Basics of the BioCarbon Fund for Project Proponents

What is the principle purpose of the BioCarbon Fund?

The BioCarbon Fund will provide carbon finance for projects that sequester or conserve greenhouse gases in forests and agroecosystems.  Its three goals are to deliver 

· cost effective emission reductions (ER
); 

· local environmental 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 economies in transition through joint implementation (JI). 

Who will participate in the BioCarbon Fund?

The major players are the 

· 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;  

· 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 who manage the activity of the Fund; and

· Various technical panels and advisory boards representing contributors, host countries and experts who advise the Carbon Funds team.

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

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.

Which projects are likely to qualify for the BioCarbon Fund as additional?

The rationale for additionality the CDM is that the creation of an 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.  If the ER in the Host Country had occurred in the absence of the incentives provided by the CDM mechanism, then atmospheric greenhouse gas concentrations would be one unit of emissions higher as a result of the transferal of ERs. Thus, ERs should not be allowed in such cases.  

This rationale and the specific requirements for CDM and JI projects restrict the BioCarbon Fund  project portfolio to those projects that would not be implemented without the incentive provided by the Kyoto process.  Reasons could include:

· that the project faces barriers to its implementation which 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 
· that 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. 

How will the BioCarbon Fund deal with permanence?

The BioCarbon Fund will use several options to deal with permanence.  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).  The BioCarbon Fund will deal with projects where forests are harvested but the emissions resulting from this harvest will be factored into the calculated emission reductions.

A number of Parties and NGO groups have recommended that the Executive Board of the CDM consider a form of terminating credits (terminating CERs).  In this system, each credit derived from LULUCF activities under the CDM will have a limited lifespan (5 years is the most logical).  At the end of that period, the original purchaser becomes liable to replace the terminating credits.  If the original project still retains the emission reductions and can be expected to do so for another 5 years, then the contract 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.  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 and the ability to spread risk over the entire portfolio, can offer significant simplifications for both purchaser and supplier and reduce transaction costs for both. Similarly, using the tools of portfolio risk management, BioCarbon Fund  management unit can provide fund contributors with a certainty of delivery of LULUCF CERs that is practically as high as mitigation CERs.

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.

How Will the BioCarbon Fund deal with leakage?

Many independent observers have concluded that sinks projects do not pose special problems relating to leakage.  The BioCarbon Fund will assess the potential for leakage in each project and adjust baselines and discounts of credits appropriately.

How will the BioCarbon Fund deliver environmental and livelihood benefits?

Environmental and livelihood benefits are an inherent component of many CDM sinks projects.  For example, agroforestry projects are usually initiated to improve the sustainability of local agriculture and livelihoods.  Carbon finance can often provide the resources to overcome existing barriers to the desirable transition.  In each project the Fund will assess that the project will do no harm to local environment and livelihoods through the application of local environment and social assessment requirements and the World Bank’s Safeguard Policies.  The Fund will also identify a series of feasible, incremental environmental and social outcomes and the actions necessary to achieve and demonstrate these outcomes.   Project proponents will be held to these actions through monitoring and contractual arrangements.


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 Benoit 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  programmes 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 suggest that these will amount to about $100,000 per project. 

Some projects may involve Official Development Assistance (ODA)  resources.  ODA moneys 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.
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� In the context of the BioCarbon Fund emission reductions includes both the sequestration of carbon in terrestrial vegetation and soils and the conservation of such carbon.


� The BioCarbon Fund does not exclude commercial scale plantations per se, however, in many cases such plantation will not meet the CDM additionality requirement; i.e. the plantation project would proceed without the CDM.





