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Sales of carbon credits

The BioCF has signed an ERPA to purchase 200,000 tCO,. The carbon income will be
administrated by the Ministry for the Environment and Forests and distributed among
landowners taking part in the initiative.

CDM funds under will be disbursed under agreements between the government and
the landowners. The Memorandum of Understanding to be signed is currently under
discussion.

The CDM standard was chosen for project validation because of its reputation.
Contact: Abdul Sheikh Abdullah, Ministry for the Environment and Forests

(abdoulcheikh@hotmail.com), James Mackinnon, Conservation International
(j-mackinnon@ conservation.org). André Aquino, World Bank (adeaquino@worldbank.

org)
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CASE STUDY NO. 3
ANKENIHENY-ZAHAMENA CORRIDOR IN MADAGASCAR : REDD COMPONENT

Project ID

Country

Madagascar

Technology

REDD, mosaic deforestation

Area and species

376,000 ha of forest in 3 eastern regions (Atsinanana,

Analanjirofo, Alaotra Mangoro)

State of progress

PDD under way, management plan for the protected
area completed, social and environment study under

preparation

Project start date

2005: activities to establish the new Protected Area

and temporary protection status

Project promoter

Ministry for the Environment, Water and Forests, with
technical support from Conservation International

Carbon audit (PDD, etc.)

Conservation International, with technical support
from the BioCF and Winrock

Financing institutions

Conservation International, USAID (Miaro Project)

Carbon credits generated

Under preparation. Initial estimations indicate a

potential of 45 million tCO, over 30 years

Accounting period

30 years: 2009 — 2038

Methodology Mosaic deforestation methodology developed by
BioCF, in the process of validation through the VCS
standard
Standard VCS and CCBS
CAPEX US$ 2.3M (since 2004)

OPEX

US$ 10.5M over 5 years (2010-2014)

Carbon income

Purchase of 430,000 VCU by BioCF

Non carbon income

Numerous co-benefits

Project IRR, inflation, capitalization,

financing

Project financed by donations, subsidies and sales of

credits
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Officially initiated by the Ministry for the Environment and Forests, the project aims to
reduce deforestation over a total area of about 376,000 ha forming the Ankeniheny —
Zahamena Corridor (CAZ), by promoting alternatives to deforestation and supporting
decentralized natural resources management. The Corridor is divided into 2 functional
zones: i) a type VI I[UCN protected area (International Union for Conservation of
Nature) or natural resource reserve covering about 371,000 ha, a priority area for
conservation of its natural wealth which was placed under temporary protection by

the Malagasy government in December 2005; and ii) an area reserved for use by

the 20 communities established within the Protected Area. At present, a number of
stakeholders in the corridor are involved in establishing the Protected Area, including:
(i) the Regional Environment and Forests Directorates (DREFTs) which is provisionally
responsible for managing the Corridor, and (ii) Conservation International, which is
providing technical and financial support to the process of creating the protected

area, and to the establishment of the management body and its initial operations.
Their support is tangibly reflected in the organization of awareness campaigns, public
consultations and the joint definition of protected area boundaries, development of the
management plan and capacity building and support for the community groups involved
in implementing, and managing the introduction of alternative livelihood options.

Economics of the project

Project expenditures are for:

4 Establishment of the protected area (US$ 2.3M);

® Activities to improve living standards (US$ 2M);

4 Protected area surveillance and monitoring (US$ 1.5M);
# Environmental research and conservation (US$ 3.3M);

# Activities to secure permanent financing for the PA (US$ 2.3M); and

@ Activities to integrate the PA into local community and regional dynamics
(US$ 0.1M).
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Direct income from conservation activities is derived from the production of carbon credits.

Substantial co-benefits will also be generated by ecotourism, micro-projects, and the health

sector, in particular through extension activities.

The communities themselves determine the amount of the benefits to be allocated in

accordance with the opportunity cost of conservation. These benefits are nevertheless

directed as a priority towards alternative livelihood options, especially agricultural

production, fishing, and sustainable use of timber and non-timber forest products.

Project financing

The project has two financial partners:

@ Conservation International, one of the official promoters for the establishment of the
new protected area, provides technical and financial support and contributes to activity
planning and implementation (US$ 1.8M); and

@ USAID, via the Miaro project.

OPEX are expected to be covered by carbon credit sales.
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USAID, CI
financial support

Ministry of the Environment:
project promotes a

Conservation International
technical assistance, field teams

Local PA stakeholders

Carbon credit sales

Ownership of the carbon credits is still under discussion. The BioCF has signed a
contract with the Malagasy Ministry of the Environment and Forests to purchase
430,000 tCO, (VCU).

To facilitate sales of credits, auditing under the VCS and CCBs standards was chosen.

Contact: Abdoul Cheikh Abdallah, Ministry of the Environment and Forests
(abdoulcheikh@hotmail.com), James Mackinnon, Conservation International
(j-mackinnon@ conservation.org). André Aquino, World Bank (adeaquino@worldbank.
org)

“This project to reduce emissions from deforestation in the CAZ is one of the first of
its kind in Africa. Its importance lies in the fact that it not only has enormous potential
for replication within the country, but also serves as a pilot project to determine the
potential of carbon income as a sustainable financing mechanism for the management
of protected areas in Madagascar.”
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Case study no. 4

Commercial (re)afforestation in Magdalena Bajo

Project ID

Country

Colombia

Technology

A/R, commercial (re)afforestation

Area and species

5,000 ha (including 4,000 ha already replanted)

using gmelina, teak, and ceiba roja

State of progress

Operational phase, methodology adapted for the
project (AR-AM 0007), PDD completed. CDM

validation in progress, monitoring in progress

Project start date

2000

Project promoter

Cormagdalena

Carbon auditing (PDD, etc.)

ONF International

Financing institutions

Cormagdalena, Finagro, Faber Castell, Carbon

positive, ONF International, landowners

Carbon credits generated

100,000 tCO,/year and 3,000,000 tCO, (total)

Accounting period

30 years: 2000 - 2029

Methodology AR-AM 0007 V3 (large-scale)
Standards MDP, VCS
Investment costs (CAPEX) 10 M€

Operating costs (OPEX)

55% of total cost, i.e., 5.5 M

Carbon income

About 12%

Non-carbon income

About 88%

Project IRR, inflation, capitalization

IRR 15-18% (owners), inflation 12-15% (investors),

capitalization: 5%

Financing

Owners: 18% (in kind); investors: 82%
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The Magdalena Bajo Commercial (Re)afforestation Project (PRC) was designed to
protect soils against erosion and to produce high-quality construction timber. It was
implemented on an initiative from a Colombian institution, Cormagdalena, which is
responsible for navigation on Colombia’s largest river, the Magdalena. The programme
was initiated in 2000 and now covers 4,000 ha, mainly planted with teak, gmelina,
and ceiba, with a further 1,000 ha planned in the next few years. The plantations are
established on private lands by livestock farmers on the Atlantic Coast, including small
landowners, and are financed through contracts signed by the owners, the Colombian
public investors (Cormagdalena and Finagro Bank) and foreign private-sector investors
(Carbon Positive, Faber-Castell and ONF International). ONFI provides technical support
and is responsible for setting up and monitoring the project’s carbon component.

Economics of the project
The project generates income of two types:

@ Income from timber products is of primary importance, accounting for about 88%
of total project income. This calculation is based on timber prices per species and
diameter class on the local market (2" and 3" thinnings), and on the national and
international markets (final felling). Most of the income is from the latter; and

@ Income from sales of carbon credits accounts for about 12% of total project
income, based on a sale price of 3€/ tCER. Although carbon income is much lower
than income from timber, it improves project cash flow by accruing at an earlier
stage.
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Project costs: 15 M€ Project income
4% B Activity: plantation 12%

Activity: land leases B Timber

Management costs .
BRES & Carbon credits

Carbon costs
18%

Project expenditures are for:
@ Plantation work: 55%;

@ Technical assistance and support to operations and investment in training, and
technical and financial monitoring of local service providers: 24%;

@ Costs to secure land titles: 18 %; and

@ Carbon transaction costs (methodology, PDD, registration, etc.): 4%;

Project financing
The project has five financial partners:

@ Landowners provide their lands (contribution in kind) in return for 25% of the
total income from timber products and carbon credit sales. The landowner share
planned at the outset was therefore voluntarily increased in proportion to the
actual value of their contributions (18%), in order to develop new (re)afforestation
activities in the project zone.

@ Initial investment was from public sources (CORMAGDALENA followed by
FINAGRO) to launch the project in 2000-2006, and also to maintain the
plantations established until final felling. As from 2008, private investors (Carbon
Positive for by Faber Castell) gradually took over to extend the plantations with
other landowners in the same zone, but with no change to the established rules of
distribution.
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Finagro —

Cormagdalena - investor,

investor
management and Production-sharing
I_ Framework_'... coordination agreement

agreement
(site work) Commissioning - technical l

assistance, site work

¥ Landowners - lands
_ B
Contracts
Contractors

- plantation work

ONFI, which has supported the project from the outset (set-up of the technical,
organizational, financial, and carbon components), is financing the entire costs of the
carbon component with equity capital in return for 35% of the credits.

Sales of carbon credits

Ownership of the carbon credits is divided between the project landowners and
financing institutions in the same way as timber products, minus the 35% ONFI share.

The CDM standard was chosen for project validation because of its reputation. To
facilitate credit sales, verification according to the VCS standard may be chosen.

Contact: Martin Perrier — ONF International, martin.perrier@onf.fr

“The carbon component should only be one component in the project as a whole. The
project in itself should be robust and profitable, with carbon credits used to consolidate
rather than to secure profitability. Financing, the quality of technical operators,
monitoring and so on must be ensured in the same way as for any standard project.

The carbon component has nevertheless enabled the project to achieve the scale it has
today by encouraging new investors to join Cormagdalena. The carbon component has
also greatly improved the image of the project”.
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Case study no. 5

Afforestation on the Batéké plateau - Ibi Batékeé

Project ID
Country Democratic Republic of the Congo
Technology A/R, Afforestation for agroforestry

Area and species

4,226 ha of Eucalyptus, Acacia, Pine, and local species

State of progress

750 ha in operation phase, PDD completed, CDM validation

in progress
Project start date 2008
Project promoter Novacel

Carbon auditing (PDD, etc.)

ONF International

Financing institutions

Novacel, Umicore, Suez-Tractebel, French Global Environment
Facility (FGEF), Profinaf Invest, and private funds

Carbon credits generated

54,000 tCO,/year and 1,600,000 tCO, (total)

Accounting period

30 years: 2008 — 2037

Methodology

AR-AMC 0001 V3 (large-scale)

Standard

MDP, VCS

Investment costs (CAPEX)

1.5 M€ (estimate)

Operating costs (OPEX)

1.4 M€ (estimate)

Carbon income

50% (1.48 M€) — estimate

Non-carbon income

50% (1.48 M€) — estimate

Project IRR, inflation,

capitalization

29% with carbon
5% without carbon

18% capitalization

Financing

25% equity capital, 70% long-term loans, 5% public subsidies
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The Ibi Batéké afforestation project aims to restore lands damaged by wildfires, by
means of agroforestry and forestry plantations producing fuelwood and construction
timber. Besides supplying the 810 million inhabitants of Kinshasa’s catchment area

with cassava crops, charcoal, service wood, and eventually, construction timber, the
project should help to reduce deforestation and degradation of the country’s forests.
Locally, it will employ more than 400 people in plantation work and in processing and
marketing agricultural produce. The project was initiated and is being undertaken by the
Congolese company Novacel, which has the title to the land. Novacel has been investing
since the mid-1980s in the “Ibi Village” zone through agroforestry activities and
education and awareness-raising amongst the inhabitants. After initial agroforestry trials
that began in 2001, the project moved into its operational phase in 2008. More than
750 ha of acacia have already been planted. The project is the fruit of a partnership
between Novacel, Umicore, and Suez-Tractebel, and is supported by technical expertise
from ONFI. Novacel has signed two contracts for carbon credit sales, one with Orbéo
and one with the World Bank’s BioCF.

Economics of the project
The project generates income of four types:

@ from fuelwood production, accounting for 10% of total project income (0.30 M€);

@ from the construction timber production, accounting for 5% of total project
income (0.15 M€);

@ from cassava production, accounting for 35% of total project income (1 M€); and

@ from carbon credit sales, accounting for 50% of total project income (1.5 M€).
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Project costs Project income

4% 3% 5%
10%
Plantation work Carbon credits
Management costs W Cassava
B Carbon costs 50% Fuelwood
44% Land Timber

35%

Project expenditures are for:

@ Equipment (0.41 M€): 14%;

@ Plantation work (1.04 M€): 35%;

@ Overall project management (administration, communication, etc.) (1.3 M€): 44%;

@ Lland leases (0.09 M€): 3%; and

@ Carbon transaction costs (methodology, PDD, registration, verification, monitoring)
(0.1 M€): 4%.

Project financing

The project has five financial partners:

@ Umicore and Suez cover 35% of costs through a long-term preferential loan with a
5-year grace period;

@ Two private institutions cover another 35% through a long-term loan with a 5-year
grace period;

@ the French Global Environment Facility (FGEF), through UNEP’s CASCADe
programme, has provided a grant of 74,000 € (100,000 USD) to cover part of

the carbon transaction costs (5%); and

@ Profinaf Invest has opened a low-interest line of credit representing 25% of total
financing, with a capital conversion option.
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Sales of carbon credits

Novacel has been recognized as the owner of the carbon credits. The BioCarbon Fund
and Orbéo are also contributing to the project and will receive 500,000 tCER each
by 2017. Purchasing contracts (ERPA) for the project’s carbon credits were signed with
Novacel in the 1st half of 2009 for the tCERs generated in the first 10 years of the
project.

The BioCarbon Fund has set the CDM standard as mandatory for project validation.
VCS certification is also under consideration to facilitate credit trading (Orbéo).

Contact: Olivier Mushiete — Director General of Novacel - info@novacel.cd

“Integrating carbon credits into our strategy at Novacel, which is an African family-
owned agroforestry company, has had the outstanding advantage of bringing us

to a global market generating currency that can be directly reinvested in practical
local activities. Agroforestry alone, because of its low financial returns and long-
term results, does not hold much attraction for conventional investors, but when
linked with proceeds from carbon and timber sales, agroforestry can be a key factor
of success. The lack of a reference market and the poor liquidity of forest carbon
credits, aggravated by the lack of traditional banking networks (for access to loans),
were the main obstacles in setting up the financial package for the Ibi Batéké carbon
sink. Today, the first practical results in the field have demonstrated the promoter’s
management capacities and ability to handle the risks inherent to the implementation
of an integrated activity in a rural area. Trust is gradually building between the
different parties and investors and models are being refined, holding out prospects for
extending and replicating the initial prototype.”
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I'Environnement Mondial

Acronym French Acronym English
AFD Agence Francaise de French Development Agency
Développement
AND Autorité Nationale Désignée DNA Designated National Authority
APD Aide Publique au Développement ODA Official Development Assistance
AR Boisement et reboisement AR Afforestation and Reforestation
BioCF BioCarbon Fund
CAREV Contrat d’Achat de Réductions ERPA Emission Reduction Purchase
d’Emissions Vérifiées Agreement
CBFF Congo Basin Forest Fund
CCBs Climate, Community and
Biodiversity standards
UNFCCC | Convention-Cadre des Nations UNFCCC United Nations Framework
Unies sur les Changements Convention on Climate Change
Climatiques
CCX Chicago Climate Exchange
CCAR Californian Climate Action
Registry
CE MDP Conseil exécutif du mécanisme CDM EB Executive Board of the Clean
pour un développement propre Development Mechanism
CFI Carbon Financial Instrument
CFS CarbonFix Standard
CP Conférence des parties cop Conference of the Parties
CSMOC | Comité de supervision de laMOC | JI SC JI Supervisory Committee
DDP Document Descriptif de Projet PDD Project Design Document
EIA Entité Indépendante Accréditée AIE Accredited Independent Entities
EOD Entité Opérationnelle Désignée DOE Designated Operational Entity
EUA Quota européen dans le cadre du EUA European Union Allowance
SCEQE
FAO Organisation des Nations unies FAO Food and Agriculture
pour l'alimentation et I'agriculture Organization
FCPF Forest Carbon Partnership
Facility
FFEM Fonds Francais pour French Global Environmental

Fund
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FIP Forest Investment Program
CHG Gaz a effet de serre GHG Greenhouse Gas
GFA Gestion Forestiere Améliorée IFM Improved Forest Management
GGAS Greenhouse Gas Abatement
Scheme
IPCC Groupe d’Experts IPCC Intergovernmental Panel on
Intergouvernemental sur I'Evolution Climate Change
du Climat
IETA International Emissions Trading
Association
LoA Lettre Officielle d’Agrément LoA Letter of Agreement
IURCE Unité de Réduction Certifiée ICER Long-Term Certified Emission
durables Reduction
MDP Mécanisme pour un CDM Clean Development Mechanism
Développement Propre
MOC Mise en CEuvre Conjointe JI Joint Implementation
MRV Mesure, Rapportage et Vérification | MRV Monitoring, Report and
Verification
NIP Note d'ldentification du Projet PIN Project Identification Note
NzZU New Zealand Unit
PFD Point Focal Désigné DFP Designated Focal Point
PNAQ Plan National d’Allocation des NAP National Allocation Plan
Quotas
PFNL Produit Forestier Non Ligneux NWFP Non Wood Forest Products
PFSI Permanent Forest Sink Initiative
PNUD Programme des Nations Unies UNDP United Nations Development
pour le Développement Program
PNUE Programme des Nations Unies UNEP United Nations Environment
pour I'Environnement Program
PSE Paiement pour Services PES Payment for Environmental
Environnementaux Services
Projet a petite échelle SSP Small Scale Project
REDD Réduction des Emissions dues ala | REDD Reduced Emission from
Déforestation et la Dégradation Deforestation and Degradation
RGGI Regional Greenhouse Gas
Initiative
SCEQE Systeme Communautaire EU - ETS European Emissions Trading
d’Echange de Quotas d’Emissions Scheme
Suivi des réductions d’emissions Monitoring
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teqCO, Tonne équivalent CO, teqCO, Tonne equivalent CO,
TRI Taux de Rentabilité Interne IRR Investment Return Rate
tURCE Unité de Réduction Certifiée tCER Temporary Certified Emission
temporaires Reduction
UA Unité d’Absorption RMU Removal Unit
UQA Unité de Quantité Attribuée AAU Assigned Amount Unit
URCE Unité de Réduction Certifiée des CER Certified Emission Reduction
Emissions
URE Unité de Réduction des Emissions | ERU Emission Reduction Unit
UTCF Utilisation des Terres, Changement | AFOLU Agriculture, Forestry and Other
d’usage des sols et Foresterie Land Uses (previously LULUCF :
Land Use, Land Use Change and
Forestry)
VAN Valeur Actualisée Net NPV Net Present Value
Unité de Réduction des Emissions | VER Voluntary / Verified Emission
Volontaire / Vérifiée Reduction
VCsS Voluntary Carbon Standard
VCU Voluntary Carbon Unit
Unité de Réduction des Emissions | VER Voluntary / Verified Emission
Volontaire / Vérifiée Reduction
WBCSD World Business Council for
Sustainable Development
wdl Western Climate Initiative

1 Developing the baseline scenario and acquiring accurate satellite data can entail very high costs,

although available 3-D satellite data can substantially reduce these.
2 Calmel M. et al., 2010. REDD at project scale. Development and evaluation guide. ONFI, CEPAL,

AFD

A U1 AW

Ecosystem Marketplace

162

Merger E., 2008. Forestry Carbon Standard, University of Canterbury

Neeff et al., 2009. Forest Carbon Offsetting survey 2009

Lopes P, 2009. Review of Forestry Carbon Standards, Imperial College of London
Ecosystem Marketplace, 2009. State and Trends of the Voluntary Carbon Market 2009,




163
Bringing Forest Carbon Projects to the Market



164



