Venice International University,
Venice, 11 December 2009

Forest and Carbon offset
investments: problems and
potentials

Davide Pettenella

University of Padova - Italy

Outline

1. Mitigation options and problems related
to forest investments as C sinks

2. The two markets:
— The “regulated” market
— The voluntary market

3. Some final considerations

1. Mitigation options and problems
related to forest investments as C sinks
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Mitigation options in the
forest sector

« Increasing the forest area
establishing new forest stands (AF
and RF)

Increasing Carbon stock through
forest management (FM)
Maintaining the forest area through
reducing deforestation and forest
degradation (REDD)

« Increasing off-site carbon stocks in
wood products

Fossil fuel substitution (Bioenergy /
biofuels)




Maodel results: fuelwood plantation on agricultural land
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Main problems that the regulated and voluntary
market of C sink project have to face:
Non-permanence
Baseline and C sinks monitoring, verification
Leakage
Additionality
(moreover: problem of scale - large project
have less transaction costs)

“additionality?

“Afforestation is the direct human-induced conversion of land that
has not been forested for a period of at least 50 years to forested land
through planting, seeding and/or the human-induced promotion of
natural seed sources”

Voluntary

2. The two markets

GM A Toyota [ R SOBC Crv vy

vest in Foemty  WSSD affiet 00 Cadon reuerel
pcpects tor
cwbon othet COX Launched

Wintet Ofyenpics  CN Protoced
Gmate reuel”  fet publibed

1592 1554 1996 1998

A. The “regulated” market

Increasing the forest area

establishing new forest stands (AF <::’ Art. 3.3 KP
and RF)

Increasing Carbon stock through
forest management (FM) Art. 3.4 KP

Maintaining the forest area through
reducing deforestation and forest
degradation (REDD)

Increasing off-site carbon stocks in
wood products

Fossil fuel substitution (Bioenergy /
biofuels)




A special instrument for C offsetting:
the Kyoto Protocol “mechanisms”

+ Clean Development Mechanism (CDM)
+ Joint Implementation (JI)

CDM: defined in Article 12 UNFCCC provides for
Annex | Parties to implement project activities that
reduce emissions in non-Annex | Parties, in return
for certified emission reductions (CERS).

The CERSs generated by such project activities can
be used by Annex | Parties to help meet their
emissions targets under the Kyoto Protocol.

CDM

+ Definitions and modalities have been developed
for including afforestation and reforestation
activities (often referred to as “sinks”) in the
CDM for the first commitment period.

» However, Annex | Parties are limited in how
much they may use CERs from such activities
towards their targets (up to 1% of the Party’s
emissions in its base year, for each of the five
years of the commitment period).

CDM and JI implementation in the forestry sector

-:)

http://cdm.unfccc.int/Panels/index.html




Ji

« under JI, an Annex | Party may implement an emission-
reducing project or a project that enhances removals by
sinks in the territory of another Annex | Party and count
the resulting emission reduction units (ERUs) towards
meeting its own Kyoto target.

* Any JI project shall have the approval of the Parties
involved and provide a reduction in emissions by
sources, or an enhancement of removals by sinks, that is
additional to any that would otherwise occur.

* Projects starting as of the year 2000 may be eligible as
JI projects if they meet the relevant requirements, but
ERUs may only be issued for a crediting period starting
after the beginning of the year 2008.

Agriculture and Forestry: not included in the
EU Emission Trading Scheme (EU ETS) —

Dir. 87/2003

“They (i.e. the forest projects) do not bring
technology transfer, they are inherently temporary
and reversible, and uncertainty remains about the
effects of emission removal by carbon sink” (CE,
2003)

Extra EU developments — where the use of forestry
credits from forestry projects are allowed

* New Zealand
— New Zealand Emissions Trading Scheme
— Permanent Forest Sink Initiative
+ Australia
— New South Wales Greenhouse Gas Abatement Scheme
— Proposed Australian ETS
United States
— None of the proposed bills exclude LULUCF credits

— Bills of Senator Feinstein and Senators Lieberman and Warner explicitly
include LULUCF credits

— US Northeast States Regional Greenhouse Gas Initiative
— California Climate Action Registry
— Western Climate Initiative (WCI)




B- The VOI u I‘lta I‘y ma I‘ket - Voluntary Schemes

- Voluntary Carbon Standard (Climate Group, IETA, WEF)
- Climate, Community and Biodiversity Standard
-Chicago Climate Exchange

- OTC (Over the Counter)
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Role of the formal “Commitments”

= Policy commitments: “Cities for Climate
Protection” 150 cities with commitments on
emission reduction from 5 to 10%

= Corporate Commitments. AES, BP Amoco,
MAZDA, AVIS, Dupont, Shell International,
Interface, Duch Electricity Generating Board
(FACE Foundation) ... reduction till 10%.

“Carbon neutral”,
“Zero emission”
“Go Zero”

Su pply = economic actors able to offert
; quota from their C offset investments
Verifiers and

‘ certifiers
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Demand = economic actors willing to buy
quota from C offset investments

Voluntary carbon market
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Chicago Climate Exchange
(CCX)

Over-the-counter (OTC) market

CCX is a structured and closely monitored cap-and-trade system that

organizations join voluntarily.

Outside of CCX, one finds a wide range of voluntary transactions
that are not driven by an emissions cap, and do not, for the most
part, trade on a formal exchange. This mass of transactions is
referred as the over-the-counter (OTC) market.

Because this OTC market transacts on a highly fragmented deal-by-
deal basis, it is extremely difficult for stakeholders to both track and

navigate.
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http://www.chicagoclimatex.com/market/data/summary.jsf

http://www.chicagoclimatex.com/




cyberium
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www.cyberium.co.uk/carbonneutral.htm
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Brookers

Carbon Neutral Company

(ex Future Forests) http://www.carbonneutral.com/
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[ __— | What Is TreeSmart?

TreeSmart is a carbon sequestration program aimed at
removing carbon dkondde from the atmosphere that has
bewnr created Ly the transport sector, It does this by
helping to establish and maintain cucalypt plantations
destined for eventual harvesting and replanting, more

Who is TreeSmart?

The TreeSmart progrom is run by & private company
(TreeSmart Australia Pty Ltd) set up for the express
purpose of running the TreeSmart program on 8 “profit
for purpose” basis. The TreeSmart program concept was
developed by the The Urban Transport Institute and
Green & Gold Tree Farms. more

Frequently Asked Questions

http://www.treesmart.com.au/
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Autobonfund.org USA

$4,30-5,50

USA, Svitzerland

e-BlueHorizons USA $5,00
Greenfleet Australia $7,00-7,50
DrivingGreen Irland $8,00
Terrapass USA $8,80-11,00
Solar Electric Light Fund USA $10,00
Autobon Clear United Kingdom $17,00
Autobon Neutral Company United $13,00-27,00
Kingdom

Native Energy USA $13,20
Climate Friendly Australia $16,00-19,00
SUSAtainable travel International $18,00

Trees for Life United Kingdom

$20,00 appox.

Grow a Forest United Kingdom $22,00 & Up
Bonneville Environmental Foundation $29,00
USA

Myclimate Svitzerland $30,00

http://www.ecobusinesslinks.com

Organisations
offering C
offset projects

Standards

» Climate, Community and Biodiversity Project
Design Standards (“CCB Standards”) developed
by Climate, Community & Biodiversity Alliance
(CCBA - www.climate-standards.org )

» CarbonFix Standard by a German NGO
(www.carbonfix.info )

* Plan Vivo System and Standards (FONAFIFO -
Costa Rica)

* AFOLU Programme

http://www.carbonpositive.net/

http://www.sinkswatch.org/

http://www.cheatneutral.com/




3. Final considerations

Regulated market:

* LULUCEF projects in the 1t CP: no role in ETS,
minor role in“the flexible mechanisms (only AF/
RF); large expectation after Copenhagen {REDD)

Voluntary market:

« Large attention to forestry; leading position played
by the forest sector; many positive aspects:

m more flexible investments

m setting the stage for future developments in the
regulated markets

... but many problems connected with transparency,
effectiveness and verification

AAUs

Assigned Amount Units. Allowances for carbon emissions allocated to
developed countries up to their target level under the Kyoto Protocol. These
allowances are tradable under Kyoto's international emission trading
mechanism in place from 2008 to 2012. Each AAU equates to one tonne of
CO2e.

EUA

European Union Allowances. Tradable emission credits from the EU
Emissions Trading Scheme. Each allowance carries the right to emit one
tonne of carbon dioxide.

CER

Certified Emission Reduction. A credit generated under Kyoto’s Clean
Development Mechanism (CDM) for the reduction of emissions of
greenhouse gases equal to one tonne of CO2-equivalent. They are designed
to be used by industrialised countries to count toward their Kyoto targets but
can also be used by EU companies and governments as offsets against their
emissions under the EU Emissions Trading Scheme

ERU

Emission Reduction Unit. Tradable credits generated from
activities to reduce greenhouse emissions in in industrialised
countries, particularly those of the former Soviet-bloc, under
the Kyoto Protocol’s Joint Implementation (JI) mechanism.

RMUs

Removal Units. Credits earned from land use, land-use
change and forestry projects (LULUCF) in industrialised
countries, including such projects under the Kyoto Protocol’s JI
mechanism

VERs

Verified Emission Reductions. Tradable credits for
greenhouse emission reduction activities generated to meet
voluntary demand for carbon credits by organisations and

indivi . " . -
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