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Underlying Assumptions

Parties are aware of the costs and difficulties of reducing
emissions from deforestation in developing countries and
agree to usenarket instrument@radable emission
reduction credits).

Parties whish aroader participatioof developing
countries, and not just of the few “big emitters”.

Developing countries are willing &rale-ugheir
contribution to climate change mitigation as they enhance
their capacityto do so.

Private investmernh governmental programs is unlikely to
happen at a large scale. Direct participation of the private
sector, e.g. through projects, is needed to attract the required
level offinancial and human resourciesREDD efforts.



Implementation Avoided
of measures Deforestation

)

Expected

_ Deforestation _
Country X at timd ... ...and at timg+T

« Deforestation is successfully reduced betbe national
emission reference level of the country.

* The country gets credits.

e The country can distribute credits or revenues to the sub-
national project developers (A, B, C).
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Implementation Avoided
of measures Deforestation Deforestation

) &

Expected

_ Deforestation _
Country X at timd ... ...and at timg+T

« Deforestation remains abotlee national target level.
* No credits are issued to the country.

* Project C, which was successful, does not receive any credit
or revenue from the countryl.his possibility is too high risk
for the private sector to invest.

 The “Nested Approach” proposes to credit sub-national
projects independently from overall national performance.
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The Nested Approach

Accounting and crediting would occur at two levels:

National level:

Governments are
recipients of credits

for emission
reductions below a
negotiated target and
may redistribute the
revenues from the sale
of credits to local
actors.

Sub-national level:

Sub-national entities,
duly authorized by the
host country to
Implement REDD project
activities, are direct
recipients of credits,
regardless of national
performance.

This creates a direct
opportunity for the
private sector to invest.
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National Accounting
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B Tradable credits (offsetting Annex 1 emissions)
B Reserve credits (net contribution to global emission reduction



National Accounting

* In case actual emissions are belbw negotiated level:
— The country gets credits.

— A percentage (to be determined) of the credits can be
transferred to countries with emission reduction
commitments.

— The remaining credits are hold in a national reserve account.

* |n case actual emissions are abtheenegotiated level:

— EXcess emissions are to be compensated in the following
period (except no credits were issued in past periods); or

— Credits Iin the national reserve account are cancelled; or

IL'I — Credits from a reserve account of another developing countr
are acquired (ET between developing countries); or

s — The level is revised due force majeure
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Sub-national / project activities

Sub-national / project activities can start at any time,
Independently from the adoption of a national target by the
host country.

A reference emission scenario Is established using an
approved methodology.

Methodologies could be defined using a top-down approach
(faster than CDM) and projects could propose modifications
and/or new methodologies.

Periodically, the reference emission scenario is reviewed and
validated independently.

Credits would be issued for emission reductions below the
reference scenario minus project emissions minus leakage.
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Scaling-up
from sub-national to national

Once XX% of the forested area of a country is included
In registered sub-national/project activities, or after YY
years since the registration of the first project, whichever
comes first, the country will have to adopt a national
target.

By the time the thresholds XX% or YY have been
reached, the country will have acquired sufficient
capacities, including reserve credits, to be able to adopt a
voluntary national target.

A country can adopt a voluntary national target at any
time.
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Leakage

National accounting — international leakage wouwgd b
ignored (émilar to Annex B).

Sub-national/project accounting — leakage would be
monitored and accounted.

— Leakage can be controlled and monitored in masta

— Projects that can not assess and monitor leakagklwot be
eligible (to be addressed in the methodology).

— No strong evidence exists that leakage in LULU@GHqets,
iIncluding REDD, is more likely than in projectsather sectors
(IPCC, SR LULUCEF).

— Protected areas have been created since dedaaasthey
Increased deforestation? No strong evidence appexist that
leakage is a problem that can not be addressed.



Countries with garly actiori

Countries that have already reduced their level of
emission compared to the historical reference gderio

« Should adopt a target below the emission level of the
historical reference period (to avoid “tropical hot air®).

 Would receive reserve credits for their early action.

 These reserve credits would be used to compensate future
excess emissions or the excess emissions of other
developing countries.

 Revenues would have a “stabilization” effect (similar to
the “Stabilization Fund” proposed by the CRN).



Linking national and sub-national
accounting

« If a sub-national/project activity starts before
national accounting is in place:

— Only project accounting until national accounting is in
place.

— A country can open a national reserve account and
register reserve credits from its projects at any time.

 |f a sub-national/project activity starts after
national accounting is in place:

— GHG emission reductions issued to the project activity
are subtracted to the national emission reductions.

— Any potentially undetected leakage is automatically
reflected in national accounting.



National Accounting ex ante

A national emission reference level determined
from an agreed historical period (e.g. 1990-2000).

* Negotiation of a voluntary emission target level
belowor above*the reference emission level.

« A country may adopt a voluntary target at any fime
but not after XX% of its forest area is covered by
REDD projects or YY years after the registration of
the first project, whichever comes first.

* As Annex B commitments, depending on expected forest
transition.



