitate the emergence of an international price on carbon, which can be achieved through
international linkingpf emissionsrading schemes. A carbon tax is likely to be the best policy instrument
if the policy objective is to fix the cost of emissions reductions, with less focus on the quantity of
emissios reductions to be achievedd

In a developing country conteya carbon tax may be preferable to capdtrade with allocation or
baseline and credd essentially very similar instruments. A carbon tax importantly allowsdfeenue
collection, usually within established structur€sp-andtrade with allowance auctions also provides
revenue and a mied model is often used, as in California and Phase Il and Ill of the EUH&T&Vver,
developing countries choosing betweentwam taxes and capndtrade with auctions should consider

the costs and regulatory complexity associatgth developing the trading architecture embedded in
capandtrade. Allowance auctions may be feasible via similar systems used to issue governrhnt deb
the market however there are additional costs and complexity associated with carbon trading, which
may make capndtrade a less attractive policy instrument for developing countries with immature
financial services sectors.

187 Creane S. et. al.(2007). Measuring Financial Development in the Middle East and North Africa: A New Daté\i&se.
Staff Papers3(3) 479-511.
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The following sectionsidcuss the application of emissions trading and carbon taxes to Brazil, Ghana,
and Vietnam with a view to supporting demand for local REDD+.

3.2 BRAZIL SWEIGHING ITS OPTIONS

Brazil has set a goal of reducing emissions by 36.1 to 38.9 percent below BAU bys2020 af

voluntary emissions reduction commitments. Mitigation plans cover forestry, agriculture, energy, iron,
steel, and other industry, transportation, mining, and building sectors. The National Climate Change
Policy Law (12.187/2009) has created theprovision for a Brazilian Emission Reduction Market
(MBRE). The MBRE is on hold while the Brazilian federal governmental (throulgtinis&ries of
Environment and Finance) evaluates possible MBIs that could be used to achieve its £rathsadion
goals No final decision on policy is expected before 2017.

A Brazilian decision to implement either amissions trading or carbon tax may influence the evolution
of emissions reduction policies in the region, including the use of REBD#ar in the regionyiexico
has implemented a carbon taand Chile plans to do salsa

In 2014 Mexico implemented a carbon tax on fossil fuel. The tax is based on estimates of the carbon
content of fossil fuels, with the carbon tax rate for natural gas being set to zezwidsh CDM offsets

can be used for compliané®.At this stage of writing no details are available on the types and limits of
CDM offsets including potential use of fordsised CERs from afforestation/reforestation projedis
CERs and-CERSs). The tax cars approximately 40 percent of the total GHG emissié¥d-dowever,
Secretaria del Medio Ambiente y Recursos NEBEMARNAT) has flaggédther changes to the law.
While it is still speculative, the recently signed MOU between California and Mexiobioed with the
Climate Action Reserve trialing of a REDD+ methodology increases the likelihood that forest credits
(REDD+) will eventually find their way into the Mexican schéshe.

Chile is implementing a carbon tax, which is expected to come into forrind the 20162017

period192 Revenue estimates are US$2265 million per year with US$5 per tCOAnN additional
US$0.10 charge applies per ton for local pollutants, including particulate matter, sulfur dioxide, and
nitrous oxides. The CQtax applies to missions from imported diesel vehicles and stationary sources
with generation capacity higher than 50M¥¥The revenue estimates apply to the electricity generation
sector only. Offsets are expected to be allowed in the scheme of between 5 and 10 perderibhei

188 Government of Brazil (2009). National Climate Change LRetrieved from
http://www.planalto.gov.br/ccivil_03/_ato20@010/2009/ei/l12187.htm (in Portuguese). Accessed 30 January 2015.

189 Government of Mexico. (2014). Carbon tax presentation to the Partnership for Market Readiness, World Bank.

190 World Bank. (2014). Statenal Trends of Carbon Pricing 2014. Retrieved from

http://www.worldbank.org/en/news/feature/2014/05/28/staendsreport-tracksglobalgrowth-carbonpricing
Accessed 27 August 2014.

191 Government of California. (2014). MOU between California and Mexico. Retrieved from
http://gov.ca.gov/docs/7.28_Climate_ MOU_Eng.pdtesed 30 July 2014.

192 Pers. CommTassara, P., and Noguér, VCS Chile.

193 Government of Chile. (2014). Presentation at a technical committee meeting in Cologne Germany.
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possibility of some REDD+. These details are to be confirmed as offsets policy remains under
consideration.

Based on the information contained in Bra%2il ds
Should Brazil choose to implement arbon tax it may have elements in common with other scheme
the region.Various issues are highlighted in the carbon tax FRAC analyhte(1).

Choices made around the level of offsets and REDD+ are likely to influence the evolution of other
schemeghat areeither current or evolving in the regionf Brazil choossto implementa national
emissions trading scheryieis likely thatthe schemewill be based on lessons learniedthe
development of thesubnationaémissions trading schemes in Rio de Janeiro and Sao Paul@fBoth
subnational emissions trading schemes are ciilyen hold while the federal government expés
various MB4. Given the possibility that an emissions trading system will ewslr@xamine Rio de
Janeiro.

Rio de Janeiro has a Climate Law (5690/2010), which supports the development of a state carbon
market. Further elaboration of the law (Decree Nr. 43216/2011) and State Climate Change Plan (2012)
outlines the steps to be taken toward the creation of an E&$§.[development of targets for sectors,
definition of rules around allocation, use of offsitsluding REDD+, and linkages). The ETS was
announced during the Rio+20 conference in 2012 and was expected to start early 2013, but was later
delayed until further notice due to resistance from tRederation of Industries of the State of Rio de
JaneiraFIRJAN195

If the Rio de Janeiro ETS is implemented before 2017keéore any decision from the federal
government) it will work based on BVRio (an environmental stock exchange initiative hosted in Rio de
Janeiro city)If a federal decision is takem favor of MBRE, Rio de Janeiro will probably advocate for the
recognition of early transactions and the use of BVRIio experience as the basis for the national market.
The case of Rio de Janeiro state, operating as a subnational carbon market, is discossedietailin

the FRAC analysig éble 12.

104 Government of Brazil(2014). Market Readiness ProposRetrieved fromhttps://www.thepmr.org/country/braz0.
Accessed 18 February 2015.

195 ICAP.(2014). Emissions Trading Worldwidelnternational Carbon Action Partnership (ICAP) Status Report 2014.
Retrieved fromhttps://icapcarbonaction.com/component/attach/?task=download&idpage 41. Accessed 30
January 2015.
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TABLE 11. CARBON TAX FRAC FOR BRAZIL.

Brazil

Fitness Legal Context Article 6 of Brazilds National Climate Chan
emissions reductions and removal of GH@x rate,exemptions, compensations and incentives, to
established by specific ladérs No specific laws have been developed and implemented for a carbo
There are no specific legal provisions to devote part of the revenues of a potential carbon tax to
REDD+ and/or to create any fiscal incentiver REDD+ via offset provisions.

Socialand political | At this early stage of policy developmeittis unclear if community support will coalesce around a
acceptability carbon tax or emissions tradi ndurthercstalemliger As
engagement is envisioned on MBIs, with the Ministry of Finance tasked with developiitg paper
on MBIs to be submitted for approvhy the Executive Group of the InteMinisterial Climate Change
Committee (GEX/CIM)¥ The white pager will present recommendations related to the selection aof
MBI and its design.

Brazil has been a leader in advocating for REDD+ with-e@dlmented social and political biryto
address emissions from deforestation, but stakeholder outreach is ndedadild support for the
inclusion of REDD+ in a carbon taREDD+ projects are widely accepted by the general public in
Brazil. Most of the projects have been developed for the voluntary carbon market and/or for the
Amazon Fund.

The useof REDD+ projectsas offsets in any domestic carbon tax policy may be met with differing
opinions. Industry may favor the inclusion due to perceived benefigs,elative low cost and
environmental cebenefity; however,some environmental groups are likely to oppose thclusion
due to perceived riskse(g.,non-permanence) or due to opinions on use of offsets in general. Both

196 Government of Brazil(2009). National Climate Change LaRetrievedfrom http://www.planalto.gov.br/ccivil_03/_ato20@810/2009/lei/|12187.htm (in Portuguese).
Accessed 30 January 2015.

197 Government of Brazil(2014). Brazil proposal for the PMRetrieved fromhttps://www.thepmr.org/system/files/documents/Final%20MRP%?20Brazil_Presentation_29
08-2014.pdf Accessed 30 January 2015.
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public and political awareness raising and communication are likely needed to increase understal
how REDD+ could be integrated into a dastic carbon tax policy.

Institutional capacity

Brazil is building some capacity through the PMR. Brazil has a strong aestabklished fiscal system
and framework thatin theory, could easily incorporate a domestic carbon tax policy. Further resea
and analysis on how REDD+ could be integrated into domestic carbon tax policy could support B
policy formation during its design phases leading to 2B2&zil has extensive expencein the
development of REDD+ projects for voluntary carbon marketsetingboth local and international
standards.

Transparency Some transparency measur@® already in placencludingnational monitoring of forestryse of local
andinternational standards for REDD+ project/program development, registied enhanced capaci
building €.g.the Amazon Fund).

Governance Receita Federd the Brazilian Internal Revenue Servitis the agency responsible for tax collection

and tax law enforcement. The collection and enforcement of a carbon tax policy will be probably
under its responsibility as well. At the currentagfe REDD+ projects and initiatives are under the
Ministry ofEnvironment and BNDES (through the Amazon Fund) and/or subnational government
states like Acre and AmazonaB)epending on hovearbon tax revenueare allocated to REDD+
and/orhow the fiscal incentive for REDD+ is creatggbvernance may be at the national and/or
subnational level.

Implementation

Over the next two and a half years, the Ministry of Finance will work on design options for carbor
pricing. Depending on the impact assessment, recommendations for a carbon pricing instrument
Brazilare to be submitted to the Inteiministerial Committe on Climate Change in 2017 with
implementatiorat a laterdate. REDD+ activities, projects, progragend capacity building can contin
alongside progress toward a carbon tax through support of current financing optogsttie Amazon
Fund).

Risks

Environmental

If the price signals and the compensation triggers are not well defineghift to lower carbon
technologies and practices may not ocdfithe carbon taxs onlydomestic or even developed sub
jurisdictionally, there may be leakage (irdustries/activities may move to other countries or
geographies where there are no GHG targets)

Robust MRV systems are essentitilerwisethe risk of jeopardizing the environmental integrity of th
system increase®(g.,non-permanence riskgloublecounting etc.). Forestry and land use may pose
challenges for inclusion in the scheraad baseline emissions may need to be estimated.
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Durability Carbon tax policy is subject to durability issues through political tsk.likely that longeterm
approaches to GHG emissions managemeititbe adopted. A carbon tax could be part of the packa
of actions for countries under an international agreement, which could lower durability risk.

Economic A carbon tax may raiseompetitivenesgoncerns However, a carbon tax could offer new economic

opportunities ingreengrowth industries. Opportunity could be preseint forest and land use sectors
through the inclusion of offsets @pplicatiorof tax revenues frontarbon tax.

Abatement Abatement potential wilbe determined by thevhite paper to be developed bthe Ministry of Finance

potential with support from the PMRAbatement potential for REDD+ projects under a domestic carbon tax
policy will depend on anlmitations on the use of offsets.

Cost To be determined by thevhite paperto be developed by the Ministry of Finance; toast emissioa

reductions are available in Brazil.
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Fitness

TABLE 12. EMISSIONS TRADING FR AC ANALYSIS APPLIED TO BRAZIL (RIO DE JA NEIRO STATE).

Rio de Janeiro State (Brazil)

Legal Context

Rio de Janeiro has a specific target to reduce carbon intensity below 2005 levels by 2030 (Decres
43216/2011% and a provision for a state carbon market (ETS) (Law Nr. 5690/2@10

A state plan on climate change published in 2012 listed diredtivesrd the creation of theRio de
JaneircETS €.g.,development of specific sectoral targets based on marginal abetuostsvis a vis
sector competitiveness, allocation studies, usefédais, linkages with other marketndother
issuesj®

Rio de Janeiro State Climate Change Plan (2012) explicitly listed the possibility of using credits fr
Brazilian REDD+ projects to achietlge sectoral targets (yet to be defined)

Social and
political
acceptability

In 2012 FIRJAN requested more studies before the implementation of the ETS. Since then the
implementation of the ETS have being postponed. Nevertheless, other stakeholders continue to
advocate for the implementation of the state ban market, in particular BVRio (an environmental
stock exchange initiative hosted in Rio de Janeiro) gity

The general public in Brazil (including Rio de Janeiro) widely acB&idO+ projects. Most of the
projects have being developed for the voluntaarbon market and/or for the Amazon Fund. Use of
REDD+ projects as offsets in any domestic ETS policy may be met with differing opinion. Industry
favorthis usagelue to perceived benefite(g. relative low cost and environmental dzenefits). There

198 Government of Rio de Janeir(2011). Decree 43216 on the RJ State Climate @gabawRetrieved from
http://download.rj.gov.br/documentos/10112/1403799/DEBES3.pdf/DOERJ_43216_Clima.pdf (in Portuguese). Accessed 30 January 2015.

199 Government of Rio de Janeir(2010). Law 5690 RJ State Climate Change Laetrieved from
http://alerjin1.alerj.rj.gov.br/contlei.nsf/f25571cac4a61011032564fe0052c89¢/a9593961f9d00ab28325770a005bd6a4?OpenDoctugarséh Rocessed 30
January 2015.

200 Government of Rio de Janeir(2010). RJ State Climate Change PRetrieved fromhttp://download.rj.gov.br/documentos/10112/1312221/DLFE
56319.pdf/planoEstadualmudclima.pdf (in Portuguese). Accessed 30 January 2015.

201 To learnmore about BVRio visit: http://www.bvrio.org/site/

Supporting REDD+ in Developing Countries: A Review of Policy Options

70



will likely be minor opposing viewpoints due to concerns regarding perceived gsksnpn-
permanence) or due to opinion ote use of offsets in general.

Institutional The state of Rio already has infrastructure in plaeg.(BVRig which will serve as a registry for
capacity emission credits when the ETS is implemente@ince BVRIo initiateis activities recently and only a
pilot voluntary emission trading simulation has been impleme®eé®iohas not yet demonstrated if it
hasthe tecmical and management capacity needed for full operationalization of the ETS.

In 2013Rio de Janeiro, Acteand BNDESthe Brazilian Development Bank) signed a technical
agreement to advance the carbon market in Brazil, with particular emphasis in REDDate no
significant results from su@nagreement haveeen disclosedOne of the objectives of the technical
agreement between Rio de Janeiro, Aaad BNDES was to enhance the necessary institutional
capacity for the use of REDD+ credits. Specialuiegments wouldocus on he design and
implementation of an MRV system able to work betwéen or more states (depending on homany
states will host REDD+).

Transparency | The main instrument of transparency will be the registry system of BVRio (yet to be implemented
tested within the full operationalization tfie Rio de Janeiro ETS)

Once REDD+ credits start to be used the Rio de Janeiro ETS, they will be subjecthte same
registry procedure (i.e BVRio procedures). Additional measures and partnerships may be necessg
since the project probably will be located outside Rio de Janeiro State.

Governance The main government entity involved in the design of the ETBe Rio de Janeiro State Environment
Institute (Instituto Estadual do Ambiente or INEA), which probably will be responsible for the alloc
Other organizationBVRio, is responsible for the registry

Since Rio de Janeiro ETS is not operatipihd not possible to assess tipeoposedgovernance
structure. In theory they have the necessary arrangements and capacity to perform the minimum

202 German Federal Ministry for the Environment, Nature Consenrmtnd Nuclear Safety2013. Towards a Global Carbon MarkétProspects for Emissions Trading
April 11 & 12, 2013 Documentation and SummarRetrieved fromhttp://www.adelphi.de/files/uploads/andere/pdf/application/pdf/ets_documentation_weld pdf
Accessed 30 January 2015.
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requirements established by the law. The same organizations could provide governance for RED
credits (with addtional support from other organization in REDD+ host stateg). Acre).

Implementation

The scheme was originally set to start with a thigear pilot phase in 2013. However, the start of the
scheme has been delayed until further notice. The irtitiz¢line was as follows: Phase |: 284315
Phase II: 208202Q Phase llI: 2022025 andPhase IV: 202203Q No revised implementation
schedule has been published se#faFhe scheme is expected to cover the cement, steel, chemical,
petrochemical, anderamics sectors* A voluntary emission trading simulation is alreauplace
through BVRIio. Results are expected to be published in the near future.

REDD projects may be allowed in the future. The amount of credits to be accepted into the syster
the proportion of credits from offset projects implemented in Rio de Janeiro will be set at a future t
The amount will depend on the amount distributedallowancesthe compliance costsis a vishe
price of the REDD+ creditsand MRV requirements, amgrotheritems

Risks

Environmental

ETS relies on suitable cap and allowance setting to ertiatearbon abatementequirementsare met.
There are many international exampleswvhichover-allocation or weak capkavecauseé system
failure. Lessons from other schemes can be studied to ensure correct cap and allocation setting.
ETS is domestic only or even developadjurisdictionally, there may be leakage (i.e.
industries/activities may move to other countries oroggaphies where there are no GHG targets).

Robust MRV systems are essenti@pr MRV systems posenvironmental integrity risk Robust MRV,
social and environmental safeguardamd transparency are required to ensure integrity of REDD+
within an ETSystem.The useof international standards or reviewed local standards and registries
reduce theenvironmental risk of including REDD+ in BA'S A variety of tools such as buffers, and
policy setting can reduce the risk f@sues such as permanence.

Durability

The bngevity of ETS depeadn policy making process; therefore, itis subject to durability risk

through party politics.

203

204

Ibid. p.41. Accessed 30 January 2015.

Ibid. p.41. Accessed 30 January 2015.

Supporting REDD+ in Developing Countries: A Review of Policy Options

72


https://icapcarbonaction.com/component/attach/?task=download&id=152

Economic Industry feargegardingoss of competition and increasing costs can impede the policy making pro
The ETS scheme would need to enstine timely and transparent transfer of financing and allocatiof
to reducethe economic risk of usingREDD+ in the system.

Abatement A study from Riods Fedabaehentdf2iMCOZedy 2030 onlynvithi ¢
potential measures adopted within the energytensive sectors of Rio de Janeirolrhe abatement potential for
REDD+ projects will depend on #hjurisdiction(e.g.,Acre or Amazonasghosenfor project
implementatio.

Cost The same study has indicated that the main abatement potential is between US$38&1ad per
tonne of CO,. The cost for REDD+ projects will depend on the jurisdiction chosengimject
implementation and type of project.

205 UFRJ. (2012)mpactos da adocao de metas de reducao de emissao de gases de efeito estufa sobre setores energointensivos d&resteldalteiro, alternativas e
custos de mitigacadetrieved fromhttp://download.rj.gov.br/documentos/10112/1312228/DEBB50.pdf/03_reduea emissoesde_gees.p@h Portuguese).
Accessed 30 January 2015.
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3.3 GHANA : EMISSIONS TRADING OR CARBON TAX?

Since 2010 Ghana has developed a comprehensive national climate changthelMgtional Climate
Change Policy Framework (NCCPF) aimed at ensuring a climate resilient economgeehking
economic andow-carbon growth for the countryGhana is a retavely lowemitter of GHGs and, until
the mid1990s, was a net sink due to its forest carB8nExcluding Land Use, Land Use Chaagéd
Forestry (LULUCF), emissions in 2006 were a modest 7.85Me&xompared to Australiawhich hasa
similar population basand398 MtCQO,e in 2012207208

The reversal of emissions in Ghana is attributdabla growing population and economy coupled with
unsustainableseof forest resource$ Ghanadepend on exports from three commodities: gold,

cocoa, and oilOil production is rising and contributing to GDP growtHowever, the outlook is

clouded with Brent oil prices fallinfrom more thanUS$100 per barrel in September 2014 to $US50

per barrel in January 201B.sustained over the short to medium tegrthis situationwill likely lead to

further budget deterioration. Ghanadeadingtor rency ha
increased inflationary pressua®.

Policy options for limiting the rise in GHG emissions include the development of-arwipade

emissions trading schefie baseline and credit schefg or carbontax’2Gi ven Ghanads fi sc
constraintsintroducing a baseline and credit scheme or ETS with pure administrative allocations will not
supportgovernmentrevenuegis For that reason this discussion focuseonthe merits of implementing

a carbon tax or ETS with an auctidmtroducing an ETS in Ghandikely to be complexi in part due

to the domestic situation, but also due to the regional situation.

The regior® dominant economic organizatiothe Economic Community of West African States
(ECOWAS) and the West African Economic and Monetary UnMREMU) & are likely to have a stake

in any ETS policy development. The African Union

206 Retrieved fromhttp://theredddesk.org/countries/ghana

207 UNFCCC.(2015. GHG Emissions Data for AustralRetrieved from
https://unfccc.int/files/ghg_emissions_data/application/pdf/aus_ghg_proffeqetfsed 5 February 2015.

208 UNFCCC.(2015. GHG Emissions Data for Australierieved from
https://lunfccc.int/files/ghg_data/ghg_data_unfccc/ghg_profiles/application/pdf/gha_ghg_prdfitessiéd 5 February
2015.

209 International Monetary Fun@2014. IMF Country Report No. 14/12Retrieved from

http://www.imf.org/external/pubs/ft/scr/2014/cr14129.piEcessed 30 January 2015.

210 European Urdn Emissions Trading Schenfe.d.). Retrieved fronittp://ec.europa.eu/clima/policies/ets/index_en.htm
Accessed 3 February 2015.

211 Al bertads Gr eenhous &ndd.Reieveddrdnuhtipt//esodralbeRa.ca/ipausatheradclimate
change/regulatingreenhousagasemissions/default.aspiccessed 29 Jaary 2015.

212 Carbon Tax in Mexico 2014n.d.).Partnership for Market Readiness, World BaRletrieved from
https://www.thepmr.org/system/files/documents/Carbo%&%%20in%20Mexico.pdfccessed 3 February 2015.

213 Baseline and credit and administrative allocations also impose costs on the economy. Abatement is not free and must
come from investment in emissions reduction projects and technologies. An administadtication does not reduce
this cost, which is bora by consumers.
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Development (NEPAD) may also play a r&#eOn the domestic sidea number of agencies and
committees appear likely to be involvadcluding: the Ministry of Environment, Science, Technology and
Innovation (MEST Bhe Ministry of Lands and Natural Resources (MLNRg Environmental Protection
Agency (EPA), the National Climate Change Committee (NCG&the Natural Resources Advisp

Council (ENRAC), the NatulaResources, Environmental Governance (NREG) Steering Committee and
Techncal Coordination Committe&¢, and the Carbon Credit Policy Committgender MESTI)

Ghana does have a fledgling financial services industry ancestdtknge (GSEhowever,the
traditionalmeasure of financial deepenitige ratio of money (M2) to GDR!7 does not suggest a deep
and liguid market capable of supporting the levels of financial sophistication needed to develop and
support an ET&8G h a nfinadcgal service sector remains relatively undeveloped by comparison to
countries that have undtaken emissions trading policy reformes.@.,Europe, Australia, Californiand
South Korea)Further evidencef the immaturity of the financial service cha gleaned from the
operations of the GSE, which is small and illiquid with discontinuous trading. The total value traded is
less than 1 percent of GDP, and turnover is below 4 percent, which further supports the proposition
that Ghana requires furtherrfancial services development before it undertakes an ETS
developmenti7219

The only other African pr ecedefRL20 pestCCxaabeh Afri cad
introduced in 2015. The tax rate of a R120 per t@Owill be increased at a rate of 10 percent per

annum until the end of 2019 to provide a clear letegm price signal. In 2019 the rate of increase will

be reviewed for 2020. Thearbon tax will apply to all direct, stationary sources of emissions, including

process emissions. The tax provides a-feee threshold and offset percentage for each covered

industrial sector20 Given the precedent in South Africa, the state of developnudnthe financial

service sector in Ghana, the relative I@but growingd emissions, anthe need for stable and

increasing government reveny&s Ghanat seems that a carbon tax would be a more appropriate

option than an ETS with an auctiofhe FRACanalysis for this situation is presentedTiable13.

In Ghana there are relevant domestic laws and policies relating to climate ¢lvarigding the National
Climate Change Policy FramewadkNCCPF (2011), a Renewable Energy Act (2011), and a National

214 NEPAD (2012. Climate ChangeRetrieved fromhttp://www.nepad.org/climatechangeandsustainabledevelopment
Accessed 5 February 2015.

215 Government of Ghang 2010 ) . Readiness Preparation Proposal to the \
Facility (FCPFRetrieved from
http://www.forestcarbonpartnership.org/sites/forestcarbonpartnership.org/files/Documents/PDF/Jan2011/Revised_Gha
na_RPP_2 Dee2010.pdf Accessed 25 November 2014.

216 Retrieved fromhttp://ec.europa.eu/europeaid/documents/aap/2009/af_aap_2009_ghageised 5 February 2015.

217 International Monetary Fund (IMF). 2008. Ghana's Reforms Transform Its Finanwial Betieved from
http://www.imf.org/external/pubs/ft/survey/so/2008/CAR052208A.otessed 5 February 2015.

218 World Bank.(2014). Money and quasi money (M2) as % of GR&trieved from
http://data.worldbank.org/indicator/FM.LBL.MQMY.GD.E&cessed 5 February 2015.

219 We were unable to find data more current th&2008 on the GSE.

220 Government of South Africa. (2013). Treasury. Carbon Tax Policy Paper. Retrieved from
http://www.treasury.gov.za/public%20commentsf©a%20Tax%20Policy%20Paper%20201Apdéssed 28 August
2014.
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Energy Policy (20163t There are also various resource taxation precedent$ax for mining companies
(35 percen) and provisions to taxig mining windfall profi$2 Ghana also haspgetroleumtax?23 but no
specific provision for a carbon taBased on the South African experienitanay be more acceptable to
implement carbon tax as a tax on fossil fuels by broadening the coverage @dtthleum tax as

opposed to introducing a new tax specifically targeting GHG emissions. Tax rates could be estimated
based on the carbon content of various fossil fuels and applied accordingly.

As discussed in the Brazil example above, Mexico could proviédxample of how offsets could be
used in a carbon tax scheme. In the case of Ghana there are limited domestic CDM opportanities
REDD+ could prove to be an attractive offset tyg#é For thischangeo happen further development
of REDD+mustoccur inGhana.

Ghana has designated bodies and policies supporting forest management and development. Significant
reforms have taken place fefficient land administration in Gharfdne Natural Resources and
Environmental Governance Programme (NREG) and\thBonal Forest Plantation Development
Programme are national programmes set up by the government to address deforestation and sustainable
land practicesncludingthe Forest Plantation Development Fund (FPDF) Act, 2000tamBorest

Plantation Developne Fund (Amendment) Act, 2032 Work hasbeen undertakemalsoto specifically
prepare for REDD+including the development of a national REDD+ strajgg¥iciesand capacity

building activities. Ghana is in the Implementation Phase of its Readiness Preparation PrepBjals(R

a Participant Country of the Forest Carbon Partnership Facility (FCPF). It is also a Pilot Country to the
Forest Investment Programmel . In 2011 Ghana joingde UN REDD programmaes a Partner

Country. In addition, Ghana holds a voluntary agreement with the EU to tackle illegal logging under the
FLEGT initiativé2é Under the agreement all Ghanaian timber entering the EU market is webéied

to ensure it is from legal sources.

221 Nachmany, M., Fankhauser, S., Townshend, T., Collins, M. Landesman, T., Matthews, A., Pavese, C., Rietig, K.,
Schleifer, P. and Setzer(2D14. The GLOBE Climate Legislation Study: A/iees of Climate Change Legislation in
66 Countries. Fourth Edition. London: GLOBE International and the Grantham Research Institute, London School of

Economics.

222 IHK. 2012. Retrieved frorhttp://www.ihkkrefeld.de/de/media/pdf/international/laenderschwerpunkt
ghana/ghana_2012.pAtcessed 1 April 2015.

223 KPMG. 2014. Retrieved froritps://www.kpmg.com/Africa/en/KPMi&-
Africa/Documents/2014%20Fiscal%20Guides/Fiscal%20Guide%20Ghana.pdf. Accessed 1 April 2015.

224 Allowing offsets will reduce tax revenues and therefore may encounter political resistance from the Finance Ministry.

225 Rerieved from http://www.fcghana.org/page.php?page=303&section=28&tjoséssed 5 February 2015.

226 EU FLEGT(2011). Retrieved fromhttp://www.euflegt.efi.int/ghanaccessed February 2015.
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TABLE 13. FRAC ANALYSIS APPLIE D TO GHANA

Fitness Legal ©ntext Currently in Ghana therés no specific provision for a carbon tabut there isadomestic National Climate
Change Policy FramewotkNCCPF (2011)a Renewable Energy Act (201&hd a National Energy Policy
(2010)221 Various precedents also exigt:tax for mining companies (3®rcent);a petroleum income tax23
and provisions to tax windfall profits from mining compankes.

There are various policies relevant tREDD+:the Forest Plantation Development Fund (FPDF) Act, 2000, i
the Forest Plantation Development Fund (Amendment) Act, 280Zhe Land Adnmiistration Projectwas
established to make reforms necessary for efficient land administration such as RGEbdh& national
programs for addressing deforestatiortlude theNatural Resources and Environmental Governance
Programme (NREG) and the Natiorfadbrest Plantation Development ProgrampaeThere is wluntary
agreement with the EU to tackle illegal logging under the FLEGT inittéive.

Social and political| Taxation of resources appears to be acceptable; however, the likely acceptability of sbasexticarbon tax is
acceptability less clearGiven the South African experience with the deferral of the carbon itaig likely that the
combination of opposition from affected economic interests and concern over price impacts could delay
proposal. Support exists for REDD+ at the national lewvith the establishment of various REDD+ working
groups, REDD+ strategand REDD+ in national policy. The government continues to reiE®D+awareness
amongcivil society.

Institutional The Ministry of Fi nan c esystem expariencetompementing coronaton and
capacity environmental taxes. Ghana is developing REDD+ readiness through theRE@R$§ also running pilot
projects and setting up working groups to develop capa@ips exist on emissions reportirgnda sysgem
would be required for liability acquittaBoth areas represent significant capacity gaps.

Transparency Ghana has ratified international treaties regarding financial transparency. It has further action points to d
on corporate financalisclosure. It is stated to hold appropriate tools for administering tax in couitng

Forestry Commission introduced a measure to enhance transparency in the disbursement of forest proci
through the quarterly publication of the disbursement of stuggpéees, published since 2003. There are cas
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where thismeasurehas empowered communities to hold authorities more accountable for the use of the
transferred funds”

Governance Governance is likely to be complicatethe Ministry of Finance is tHeading government agency responsible
f or Ghanaodos Companigsicam he asditesl &nd penalties incurred if companies are not in
compliancez The Ministry of Lands and Natural Resources (MLNR) has the overall responsibility for fore
sector plaming and policy direction of the national goals on forestry.

NREG programme has set objectives to address governance issues with regard to natural resouthes ani
environment.The Carbon Credit Policy Committee, undeghe Ministry of Environment, ScieacTechnology
and InnovatioMEST), was set up to clearly define rules and procedures for carrying out carbon credit
generating activities, allocation of carbon riglaisd participation in subnational activities.

Implementation Existing experience with natural resource taxes should make implementation of a carbon tax simpler tha
implementingther MBIs. Howeverthere is potential foimplementation challenges including GHG reportin
and monitoring needed to levy the tax alonghnwthe development of a register for tracking and acquitting
liabilities. As with many countries, there have been identified barriers to implementation of forest policy il
Ghana&: but there is experience with REDD+ offset generation.

REDD+ initiatives andarbon projects are being implemented in Ghana, including seven REDD+ pilot sch
coordinated by the Climate Change Unit of the Forestry Commission and the REDD+ secretariat of the
National REDD+ Technical Working Group.

227

228

229

231

232

World Bank.(2006. Ghana Country Environmental Analy&etrieved fromhttp://siteresources.worldbank.org/INTRANETENVIRONMENT/3635842
1175696087492/21919456/Ghana_CEA.pdtessed 10 February 2015.

Price Waterhouse Coppers (PWCJ20129. Charting Tax Trends in GhanBetrieved fromhttp://www.pwc.com/en_GH/gh/pdf/ghatex-guidewith-factsand
figures.pdfAccessed 10 February 2015.

The Red Desk. (n.d.). Ghartatp://theredddesk.org/countries/ghana

The Red Desk. (n.d.). MESTI. Retrieved frattp://theredddesk.org/countries/actors/ministeyivironmentsciencetechrology-andinnovation

World Bank. (n.d.). Retrieved frotttp://siteresources.worldbank.org/INTRANETENVIRONMENT/36358225696087492/219456/Ghana_CEA.pdf
The Red Desk. (n.d.). Ghana. Retrieved frotip://theredddesk.org/countries/ghana

Supporting REDD+ in Developing Countries: A Review of Policy Options 78


http://siteresources.worldbank.org/INTRANETENVIRONMENT/3635842-1175696087492/21919456/Ghana_CEA.pdf
http://siteresources.worldbank.org/INTRANETENVIRONMENT/3635842-1175696087492/21919456/Ghana_CEA.pdf
http://www.pwc.com/en_GH/gh/pdf/ghana-tax-guide-with-facts-and-figures.pdf
http://www.pwc.com/en_GH/gh/pdf/ghana-tax-guide-with-facts-and-figures.pdf
http://theredddesk.org/countries/ghana
http://theredddesk.org/countries/actors/ministry-environment-science-technology-and-innovation
http://siteresources.worldbank.org/INTRANETENVIRONMENT/3635842-1175696087492/21919456/Ghana_CEA.pdf
http://theredddesk.org/countries/ghana

There are also some private sector led and NGO experiences of REDD+ project development to generatj
carbon credits in Ghana.

Risks Environmental There are rislsto environmental effectiveness of a carbon tax system built without the appropriate capac
enfarce and govern the carbon tax. Appropriate MRV, rukesd safeguards would need to be fully designed
Ghanaprior to inclusion of domestic offsets in a carbon tax regime to ensure desired environmental outci
Durability Carbon tax policy isubject to durability risk as it relies on political decision making
Economic Price impacts could lead to leakage.,industriescrossingoorders to avoidtax coverage
Abatement This cepends orbusiness aasualprojections and emissionrgduction ambition.
potential
Cost The tax burden is placed on domestic entities subject to the tax. This burden may include some international investmesmeth ci

sectors. The governmentds cost of man a dVvBlsugch ds bagndtradexbedaisse u
less infrastructure is required.
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3.4 VIETNAM 0 CHOOSING A MARKET -BASED INSTRUMENT (MB 1)

Vietnam is working collaboratilyewith the United Nations Development Prograne (UNDP) and

Worl d Bankds Partnership for Mar ket Readiness
the steel and solid waste sectd®®.Vietnam has indicated that the system could evolve into sacap
trade emissions trading schert#é Currently Vietnam is in the analysis and design phase with technical
support provided bythe PMR. Provisional data on GHG emissions excluding LULUCF in 2005 were
around 205 MtCQe. Energy use accounts for approximately 50 percent of the total (102 Mg &nd
agricuture accounted for 40 percent of emissions (81 Mte&]233 Vietnam has a national emissions
intensity target to reduce GHG emissions intensity b§@percent by2020 over 2010 levels.

Stateownedenterprises(SOES) in Vietham account for 4D percent of tax revenues and represent a
significant part of the economic reform agerigfalhe International Monetary Fund economic outlook
for Vietham is generally positiverowth is improving supported by robust exports and foreign direct
investment (FDHhowever,domestic activity remaingeak (in part constrained by inefficient SOEs)d
inflation has declined to misingle digits. The external current account remaméarge surplusand
international reserves have increasé@Reform of the SOEs will continue e a priority for Vietham,
but with implications for the tax basen this context Vietnam may employ various policy options for
limiting the rise in GHG em#&ions These optionsncludethe development of a capndtrade emissions
trading schem@3” abaseline and credit scherti,or a carbon tax3e.

Gi ven Vi et na mbd,mtrofiucirg@ haseline and sredit sciemet os ETS with pure
administrative allocations will not support government tax revenues. Thergfioisediscussion focuse
on the merits of implementing a carbon tax or ETS with an auction. However, a baselineedfitd cr
scheme or administrative ETS ca unequivocally be ruled oIt is possible for Vietham to use
administrative allocations to ovewmpensate the SOEs and undemgmensate the private sector. While

233 Government of Vietham(2014). Final Market Readiness Propo&irieved from
https://www.thepmr.org/system/files/documents/20141013_MRP%20Vietnam_FINAcgeifsed 10 February 2015.

234 Government of Vietnam2014. Pr esent ati on t oRetribvedfrddor | d Bankds PMR.

https://www.thepmr.org/system/files/documents/20141030_MRP_Final@sZTBA10_Santiago%20Presentation%20
Ver%203.pdfAccessed 10 February 2015.

235 MathesonT. (2013. Reform of State Owned Enterprises. IMF ConfererRetrieved from
http:/Mmww.imf.org/external/np/seminars/eng/2013/vietham/pdf/tmAetessed 10 February 2015.

236 International Monetary Fun@2014. IMF Country Report No. 14/311Retrieved from
http://mww.imf.org/external/pubs/ft/scr/2014/cr14311.pAl€cessed 1 February 2015.

237 European Union Emissions Trading Scheimel.). Retrieved fronittp://ec.europa.eu/clima/policies/ets/inder.htm
Accessed 3 February 2015.

238 Al bertads Gr eenhous ¢gn.dG.Rstrietred fdonhttpt//esodralbeRa.ca/fpausii@ria-andclimate
change/regulatingreenhousagasemissions/default.aspiccessed 29 January 2015.

239 Carbon Tax in Mexico 2014n.d.).Partnership for Market Readiness, World BaRletrieved from
https://www.thepmr.org/system/files/documents/Carbon%20Tax%20in%20Mexiéapesed 3 February 2015.

240 Baseline and credit and administrative allocations also impose costs on the economy. Abatement is notrfrastand

come from investment in emissions reduction projects and technologies. An administrative allocation does not reduce

this cost, which is born by consumers.
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highlyundesirablesuch an approach could be usaslsource of SOE trading profit through the sale of
excess allowances.

The regional context is complex, with China, Jaard the Republic of Korea all undertaking different
emission reduction actions, with the most likely influential scheme developroenihg from China.

Chi n & &ieeYehrRPlan also targets development of a national carbon market by 2015. On this basis,
the National Development and Reform Commi ssionds
in 2011 that emissions trading programeuld be piloted in seven cities and provinces, with a goal of
launching by 2013. These pilots are now operating and are expected continue until there is a national
scheme in placegould it move forwardthe national schemis estimated to be developedylbaround

2020241 Experiences from the pilot initiatives will be incorporated into the design of a national system.

There are also proposals to test carbon trading on a sectoral bast¥hina, such as for noesidential

buildings or distributedheatingfaclities242

With Vietnamds focus on establishing a baseline f
want to move inlock step with Chinao asto not disadvantage the competitiveness of its steel industry.
Vietnam could potentially wutilize funding from Ja

emissions reductions by improving enerqgy efficiency and hence competitiveness. Thengeats and
feasibility studies that support the deployment of the JCM in this¥gay.

Vietnam has experienda setting environmental taxes on sectors and with sauBls includingthe

Clean Development Mechanism (CDM), Wied Carbon Standard (VC8) Paymenfor Emironmental
Services, and Japanod6s Joint Crediting Mechanism (
to a lesser extent REDD+ is lacking in Vietham both in its experiences of regulating thie sector

and through the collectionfodata relevant to a carbon tax or emissions trading and REDD+. Vietnam

has gainedegulatory experience in the area mainly through the CDM.

Regardlessf the chosenMB] Vietham will need to improve the robustness of GHG emissions
inventories address eforcement capacity, which is identified as a current risk/gap in existing
regulatiors; andencourag greater industry awareness and supp#ftThe Ministry of Natural

Resources and Environment (MONRE) is the leading government agency ie clivaage respase.

For the future ETS, the Ministry of Industry and Trade will implement emigsaging activities in the
steel sector and the Ministry of Construabin will implement activities in the waste sector. Industry
engagement alongside government suppottlvélkeyto the success of any future scheme. If a sectoral
ETS is chosen for the steel industopnsideratiormustbe given to competitiveness and carbon leakage
issues. The solid waste sector is less likely to be traxizosed and subject to competitiy@essures.

241 Pers. Comm. Ranping Song, WRI, China.

242 Han,Getal.(2012). Chinads Carbon Emission Trading: An Overvi e
Stockholm Environment Institute. [Online]. Availablengtp://www.sei
international.org/mediamanager/documents/Publications/chister/SEFORES012ChinaCarbonEmissions.pdf
Accessed 27 August 2014.

243 Government of Japa015. Joint Crediting MechanismRetrieved from
http://www.mmechanisms.org/e/initiatives/vietham.h#katessed 3 February 2015.

244 Verified Carbon Standard (VC%ir.d.). Retrieved fronittp://www.\c-s.org/ Accessed 3 February 2015.

245 Making carbon markets work for the poor, Vietham. Forum for the future.
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Vietnamdbs commitment to move toward emissions t
measured byhe ratio of money (M2) to GDP*¢ suggestshat there is likely to be sufficient financial
sophisticationneeded to develop and support an EZFSBecause of these reasons the FRAC analysis
assumeshat an ETS is more likely than a carbon tax over thedium term (sed able #4). The

inclusion of offsets in the scheme is a preconditionsupporting REDD+. Givethat the developments

in Korea and China support offsets and keep open the possibility of REDdh that he JCM also

supports REDDH0 it seems feasible that thegproachcould be part of the cost containment

mechanisms afforded to industridee schene covers. A further important developmentherefore, is

the establishment of rules and procedures for the inclusion of REDD+ credits in the scheme, though
support to integrate REDD+ is unknow3

If REDD+is an integral part of the schemthe Ministry of Agriculture and Rural DevelopmeMARD)

will be involvedbecausat is the lead national institution responsible for REDD+. WittMARD the

Forest Inventory and Planning Institute (FIPI) is the lead national institution in resources assessment and
monitoring. The Forest Protection Department (FPD) and the Department of Forestry (DOF) are also
involved in planning and carrying outdst assessmengs$? Vietham is continuing to build capacity
through the FCPHRe49 and has least two current JCM REDD+ feasibility studies unde¥&ayspecial
taskforce within the FPD leads enforcement. Other agencies play important fol@scluding the
Environmental Police Force under the MinistryRafblic Security (MPS), which works with local police
forces and other agen@do investigate and prosecute envirogntal crimes. The Ministry of Defense is
responsible for preventing deforestation in border aremsd the Department of Customsnforeesthe

law on imports and exports of timber and forest procks.

246 International Monetary Fund (IMK2008. Ghana's Reforms Transform Its Financial Se®etrieved from
http://www.imf.org/external/pubs/ft/survey/so/2008/CAR052208A.otessed 5 February 2015.

247 World Bank.(2014). Money and quasi money (M2) as % of GR&rieved from
http://data.worldbank.org/indicator/FM.LBL.MQMY.GD.E&cessed 5 February 2015.

248 Government of Vietham(2014). World Bank FCPF fRIN. Retrieved from
https://forestcarbonpartnership.org/vietnal\ccessed 2 January 2015.

249 World Bank.(2012. FCPFR Readiness Preparation Proposal Assessment Note ViefRatrieved from
http://www.forestcarbonpartnership.org\ccessed on 3 February 2015.
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Fitness

TABLE 14. FRAC ANALYSIS FOR AN EMISSIONS TRADING SC HEME APPLIED TO VIET NAM.

Legal Context

Vietnam is currently evaluatingBlsand may move towardn ETS. SomiglBlsare recognized in law
including the CDM and Payment for Environmental Servidiesnam does not have a binding
emissions reduction targdiut has set national climate change mitigation priorities in its national
Green Growth Strategy® The government hasstablished a CrosBlinisterial REDD+ Steering
Committee and a National REDD+ Office to lead on REDD+. There are subnational technical
working groups for REDD+ Vietnaf.An MBIin the steel sectolis expected from 2Q8 to 202Q
potentially followed by a legislated Eafger 2020.

Social and political
acceptability

Decisionmaking in Vietnam tends to be highly centralized and lacks public jpatitci. For this
reason.a significant economic reform such as an ETi8ab/ to be decided at the government level
Vietnam is likely to move itock step with China so a® not disadvantage its competitiveneshere
is governmentsupport for REDD+ at the national levalVork to raise awareness and understandin
at a puhic level has been conducted under the UN REDD program.

Institutional
capacity

Vietnam is part of the World Bankdés PMR Pr
capacity and infrastructurécluding a GHG database, MRV system, and registry sybsgwould

be needed for an ET¥letnam is developing REDD+ readiness capacity through the-RCPRe
National REDD+ Office has endorsed an MRV framework document for national coordination o
REDD.

Transparency

As assessed by Transparency Internatiag@iernment processes in Vietnaack transparency,
openness, and inclusivity The revised Law on Environment Protection 2005 has requirements fg
public consultation. Decree 80 and Circular p&évide further guidance on public participation

250 World Bank.(2015. Partnership for Market Readiness (PMR) Vietraatrieved fromhttps://www.thepmr.org/country/vietna+. Accessed 4 February 2015.

251 World Bank.(2014). FCPFR ERPIN VietnanRetrieved fromhttps://www.forestcarbonpartnership.orghccessed 4 February 2015.

252 Transparency InternationgR014).Retrieved fromhttp://www.transparency.org/country#VNM_DataResearch_Surveysinddmeessed 21 November 2014.

Supporting REDD+ in Developing Countries: A Review of Policy Options 83


https://www.thepmr.org/country/vietnam-0
https://www.forestcarbonpartnership.org/
http://www.transparency.org/country#VNM_DataResearch_SurveysIndices

includinga legal requirement for the involvement of local communities. An ingrdrtechnical aspec
of the ETShat the PMRsupportsis the establishment of data management infrastructure that
transparetly accouns for program activities, achieved emission reductj@m any transfer/use of
credits.Vietham has an ETS stakédier engagement strategy that includes a communication strat
and stakeholder meetings, workshopsid seminars with industry and government participants as
well asthe general public.

Governance

Stronger institutional structures are needed to enforce and control the operation of a future ETS
scheme with offset mechanisand more technical expertiss required to ensure an effective
system. Monitoring and enforcemeptesenta potental issue for consideration in a future ETS
schemeVietnam is reported to follow few investigations into forest violations.

Implementation

The Ministry of Natural Resources and Environment legisate policy for the country and is the
main implementing agency. The following areas will need to be further developed toniemplan
ETS that allows REDD+ offset$hanges to natioal laws; emissions budget and caps; compensati
mechanisms for emissioirgensive trade-exposed industries to revent leakageganallocation
mechanism and any associated auction; a national registry that integrates with energy reporting
liability ules; and REDD+ methodologies, offset ryukasd project or programbased assessment
mechanisms. Additional work may also be needed on a nationwide forest invehemguse
provincial forestry department officials claim that the available data is insufficient to delineate fo
areas orto assess forest quality.

Risks

Environmental

The ambition of the scheme, coverage, and exemptions will determine its environmental
effectivenessassuminghat robust GHG accounting/MRV systems are implemen@&atbon leakage
also affects the environmental integrity of the scheme. For REDD+ offset prpjeakage can also [
a problem. To help to address international leakdge Government of Vietham signesh MOU
with Cambodia on cooperation in the forestry sector and agreed on a FLEGT Action Plan with L
in 2012. Further actions will be required to reducskiof leakage in any REDD+ system inclusion
under a domestic ETS.

Durability

The EU ETS has persisted for years, but the Australian scheme only survived two years. It is lik
that any scheme in Vietham will be linked to the actions of its neighbors, particularly China.
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Economic

Over time, rapidincreases imarket prices for emissions allowances will increase costs to
households via inflation and negativaffgctgrowth. Adverse impacts on households are geiig
handled by compensation to offset increased costs. Emissitatssive and tradexposed industes
will also need compensatipas rapid price increases may affect competitiverfesse caps and floor
provide an effective means to deal with rapid price inflation and rapid price declines that might
threaten investments in abatement.

There are potentially significant costs associated witadtion on mitigation.

Abatement This cependson businesasusualprojections and Vietnamese emissions reduction ambition.
potential
Cost The wsts of an ET&re borne by the Viethnam economyhe potential to reduceindustrycosts ofan

ETSvia REDD+ offsets will depend on the local costs of REDLCHe st of maraging an ETS can k
substantial.
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3.5 CONCLUSIONS

MBIs have the potential to direct large amounts of financing to REDD+ but are likely to be limited due
the difficulty of implementing MBIs in a large number of developing cosir@nié losses of government
revenue that flows from allowing offsets in some scenarios. Offsets in an administratively allocated cap
andtrade scheme do noaffectgovernment revenues, as revenue is foregdrmvever, including offsets

in a majority auctiorbased cafandtrade scheme or carbon tax reduces government revenues.
Combined with the desire to ensure that meaningful operational emissamtuctions are achieved

within the domestic economy, offset limits are normally established to ensure thatexestities

invest in lowemission technologies and processes and do not rely solely on offsetting. These factors
limit the potential volume of REDD+ credits and financing from MBIs.

Compared to arETSa carbon tax may be simpler and more applicable vader range of countries
and could still potentially include REDD+, libits approach involvegvenueloss and lowemission
investment pressuresimilarto those of capandtrade schemes.
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APPENDIX Vo ENVIRONMENTAL

IMPACT ASSESSMENTAE
AND ENVIRONMETAL
OFFSETS CASE STUDIES

This appendixXocuses orthe potential for usindgelAas a policy tool to support REDD-Australia,
Brazil, Ghana, Gabon, and Vietnam are examined using the FRAC framework.

41 BACKGROUND

To date EA has not been widely used as alipy tool to reduce GHG emissions, but in a number of
countries EIA use environmental offsets, which are measures that seek to achieve equivalent
environmental outcomes to compensate for the residual adverse impacts of an action on the
environment.Globaly there is growing interest in the use of environmental offsets asyato protect
the environment and allow growth and developmenable b provides a summary of some
developments in Australia, Braziie EU, andhe United Stategs3

TABLE 1 5. ENVIRONMENTAL OFFSET S POLICIES IN AUSTRA LIA, BRAZIL, THE EU,
AND THE UNITED STATES

Region ‘ Policy

USA M U.S Wetlands Mitigationfoundedin the section 404 amendments the Clean
Water Act (33 U.S.C. § 1344aims to avoid and minimize impacts, and then
offset residual impacts through compensatory mitigation that replaces wetland
functions and values.

I U.S Conservation Bankare modeled after wetland mitigation, except that the
objective is to offset adverse impacts to species rather tioareplacewetland
functions and values.

253 McKenney B.A., and KieseckdrM. (2010)Policy Developrant for Biodiversity Offsets: A Review of Offset
Frameworks. Environmental Managemdbt 1650176.
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EU 1 EU Natura 2000: The Birds Directive of 1979 (Council of the European
Communities 1979) anthe Habitats Directive of 1992 (Council of the European
Communiies 1992) underpin the effort to establish a network of Natura 2000
conservation sites throughout thieU.

Australia | 1 Undercommonwealthandstate lawsin Australia environmental offsets are
imbedded within EIA as part of projebased approval processes within strategic
assessment as part of broader development approval processes.

Brazil 9 Brazilian Industrial and Forest Offsets: Brazilian federal legislation requires indy
developments to offset their environmental impacts through payments to the
National Protected Areas System (Brazil Fed. Law 9985, Decree 4340).

As developing countries seek ways to support economic growth and decarbonize their econeEes
that include GHG emissiorombined with environmental/GHG offsetsay provide a usefuhterim

and complimentary tool to achieve cestfective emissigreductions. The EIA processes already exist
in most countries and can be a simpler policy tool that requires less capacity to implement than
economy wideGHG abatement policies such as esiims trading.

As ElAs do not currently deal with climate change mitigation directly, to implement such as system
capacity development within agencies administering EIA would be requiireeny casedgechnical
capacity for carbon aotinting also existwithin private sector organizations to assess the emissions
profile of activties254 However, it is likely that professionals will need clear guidance on integrating EIA
and GHG offsetting. Thistepis likely to require the development of specific regidas that trigger
EIA/GHG operations and provide a clear basis for enforcertént.

For many countries looking atiloting such schemes, given the sensitivity and power of vested interests,
a voluntary process that relies on thguator Principles andcorporate socialresponsibilitynay be the

most appropriate way to drive emissions reductiépsThe following aalysis and discussion explore
issuegelated tointegrating EIA and GHG offsetting by examirémgmpledrom Australia, Brazil,

Gabon, Ghana, and Wmam.

4.2 AUSTRALIA

Recently Australia changed its approach to achieving emissions reductions. On 17 July 2014 the Clean
Energy Legislation (Carbon Tax Repeal) Bill 2014 obtained Royal Agdeaspite the repeal, Australia

254 Greenhouse Gas Protocol. A Corporate Accounting and Reporting Stan@aa!).World Business Council for
Sustainable Development and the World Resources InstifR&trieved from
http://www.ghgprotocol.org/files/ghgp/public/girgtocol-revised.pfl Accessed 31 January 2015.

255 Sok V., Boruff, B., and MorrisorSandersA. (2011).0Addressing climate change through environmental impact
assessment: international perspectives from a survey of IAIA mehibensact Assessment and Project App2&{dal
317-326.

256 Equator Principle (2015. Retrieved fromhttp://www.equatorprinciples.com/Accessed 29 January 2015.

257 Parliament of Australig2014). Clean Energy Legislation (Carbon Tax Repeal) Bill Rdtieved from

http://www.comlaw.gov.au/Details/C2014A00088cessed 2 February 2015.
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will continue to havea domestic offsets law, renewable energy standard, and fund to invest in clean
energy. Australia also remains committed to reducing emissions to 5 percent below 2000 levels by 2020.
Thel at est e st i mauregreenhousk gas emisaidns igtlastralih fades a cumulative
emissions reduction task of around 421 Mt@in the period to 2020 (se€igure §; however,with its

current policies Australia may not be able to meet this tarjet.

The Australian gover nme nushoksownd as the drect actiongpodlityoret s pol i
Carbon Farming Amendment Bill is designed to help address thisSgipe direct action policy passed

the parliamenin November 201450 Australia does not currently intend to purchase international

offsets, but anghortfall could be made up using a mix of international offsets including REDD+.

FIGURE6.AUSTRALI A0S BENWREBIETI@QNNCHALLENG E
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% change
500 on 2000 level
450
2000 2005 2010 2015 2020
=== Carryover of surplus Kyoto units Abatement challenge
== Projected business-as-usual emissions -5% trajectory and target
Source: Department of the Environment, Australia’s Abatement Task and 2013 Emissions Projections, 2013, adjusted for updated data in Australia’s National
Inventory Report 2012, 2014.

Under commonwealthandstate lawsin Audralia, environmental offsets are imbedded witliihAas part
of projectbasedapproval processes or within strategic assessnaanpart of broader development
approval processes!

Figure T7illustrates the decision process used in Australihichleads to the inclusion adnvironmental
offsets as part of a major project approvat.the referral stage of an EJAany beneficial impacts of
offsets cannot be considered. As suoffsets do not mearthat proposals with unacceptable impacts will

258 Australian Cli mat e Céedondgscurint ¢cohfiguration gnd fundiggdtiedAlithodtyBecansiders
that the Emissions Reduction Fund is unlikely to deliver
2020 target of 5 per cent below 2000 levels. A range of complemgraations will be required, now and beyond
20200. R e thitpi//ewweclinatéchangeauthorigov.au/news/article/climatdhangeauthority-releases
carbonfarminginitiativeandrenewableenergytarget Accessed 27 December 2014.

259 Government of Australia. (2014Emissions Reduction Fund White Paper. Canberra. Retrieved from
http://www.environment.gov.au/climathange/publications/emissieresluctionfundwhite-paper Accessed on 22
August 2014.

260 Parliament of Austia. (2014). Carbon Farming Amendment Bill. Retrieved from
http://www.aph.gov.au/Parliamentary_Business/Bills_Legislation/Bills_Searltb/FResiit?bld=r528RAccessed on:
22 August 2014.

261 The Melbourne urban growth boundary provides an example of the use of environmental offsetssiveltegic
assessment
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be approved. Offsets simply provide another tool that can be considered during the ElAnassess

stage to gain approval in the decision stage. Across all jurisdictions offsets are designed to compensate
for the reddual adverse impacts of an action. Before environmental offsets are used all reasonable steps
shouldbe taken to avoid and then mitite adverse impacts on the environment.

Key issues in adapting the Australian environmental offsets regime for GHG abatement include: i)
defining the scopehe range or activities that would be subject to an assessment; ii) covehagiype

of emissiongnd gases to be covered; and iii) specific triggers used to start an assessgmeeific

metrics or threshotls. For examplescope would cover activities such as major infrastructure
developments including power stations, airports, ports, and roadspaajdr mining or agricultural
developments. Coverage includes the rang&bliG covered and scope 1 and scope 2 emissi#ins
associated with the project development but might extend to emissions over the lifetime of the project.
Specific metrics used to triggan assessment might include absolute emissions or emissions pef unit o
production or sales.

262 Scope 1: All direct GHG emissions. Scope 2: Indirect GHG emissions from rogtisun of purchased electricity,
heat or steam. Direct GHG emissions are emissions from sources that the reporting entitg @wvoontrols.
Indirect GHG emissions are a consequence of the activities of the reporting entity but occur at sthiatesothe
entity owns or controls.
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FIGURE 7. DECISION PROCESS LEA DING TO THE USE OF E NVIRONMENTAL
OFFSETS.
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Commonwealth Agencies.

Projects could be rejecteased on their GHG emissions impacts, ius more likelythat measures
would be established tavoid or mitigate the GHG impact of the development. This could include the
project adopting best practice environmental or technology standards. Asstinaitgjgnificant
emissions remain above the thredtidghen offsets might be considered. If these offsets come from
domesic REDD+ projects or programs, local demand for REDD+ credits is created. Other GHG
abatement sectors can also be included if thereddittonaldesire to support those

Legislative clrges would most likely be required to broaden the role of environmental offsets to
include GHG abatement offsefable 16provides a summary of the situation using the FRAC
framework.Australia does have the capacity to implement suslistem, but questins exist overthis
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strategy.Given Australid surrent policy settings, investment profile, economic status, and per capita
emissions it is unlikely that EIA and GHG offsetting, irrespective of the merits, would be viewed
internationally as an acceptalglelicy response on its ow#$3264 On the other handjn a country like
Australig piloting such a schenthat developing countries could follow has merit.

The commodities price slump further complicates the situation. A deteriorating resource investment
envionment in Australia creates additial barriers, perceived or real, to imposing such a scheme on
investment in the resources sector, making such a scheme unlikely to be politically accptade.
mixed with GHG offsetting, as a regulated model, is thene@funlikely in the current Austié&an context.

In anenvironment of contracting investment and a significant curtailing of new project appsaaisas

scheme may also have limited environmental benefits in terms of potential abatement opportunities.
Nevertheless the Austr al iaairundopensup significart fossibilEiesifos s i o n
new projects seeking approvals to apply fanding to support the development of emission reduction

projects. Corporatesocialresponsibility, civil sdety, andEquator Principles are all likely to be driérs

of this voluntary action with the additional inducement of financial assistancelimBEmissions

Reduction Funék¢

263 Guardian Newspape(2014).Interview with Lord Deben.Retrieved from
http://www.theguardian.com/world/2014/jul/09/abbotimatestancerecklessshamingAccessed 30 January 2015

264 European Union(20149. Pr ess Rel ease on Austral i aodRetrieveframal of t he cé
http://ec.europa.eu/archives/commission_2@004/hedegaard/headlines/news/20%417_01_en.htmAccessed 30
January 2015.

265 Heath A. (2014). The Domestic Outlook and the Rolef Mining Reserve Bank of AustraliRetrieved from
http://www.rba.gov.au/speeches/2014/index.h#hatessed 30 January 2015.

266 Government of Australia2015. Emissions Reduction FuriRRketrieved fromhttp://www.environment.gov.au/climate
change/emissioreductionfund Accessed 30 January 2015.
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TABLE 16. FRAC ANALYSIS APPLIE D TO AUSTRALIA.

Fitness Legal Context | Legal context already established through existing legislation, though amendments would be needed
this contextto support REDD+.

The CommonwealthEnvironment Protection and Biodiversity Conservatiaet, 1999;Environment
Protection andBiodiversity Conservation Regulations, 20@8dCommonwealth Environmental Offsets
Policyare alministeed by the Department of Environment.

Also of note are theAustralian National Registry of Emissions Units Act 200NREU Act) the Australian
Nationd Reqistry of Emissions Units Requlations 208NREU Requlationsand theNational Greenhouse
Enegy and Reporting Act 200(NGER Act) administered by the Clean Energy Regulator.

The Carbon Farming Amendment B#lalministeed by the Department of Emironment. While not
specifically targeting REDD+ a domestic forest carbosedfftandard existsas @ministeed by the
Department of Environment.

Social and Climate change policy has been a highly coptiatea in Australigas evidencetly the passage of the Cleg
political Energy Act 2011 and its subsequent repeal in 2014.

acceptability

Institutional Given the extended period of development of climate change policy, approximately 10 years, Australi
capacity developed capacity within thaublic and private sector. Institutional capacity can be demonstrated throu

the establishment and management of the ANREhichmanages emission units issued under the Kyotg
Protocol, Australian Carbon Credits issued under the Carbon Farming Initiaigeunits issued under the
carbon pricing mechanisrBuroperecognizedAustralian capacityvith potential international linkages
between the schemes.

Transparency | Extensive open public consultation occurred, variously withPrime Ministerial Task Group on Emission
Trading (2007) supported by the Howard Liberal Governmehe Garnaut Climate Change Review (200§
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suppored by the Rudd Labor OppositigraGreen Paper on the Carbon Pollution Reduction Scheme
(2008) aWhite Paper on the Carbon Pollution Reduction Scheme (20@8%Iean Energy Futures Paper
(2011);a Carbon Pollution Reduction Scheme Bill 2009 and associated public consubatiiiean Energy
Bills 2011 and associated public comment.

Governance

Australia sores well across a range of governance indicatptsut some seeclimate politics and the repea
of the Clean Energy Act 2011 as a governance fa#uBthers argue that political risk is inherent in early
stage development of emissions reduction schernes.

Implementation

Introducing GHG offsets/REDD+ intan EIA processs a political decision that may require some legislat
amendments, buthis changeinlikely to require significant capacity development.

Risks Environmental | Only applies to newprojects that trigger EIA assessments
Economic Mandatory offset requirementmay be a disincentive to new investment and providempetitivecost

advantageo operations established before the introduction of the environmental offset process.

Abatement Depends on the rules, scale, and number of projects triggering the use of GHG offsets. If the process

potential voluntary then it is possible that some projects will opt out of the systeahusreducing the abatement
potential of the schemalith significant curtailment of resource investmetite benefits of using an
EIA/REDD+ offset schemage reduced.

Cost Costsare borne by entities subject tonandatory offsetting as part &lA It is expected thamandatory

offsettingwould increasethe cost to some extent,of doing business in Australia. There may also be cos
associated with regulatory uncertainty as numerous agencies and committees grapple to clarify respo
and resolve policy issues around any proposed sch&ime @st of running the schemwasnot assessed

but is expected to be dwer thanthat of MBIs or direct regulation.

268

269

270

World Bank.(2014). Country Data Report for Australia, 1998013.Retrievedfrom http://info.worldbank.org/governance/wgi/index.aspx#countryRepaitsessed

31 January 2015.

Beeson M., and McDonalMl. (2013. The Politics of Climate Chaadn AustraliaAustralian Journal of Politics and KH&(BYy 331-348.

Linacre N. (2012. ONo Easy Answe@Vh at i s t he Ri sk of | nvest bAcgariesMagAzngq.Remidveddrdrs Cl ean Ener gy

http://www.actuaries.asn.au/Library/AA/2012/ActuadedN2012WEB-R1.pdf Accessed 31 January 2015.

Supporting REDD+ in Developing Countries: A Review of Policy Options 94

Fu


http://info.worldbank.org/governance/wgi/index.aspx#countryReports
http://www.actuaries.asn.au/Library/AA/2012/Actuaries-JUN2012-WEB-R1.pdf

4.3 BRAZIL

Federal Law 6938 implements the Brazilian National Environmental Policy (BNEP) and creates the legal
authority to consider the impacts of human activities on the environment. BNEP establishes
environmental licensing as a requirement for activities or ofi@na thataffect the environment and/or

use natural resources. Subsequent directives establish pi&jécand the Environmental Licensing (EL)
system for minimizing the adverse effetttat new projectshaveon the environmentAs part of the

EIA, a poject-level Environmental Impact Study (Ei&$ been one of the most important process

used for environmental licsimg in Brazil’t However, the EL system could besad to support REDD+.

At the national level Brazil hdaws, decrees, and oirthnces thateal with environmental offset3 éble
17). Generally projects subject to EL must offset their impdabt®ugh support payments to a national
system of protected areds?

TABLE 17. ENVIRONMENTAL OFFSET S LEGAL FRAMEWORK IN BRAZIL BETWEEN

2000-2011.
Year Document reference What it regulates
2000 Law 9985 Sets the obligation for projects subject to environmental licensing of

offsetting impacts by making payments to support the National
System of Protected Areas

2002 Decree 4340 Regulates calculation of offset payments, sets the need of an Offsets
Chamber, and establishes how to use offset funds

2004 Direct action of unconstitutionality 3378 Partially modifies Art.36 & 1° of Law 9985 (original one declared
partially unconstitutional)

2006 CONAMA Resolution 371/06 Sets guidelines for the environmental authority to calculate, collect,
use, approve and manage offset funds related to Law 9985

2006 Decree 5746 Regulates offsets for impacts to Natural Heritage Reserves

2009 Decree 6848 Modifies Decree 4340

2010 Ordinance 416 Creates the Environmental Offsets Federal Chamber (CFCA)

2010 Ordinance 458 Designates the representatives of each organization that compound
the Environmental Offsets Federal Chamber (CFCA)

20Mm Ordinance 10 Regulates the selection of environmental non-governmental
organizations that will be part of the Environmental Offsets Federal
Chamber (CFCA)

2011 Ordinance 225 Creates the Environmental Offsets Federal Committee (CCAF)

20M Normative Instruction 8 Regulates the Environmental Offsets procedure set in Decree 4340
and modified by Decree 6848

20m Normative Instruction 20 Regulates the administrative procedures for setting the terms of
commitment regarding offsets

20m IBAMA Ordinance 16 Sets the bylaws of the Environmental Offsets Federal Committee
(CCAF)

Sate laws mirrorBrazilian federal law, but some differences in responsibilities &kisthational
environmental agency (IBAMA}¥sesseprojects with transboundary state impact$BAMAalso issues
environmental license$herelevant state and municiliiy environmental agenciessessandlicense

271 Kirchhoff, D., Montano, M., Lima Ranieri, V.E., Dutra de OliveBa, Doberstein, B., and Pereira de Souza, M. (2007).
oLimitations and drawbacks of using Preliminary Environmental Reports as an input to Environmental Licensing in Sao
Paulo State: A case study on natural gas pipeline raufilyironmental Impactésssnent Rewig27, 301-318.

212 Government of Brazil(2000. Law 9985 National System of Protected Arestrieved from
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