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 BioCarbon Fund
The World Bank has created a new fund to provide carbon finance to demonstrate and test projects that sequester or remove greenhouse gases in ecosystems.  The BioCarbon Fund will aim to deliver cost-effective emission reductions while promoting environmental benefits, such as the conservation of biodiversity, the improvement of local livelihoods and opportunities for adaptation to climate change.

This document describes the BioCarbon Fund through a series of questions and answers.

It is designed to assist potential contributors to the Fund, proponents of projects that might be supported by the Fund and all other interested parties.

For further information see the web page at 

www.carbonfinance.org
or contact the 

The BioCarbon Fund

The World Bank

Mail Stop MC4-414

1818 H St, Washington DC, USA  20433
email inoble@worldbank.org or bbosquet@worldbank.org
This document is designed to be read on screen as a Word document.  You can jump from question to question and to drill down deeper into the responses to gain further information by clicking on the underlined phrases.

Quick access to the Questions

· What is the principle purpose of the BioCarbon Fund?

· Who will participate in the BioCarbon Fund?

· What is the BioCarbon Fund’s timing?

· What are the main types of projects that will be considered by the BioCarbon Fund?

· What return will the contributors earn?

· How will the BioCarbon Fund be managed?

· How will the BioCarbon Fund operate financially?

· How will the BioCarbon Fund deal with permanence?

· How will the BioCarbon Fund demonstrate continuing sequestration (permanence) after the termination of operations?

· How will the BioCarbon Fund determine additionality?

· How will the BioCarbon Fund establish baselines?

· How will the BioCarbon Fund deal with leakage?

· What is the purpose of the second window? 

· Can ERs from the Second Window be used in alternative (non-Kyoto) trading schemes?

· Will the Second Window undermine the goals of the Kyoto Protocol?

· How will the BioCarbon Fund deliver environmental and livelihood benefits?

· Will the BioCarbon Fund support capacity-building?

· What are the characteristics of a typical BioCarbon Fund project?

	What is the principle purpose of the BioCarbon Fund?

The BioCarbon Fund seeks to deliver carbon finance to many developing countries that otherwise have few opportunities to benefit from the Kyoto mechanisms.

NEXT
Question List
	The BioCarbon Fund will provide carbon finance for projects that sequester or conserve greenhouse gases in forests, agro- and other ecosystems.  It is designed to ensure that developing countries, including some of the poorest countries, have an opportunity to benefit from carbon finance in forestry, agriculture and land management.  The Fund will help reduce poverty while reducing greenhouse gases in the atmosphere.  

The goals of the BioCarbon Fund are to deliver:

· cost effective emission reductions (ERs
); 

· local environmental and biodiversity benefits; and 

· improved livelihoods for local people. 

Through its focus on bio-carbon, or ‘sinks’, it will deliver carbon finance to many developing countries that otherwise have few opportunities to participate in the Clean Development Mechanism (CDM), or to countries with economies in transition through joint implementation (JI). 

The BioCarbon Fund will test and demonstrate how land use, land-use change and forestry (LULUCF) activities can generate high-quality ERs with environmental and livelihood benefits that can be measured, monitored and certified, and stand the test of time.

The BioCarbon Fund will show how LULUCF can help mitigate climate change while other technological options are being developed.


	Who will participate in the BioCarbon Fund?

The BioCarbon Fund brings together governments, the private sector and project sponsors of many different types.

NEXT
Question List

	The major players are:

· Private companies, NGOs and governments who contribute the capital for the BioCarbon Fund in exchange for credits for emission reductions and strategy and knowledge vis-à-vis the carbon market (here called the “Contributors”). As of May 17, 2004, the governments of Canada and Italy, Okinawa Electric and Tokyo Electric and Eco-Carbone have pledged $12.5 million to the Fund;  

· Bilateral Aid Agencies and Foundations that contribute grant resources to the parallel technical assistance facility to help with project preparation for complex projects and local capacity building for project implementation and CDM administration;

· Project proponents who may be community groups, private companies, public agencies or NGOs who carry out the project and receive funds from the BioCarbon Fund in exchange for emission reductions; 

· Host countries who must approve each project within their boundaries; 

· The BioCarbon Fund Management Unit (FMU) who manage the activity of the Fund; and

· Various technical panels and advisory boards representing contributors, host countries and experts who advise the Carbon Finance Business of the World Bank.

	What is the BioCarbon Fund’s timing?

The BioCarbon Fund started operations in the second  quarter of 2004.

NEXT
Question List
	The BioCarbon Fund concept revealed at the Katoomba Group meeting in London on March 15, 2002.  The Fund was approved by the Board of Executive Directors of the World Bank on September 11, 2003.  The Fund was formally opened for contributions on November 26, 2003.  The BioCarbon Fund was declared operational on May 17, 2004.  The first meeting of the Contributors took place on June 10-11, 2004. Official project selection started at that time.  The Carbon Finance Business of the World Bank has already received more than 100 project proposals, provided preliminary and informal feedback to project proponents.


	What are the main types of projects that will be considered by the BioCarbon Fund?

The BioCarbon Fund will consider projects under the CDM and through JI in countries with economies in transition.

NEXT
Question List

	The BioCarbon Fund will have two windows: the larger one will provide emission reductions potentially eligible for credit under the Kyoto Protocol.  In the CDM these are limited to afforestation and reforestation activities in the first commitment period. In JI they cover the whole range of land use, land-use change and forestry activities. The types of projects may include:

· Small reforestation projects to restore landscape stability by reducing erosion and providing windbreaks;

· Reforestation which serves to conserve and protect unique and endangered forest ecosystems by connecting forest fragments with corridors to create viable long term habitats;

· Agroforestry projects such as shade coffee, intercropping of trees with other crops and the establishment of trees to help restore degraded grazing lands;

· Small, community promoted plantations for timber, biofuel and other forest products that fit within a broader landscape design
;

· Improved forest management to enhance carbon storage in countries with economies in transition.

A smaller second window will explore options for carbon credits that, while meeting the triple goals of the BioCarbon Fund, achieve them by activities other than afforestation and reforestation
 and therefore will not be eligible for Kyoto credits in the first commitment period.  These projects produce emission reductions that may be creditable under emerging carbon management programs.  The types of projects may include:

· Restoration of degraded forests in developing countries by improved forest management and replanting;

· Rehabilitation of dryland grazing lands by establishing shrubs and improving soil carbon;

· Protection of forest fragments within a wider landscape management plan;

· Retention of carbon in natural vegetation by reducing the frequency of wild fires.

See Purpose of the Second Window
In addition to the windows, the BioCarbon Fund will also consist of tranches. The first tranche will be opened to support a wide variety of LULUCF projects in either window. Depending on the interests of Contributors, additional tranches may be opened, each one with a specific focus, which could be sectoral or geographic, e.g. arid or semi-arid land management, or marine, coastal and aquatic ecosystem management. Each tranche will be divided into two windows, following the criteria laid out above.


	What return will the Contributors earn?

The Contributors will earn a return in terms of emission reductions and strategic insights.

NEXT
Question List
	The BioCarbon Fund does not offer a financial return to the extent that the emission reductions delivery is a physical, not a financial indicator. Each Participant may calculate its own return on investment by comparing the price at which it would acquire alternative emission reductions or sell emission reductions to the cost of the emission reductions acquired through the BioCarbon Fund. 

The strategic insights cannot readily be valued, but from the experience with the Prototype Carbon Fund (PCF) these are among the most valued benefits by Contributors.

	How will the BioCarbon Fund be managed?

The IBRD will act as the Trustee of the BioCarbon Fund and will use the services of the Fund Management Unit (FMU)  to manage, maintain and operate the Fund.

NEXT  

Question List
	Contributors will meet at least annually to review the operations of the Fund and to provide the Trustee with general policy and strategic guidance on the operations of the Fund.  A Participants’ Committee, which will include nominees from the contributors, will be appointed and meet more frequently to provide advice on the portfolio and other operational matters.  A  Host Country Committee will provide advice to the FMU on matters related to portfolio selection, sharing of the project benefits, dissemination of information, capacity building, etc.

	How will the BioCarbon Fund operate financially? 

The BioCarbon Fund will be a public/private initiative established as a trust fund administered by the World Bank, similar to the Prototype Carbon Fund.  (PCF).

NEXT 

Question List
	The private and public Participants contribute moneys to the Fund and in exchange acquire a pro rata share of the emission reductions and gain access to all of the Fund’s acquired knowledge base. The minimum contribution is US$2.5 million, with an annual draw-down schedule. Contracted prices for ERs are expected to be in the range of US$3 to $4 per tonne CO2e.  The target size of the Fund is US$100 million, but it will start operating at a viable minimum of about US$30 million if necessary. Contributors can choose to take part in both or only one window of the Fund.  The minimum contribution to a window is US$ 1 million. Voting rights are attached to contributions in each window, pro rata to the size of the contribution. Voting rights are tallied in increments of US$ 100,000. A minimum of about US$ 3 million of contributions is necessary to open a window.  Project selection will be guided by a Participants’ Committee in consultation with a Host Country Committee.


	How will the BioCarbon Fund deal with permanence?

The BioCarbon Fund will comply with mechanisms, for temporary and long-term crediting as agreed at CoP9. Until 2021, it will work with project participants to ensure that credited carbon will remain sequestered  and put in place mechanisms that will extend verification processes if necessary several decades beyond this date. 

NEXT
Question List
	A major concern about using sinks in complying with Kyoto targets is whether it can be guaranteed that sequestered carbon will remain sequestered indefinitely (or for at least as long as to be equivalent to reducing atmospheric GHG by emission reductions).  The BioCarbon Fund will use a combination of careful project selection, regular monitoring and re-verification to achieve permanence requirements.

More details on Permanence For more detail  



	How will the BioCarbon Fund demonstrate continuing seques​tration (permanence) after the termination of operations?

The BioCarbon Fund will use a multi-pronged approach, including the use of ERs not subject to permanence risk (such as displacement of fossil fuels by biofuels), risk management actions such as options and insurance, and the careful selection of projects to ensure that the permanence requirements of the Kyoto Protocol are met.  

NEXT
Question List
	The approaches used will include careful project selection so that up to 50% of the ERs will be derived from JI projects backed by governments or from displacement of fossil fuels by biofuels; i.e. they are mitigation equivalent.  For projects with a risk of non-permanence (e.g. agroforestry or forestry projects) the FMU will ensure that the project sponsor maintains an adequate reserve of carbon assets to cover any losses over the life of the project.  At the termination of the Fund, the FMU will use its 15+ years of experience with each of the projects to select “well-performing assets” to cover ongoing permanence requirements and set up a management and insurance structure appropriate to the rules at that time.

More details on Termination  For more detail


	How will the BioCarbon Fund determine ‘additionality’?

All BioCarbon Fund projects will meet the strictest definition of additionality.

NEXT
Question List
	Additionality is an important, and often confusing, concept in the Kyoto Protocol made more confusing by the term being used in different ways within the Protocol.  For projects carried out in countries that do not have targets under the Kyoto Protocol (i.e. CDM projects) it must be demonstrated that the carbon sequestration or emission reductions would not have occurred if it were not for the incentives provided by the existence of the Kyoto Protocol.  Without this there would be no benefit to the atmosphere.  The Kyoto Protocol also requires that JI projects are additional; i.e. the project and the subsequent ERs would not have occurred without the JI transaction.  

More details on Additionality  For more detail

	How will baselines be established by the BioCarbon Fund?

Baselines will be determined according to the rules agreed in the Marrakesh Accords and subsequent decisions and guided by decisions of the Executive Board.

NEXT 


Question List
	The Marrakesh Accords and subsequent decisions on the CDM state that a LULUCF project is additional if the actual net greenhouse gas removals by sinks are increased above the removals
 that would have occurred in the absence of the proposed project activity, that is, in the baseline scenario. 

More details on Baselines  For more detail



	How will the BioCarbon Fund deal with leakage?

The BioCarbon Fund will assess the potential for leakage in each project and adjust baselines and discounts of credits appropriately.  Most independent observers have agreed that small scale, community based projects, as will dominate the BioCarbon Fund, do not pose any particular problems in assessing leakage. 

NEXT 


Question List
	There is concern that it may be particularly difficult to estimate leakage from sinks projects.  Many of these concerns apply to large scale avoided deforestation projects, which are now excluded from the CDM.  Another area of concern is large scale plantation developments that might impact local and regional land-uses and global wood product prices.  Such large scale plantations will not be included in the BioCarbon Fund.

In community-based projects, as will dominate the BioCarbon Fund, the project boundaries can be established with good authority and leakage outside those boundaries will usually be small and can be conservatively compensated for via a discount.  Also, the landscape management approach used in the BioCarbon Fund, seeks to identify pressures that lead to land-use change (e.g. deforestation actions) and where possible to remove or reduce these pressures.  Thus, leakage is not expected to be a major factor in BioCarbon Fund projects.

	What is the purpose of the Second Window?

Most BioCarbon Fund projects will manage an entire landscape and include several different activities.  Some of these activities will store carbon, but are not afforestation or reforestation (A&R) as required to be eligible for Kyoto credit.  The Second Window is designed to test whether these activities can be subject to the same scrutiny as A& R activities and verified to deliver carbon sequestration.

NEXT 

Question List
	The Marrakesh Accords limited the use of sinks in the CDM to afforestation and reforestation (A&R) activities.  This means that many activities that lead to better land management and carbon sequestration are ineligible for credit within developing countries while being eligible in developed countries and in countries with economies in transition.  These ineligible activities include better agricultural practices such as reduced tillage, forest rehabilitation projects, revegetation in arid lands and the protection and rehabilitation of remnant forest fragments.

Most projects in the BioCarbon Fund will be based on the management of the whole landscape.  A project may include patches of A&R activities, such as replanting trees and agroforestry, alongside patches of other, ineligible activities.  Management of the entire landscape is essential good practice to achieve environmental and livelihood goals.

Measuring and verification regimes can readily be extended to encompass these additional activities and a stream of certified (but not Kyoto eligible) carbon sequestration or emission reduction credits can be prepared.  This stream of credits will be kept entirely separate from the Kyoto eligible credits and subject to all the same tests of eligible credits, i.e. additionality, baselines, measurement and verification, and permanence.  

The purpose of the Second Window is to provide a structure opportunity to learn whether a wider range of sink activities are feasible within the CDM.  Many contributors, project proponents and host countries are interested in having this opportunity.


	Can ERs from the second window be used in alternative (non-Kyoto) trading schemes?

The BioCarbon Fund places no restrictions on the use of ERs from either window.

NEXT 

Question List
	Each Contributor to the BioCarbon Fund will receive a portion of the ERs generated by the projects associated with the window(s) to which they are contributing and in proportion to their relative contribution to that window.  Contributors are free to choose what they do with the ERs.  It is possible that second window credits may be acceptable in emerging trading regimes.  However, the second window credits will be subject to the same strict standards of additionality, permanence, monitoring and verification as those from the first window.  

The total amount of second window credits is expected to be much less than 1 Mt CO2e over the first commitment period.  This will not have a significant impact on quantities or prices of credits in alternative trading systems.  The main purpose of the second window is to provide contributors, project proponents and host countries with a wider opportunity for learning-by-doing.

	Will the second window undermine the goals of the Kyoto Protocol?

The amount of ERs achieved through the second window will be too small to have any significant effect on prices or volumes of credits in alternative trading schemes.  The main purpose of the second window in an opportunity for wider learning-by-doing.

NEXT
Question List
	The amount of ERs achieved through the second window of the BioCarbon Fund will be small, amounting to no more than 1 Mt CO2e during the first commitment period and possibly only a few hundred thousand tonnes.  They are most likely to be bought by companies and NGOs who seek to achieve carbon neutral, or green product outcomes.

Non-Kyoto trading mechanisms already exist and the rules governing the quality of emission reductions have not been subject to the same intensive selection and scrutiny as those derived from the Kyoto Protocol and Marrakesh Accords.  The second window will provide a structured test of a wider range of sink activities in developing countries.  It will also provide host countries with an opportunity to explore and demonstrate that a range of sink activities equivalent to those available to developed countries can be used effectively.




	How will the BioCarbon Fund deliver environmental and livelihood benefits?

BioCarbon Fund projects will adhere to the World Bank’s strict environmental and social safeguards and also include inherent improvements to the local environment and community livelihoods.
NEXT

	BioCarbon Fund projects will not only do no harm, they will also achieve net benefits. 

By adhering to all the environmental and social safeguards of the World Bank Group, projects will do no harm. The main safeguards (Operational Policies) include the following: Environmental Assessment (OP 4.01), Natural Habitats (OP 4.04), Pest Management (OP 4.09), Cultural Property (OP 4.11), Involuntary Resettlement (OP 4.12), Indigenous Peoples (OP 4.20), Forests (OP 4.36); as well as the Policy on Disclosure of Information. 

BioCarbon Fund projects will meet, and exceed, the requirements of all UNFCCC decisions relating to social and environmental standards for CDM project design.  These include adequate documentation on the present state of the environment, analysis of environmental and/or socio-economic impacts, a description of additional assessment of impacts considered significant by the host country, project participants or by the FMU.  Stakeholder consultations, and in particular, close cooperation with local communities is essential.  

Where it is cost-effective and practicable, such social benefits will be quantified, verified and certified along with the carbon sequestration or emission reductions against the monitoring plan.  

More details on environmental and livelihood benefits  For more detail


	Will the BioCarbon Fund support capacity-building?

The BioCarbon Fund will adhere be supplemented by BioCFplus and CF Assist to provide capacity building related to project preparation and implementation. 

Back to TOP
Question List
	The BioCarbon Fund itself will not support capacity-building directly, other than through the demonstration effect projects will trigger and the experience they will help garner.

However, the BioCarbon Fund will be supplemented by separate facility, BioCFplus, which is designed to address capacity-building issues that are relevant to project preparation and implementation. These could include upstream work such as baseline studies and monitoring plans, actual project monitoring, and applied research on questions directly related to a BioCarbon Fund project.

Moreover, CF Assist, the umbrella facility for capacity-building in the carbon finance activities in the World Bank might also provide support to meet similar and broader capacity needs.  

	What are the characteristics of a typical BioCarbon Fund project?

Back to TOP
Question List
	More details on a typical project   For more detail


More detail -- Permanence

Negotiators have taken great care to ensure that emission reductions delivered through LULUCF activities are long-term (or “permanent”).  The Marrakesh Accords and subsequent decisions create two new types of CERs (“Certified Emission Reductions”).  

The first type is a “Temporary CER” or “tCER”. In this system, each credit derived from LULUCF activities under the CDM has a limited lifespan that expires at the end of the commitment period subsequent to the one in which it was issued.  On expiry the original purchaser becomes liable to replace the tCER.  If it can be verified that the original project still retains adequate emission reductions and can be expected to do so for another commitment period (i.e. 5 years), then the contract between the supplier and purchaser can be renewed.  However, the purchaser and supplier are free to take up other options such as buying or selling the replacement credit elsewhere or ceasing to buy or sell.   tCERs can also be replaced with ‘permanent’ credits such as AAUs, CERs, ERUs or RMUs.  The renewal of tCERs from a project may continue for up to 60 years so long as the carbon remains sequestered.

The other type of CER is a “Long-term CER” or “lCER”.  In this system, each credit derived from LULUCF activities under the CDM remains valid for its crediting period.  The crediting period may be a single period of up to 30 years, or a renewable period of up to 20 years that may be renewed twice giving a maximum of 60 years.  At the end of the crediting period a lCER expires and it must be replaced by a ‘permanent’ credit such as an AAU, CER, ERU or RMU (and not a lCER or tCER).  Each lCER must be verified and certified every 5 years until the end of the crediting period.

In summary, all CERs derived from LULUCF projects must be verified and certified every 5 years.  This will complicate the trading of credits and add to the transaction costs.  However, an entity, like the BioCarbon Fund, with experience from a range of projects, can offer significant simplifications for both purchaser and supplier and reduce transaction costs for both. Re-verification will usually not be an onerous task as it simply requires confirming that already measured carbon pools still exist and will often be part of a task to measure new carbon sequestration in the project.  Similarly, using the tools of portfolio risk management, BioCarbon Fund Management Unit (FMU) can provide fund contributors with a certainty of delivery of LULUCF CERs that is practically as high as mitigation CERs.

 The BioCarbon Fund will use several options to ensure that carbon is not lost from its projects.  The most effective is to support projects where the new activities are sufficiently rewarding to local people that they will be encouraged to continue with those, or better, activities in the future.  This encouragement will be backed by contractual agreements that require the emission reductions to be maintained well beyond the immediate project life within the BioCarbon Fund (c. 15 to 18 years).  

Project operators will be required to estimate carbon storage conservatively and to hold buffer stocks against unplanned losses of carbon through disturbances such as fires.  The BioCarbon Fund will deal with some projects where forests are harvested but the emissions resulting from this harvest will be factored into the calculated emission reductions.

Some Parties have suggested that sinks projects in the CDM should be backed by insurance against subsequent loss of carbon.  The BioCarbon Fund will use actuarial advice to design self-insurance across its pool of projects during the life of the Fund and arrangements extending beyond the Fund.  If other insurance requirements are implemented the Fund expects to be able to incorporate them.

Return

More detail -- Termination of Fund

The Fund will take a multi-pronged approach to ensuring the continued validity of the ERs after the termination of the Fund in about 18 years time.  First, a significant portion of the credits (about 40% to 50%) will not be subject to permanence risk as they will either be from JI projects backed by governments with AAUs or because they are CERs generated by the displacement of fossil fuels in CDM biofuel projects.  For those projects with a risk of non-permanence, BioCF FMU will insist on significant “over-collateralization” i.e. that there is a greater CDM-eligible sink asset created through the project than the project sponsor is contracted to deliver. Even with over-collateralization, the Bank will also buy call options, as needed, to replace any conservatively estimated risk of non-permanence or failures to deliver, i.e. losses of sequestered carbon, during the life of the Fund.  To ensure professional judgment of the need to buy mitigation options, FMU will obtain the services of the re-insurance industry skilled in actuarial assessment of forest and agricultural resource loss risk, and will buy call options to cover potential loss year by year and project by project through 2020. Options will only be exercised if a loss occurs at the project level that results in depletion of the sink that will result in permanent under-delivery of sequestration reductions.

By the end of the 15+ years of active Fund management by the Bank, the Fund will have had at least a decade of implementation performance experience with all projects. By definition, those sink assets that are still intact and delivering planned reductions at that time will be healthy, or “well-performing assets”  and it will be very easy to make an actuarial assessment of their forward prospects for long-term permanence, and hence repeated certification of existence. It will also be possible to obtain precise estimates of the cost of renewal of tCERs or lCERs for these assets after every commitment period.  Having mitigated the permanence risk for all the poorer performing assets before the end of the Fund life, the resulting permanence risk for remaining “well-performing” assets will be very small, as will the cost of asset maintenance under any ongoing regime. 

In summary, the remaining residual permanence risk at 2020 will be very small, and will be readily assessable for the next 15-20 years by insurance companies. The lower price of BioCF assets compared with mitigation reductions should more than offset the small residual risk of non-permanence and the cost in present value terms of maintaining and replacing a tCER or lCER scheme for the exposed BioCF assets.

Moreover, it is quite likely that by 2020 there will be risk assurance schemes in the market that cover permanence loss risk in “carbon currency” and not just in dollars, and that the premiums for such risk of non-permanence for the remaining BioCF well performing assets will be small. However, the existence of such carbon insurance can not be known for sure. 

It is also highly likely that ongoing climate negotiations could lead to significantly changed compliance and accounting circumstances by this time.

Return

More detail -- Additionality

The rationale for additionality the CDM is that the creation of an emission reduction or sequestration (ER) in a non-Annex I country (i.e. countries without GHG mitigation commitments and Assigned Amounts, here also called the host country) and transferal of a credit to an Annex 1 country, allows an additional unit of emissions in the Annex 1 country.  This additional emission is offset by an ER in the host country.  But this ER is a true offset only if it occurs as a result of the incentives provided by the CDM mechanism.  If it would have occurred in any case, then atmospheric greenhouse gas concentrations would be one unit of emissions higher as a result of the transferal of ERs. 

There is also an additionality requirement for JI projects.  The rationale in this case is not to do with the balance of GHG in the atmosphere, as both countries are subject to caps on emission (Assigned Amounts).  In JI projects the host undertakes to reduce GHG emissions on behalf of the purchasing country by the agreed amount in return for payment and the caps ensure that atmospheric goals are achieved.  The rationale for additionality under JI is related to arguments that ERs should come about wherever possible through additional efforts; i.e. activities that would not have occurred were it not for the Kyoto Protocol.  However, trading of ERs between Annex 1 countries under Article 17 requires no such demonstration of additional effort and effectively bypasses the JI requirement.

The Marrakesh Accords, which provide clarification of the Kyoto Protocol, state that “a CDM project activity is additional if anthropogenic emissions of greenhouse gases by sources are reduced below those that would have occurred in the absence of the registered CDM project activity”.  This has led some to interpret the requirement to be simply that the project will reduce emission reductions or sequester more carbon than would have occurred in the absence of the project.  For example, they would conclude that a reforestation project is additional if the newly established forest sequesters more carbon than the unforested land use that it replaced.  Thus, virtually every plantation project would be additional.  This is not an adequate test for “atmospheric additionality” and will not be used by the BioCarbon Fund.
The BioCarbon Fund will comply with the strictest interpretation of additionality.  This means that its portfolio will be limited to those projects that would not be implemented without the incentive provided by the Kyoto process.  Additionality may be achieved for the following reasons:

· the project faces barriers to its implementation that cannot be surmounted without carbon finance (e.g. costs of converting from open gardens to agroforestry); 
· the activity without carbon finance is not economically or financially the most attractive course of action even if it is the most climate and environmentally and socially acceptable, and hence will not attract the required project financing  (e.g. in small scale forestry projects), or 
· the project brings together several activities that would not have been carried out other than because of the incentive provided by carbon finance (e.g. implementing a mix of agroforestry, community forestry and forest conservation across a landscape).
Emission reductions are then calculated as the difference between the emissions (or the sequestration effect) that would occur in the land-use scenario that would prevail in the absence of the CDM (the baseline scenario) and the project’s emissions. 

See the next question on baselines for more discussion of this issue.

Go to Baselines
Return

More detail -- Baselines

Assessing additionality and establishing the baseline is a multi-phase process.  

· Additionality has to be determined according to the above criteria.  This often requires considering the range of feasible scenarios to ensure that the activities within the project itself, without carbon financing, are not a feasible scenario.

· Determination of the baseline scenario from a set of plausible alternative future scenarios using an appropriate new or approved baseline methodology (based on one of the three approaches for baseline determination in the Marrakesh Accords). The baseline scenario is the most likely course of action and development over time. 

· Development of a methodology for the measurement and calculation of net emission reductions from the baseline and project and drafting of a monitoring plan that will provide the input data for the calculation method.

· Projection of emission reductions using above calculation method and conservative assumptions in lieu of the monitored data input.

The project is additional and delivers emission reductions only if the above projection indicates that the project will generate emission reductions against the baseline scenario. ERs can never occur, if the project is (part of) the baseline scenario. Thus, projects that would happen anyway are never additional.

Return
More detail – Environmental and livelihood benefits
BioCarbon Fund projects will be designed to achieve positive benefits for the local environment and local communities.  

Local communities have to be consulted and, preferably, involved in project design and implementation; communities have to be provided with proper access to information and have an outlet for grievances, etc. 

The existence of social benefits in a sink project not only provides evidence that the project contributes to a country’s sustainable development, which is a requirement of the CDM, but is also a factor of permanence, i.e. it ensures that the carbon sequestration or emission reductions achieved by the project are more likely be maintained for the long term. Where it is cost-effective and practicable, such social benefits will be quantified, verified and certified along with the carbon sequestration or emission reductions against the monitoring plan.  Examples of social benefits to local communities include additional employment and sources of revenue for the community from the Project and related activities, or the acquisition of new knowledge and techniques for tree planting or conservation agriculture.  
Likewise, a sink project with inherent local environmental benefits stands a higher chance of being sustained in the long run. For example, a community will want to improve its degraded ecosystem by replanting trees to avail itself of secure sources of fuelwood and timber, by revegetating abandoned agricultural lands, or by adopting agricultural practices which are less depleting of the soil.  

A common guiding principle in projects is a landscape approach, whereby the projects activities are integrated into the local landscape as opposed to converting the local landscape in a wholesale fashion.  Projects could include various activities, e.g. a mix of agroforestry, small plantings of commercial-grade timber species, and forest conservation, or a mix of sustainable agriculture and biofuels. This landscape approach offers multiple benefits, from biological diversity to risk diversification, to the extent that it is less likely that a natural or man-made disturbance will adversely affect multiple project activities as dramatically as it would a single-activity, monolithic project. These environmental benefits can be verified and certified against a without-project baseline using the monitoring plan.

Return
A Typical BioCarbon Fund Project 

A typical project will be proposed by an entity associated with the host country such as a private company, an NGO or community group, a government agency or an international partner.

The project will be expected to deliver between 400,000 and 800,000 tonnes of CO2e (carbon dioxide equivalent) over a period of 10 to 15 years.  The BioCarbon Fund will pay on delivery of the carbon credits at a negotiated price usually within the range of US$3 to US$4 per tonne CO2e.  This means that a typical project will receive about US$2 million in payments.  Some upfront payment may be possible in some projects subject to an appropriate discount.  Usually the finance from the BioCarbon Fund is only a portion of the total finance for the project with the rest usually raised by the project proponents.

The first contact between the BioCarbon Fund and project proponents is through a Project Idea Note (PIN).  This is a short form (about 6 pages) that provides the basic information about the project and it is available from the BioCarbon Fund web site at

http://www.CarbonFinance.org     or directly from http://www.BioCarbonFund.org 
Please contact either Ian Noble (inoble@worldbank.org) or Benoît Bosquet (bbosquet@worldbank.org) if you have questions.  The PIN is used as a first screening and to provide feedback to the proponents.  At this stage it is purely the exchange of an idea and there are no legal obligations on either party to proceed further.

If both parties agree to take the proposal further, then a more detailed and formal series of documents must be drawn up.  These lead to a Project Design Document (PDD) for the Executive Board of the CDM (or the equivalent for JI) and an Emission Reductions Purchase Agreement (ERPA).  See the Prototype Carbon Fund web site for more information about these steps.  The cost of formally identifying baselines, establishing additionality, setting up monitoring  programs and arranging independent verification by an Operational Entity (as required by the Executive Board of the CDM) is borne initially by the BioCarbon Fund but charged back to the project once it is approved.  Experience with the Prototype Carbon Fund suggests that these will amount to about US$100,000 per project. 

Depending on the availability and provisions of rules on small-scale LULUCF projects, presumably by CoP10, the BioCarbon Fund may elect to contract the purchase of ERs from such projects on a demonstration basis.

Some projects may involve Official Development Assistance (ODA) resources.  ODA monies cannot be used to purchase ERs.  However, often infrastructure and technical capacity derived from ODA will be crucial in enabling the local proponents to bring the project into being.

Return
Acronyms

AAU
Assigned Amount Unit

CDM 
Clean Development Mechanism

CER
Certified Emission Reduction

CoP9
The ninth Session of the Conference of the Parties to the UNFCCC

CoP10
The tenth Session of the Conference of the Parties to the UNFCCC

CO2e 
Carbon Dioxide Equivalent

ER 
Emission Reduction (here usually used to include both the reduction of emissions and increased carbon sequestration)

ERPA
Emission Reductions Purchase Agreement

FMU
Fund Management Unit

GHG
Green House Gas

IBRD
International Bank for Reconstruction and Development

JI
Joint Implementation

lCER
Long-term Certified Emission Reduction
LULUCF
Land Use, Land-Use Change and Forestry

Mt
Million tonnes

NGO 
Non-Government Organization

ODA 
Official Development Assistance

PCF
Prototype Carbon Fund

PDD 
Project Design Document (CDM)

PIN
Project Idea Note

RMU
Removal Unit

tCER
Temporary Certified Emission Reduction

UNFCCC 
United Nations Framework Convention on Climate Change

www.carbonfinance.org or  www.biocarbonfund.org
Carbon Finance Business

The World Bank

1818 H St, NW

Washington DC 20433, USA
� In the context of the BioCarbon Fund emission reductions (ERs) include both the sequestration of carbon in terrestrial vegetation and soils and the conservation of such carbon.  In most cases these ERs will be eligible to generate Removal Units (RMUs), temporary Certified Emission Reductions (tCERs) or long-term Certified Emission Reductions (lCERs) under the Kyoto Protocol of the UNFCCC.


� The BioCarbon Fund does not exclude commercial scale plantations per se, however, in most cases such plantations will not meet the CDM additionality requirement; i.e. the plantation project could proceed without the incentives provided by the CDM.  See the sections on additionality and baselines.


� Afforestation and reforestation are defined following the Marrakesh Accords. Afforestation is an activity that turns land which has been without forest cover for at least 50 years into a forest. Reforestation is an activity that turns land which was without forest as of December 31, 1989 into a forest. Forest itself is defined by the Marrakesh Accords; a forest is a land unit of 0.05 to 1 hectare, which has a tree cover of 10 to 30%, and planted with trees having the potential of reaching 2 to 5 meters in height. Each country has to choose the value for each of these three parameters.


�  Sometimes the baseline is a net decrease in carbon pools.
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