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Executive Summary

Nepal has already been exercising effective community based forest management practices that have played a major role in minimizing deforestation and degradation in their areas of implementation. REDD could be a mechanism that provides further incentives to continue these management practices while also allowing a larger proportion of forests under government control to be handed over to local communities.

To design an effective implementation mechanism, a thorough analysis of the driving factors of deforestation and degradation need to be carried out. This will allow to formulate a clear REDD strategy. Identification of the stakeholders is a necessary component of creating an effective implementation mechanism. All of the actors, both those who can affect REDD implementation and those who will be affected need to be identified.

Nepal needs to build significant capacity and readiness before it can implement REDD. The phased wise approach allows Nepal to build capacity while also piloting projects. Based on some preliminary assessments, some large scale political, demographic and macroeconomic drivers have been identified. To address such drivers, REDD must be implemented at the national level. Similarly, carbon rights would not necessarily have to be formalized while implementing at this scale and concerns of project level additionality would be addressed.  

A hybrid approach would allow the government to formulate necessary policies and measures that are needed to address such large scale driving factors while the existing community based projects and potential private operators could work at the sub-national level. Allowing sub-national projects like community forests join the mechanism, Nepal could accelerate its participation in the REDD implementation process as these groups are already organized and have rudiments like a management system with a bank account in place. This hybrid approach would be data intensive, as it requires disaggregated data to do proper carbon accounting. 

A sub-national implementation option could use ecological regions to bundle projects together. This would help to pave the way for PES schemes. However, mismatch of administrative and ecological boundaries can be a problem for effective implementation.

Though management rights have been handed over to communities, most of the forested land is still directly under government management and ownership. Carbon ownership and rights need to be clarified in cases where communities have been exercising usufruct rights. A wide stakeholder consultation is needed to work out who has carbon rights and what these carbon rights would entail. 

Carbon rights would not need to translate into rights to financial rewards of the REDD mechanism. A potential option is to vest the transaction rights to a carbon registry. By making this registry the central clearinghouse for REDD activities, significant reductions in transaction costs could be achieved. The MRV framework would play a critical role by providing carbon accounting information that would allow payments to be based on performance. 

The registry can be placed together with the REDD fund for a one window approach. In this case, careful oversight must be exercised by a body that monitors the impact of REDD and its implementation.

Four major types of benefit sharing options are discussed. The government can exercise the most control when funding is routed as budgetary support. Competing developments needs could lead to diversion of REDD payments and thereby undermine REDD objectives. A trust fund model seemed the most amenable during key informant interviews. This fund could be established through an act of parliament and have a broad section of stakeholders responsible for managing the funds. This would allow the REDD funds to be managed at a high level of transparency and accountability. If sensitization programs are carried out, stakeholders that are not organized could also be participate in the decision making process and represent themselves in the fund board. A fund within the state administration would be similar by being outside the budgetary system but would have the strong possibility of political influence. 

If a separate trust fund is established, forming a parallel fund disbursement structure could raise the implementation costs. By making use of coordination committees like DFCCs and VFCCs, not only would these costs be saved but also it would provide a chance to strengthen ground level coordination. This is also an example of how a fund can still use the existing government machinery to deliver REDD payments. 

Transaction of carbon credits will generate liability on the part of the carbon sellers to ensure permanence and additionality. As there are many risk factors, these have to be taken into account. The important question of who will bear these risks and how these risks will be reflected in the benefit sharing mechanism will need to be clarified. Some existing options are, risk pooling, project buffers, insurance and shared liability. Similarly, the timing of payments will also be another component. The timings must be frequent enough to keep the carbon sellers generating the emissions reductions but also at certain intervals so that the monitoring system can do the necessary accounting. 

Important components of the benefit sharing mechanism will be the transparency and accountability provisions as well as a dispute settlement mechanism. A robust MRV system will play a critical role in building and retaining trust as reporting, auditing and monitoring will a role in the disbursement of benefits. 

Existing benefit sharing mechanisms like the Buffer Zone Council and the hydropower benefit sharing mechanism illustrate how benefit sharing can be carried out at different levels.  The Buffer Zone Council is an example of disbursement of funds a national park based on public participation. The hydropower benefit sharing on the other hand show the possibility of compensating affected districts and different levels of administration for fund disbursement. 

Lessons from protected areas and national parks and wildlife reserves can also offer some guidance. Integrated Conservation and Development Programs, in particular, have been overloaded with the mandate to meet many co-benefits. Development projects do not necessarily help to relieve the pressure faced by protected areas and the same could be said about REDD as well. If the activities do not address the drivers of deforestation and degradation, the expected outcomes of REDD will be compromised. 

Formulation of national standards and their enforcement through the fund mechanism could help to ensure that safe guards are firmly in place. A monitoring system for REDD will also help to ensure that the standards are being met.

Coordination of different government and non-government bodies will be essential to effectively implement REDD. The process of forming an implementation mechanism and exercising the oversight will be the first step that the REDD Cell can take to win the trust of all stakeholders. REDD will require policy and measures that are beyond the traditional roles of the MFSC and MOE. Similarly, if REDD credits become fungible with Kyoto credits, coordination between MFSC and MOE will be required. A high level Forestry Sector Coordination Committee was formed and it has political weight in its design. However, this body has not met for the past nine years. Brining these bodies into action would help to coordinate REDD activities in the country. 

The Natural Resources and Financial Regulations Committee of the Constituent Assembly has submitted its concept paper. Though much is yet to be discussed and debated, it does signal the direction of the government’s long term strategy for natural resources. Perhaps the most significant of all is the explicit recognition of the role of communities in protecting, conserving and enhancing natural resources and their rights to the rewards generated from such actions. Similarly, this committee also proposes establishing a commission for natural resources as a constitutional body. This would not only help to give general guidance on the state’s strategy by bringing together different government and non governmental actors but could also be an important component of a national dispute resolution system. 

As much is uncertain about REDD, its impacts and how the implementation will actually play out, periodic review of the mechanism is strongly recommended.  Having domestic standards is one way of making sure that the REDD activities align with the national priorities. An adaptive management strategy would allow the mechanism to be flexible with the needs and demands of the future. 
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1. INTRODUCTION
1.1. Background
Deforestation and forest degradation are issues of great concern for Nepal and the world. Deforestation and forest degradation are among the most important single sources of emissions of green house gases contributing about 20 percent of total emissions annually worldwide. In addition, deforestation and forest degradation also causes loss of many co-benefits such as biodiversity, other ecosystem services and livelihoods; deforestation also results in release of the carbon originally stored in the trees, therefore contributing to climate change. There is now general agreement on the importance of reducing of carbon emissions from deforestation and forest degradation (REDD) in developing countries in order to mitigate the impacts of climate change. The Forest Carbon Partnership Facility (FCPF) has been established by the World Bank to assist developing countries in their efforts to reduce their emissions from deforestation and forest degradation. The FCPF has the objectives of building capacity for REDD in developing countries in tropical and subtropical regions, and of testing a programme of performance-based incentive payments in some pilot countries, on a relatively small scale, in order to set the stage for a much larger system of positive incentives and financing flows in the future. Nepal is one of the initial 14 developing countries which is to benefit from FCPF and has now initiated the preparation of Readiness Preparation Proposal (RPP)  A national REDD+ architecture will have to be responsible for ensuring overall coordination, canalizing funding and maintaining fair and equitable benefit sharing, monitoring, reporting and verification (MRV) and ensuring safeguards. 

The overall responsibility of the REDD+ architecture lies with the government and related stakeholders. The government must identify causal factors of deforestation and forest degradation and areas for policy intervention and reform. The REDD+ strategy must be aligned with the broader goal of low carbon development and other development strategies of the country. Different roles and responsibilities must also be defined to make sure the REDD+ system can be made operational. 

The REDD+ system will also be responsible for funding and institutional channels. The government will need to establish a system of payments. For this the government must also ensure that a robust MRV system is in place. This will help to ensure that the national standards are being met. Non carbon MRV also need to be carried out, in particular environmental and social safeguards. This non carbon MRV will help to monitor the achievement of co-benefits and other impacts of the REDD+ system. 

Forests have been identified as the sources of over 18% of the total emissions and also as a cost effective mitigation option.
 As most of these tropical forests exist in developing countries, financial and technical support will be needed to gain the emissions reductions. 

The REDD mechanism will need to address the drivers of deforestation and forest degradation. The report for 1B has identified numerous driving factors and synergies according to the physiographic region of the country. A much more comprehensive analysis is being done by the team working on REDD Strategy Options (2B). This analysis will provide a useful base for sections of this report. 

This report starts about by briefly discussing deforestation and degradation in Nepal and moves to the scale of implementation required to address these drivers. It then proceeds to discuss issues surrounding carbon ownership. Benefit sharing is the next section of this report. This part discusses options being considered internationally as well as the prevailing practices in Nepal. The report continues with how the MRV system can be set up to link the issues being discussed and follows with a discussion on the necessary coordination needed for REDD implementation. The report wraps up with a set of recommendations.   

1.2. Rationale
The REDD strategy will be conceived and implemented in the context of the national development priorities. REDD policy is likely to require amendments or complements to the existing framework. The purpose of this component is to set out credible and transparent institutional, economic, legal and governance arrangements that may be necessary to enable the country to implement its provisional REDD strategy options discussed in Section 2b, and to meet potential country obligations under any future REDD regime. The success of REDD implementation is likely to be built on evident stakeholder confidence in the ability of the framework to create sufficient and fair incentives for the strategy options to be implemented.

1.3. Objective 

The overall objective of the study is to develop the REDD implementation framework. The framework sets out credible and transparent institution, economic, legal and governance arrangements that enable the implementation of activities. This will also provide a road map to address institutional arrangements, policy regarding the ownership of the carbon right, and an effective and equitable costs, benefit and risk shearing mechanism that will ensure society including poor and marginalized people benefited from REDD mechanism.

REDD implementation framework content several elements such as future analytical work, description of methodology and tools, plan of work including important milestones, budgeting and capacity assessment.  Thus it addresses future activities including opportunities cost, policy and regulatory changes, key issues of forest law enforcement and governance, poverty and livelihood issues and trans-boundary issues 
1.4. Approach and Methodology

1.4.1. Approach
The proposed work involves assessment of vulnerabilities of climate change on the biophysical and socio- economic sector.  Basic information required for the given assignment is mostly collected from the existing literature. To meet the gaps of knowledge and information, considerable quantity of information/data has also been collected from the primary sources. For this a participatory and consultative approach is adopted to capture the perspectives of the opportunities and constraints for the involvement of different stakeholders. During the assessments and analysis of impact, vulnerability and adaptation strategy of climate change indigenous knowledge systems and associated practices have given due respect. Studies in the past have confirmed that the women are traditionally the natural resource managers and users. Poor and dalit highly depend on various natural resource bases for their livelihood. So in case of the loss of natural resources they are the sufferer in the first place. Therefore, during field studies and assessments emphasis has been given to capture their perspectives and welfare in the integrated management planning.

1.4.2. Methodology
The review mainly included the policy, bio-physical and socio-economic aspects of deforestation and forest degradation. Policy review concentrated in the identification of policy, institutional and implementation gaps included international and national policy documents related to laws, standards, regulations, land use/distribution, deforestation and forest degradation, forest cover change, water and watershed management. The review on the bio-physical status included mainly the assessment of existing deforestation and forest degradation, issues under various management regimes, environmentally sensitive landscapes and critical water catchments areas. The review also included institutional arrangements, policies regarding ownership of carbon, and cost, benefit and risk sharing mechanism that relate all parts of the society with special consideration to poor an marginalized peoples. In relation to the designing of the implementation roadmap literatures related to the adaptive management including planning processes, budget allocation and disbursement and capacity assessment were considered. In the Socio-economic review demography, comparative socio-economic status, human development status and dependence status on forest resources, and forest land use dynamics were considered. Initiatives supportive to mitigate climate change and Implementation frameworks of undergoing Programme/ Programme were other aspects of the review process. 

 To capture the primary information checklist has been developed (Annex II.) for consultation to agencies under Ministry of Forest and Soil Conservation, Ministry of Environment, Science and Technology, REDD-Forestry and Climate change Cell, Civil Society, Forest User Groups, Local Government Line Agencies, INGOs has been carried out (Annex III). For the same purpose key informants representing from GOs, NGOs, Local bodies, indigenous and local communities were interviewed (Annex III). 
2. Deforestation and Degradation

An effective REDD mechanism will need to address the driving factors of deforestation and degradation. A careful analysis of these drivers will allow proper identification of stakeholders, guidance on the necessary policy and measures needed to tackle deforestation and degradation and the nature of the benefit sharing mechanism required. 

Despite Nepal’s small size, its varied topographic and ecological characteristics along with socio economic features have resulted into a broad set of driving factors for deforestation and degradation. Agricultural expansion and illegal extraction of timber are both very high in the Terai and the Siwaliks. These regions also have fewer community based forest management regimes than the hills. Kanel et al (2009) explain that “multiple macro political and economic factors and forestry related regulatory and fiscal policies” are driving deforestation and degradation. These forces can be pressures from migration and construction. Furthermore, the lack of proper land use planning has played a role in not being able address these driving factors. 

Kanel et al (2009) also argue that local institutions like community forests have been successful in conserving forests and increasing carbon stock even where extraction of biomass has taken place on a low intensity. As most of these local institutions are located in the hills while the more macro factors driving deforestation and degradation occur in the Terai, it is yet to be seen whether the local institutions by themselves will be able to address large scale multiple political and economic factors. 
Most of the forests are under direct government control. Community based management regimes account for around 25% of the total forests (Kanel 2004).  Apart from the protected areas, the remaining areas are open access forests and have not been handed over to the communities for local operations.  

Though the community forests have been successful in halting deforestation and degradation, they still continue to occur. This could be attributed to the lack of community based management practices in areas of the country. Based on the FAO country report (2005), the deforestation rate was -1.63% for the period between 1990 and 2005
. Area under shrubs also increased by 4.05% indicating that forested land had been converted into degraded forests (Karky et al, 2009). Karky et al argue that this calls for the expansion of CFs and their activities as they have been effective in minimizing deforestation and degradation.  

As REDD has expanded from including only avoided deforestation and degradation to carbon stock enhancement as well, protected area for their roles in conservation can be included. Protected Areas (PAs) including national parks fall under the Department of Wildlife Conservation (DNPWC). While this department manages the PAs, the Nepal Army is involved patrolling. These areas have been cordoned off from the public to conserve biodiversity and local people are allowed access based on certain provisions. 

Identification of stakeholders will be a crucial element. By not taking into account those that will be affected by a REDD mechanism and those that have the potential to affect the carbon stock, any implementation system will be undermined. This will certainly have equity, efficiency and effectiveness concerns. 

3. Scale of Implementation

At what scale REDD should be implemented has been discussed a lot in the literature and in the negotiations. Though REDD was thought of as a mechanism to reward countries for reductions in deforestation and degradation, other options are being put forward as well (Santilli et al, 2005).
 These options can be classified under three broad types: project based approach or sub-national, national and hybrid. A hybrid approach allows the implementation of REDD at both national and sub-national approaches.

The most appropriate scale for Nepal will be determined largely by the national REDD strategy. Recent developments in international negotiations have been showing progress of a phased wise approach, whereby countries progress from readiness to full implementation.

3.1. Subnational Option
These activities happen in defined geographic areas or as projects by NGOs, communities, companies, individuals or the government itself.

Advantages

· Allows Nepal to participate immediately

· Will not require an elaborate institutional set up

· Easy to initiate and mobilize- capacity building and prep work to a limited number of people can be done to jump start the process 

· Data requirements are less extensive

· Easier to attract private sector investment

· Experience through the voluntary and compliance carbon markets exists

· Role of the government is minimum and this is an advantage where the government is seen as having problems with transparency and accountability

· Easier to implement differentiated payments as not all areas in Nepal face the same costs
Disadvantages

· Leakage will be hard to address

· Hard to address some drivers at a project based sub-national level

· Could reinforce inequitable patterns of resource flows

· Host country has no sense of ownership- could reinforce the cycle of donor driven processes

3.2. National Option

For this option, a national baseline would be created against which changes in deforestation and degradation would be measured. 
Advantages

· Easy to address leakage and permanence

· Easy to implement necessary policy and measures that can achieve REDD objectives

· Addresses sovereignty concerns

· Tenure/land rights do not need to be addressed

· Project level additionality requirements would be addressed

· Ability to engage a large set of stakeholders at the national level

· Transaction costs could be lower

· Potential to incorporate PES

· REDD policy can be better aligned with national development strategies

· MRV economies of scale

Disadvantages

· Data requirements

· Takes time to build capacity

· Taxes government and civil society resources if payoffs are small

· Direct credits won’t be issued internationally for sub-national activities when a national system exists-this can lead a loss of sense of ownership for local communities

· A major strength of the national approach is on the ability to achieve broad policy reforms- REDD outcomes hinge on this ability

· Waiting for capacity to build could give middle income developing countries a heavy comparative advantage 

· Baseline needs to ensure environmental integrity- miscalculations could cause hot air

· Nepal is extremely heterogeneous- communities/forests do not face the same opportunity cost and therefore a compensating scheme would be extremely expensive as it would have to take the maximum cost to retain these areas

· Broad based participation needs to be ensured and is not certain with a government that is seen to exercise central control
3.3. Hybrid Options
Advantages

· Allows Nepal to participate quickly with minimum national preparation

· In line with the phased approach being discussed

· Allows countries to prepare to reach national level implementation while also allowing sub-national implementation

· Accounting at the sub-national level and national level

· Different crediting mechanisms could be used at the same time

· International experience through Joint Initiative (JI) exists

Disadvantages

· Needs disaggregated data
· Harmonizing standards and carbon accounting
3.4. The Phased Wise Approach

This approach recognizes that countries like Nepal cannot be expected to implement REDD immediately as they need to build significant groundwork to do so. As a result, it takes a stepwise approach. Phase 1 mainly centers on planning and would see an institutional arrangement in place as well as engagement with stakeholders. Phase 2 would set up an MRV framework as well as a much more comprehensive engagement with stakeholders and a clear articulation of the country’s REDD strategy. Phase 3 would finally lead to the execution of the REDD strategy that leads to verified emissions reductions and related compensations. This approach allows for sub-national testing to take place while at the same time also recognizes that national level implementation is a must. While a much more comprehensive study on the opportunity costs and implementation costs of REDD must be done, on a cursory assessment, this seems to be the best way forward. 

3.5. Possible Sub-national and hybrid options

As discussed above, Nepal’s varied topographic, ecological and economic factors cause the opportunity and implementation costs to be different. REDD could potentially offer broader linkages to environmental services. Regional level accounting based on ecological regions could be an option. 

· Division of the country into eco-regions to cluster similar areas together
Taking into account regional ecological and physiographic characteristics, divisions could be made. The fund body (more discussed later) can release funds directly to these regional entities thereby streamlining the process. The entities at the local level can be the District Forest Coordination Committees (DFCC). Though this approach would help to bring together forest areas in the same ecological regions, thereby paving the road for PES schemes later, coordinating this mechanism with the administrative divisions of the government would be a major challenge. 

[image: image1.png]



Figure 1. Eco region based implementation modality
· Another option could be to put a floor on the REDD projects. All projects below a certain size would be will be contributing to reductions at the national level. The implementation of the operational plans could be a proxy for minimizing deforestation and degradation.

· A potential option could be to community forests to register as sub-national projects. Depending on their sizes and capacity, they might have to be bundled. All of the other areas that have not been handed over to user groups would contribute to the national baseline. 

· The REDD+ architecture should pay way for a broad based PES system that is holistic. Some have also advocated for a gradual transition to a landscape approach whereby forests are not treated in isolation but regarded as components of a larger landscape. The proponents of such an approach argue that this will help to address many issues like leakage and permanence while building resilience at the same time. 
4. Carbon Ownership

As already mentioned above, most of the forested land in Nepal is technically government land. The government started the process of handing over management/usufruct rights to local communities since the 1980s realizing that local communities could play a major role in promoting forest conservation. These communities have turned degraded land into areas of high forest density. 

As Basnet writes, the Forest Act of 1993 helped to create user groups as “autonomous and corporate bodies with perpetual succession.”
 This would allow the membership of the user group to change but not the continuity of the company itself. User groups are stable through this legal mandate. 

The Forest Act of 1993 also allows the government to hand over forested land for management purposes allowing sustainable use of forest resources. This does not give the community ownership over the land on which the forest stands. 

While Basnet argues that both standing trees and forestland are the property of the state and, therefore, CFUGs cannot be considered as possessing the right to trade forest carbon, others have a different view. They argue that as the usufruct rights have already been handed over to the community, the right to trade carbon, they argue, extends naturally and therefore a simple addition of carbon rights to the operational plan can be carried out.

Possible carbon ownership options are analyzed below. 

Table 1: Tenure systems

	Management System
	Period

	State Management
	

	Government management
	Tenure is unlimited but management is defined

	Protected forest
	Tenure is unlimited but management is defined 

	National parks and wildlife reserves
	Tenure is unlimited but management is defined

	Collective Management
	

	Community forests
	Tenure period is not defined by law; management is usually by a 5 or 10 year plan

	Leasehold forests
	40 years which may be extended for another 40 years

	Religious forests
	Tenure is unlimited but management is defined through an annual scheme or 5 year plan

	Collaborative forests
	Tenure is unlimited but management is defined through an annual scheme or 5 year plan

	Buffer zone (BZ) CF management
	Tenure is unlimited but management is defined through an annual scheme or a 5 year plan


4.1. Operational Plans

The role that community forests and similar community based management regimes have played in generating carbon savings has not been questioned at all. As carbon credits are generated where there is a net increase in the carbon sequestered or deforestation and degradation avoided, by this logic, we could consider the communities to be the owners of these carbon rights. 

One option, that is also amenable to scholars like Basnet, is to place carbon trading as a usufruct right of the CFUGs. This would allow the communities to be sure of their ownership over carbon assets and also prevent the state from nationalizing carbon rights. This security could be achieved by explicitly stating carbon rights in the operational plans.  

Furthermore, carbon rights do not necessarily have to mean financial rights over the sale of carbon credits. The state could be the technical owner of the carbon rights but the financial benefits that are received from such transactions could be guaranteed to the communities for generating the carbon savings. 

A dimension that could generate insecurity to prospective carbon buyers is the silence on duration. Leasehold forests are explicitly handed over for 40 years with the possibility of another 40-year extension. Community forests and other management regimes, on the other hand, are not given such a specific tenure right as can be seen from Table 1. 

From an operational perspective, even if community forests do have the carbon rights, they will most likely have to bundle together to be able to offer considerable amount of carbon. Therefore, by vesting an operating entity the rights to transact carbon credits, significant reductions in transaction costs can be achieved. 

Further investigation is required on several fronts:

a. The ease of renewing operational plans for the operational plan to be considered a proxy of carbon rights
b. Possibility of extending the time dimension of the operational plan LHF already has 40 years- possibility of similar provisions for CFs
c. Exploration on other ways to vest carbon rights to communities 
4.2. Carbon Pools

The five carbon pools approach has been another approach used to shed light on carbon ownership. It can be seen that the communities or those who have been granted management rights of forests (and usufruct rights) have control over four of the five carbon pools, except soil organic carbon. There is an area of contention between the local governments and the communities regarding litter. 

The IPCC in its good practice guide has identified five carbon pools. Measurements pertaining to these carbon pools help to ascertain the carbon changes. The five carbon pools are: soil organic carbon, deadwood and litter, below ground, above ground, shrubs, grass and herbs. Cited in Ready for REDD? (Acharya et al, 2009), Karky shows that the above ground biomass was the only carbon pool that had significant increment, 6.23 tCO2 per ha. This clearly depicts which carbon pool is driving the carbon savings. This firmly roots the role of communities in helping to generate such savings.

4.3. Concept Paper of NRFRC

As Nepal is passing through a transition where an elected constituent assembly is writing a constitution, the Committee on Natural Resources and Financial Regulations has come up with a concept paper that has been forwarded to the constitution drafting committee. 

Though this is only a concept paper and is yet to be approved, carbon services are mentioned to be under the control of the federal government. This clause focuses on the transaction aspect. Another clause recognizes that distribution of natural resources is not even in the country and that this may have implications on development. How much this will translate into the state wanting to play a redistributive role for carbon benefits is yet to be seen. 

The concept paper also recommends placing the free, informed and prior consent of the rights of indigenous peoples and local communities in the preamble of the constitution. This would be a major step towards recognizing the rights of indigenous peoples and local communities and would have implications for the REDD policies that the state would formulate.

Some also see this as an opportunity to include community ownership of land in the constitution. At present, the state only recognizes national land or private land with no in betweens. The state does have the right to hand over management of lands to groups. The advocates of community ownership argue that this is the only secure basis for carbon rights. 

Some potential options

· Inserting carbon ownership into the operation plan of community forests

· Using the carbon pools approach which lets use the existing laws to break down which legislated.  There are a number of problems with this with the most glaring one being conflicting overlaps of different laws
· The state takes custodianship of carbon treating it as a public good- the state takes the rights, transacts and disburses payments to the communities or programs
· Defining community ownership- land is either government owned or private at the moment. Community ownership would allow carbon ownership to take form. 
5. Carbon Registry- Potential Structure
The concept paper submitted by the Natural Resources and Financial Regulations Committee denotes that the government is responsible for making sure that the communities are able to receive due benefits from the carbon services that they have been providing. In an indirect way, this concept paper has indicated the possibility of resting the transaction rights with the government. A carbon registry can be vested with this right to transact. By encouraging broad based participation from stakeholders in the management of the registry, the process can be both streamlined and also made transparent and accountable. 

Carbon registry is envisioned as a one stop shot and could have the following roles and functions: 

· Transaction:

· Carbon owners can vest the registry with the right to transact on their behalf

· The registry could be mandated to be the sole transacting entity

· Single window for buyers

· Carbon buyers can approach this registry to purchase credits and/or find projects of interest to them. This is anticipated to significantly reduce transaction costs

· Streamlined process for sellers

· Sellers, whether they be communities or private project operators can be listed on this registry. 

· Information

· If all carbon transactions are routed through this registry, this clearinghouse will possess information regarding REDD+ activity. 

· Cross coordination

· If REDD credits become fungible with Kyoto credits, coordination must take place with the Designated National Authority. This registry can be designed to make this coordination possible

· Regional set up

· The registry would have regional nodes that also serve as units of the national MRV set up

Such a registry will could bring a wide range of stakeholders together. By holding the registry accountable to these stakeholders, the registry would be able to maintain a high degree of accountability and standards. The registry could also be mandated to enforce certain safeguard requirements that the government and other actors deem essential.

This sort of a registry can significantly cut down transaction costs and greatly help community forests bundle up to achieve the advantages of scale. As the central clearinghouse, the government and other stakeholders will also know the type and level of activity going on in the country and be able to learn from the experience. 

Another major benefit of a registry system can be that the ownership of carbon problem can be simplified. By giving this registry the right to transact, we might be able to avoid going through a very long and extended process of clarifying land rights and carbon rights particularly as Nepal is passing through a sensitive political juncture and land reform is high on the agenda. 

MRV actions can be better coordinated through a single entity like the registry. This set up could help come over problems of harmonizing systems in regional and of different scales. 

The registry will need to have provincial level units and a system to be able to reach the ground. The registry can mobilize existing VFCCs and DFCCs in this process. Accessibility to the registry needs to be ensured. 

Figure 2 shows a simplified version a potential REDD architecture. The source of funds are the market and the bilateral and multilateral sources. The registry can be placed together with a trust fund that manages the REDD funds. This entity can disburse the payments to the regional units based on the information from the MRV set up which will also have regional nodes. If REDD is considered to be a part of Nationally Appropriate Mitigation Actions (NAMA), then this registry can be an implementing agent of forestry related emissions.
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Figure 2. Registry in the National REDD Architecture

6. Benefit Sharing

The benefit sharing mechanism will be an important component in making REDD successful in Nepal. As IUCN (2009) writes, “the question of who owns the carbon in a formal sense, which is often asked in REDD+ debate is perhaps not the most important question for the bigger picture (though clarity on this is essential for implementation of REDD+).”
 They argue that this bigger picture is the identification of stakeholders who need to be identified and addressed so that REDD policy can be implemented. 
Two factors seem to drive the REDD benefits: opportunity costs and mitigation costs in developed countries. The burden of the benefit sharing mechanism will be to have an inclusive strategy that takes into account all of the relevant stakeholders, maintaining equity, but also being cost effective to achieve the necessary emissions reductions.  

Compensation schemes for participating in the REDD mechanism are difficult to design when the opportunity costs and other factors that influence REDD costs are different throughout the country. However, Borner and Wunder (2008) have shown that implementing a differentiated compensation set up, by compensating according to the specific opportunity costs, could help to achieve significant cost reductions. When compared to a uniform compensation scheme, differentiated payments saved 45-75%.
 

Sub-national level of implementation would be the easier approach to implement differentiated payments. The transaction costs of making differentiated payments and sub-national REDD activities is something that needs to be studied further. A major challenge for differentiated payments for Nepal could be inter community conflicts owing to different payments. The diversity of community forests, whether in the coverage area or species type, will be contributing factors.

The specifics of a benefit sharing mechanism for Nepal will depend on information that can be obtained only after much wider consultations and analyses of potential options. Based on Vatn and Angelsen, funding mechanisms can be broken down into four generic types. They are:

a. Budgetary support

b. Fund within the state administration

c. Fund outside the state administration

d. Direct project level fund disbursement
We will assess the advantages and disadvantages of each in turn. 

6.1. Budgetary Support

The government can receive the funds from different sources and forward these funds to the local governments and/or use the funds to formulate necessary plans and actions to address the drivers of deforestation and forest degradation. 

Advantages

· Implementation costs can be reduced as the state already has an institutional structure to channel funds

· The ability to target/address specific drivers will be simplified as the state will have control over funds 

· Strong coordination with other state organs and related ministries

· Sense of ownership of the state is maximum as it controls the funding disbursements

· Institutions like District Forest Coordination Committees exist that can be used manage funds at the local level

· Could be an opportunity to improve governance

· Liability, leakage in particular could be increased

Disadvantages

· Private sector engagement could be discouraged

· Problems like transparency and accountability could be hurdles

· Stakeholder representation and input in decision making process is very limited

· Gaining national priority can be a problem when competing agendas are on the table

· Efficiency and effectiveness advantages go up for budgetary measures only when the size of REDD activities and payments are large

· State might be tempted to use REDD payments for other expenditure items

· This approach might be useful at the readiness and PAMs stage but for performance based payments, other approaches can be considered more efficient
An example: Each district (DDC) receives 15% of the total revenue from their sale of forest products. This budget support comes back as an earmarked item where 25% must be spent on forest conservation. While some have spent these funds on conservation, others have seen these funds get expended on items that are deemed more important. This example illustrates how budgetary pressures can force even earmarked budget items to be spent on non-forest related items even when coordinating bodies like DFCC exist. 
6.2. Fund within State Administration

Advantages

· Would receive high approval from the state

· Could use the federal model 

· Can still use national institutional structure for coordination

· High degree of flexibility

· Funds being spent to further REDD objectives more secure than under direct budgetary disbursements

Disadvantages

· Governance could be a problem

· Ability to address drivers depends on mandate

· Independence of the fund depends on the mandate

· Political processes could sway the direction of the fund that is not in the best interest of the stakeholders
6.3. Fund outside the state administration

Advantages

· High level of support from non governmental actors

· Ability to engage a large number of stakeholders 

· Increased transparency and accountability

· Existing CTFs could provide lessons learned

· Strong ability to promote co-benefits like biodiversity as it can help other CTFs

· Elaborate institutional set up through federated bodies like FECOFUN already exist- this could help save implementation costs

Disadvantages

· Government level coordination might be difficult

· If the drivers that need to be addressed are major political and macro factors, the mandate of the CTF needs to be increased: this might be a politically contentious issue

· As REDD activities increase and command larger areas and budgets, coordination with the government will be needed

· Implementation costs might be major as monetized REDD benefits will need to reach communities- existing government channels could be a cost effective option though with its own problems

· Will need to balance cost effectiveness with co-benefits

An example: National Trust for Nature Conservation was established by an act of parliament. This conservation trust fund however has not been open to a wide range of stakeholders and as the sustainability of funds also has been a major issue.
6.4. Project Based

Advantages

· Highly attractive to private investors

· Experience already exists through the CDM

· Easy to implement immediately as project level readiness can be achieved quickly

· Nepal can offer premium project level activities like community forests

· Effective to deliver emissions reductions through a targeted approach- more certainty as to the spatial aspects
Disadvantages

· Weak national support

· Does not address large scale drivers as project boundaries tend to be small

· Difficult to take into account leakage

· Very high chances of middlemen extracting revenues

· If transfers or activities become large, state interest will emerge
6.5. An analysis of options

Project based systems allow REDD financial flows to go towards activities where the lowest opportunity costs exist. Though this might be beneficial from an economic efficiency standpoint and in the view of minimizing abatement costs, such low opportunity cost options do not necessarily bear high co-benefits. Furthermore, we need a comprehensive study that is able to assess the opportunity costs inside Nepal and compare it to other countries that will compete for the same financial sources. As Angelsen et al (2009) point out, projects will tend to be placed in areas that have acceptable levels of governance indicators and tolerable transaction costs. This may leave out the poorer regions of the country. Similarly, individual project owners will want secure carbon rights. Project based systems would also entail high transaction costs and the possibility of intermediaries reaping major benefits. 

As Angelsen (2009) writes, bypassing the state and local authorities to implement REDD project may deliver carbon benefits but the state administration will miss the opportunity to strengthen its weak governance thereby entrenching it into such problems further. 

Though in the literature it is argued that project based approaches might be less likely to deliver co-benefits like biodiversity and poverty alleviation, this might not be the case for Nepal. Most of Nepal’s community based management systems have already been able to deliver strong pro poor results. 

Lindhjem et al have argued that as co-benefits might be hard to achieve strictly from sub national projects, a tax, akin to the CDM tax charged by countries like China could help to achieve these co-benefits even though most of the community based practices tend to have pro poor aspects. 

An alternative only including project based funding (like the current CDM) is not realistic among others because the REDD requires broad reforms and government wide involvement not the least to deal with national level leakage and permanence of emissions reductions.
By using the DFCCs and the VFCCs as crucial elements of a REDD architecture to reach the ground, REDD can play a major role in helping to establish and strengthen these institutions. Such local and multi-stakeholder governance needs to be encouraged and would provide a major source of encouragement to those committees that have almost taken off. 

The Buffer Zone Council is an interesting example of a fund system that is based within the national administration system but has significant local participation. For example, Chitwan National Park has a buffer zone council that has representation from all of the community forests contained in the three districts through their respective VDCs. The council, based on the proposals put forward by the community forests, disburses funds that the national park hands over. However, Kanel et al (2009) argue that these councils are heavily influenced by wardens (Kanel et al 2009) leading to conflicts between wardens and the local people. As the 1b report argues, limiting the public input into the decision making process of such large tracts of resources is bound to have repercussions. 

It must also be mentioned that these four options do not have to be treated as independent ones. There could be a mix and match approach. For example, if Nepal has a trust fund model to manage the financial resources, it can still make use of the existing budgetary channels to funnel funds to the local people.  

Trust Fund Model

Based on the literature review, three types of generic onservation trust funds were found: sinking, endowment and revolving (Saccardi, 2008)
. A CTF receiving money from REDD activities could be called a revolving fund. The overall legitimacy of this trust fund depends on the method of establishment. As this fund is placed outside the administration setup, it has the possibility of bringing together a wide range of stakeholders and also providing a stable fund that is free from the frequent political changes that take place. 

Most of the trust funds that operate in Nepal have their finances replenished only through grants and/or through fees from tourists and so on. If the carbon trust fund for REDD is market linked, sustainability will be ensured. Furthermore, as REDD has co-benefits like biodiversity, these funds will help to make sure that these other benefits are being achieved as well. 
Having a trust fund also gives Nepal an advantage as it allows it to fundraise. Donors can be assured that funds will go towards its stated purpose of conservation, and in this case, REDD activities. As already discussed, it is not known how attractive Nepal will be for private project developers. Therefore, funding might have to come through bilateral and multilateral assistance programs and for this trust fund set up could play a major role in this regard.  

 By having a governing board that has a wide range of stakeholders, not only will the trust fund be held to a higher standard of transparency and accountability but will also be instrumental in making the REDD framework inclusive. Such a participatory approach will surely help to enhance the credibility of the REDD mechanism thereby contributing to equity in implementation.

Roles of the Trust Fund

Administrator of the funds

As an administrator of the funds, the trust fund would be both the fund receiving and disbursing entity. Depending on the sources of funds, particularly during the readiness phase, the government could be administering the funds, as it is doing right now through the Foreign Aid Coordination Division of the MFSC. Once the trust fund becomes operational, it could be vested with the authority to administer the readiness funds.  

The trust fund has numerous options through which it can channel funds. The following is not a comprehensive list but just an indicator of the large number of options it could have:

a. Directly to provincial governments and local governments

b. Federated bodies like FECOFUN and others

c. New parallel bodies

d. District Forest Coordination Committees and similar coordination committees

e. Directly to the central/federal government

f. Setting up clusters that take into account ecological characteristics

Carbon brokers

The trust fund can act as the intermediary between the carbon buyers and those who generate emissions reductions. Having a national entity that is able to bundle these emissions savings together will be vital to reduce transaction costs for both transacting parties. Similarly, this method of operation can help to address the weak bargaining position that individual project owners and/or community level projects would have if they acted independently. 

If private entrepreneurs would like to participate in the REDD mechanism, this model could also work well. A fund outside the state administration could be perceived as having a higher level of credibility than within the government. They would also have the transaction cost advantages. However, the option to directly transact with entities outside the national REDD system would remain.

Certification could be another function of the trust fund. By having a national standard for REDD projects, this body would be responsible for making sure that the credits generated comply with the requirements set. 

The right to trade could be given to this trust fund. However, if a national registry is given the transacting right, the trust fund will be responsible for disbursing the funds only. Functions of the national registry and the trust fund are compatible and could be given to a single entity. If such an entity is to be established, a robust MRV framework along with a monitoring system of the REDD mechanism itself needs to be established. This brokerage function would be active particularly if the scale of implementation was hybrid or sub-national. 

The national trust fund will also need to ensure permanence. By transacting carbon credits, the trust will enter into a legal obligation to ensure permanence. This creation of liability needs to be addressed as there are permanence risks. There risks could be natural risks like forest fires and changes in the nature and intensity of the driving factors of deforestation and degradation and weak enforcement.

Some potential options based on Dutschke and Angelsen (2009)
 are:

a. Project Buffer

This is in line with the norms of the voluntary market. The trust fund can set aside a certain percentage of credits generated as an  insurance for non permanence. These credits are saved until a determined date after which they can be used as regular credits.

b. Risk Pooling

Instead of creating buffers for one project, projects can be combined and the credit buffer is determined based on the types of projects.

c. Insurance

Based on a sample portfolio of different project types, by ecological regions or other categorizations, insurance program can be designed. This premium is deducted from the monetized payments that are forwarded to the projects, communities or the entities concerned. 

d. Shared liability

This approach would apply under a national level crediting scheme where the national credits are used for compliance targets of developed (Annex 1) countries. The Annex 1 country or countries will be able to enter a transaction once it agrees to share a portion of the risks of non permanence as well. 

6.6. Existing benefits sharing mechanisms

The following table adapted from Acharya et al gives a good synopsis of the benefit sharing regimes that are currently in practice.

Table 2. Revenue sharing 

	Forest Management Modality
	Income Sharing
	Forest Management

	State Managed Forest

	Government managed forest
	Equal distribution of stray timber income between local and central government
	All costs to be allocated by national treasury

	National Parks and Wildlife Reserves
	30-50% to buffer zone management
	

	Collective Management

	Community forest
	100% benefits to local community
	25% of total income spent on forest development

	Leasehold forest
	100% benefits to local community
	

	Buffer zone community forest
	Collection of revenue from stray timber
	

	Collaborative forest
	75% national revenue and 25% community or local government
	


Adapted and modified from Acharya et al 2008
The table shows that the communities are able to receive a large proportion of benefits when forests are managed under community based regimes. It must be kept in mind that the state still controls most of the forested land. REDD could serve as a stimulus to encourage the government to handover forests that it has been hesitating to. 

Nepal’s existing hydropower benefit sharing mechanisms also indicate the current state of practice. The textbox
 describes this mechanism in detail and though a comprehensive study needs to be done regarding the impact of such funds and its implementation but the legal backing the benefit sharing mechanism has and the coordination amongst different levels of the administration is worth mentioning.  

Lessons from national parks and ICDPs 

Existing national parks and protected areas could offer some guidance to formulate a REDD mechanism particularly as they have been involved in biodiversity conservation, a major co-benefit of REDD. Strengthening and extending protected areas could be a possible REDD strategy. Though some question whether existing protected areas can meet the additionality requirements, there could be many nuances to the rule by which PAs in Nepal could still qualify. As the PAs face shortage of funds (financial additionality) and are also under pressure
, the case for additionality could be put forward. However, this is a matter for methodological guidance from SBSTA. 

The experience from integrated conservation and development projects (ICDPs) brings to the forefront the stakeholder identification issue discussed in an earlier part of this report. ICDP mechanisms have faced challenges by not being able to identify those who have the ability to affect the protected areas and those that are affected by the protected areas (Brandon and Wells, 2009). The same learning extends directly to REDD as well. 

In some cases, the relevant stakeholders are numerous and not organized. This poses a substantial practical problem both in identifying and not least consulting with and involving stakeholders in decisions regarding the BS scheme. Even if the stakeholders are identifiable and are organized in some kind of group, the group may have little or no experience with negotiating and making agreements with outsiders. This poses a problem for the full implementation of a REDD scheme. This will have to be dealt with by building of trust and capacity to engage.

Furthermore, Brandon and Wells (2009) point out that ICDPs were “overburdened by too many objectives” and cannot achieve their stated objectives. By loading REDD with a tall task of achieving many co-benefits could possibly result into a similar situation. That said, it cannot be forgotten that most of the rural communities are heavily dependent on the forest resources and delivering greenhouse gas mitigation goals alone by undermining livelihood concerns does not do justice to these communities. The benefit sharing mechanism will have to balance efficiency concerns with achieving co-benefits and including a wide range of possible stakeholders. 

6.7. Timing

Forest related carbon financing has faced major hurdles. CDM Afforestation and Reforestation (A/R) projects are a case in point. Regular monitoring must happen so that permanence of the sequestered carbon is ensured. However, carbon sellers must also receive periodic payments as incentives to continue their carbon saving activities. Regular disbursements based on emissions reductions will require a robust MRV system that is able to provide up-to-date information regarding the emissions reductions. Upfront payments will be needed to build trust and increase credibility and also because most of the REDD projects will take place in low-income communities. 

If the fund operating entity is well capacitated, it can play a major role in helping to provide the necessary upfront financing and also by matching emissions reductions through time with periodic payments. Upfront purchases by international agencies and entities like the Prototype Carbon Fund could be an option. This would give the trust fund an immediate source of income and would help to institute necessary actions. Dimensions of a benefit sharing mechanism are presented in Table 3.

Table 3. Key Dimensions of a Benefit Sharing Mechanism

	Key Area
	Features of the benefit sharing mechanism
	Results in…

	1. Stakeholder engagement
	Identifies stakeholders, consults them and builds local capacity for them to engage
	Basis for determining incentives, build ownership, trust and legitimacy

	2. Incentive design
	Estimates costs of people’s sacrifices, determines level, form and timing and benefit distribution
	Clear and direct incentives for stakeholders to engage in REDD+ activities

	3. Delivery mechanism
	Ensures proper procedures for reporting, auditing and monitoring benefit streams
	General trust and legitimacy, and effective safeguards against corruption

	4. Transparency provisions
	Harnesses internal and external forces for increased transparency
	Cost effective, meaningful levels of accountability

	5. Dispute settlement
	Prepares for changes in agreement, adopts dispute settlement mechanisms
	Avoids costly conflict, disciplines actors and reduces uncertainty


Excerpted from Lindhjem et al 2009

Careful study must be carried out before disbursing funds for specific activities. Though alternative livelihood generating programs might have strong pro poor aspects, the ability of these programs to also contribute to the overall goal of mitigating greenhouse gases needs to be considered. 

Nature of the benefits transferred to the communities and participating individuals or groups must also be considered. REDD benefits will be transferred in a monetized form. Though monetary benefits can be transferred inside the country as well, this form of transfer demands a more rigorous preparation. Tenure rights need to be clarified and well established. Similarly, problems of transparency and accountability also increase once the benefit becomes monetized. Community level projects could therefore be viable options. However, whether these incentives can induce behavioral changes to support avoided deforestation and degradation needs to be researched. Furthermore, linking benefits of this type with emissions reduction performance will be challenging.

6.8. Principles

This report does not attempt to come up with a formulaic system that could be used as a benefit sharing mechanism. Much more comprehensive review and consultation are needed before such an exercise can be attempted. Nepal’s varied ecological and socio-economic characteristics also add to the complexity. However, based on this study some broad principles that could indicate the nature of the benefit sharing mechanism are given below.

· Benefits need to be forwarded to the communities on the basis of performance. The central tenet is emissions reductions.

· Cost reflective: benefits need to take into account implementation and opportunity costs

· Effective: the benefits must be targeted to address the drivers of deforestation and degradation

· Pro poor and equitable: participation from all sections of the economic spectrum should be achieved. Forests play major roles in the livelihoods of the people. This central role must be recognized. Similarly, 

· Widest possible stakeholders: trust must be build by incorporating all of the relevant stakeholders into the decision making process

7. MRV

MRV framework will help to ensure environmental integrity of the system while non-carbon MRV to ensure that safeguard requirements are being met. The scale of implementation, international verification modalities, benefit sharing mechanism and national capacity will guide the details of the MRV set up. 
A phased wise approach that allows a country to move from pilot projects eventually to a full compliance grade implementation will allow the MRV system to evolve along with this implementation. 

Pilot projects will be crucial information sources. They will help to ascertain data needs, assess gaps in the existing national inventories, determine additional needs and also identify areas for capacity building. By gradually scaling up, methodological rigor can be increased with capacity building efforts.

Private sector involvement will be essential to develop the MRV system. MRV costs will have to be shared with different stakeholders. The exact modality of the framework will depend on the other components of the implementation framework. 

The MRV framework must be understood from the demand side of carbon credits as well. It will be in the interest of the international buyers, whether they are private companies or governments, to make sure that the carbon credits can be verified according to a certain set of standards. As a result, they will be a source of pressure to make sure that the credits are permanent and additional along with a number of other requirements. 

MRV related costs also point to the need to bundle small projects so that economies of scale can be achieved. The large number of small community forests can drive the costs up as training and capacity building are fixed costs. Another major cost related factor is if the changes in biomass are very small every year. The cost of monitoring is the same regardless of the changes in biomass. This means it would be more cost effective per emissions reductions if there were large changes. 

Community involvement in monitoring will help to increase sense of ownership over the carbon in the forests. It will also help to develop an understanding of how changes in carbon stock drive REDD benefit.

Skutsch et al argue that as a “transitional step”, communities can be paid a certain rate per hectare to measure and monitor carbon changes (Skutsch et al, 2009). Instead of awarding changes in carbon, this system would pay communities to generate data.
 Performance could be guaranteed through the enforcement of an operational plan or a similar management plan that strongly emphasizes conservation. Such an approach can be crucial in moving towards a performance based payments system in countries where community level data do not exist.

Skutsch et al (2009) posit that community level monitoring can be an effective way to reduce costs and also gain data. Moreover, having a strong national database system will allow communities to enter results of their carbon measurement and monitoring studies into the database. If this were coupled with high resolution remote sensing and/or other forms of verification, would be able to check reporting. Community level monitoring would also allow ground truthing to take place, thereby, reducing the uncertainty margins of national inventories. 

Community level monitoring means that the benefit sharing mechanism can also be devised to directly target the communities that produce the measurements and monitored results. 

8. Monitoring and Coordinating REDD

It is highly advised that the government with strong participation of stakeholder groups articulate the national standards for REDD. Though this will be guided from the nature of the international developments, national considerations must be clarified. As much as REDD can benefit communities, it also has the possibility of negatively impacting marginalized groups, indigenous peoples and local communities among others.

An inclusive and participatory body needs to be formed so that it can assess whether the REDD program is complying with the standards and safeguards. Incorporating a wide range of stakeholders will allow transparency and accountability to be better maintained. This monitoring set up would also help to determine the effectiveness of the checks and balances.

Developments in the negotiating tracks will also help to ascertain the coordination needed inside Nepal. The placement of REDD in the international climate architecture is yet to be determined. The Ministry of Environment houses the focal point to the UNFCCC. If REDD is brought under the Kyoto Protocol or if it has associations with KP, strong coordination between MFSC and MOE will be needed. Similarly, if REDD is considered to be a nationally appropriate mitigation action (NAMA), it will also need broad based governmental coordination as it will involve a large set of ministries and bodies. 

The Forest Sector coordination committee, a high level committee has not met for the past nine years due to various reasons. If this body can be made active, it has the promise of being able to coordinate REDD policy from a high political level. 

The existing DFCCs and VFCCs could be examples of multiple stakeholder approach that needs to be taken to address REDD. However, there have been accusations about the DFCCs and the VFCCs being donor driven. Concerns have been expressed over the lack of inclusiveness and the committee formation procedures. As the government official is the de facto member secretary of the committee, it is perceived to have a strong government bias in its dealings. 

Strong coordination between MFSC and MOE will be crucial to implement REDD+. These are the two primary ministries that will be responsible for the overall architecture of the forestry sector in climate change policy. As mentioned above, strong involvement from other line ministries will be important as REDD can require broad policy reforms.
The NRFRC envisions creating a natural resources commission, a constitutional body, responsible for conservation, enhancement and sustainable use of natural resources along with necessary research and study. This commission will also have a dispute resolution function. These features are especially pertinent to the REDD+ mechanism. 
The success of implementing REDD will depend on effective formulation of REDD strategy, identification of all of the relevant stakeholders and their participation (both inside and outside the government), a benefit sharing mechanism that is equitable and performance based and strong transparency and accountability norms to build trust between all stakeholders.
9. Final Remarks and Recommendations

Significant preparation is needed before Nepal can implement REDD effectively. A detailed analysis of drivers of deforestation and degradation will be instrumental, as mentioned above, in identifying the necessary stakeholders and government agencies, designing an appropriate benefit sharing mechanism and setting up the needed MRV framework.

A wide stakeholder consultation along with sensitization programs needs to be carried out, not just to receive inputs and suggestions but also to increase participation in this process. Without instilling a sense of ownership to local communities, the crucial components of the REDD implementation mechanism, much cannot be achieved. 

Any benefit sharing mechanism that is devised needs to take into account all of the necessary costs and benefits from REDD. The nature of the mechanism will be guided by the strategies necessary to minimize deforestation and forest degradation. As some preliminary studies have pointed to macro scale forces as being the drivers of deforestation, appropriate policy and measures need to be implemented.

While REDD offers a chance to improve government level transparency and accountability, concerns regarding transparency and accountability must also be taken into account. An independent trust fund that manages the REDD payments has features that will allow it to function and achieve REDD outcomes in Nepal. High level of political support could be provided to this trust fund by an act of parliament.

Trust will be a major factor in determining the success of the benefit sharing mechanism. Getting the widest possible range of stakeholders into the decision making process and by adhering to a high level of transparency and accountability, trust can be built between governmental and non governmental actors and local communities. A dispute settlement mechanism will also help to avoid potentially costly conflicts in the future.

Clarifying carbon ownership on the basis of land ownership will be a politically sensitive issue. As Nepal is passing through a transition, it might take significant time before ownership vis-à-vis land be worked out. The treatment of usufruct rights as carbon rights can be a viable solution especially if this is followed by the registry being able to transact carbon. 

REDD could be an important opportunity that allows the government to transfer management rights to communities in areas where there have been hesitations. If the REDD benefits are able to exceed the opportunity costs, these areas could be well managed and protected. 

It is also important for there to be national standards for REDD. This will ensure that safeguards of national interest like protection of indigenous peoples and local communities’ rights are secure. Furthermore, a robust accounting system must be developed and implemented at the appropriate level so that among others environmental integrity of the system can be monitored. 

REDD requires broad based support from governmental actors and non governmental actors. The future direction of REDD through international negotiations will also help to determine the extent of national coordination necessary. As many REDD activities may not be possible solely through MFSC and MOE, other actors need to be brought into the picture as well. 

ToRs developed for the further studies on the following topics are given in Annex IV
(a) Carbon Ownership

(b) Drivers of Deforestation and Leakages 

(c) Institutionalization of REDD in Nepal 

Hydropower Benefit Sharing: An Example


The 1992 hydropower policy in Nepal and the 1932 Electricity Act have also required hydropower projects above 1MW to obtain a license and pay royalty to the government. However, they did not specify how the amounts received should be used. In 1999, the Local Self Governance Act and Local Self Governance Regulations recognized the necessity to redistribute part of the royalty to communities in the vicinity of the project since these communities contribute to the project benefits by sacrificing their access to use of land and other resources in the project affected area. The regulations require that the central government allocate 10% of the hydropower royalty to districts where the hydropower project is located. 


In 2004, the second amendment of the self governance regulations increased the district’s share of the royalty to 12%. It also required the central government to distribute another 38% of the hydropower royalty among districts of the development region where the hydropower is located. 


In addition, the 2001 Hydropower Policy specifies that 1% of the royalty shall be provided to the Village Development Committees (VDC) that are directly affected by the hydropower infrastructure with the sole purpose of expanding village electrification of these VDCs. 


In certain districts, the royalty represents a significant proportion of total revenues. For instance, in fiscal year 2001-2, hydropower royalties represented 65% of the revenues of the Makawanpur District Development Committee (DDC). It only specifies that it must not be spent on administrative purposes. 


Source: Egre, Dominique. 2007.
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