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World Bank Carbon Finance Business

CARBON FINANCE DOCUMENT 

for Land Use, Land-Use Change and Forestry (LULUCF) Projects
	Project name


	

	Date submitted


	


A. Project description, type, location and schedule

	General description 

	A.1 Project description and proposed activities


	

	A.2 Technology to be employed


	

	Proponent submitting the project

	A.3 Name


	

	A.4 Organizational category

(choose one or more)
	a. Government
b. Government agency
c. Municipality
d. Private company
e. Non-Governmental Organization


	A.5 Other function(s) of the project developer in the project

(choose one or more)

	a. Sponsor
b. Operational Entity under the CDM
c. Intermediary
d. Technical advisor


	A.6 Summary of relevant experience


	

	A.7 Address
	

	A.8 Contact person
	

	A.9 Telephone / fax


	

	A.10 E-mail and web address


	

	Sponsor(s) financing the project

(List and provide the following information for each project sponsor)

	A.11 Name


	

	A.12 Organizational category

(choose one or more)
	a. Government
b. Government agency
c. Municipality
d. Private company
e. Non-Governmental Organization


	A.13 Address 

(include web address)

	

	A.14 Main activities
	

	A.15 Summary of the financials of the project sponsor

(total assets, revenues, profit, etc.). Please also refer to Annex 2 for a financial documentation checklist.


	

	Type of project

	A.16 Greenhouse gases targeted
	 CO2 / CH4 / N2O


	A.17 Type of activities
	Sequestration / Conservation



	A.18 Field of activities

(Select code(s) of project category(ies) from the list in Annex 1)


	

	Location of the project

	A.19 Country


	

	A.20 Nearest city


	

	A.21 Precise location. For multiple sites, include a list in Annex 6 (Include latitude and longitude if known).


	

	Expected schedule

	A.22 Earliest project start date

(Year in which the project will be operational)


	

	A.23 Estimate of time required before becoming operational after approval of the CFD 
	Time required for financial commitments: … months

Time required for legal matters:                … months

Time required for negotiations:                 … months

Time required for establishment:              … months



	A.24 Year of the first expected CER / ERU / lCER / tCER / RMU / VER delivery


	2005 / 2006 / 2007



	A.25 Project lifetime

(Number of years)


	

	A.26 Current status or phase of the project
	a. Identification and pre-selection phase
b. Opportunity study finished
c. Pre-feasibility study finished
d. Feasibility study finished
e. Negotiations phase
f. Contracting phase 


	A.27 Current status of the acceptance of the project by the Host Country (choose one)
	a. Letter of No Objection is available 
b. Letter of Endorsement is under discussion or available
c. Letter of Approval is under discussion or available


	A.28 Position of the Host Country on the project (Are carbon sinks encouraged as CDM/JI activities? Describe the legal relationship between the Project Sponsor and the Owner of the future Emission Reductions? If the Project Sponsor intends to sells the Emission Reductions, is the Sponsor allowed to do so legally? Has the Host Country endorsed the project? If not, when will it do so? Is there a risk the Host Country will not endorse the project? Please also refer to Annex 7)

	

	A.29 Position of the Host Country with regard to the Kyoto Protocol

(choose one)
	The Host Country 

a. Is a Party to the Kyoto Protocol (i.e. has ratified or otherwise acceded to the Kyoto Protocol)

b. Has signed the Kyoto Protocol and demonstrated a clear interest in becoming a Party in due time

c. Has not signed the Kyoto Protocol




B.
Expected environmental and social benefits and risks

	Environmental benefits and risks

	B.1 Baseline scenario

(Please describe the most likely scenario in the absence of the proposed project and explain why the project leads to more carbon being sequestered than would otherwise occur. What would the future look like without the proposed project? Different scenarios may be envisaged, including the continuation of a current activity (“business-as-usual”), implementation of the proposed project activity and many others. Please also refer to Annex 3 on baseline methodology.) 

	

	B.2 Estimate of carbon sequestered or conserved 

(in metric tonnes of CO2 equivalent – tCO2e. Please base estimates on the difference between the proposed project activity and the baseline scenario identified in B.1.)

	Up to and including 2012:   … tCO2e 

Up to and including 2017:   … tCO2e

(Please present your data using the standard spreadsheet provided at http://carbonfinance.org/router.cfm?Page=submitproj and attach the spreadsheet)

	B.3 Existing vegetation and land use


	How much land has a tree cover of

a. < 10%:   …
b. 10-30%: … 
c. > 30%:   … 
Were these roughly the same in 1990?



	B.4 Leakage (Do the activities planned under the project cause leakage, i.e. greenhouse emissions outside the project and baseline boundary? E.g., will agricultural or pastoral activities be displaced from the project sites to other locations? Please also say if the current level of LULUCF activities in the country would be reduced by the project coming on-line due to a process of resource reallocation?)

	… tCO2e 

	B.5 Local environmental benefits and risks (Please also refer to Annex 4 on environmental benefits and risks.)

	

	B.6 Consistency between the project and the environmental priorities of the Host Country


	

	Socio-economic benefits and risks

	B.7 How will the project improve the welfare of the community involved in it or surrounding it? What are the direct effects, which can be attributed to the project and which would not have occurred in a comparable situation without that project? 

(e.g., employment creation, poverty alleviation, foreign exchange savings). Indicate the number of communities and the number of people that will benefit from this project. Please also refer to Annex 5 on community benefits and risks.

	

	B.8 Are there other effects?

(e.g., training/education due to the introduction of new technologies and products, replication in the country or the region)


	


C.
Finance  

	Project costs

	C.1 Preparation costs (feasibility studies, monitoring plan, PDD, etc.)


	US$ … million

	C.2 Establishment costs (site and soil preparation, seedlings, planting, weeding until planting is completed)

	US$ … million

	C.3 Operating costs (from planting onwards and for the duration of the project)


	US$ … million

	C.4 Other costs (explain)

	US$ … million

	C.5 Total project costs


	US$ … million

	Sources of finance to be sought or already identified

	C.6 Equity (Include names)


	US$ … million

	C.7 Debt – Long-term 

(Include names of lenders)


	US$ … million

	C.8 Debt – Short term

(Include names of lenders)
	US$ … million

	C.9 Not identified


	US$ … million

	C.10 Contribution sought from the BioCarbon Fund

	US$ … million

	C.11 BioCarbon Fund contribution sought in upfront payment (The quantum of advance payment will depend on the assessed risk of the project by the World Bank, and will not exceed 25% of the total ER value purchased by the World Bank for the project. Any upfront payment will be discounted by a factor considered appropriate by the World Bank for the project.)


	(US$ million and clarification of the reasons)

	C.12 Sources of carbon finance

(Has this project been submitted to other carbon buyers? If so, say which ones?)


	

	C.13 Indicative CER / ERU / lCER / tCER / RMU / VER price (subject to negotiation and financial due diligence)

	

	C.14 Emission Reductions Value 

(= price per tCO2e * number of tCO2e)

	

	   Until 2012


	US$ …

	   Until 2017

	US$ …

	C.15 Financial analysis 

(If available for the proposed CDM / JI activity, provide the financial internal rate of return (FIRR) for the project with and without the CER / ERU / lCER / tCER / RMU / VER revenues. Provide the financial rate of return at the expected CER / ERU / lCER / tCER / RMU / VER price above and also at US$4/tCO2e. Assume 20 years of carbon payments even though the BioCF will not be able to pay beyond 2017. Please attach financial analysis spreadsheet using format referred to in Annex 2.)


	FIRR without carbon: …%

FIRR with carbon: …%


Annex 1: LULUCF Project Categories

	Code
	Afforestation and reforestation
 

	1
	Rehabilitation of degraded lands (e.g. Imperata grasslands) to 

	1a
	forest 

	1b
	agroforestry

	2
	Reforestation of degraded temperate grasslands or arid lands by tree planting 

	3
	Establishing tree/shade crops over existing crops (e.g. coffee) 

	4
	Plantations for wood products

	4a
	Small scale landholder driven 

	4b
	Commercial scale 

	5
	Landscape rehabilitation through planting corridors etc 

	6
	Fuel wood plantings at a commercial scale 

	
	Forest Management

	7
	Improved forest management via fertilizer, in-plantings etc 

	8
	Improved fire management 

	9
	Reduced impact logging

	10
	Alternatives to fuel wood for forest/environmental protection 

	
	Cropland management

	11
	Reduced till agriculture 

	12
	Other sustainable agriculture

	
	Grazing land management

	13
	Revegetation of semi-arid and arid lands with shrubs or grasses 

	14
	Improved livestock management leading to vegetation and soil recovery

	15
	Bio-fuels: Use of biological residue to produce energy

	16
	Other


Annex 2: Financial Documentation Checklist

Please provide for each sponsor and the project company (where applicable):

1. Experience statement, including all the projects the firm has closed, their current status, and additional details on projects similar to those to being presented to the BioCarbon Fund.

2. Any ratings and reports from D&B, S&P, Fitch, OECD (country only).

3. Public filings, if any.
4. Audited financial statements for most recent three years.
5. Company Bylaws/Articles of Association.
6. List of Directors and Managers of the Company. 
7. Shareholders Agreement.
8. List of Company Subsidiaries, if not included in financial statements.
9. List of Company Debts (maturities, interest rates, security) if not included in financial statements.
10. Paper and electronic copies of company financial projections including assumptions, balance sheet, income statement, cash flow; include proposed projects and other planned investments.
Please provide for this project (where applicable):

11. Financial analysis (please present a spreadsheet using the financial analysis model available at http://carbonfinance.org/router.cfm?Page=submitproj  )

12. Project Business Plan/Feasibility Study/Market Study.
Please provide as available, but no later than appraisal (where applicable):

13. Major Project Contracts (e.g. Engineering, Procurement and Construction).
14. Purchase contracts (e.g. power).
15. Concession/License and permits.
16. Financing agreements, letters of intent or similar from banks, equity providers, other carbon finance sources, etc., expected to provide financing.
17. Technical Assistance Agreements, if applicable.

18. Laws governing project operations (e.g. Build, Operate, Transfer laws, and government decrees).

19. Sources of major procurements.

20. Paper and electronic copies of project financial projections including assumptions, per unit (e.g. $/MWh, $/ton) product costs and prices (tariffs), income statement, and cash flow.

Annex 3: Baseline Methodology

Please use this annex to specify the baseline methodology used in selecting the baseline scenario in B.1 and why it is applicable to the project case. A baseline methodology is a tool to identify the most likely future development out of different possible scenarios in an objective and transparent fashion (e.g. a financial analysis of different investment options). Applying the methodology determines which among these possible scenarios is the baseline scenario. If, through the use of the baseline methodology, a scenario is selected, which leads to less sequestration than the proposed project, the project can be considered additional. 

A baseline methodology is an application of an approach listed in paragraph 22 of UNFCCC Decision 19/CP.9 (CoP9 Milan, December 2003) available at http://cdm.unfccc.int/Reference/Documents/dec19_CP9/English/decisions_18_19_CP.9.pdf . 

A bottom-up approach has been defined for the development of LULUCF baseline methodologies. Project participants may either use an approved methodology, if applicable, or propose a new methodology established in a transparent and conservative manner. In developing a new baseline methodology, the first step is to identify the most appropriate approach for the project activity and then an applicable methodology. Baseline methodologies approved by the CDM Executive Board are publicly available along with relevant guidance on the UNFCCC CDM website (http://unfccc.int/cdm).

Your description in the box must start with a choice of baseline methodology from the options listed in paragraph 22 of the CoP9 text (see link above) and justify it based on the project's circumstances, then describe the baseline scenario arrived at applying this methodology. The box should also argue that the project is additional using the tools proposed by the Executive Board (please refer to http://cdm.unfccc.int/EB/Meetings/016/eb16repan1.pdf). 

Please write in the box below and use more space if necessary.
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Annex 4: Environmental Benefits and Risks

1. Please identify and briefly describe the physical characteristics and major biological communities of the project area and its surrounds.  

a. Please provide a map and/or photograph of the project site and project area, including key to landcover classes.
b. Please note if the region, and in particular the project area, is recognized as having important habitat or biodiversity conservation values.

c. Please note whether the region contains any threatened species (e.g. from www.redlist.org or local lists) and which habitats they are associated with.

2. Please describe in more detail the specific biological communities that will be directly affected by the project.  

a. Please include the relevant history of the site; for example, time since the last major natural or human induced disturbance; the degree to which it affected the community; significant changes in management regimes etc.
b. Please also identify any existing threats to the site; for example, changing land use patterns, wildfires, invasive species, overgrazing etc.

3. Please describe the activities to be carried out as part of the project and their areal extent.  If the project has several activities (e.g. reforestation, forest protection, reduced tillage) describe areal extent and the biological communities affected by each.  Mention any significant interactions between different activities (e.g. “reforestation by selected native species (sp X, Y & Z) will occur in approximately 50 m wide strips around any patches of remnant ABC forest larger than 1 ha; or plantings will be established to minimize runoff onto gardens on steep slopes.”)
4. Please identify the nature and areal extent of environmental benefits due to each of the project activities.  Please make these as explicit as possible.  You can cross reference material in other sections and in particular section 3.  (For example, “the buffer strips in activity 3c above are expected to greatly reduce the erosion from garden plots and extend their effective life to 6 years so halving the area that needs to be cleared”; or, “the plantings in 3b will include about 5% of species known to be food for threatened species X so extending its foraging range and connecting patches of its prime habitat”. )
5. Please describe the rationale for the use of any species not native to the area.  Describe the evidence you have that the introduction of such species will not present a threat (e.g. the species is already long-introduced in similar areas).

6. Please describe the methods used to create new forests, and any evidence for the success of these methods in the project region.
7. Please describe the site preparation methods.  

a. Include the source of any planting stock.  If they are native species, describe the geographical source of the seed and steps taken to ensure that their collection did not significantly harm native populations.  Will the planting stock have significant genetic variation (e.g. collected from 50+ parent trees in surrounding forests; or clonal material taken from imported stocks)?

b. Describe the physical methods used to plant and establish new forests, crops or regeneration in the project area.  Include the need for new access roads, herbicides, etc.

8. Please describe how the effectiveness of steps taken to address identified threats will be monitored.  What procedures are in place if the safeguards prove inadequate?

9. Please describe how the environmental benefits from the project will be maintained and sustained after the project is completed. Who will be responsible for this?

10. Please describe how environmental benefits from the project will be monitored and verified and communicated to the wider community.

11. Please describe the possibility that project activities will be expanded in scale at some future date. 
Annex 5: Community Benefits and Risks

1. Please discuss the project’s socioeconomic impacts on individuals, communities, and organizations. 

2. Please indicate if project sites are already being used by local communities for economic or other activities, and how these activities will be affected by the project.

3. Please describe any socioeconomic development programs or studies you are aware of that have been undertaken in the project area
, and highlight briefly any experiences/findings relevant to proposed project activities. As applicable, provide references for further information (e.g., citations, contacts).

4. The terms "indigenous peoples," "indigenous ethnic minorities," "tribal groups," and "scheduled tribes" describe social groups with a social and cultural identity distinct from the dominant society that makes them vulnerable to being disadvantaged in the development process. Have socioeconomic survey efforts been undertaken to identify the permanent or intermittent presence of any such groups in the project area? If so, please describe the survey results.

5. Is the ownership of any of the areas affected by project activities disputed? Will project activities result in any resettlement of people, or, restriction of access to previously used lands? Have studies of land ownership and land use patterns in the project area been undertaken to identify these possibilities? If so, please describe efforts taken.

6. Please describe any anticipated impacts to cultural resources in the project area (e.g., social gathering areas, spiritual sites, burial grounds, etc.). Have survey efforts been undertaken to identify the presence of cultural resources in the project area? If so, describe the survey methods and results. 

7. Please describe how potential participants in the project are initially identified, and the requirements for participation. 

8. Please detail the community input process into the formulation of project goals, design, and implementation.  

9. Please discuss the potential negative social impacts community members may incur due to the project, including: legal liability, economic risk, and health and safety. How will these risks be managed and minimized? Describe the content and presentation of consultations that have or will be made to the community to assist them in understanding and evaluating the issues of hosting the project. 

10. Please discuss what procedures, if any, are in place to determine informed consent.

11. Please provide an estimate of the total project budget, and estimate the percentage of the total project budget that will be spent in the project area
. Please also provide some indication as to how local investment decisions will be made and by whom, any concerns associated with this process, and how these are being mitigated.

12. Please describe the extent to which the project will generate local employment (e.g., number of people, people/days, etc.), including a discussion of what labor practices will be used. Include a more specific discussion of the employment generated for marginalized groups in the community (e.g., indigenous people, low-income groups, youth, women), and the extent to which local community members will be in management and other upper-level positions. Contrast employment and wages under the project with other typical labor opportunities in the region.

13. How will benefits be distributed amongst and within the communities? Do you anticipate any real or perceived inequalities? How will inequalities or related grievances be handled?

14. Please describe how the community benefits will be maintained and sustained after the project is completed. Who will be responsible for this? How will it be verified?

15. Please describe any plans to periodically measure, verify, and adaptively manage socioeconomic project impacts. Will affected communities be engaged in determining these indicators and in implementing the monitoring and adaptive management plan? If so, describe this involvement.

16. Please describe the kind of training of community members undertaken by the project, and how this training relates to the capacity and opportunity of community members to actively design, implement, and monitor specified project activities. Contrast the range of human resources needed for the project with the range of training being offered to community members. 

17. Please describe outreach activities, including efforts to advertise and share information about the project with communities beyond the project area. Describe how the project intends to communicate its results with other parties.

18. Please describe scientific experiments being undertaken as part of the project activities, if any. What questions are being addressed? What is the experimental design? Who will benefit from the activity and how will the results be made accessible? 

Annex 6: Detailed List of Project Sites

Please provide detailed list of sites (where applicable, i.e. for projects with multiple sites)

Annex 7: Carbon Ownership

The BioCF must ensure the ownership of carbon sequestered can be identified and effectively assigned to the Fund.  In most countries, legislation specifically addressing ownership of sequestered carbon has not been introduced. The BioCF must therefore work within existing legal frameworks and may need to supplement any deficiencies through government and community consultation, land tenure arrangements, legal due diligence and risk mitigation techniques. Please fill out the questions below.

Property Law Issues

Rights and interests in the land where the project is located will have significant impact on the project.  In particular, the land on which carbon sinks projects are developed and the degree to which it can be encumbered by property based instruments will impact both the ownership of carbon and risks associated with the permanence of the sequestration.  

It is critical to ascertain all relevant interests in the land, both formally registered legal rights, encumbrances and interests, in addition to any customary or traditional uses of the land.  In many developing countries where sink projects are being developed, land property systems can be extremely complex or non-existent and often there are no formal recordings of land ownership and no legislative arrangements under which non-land owners use land.  Commonly developing country property systems rely heavily on long term leases of land, and therefore it will be imperative to ensure that the lease does not expire within the time frame of the project.  

As sink projects rely on maintaining the carbon sequestered, it will also be critical that the Seller or project entity has continued access and monitoring rights in relation to the maintenance of any forestry rights.

1. Is the project based on one block of land or several blocks of land? 

2. Who has legal title to the land?

3. What sort of legal title to the land do they have? E.g. absolute ownership, a lease, some other type of right or title? 

4. Who has current tenure of the land?

5. Are there any additional rights or interests in the land?

6. Does any third party hold security over the land? (i.e.: a bank or other lender such as a micro-finance facility).  

7. If so, is consent of the third party security holder required to carry out sequestration activities?

8. Does the security holder have any entitlement (such as "step in" or "resumptions rights") that may interfere with the carbon sequestration activity?

9. If interest in the land is contracted by virtue of a leasing arrangement, what are the terms of the lease, in particular when does the lease formally expire and what are the terms of renewal?

10. Are there any indigenous claims on the land?

11. Who is currently using the land? (this may be occurring separate from any  legal right)

12. Is the project land subject to any land-use plans or zone that restrict the capacity of any entity involved in the project in the manner in which it utilizes the land?

13. How is title to land evidenced? 

14. How is title to land transferred?

15. Under what circumstances can the Host Country alter, seize or repossess land or land rights?

Legal Nature of the Carbon

International rules are silent on who has the right to sequestered carbon and currently it is left to the host country to determine who has the rights to carbon in forest sinks.   At present, many countries have yet to address the legal status of carbon as a valuable asset and the issue is yet to be conclusively resolved at law.  

Carbon stored in forest sinks may be considered a "natural resource" and therefore property of the government.  For instance, the New Zealand government has claimed ownership of all carbon stored in existing plantations, and in Zimbabwe a number of planned CDM projects (sugar mills) have been nationalised by the government.   In other, jurisdictions, the carbon may be considered a part of the tree and therefore the property of the person who owns or is entitled to harvest and sell the trees.   If a government was to nationalize carbon, there may be legal avenues in some jurisdictions to claim compensation on the basis of compulsory acquisition of private property.  However, this is something that is required to be assessed on a jurisdictional specific basis, and may vary even according to the state or province. 
16. Is there any government policy/legislation on the legal status of carbon as a natural resource?

17. Has a letter of objection or approval been requested or issue by the Host Country'?

18. Are there any other instances of natural resources been nationalized?

Legal title to Carbon

Securing clear title to the sink credit is the critical legal risk.    

Some non-Annex I countries have adopted English property law systems and with "profit a prendre" (a legal right to take from the land) which can be applied to deal with carbon sequestered as a separate right from the physical land and forestry asset to which it is attached.  

Environmental covenants are another legal instrument under which requirements to maintain carbon can be legally established and secured.
19. Is there any ability to own or register right to the carbon separate to the timber and the land? 
20. Has there been any other carbon sink project undertaken in the host country and if so how was the carbon ownership issue addressed?
Parties to the Contract

We need to ensure that the Seller of sink credits is authorized to do so and has unencumbered title to the credits.

21. Is the Seller the owner of land where the project is located? Or a third party intermediary?

22. Are there contractual arrangements to ensure that the Seller has unencumbered legal title to the credits with any other party involved in the project?

23. Who are all the players in the project and all the groups that will be affected by the project? (Note: this could include land owners, foresters, planters, investors, mortgagees, rural communities, indigenous people).

24. Is the project managed by a single entity?
25. Does that entity have the relevant expertise and local knowledge?
Forestry Rights

We must ascertain if any person has a right to harvest trees, and whether the exercise of any such right is dependant upon the permission of the land owner (or relevant security holder).

The right to harvest the trees can be express (e.g. through registration on legal title) or implied or established by custom (e.g. through a long pattern of allowing others to harvest trees or crops from the land).  Often forestry rights are found in concession agreements issued by governments under which a government may permit a private entity to harvest timber on government land but not to take any other benefits from the land.

In many countries, a forestry right may be held jointly by a community.  Depending on the arrangements with the land holder, there may be an ability for the holder of this right to assign it to somebody else.
26. Who has a legal right to harvest the timber? Is it separate from the legal owner of the land?

27. Can forestry rights be transferred separately to a transfer of land?

28. How does a transfer of harvest or other forestry rights occur?

29. Who owns the timber? Is it separate from the legal owner of the land and /or the person with legal right to harvest timber?

30. Is there a customary right to access and utilize the timber?

31. Is this right an individual right or community-based right?

32. Under what circumstances can the Host Country alter, seize or repossess harvest or other forest related rights?

33. Is the relevant land subject to a concession agreement with the government?  If so, are dealings with the carbon sequestration on the land permitted?

34. Can the planting of trees exclude others from using the land?

Permanence

Under the CDM, the risk of the non-permanence of carbon sequestration, has been addressed by two accounting approaches: tCERs or lCERs. However, both types of credits are subject to verification and certification of the levels of sequestered carbon on a five yearly basis and any decreased in carbon stocks must be accounted for by the replacement with other valid credits. This will ultimately be the responsibility of the buyer, or the Fund in this case.

While the issue of "permanence" is treated very differently in JI projects, JI projects encounter similar risks for the duration of the purchase agreement.

35. What risk management procedures are their in place to prevent:

· fire?

· pest? 

· illegal logging?

36. Are there any local insurance products that cover these risks?
37. Any restriction on land use or other legal claims to the sequestered carbon may impact the ability of the Seller to create emission reductions.









� This is the only class of activities accepted under the CDM for the first commitment period 


� While the project site is the area in which project activities are actually taking place, the “project area” might be thought as the greater area in which project activities will have a direct, foreseeable effect on the land, water, people, resources, etc.


� Local budget expenditures could include, e.g., wages for local personnel, infrastructure, training, supplies, food, equipment, investment in local institutions, etc. The total project budget should include all of the costs associated with planning, implementing, managing and monitoring the project.
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