MercyCorps R

10 STEPS FORCARBON CREDIT SUPPORTED PROJECTS

Mercy Corps supparinitiatives that fulfil our development mandadeere thesalso
reduce greenhousgas emissionswe can look for financial support throutite
development ofarbon credit The following stepare agenerabverview of th@rocess
to get carbomelated fundingnd what is expected of

¥ Merey Corps: theprojectdeveloper and implemente

¥ The carbon retailer: the business that can sell credits on the carbon market

¥ The carbon verification body. the organisation responsible for determining the

eligibility of your carbon credits.

The actuagprocess may not follow these stepghenexact order they are listed and will

also be influenced by the technology adopted and the chosetar@Stand
OMethodologyO. However, the purpbskis documenis to providea simple outline

of the terminology and to aid decision making on whether or not carbon revenue is an
appropriate source of funding for your projeetchecklist is proded at he end for

this purpose.

1. INITTAL CONSIDERATIONS

Not all projects are suitable for carbon finandingbe eligible projects must either
significantly reduce emissions or OcaptureO carbon by storing iP@jentsthat
reduce emissionsre categorisd aseitherrenewable energy (replacing use of fossil
fuels by a renewable source such as spiagrgy efficiency (reducing the amount of
energy requirg¢dReforestation, afforestation and REDD P Reducing Deforestation
and Forest Degradati@rtapture or sequester carbon and are also eligible.

The extent of this reduction/capture is vitally impodarte there are costs involved in
adhering to carbon market mechanisms. Determinisgatheof the project, and/or

its potential foreplication, is herefore important. As a general rule projects should
have the potential to reduce emissions by more than 10,000 tonngpesf@@@um in
order to be cost effectivBmaller projects could still however, receive direct support for



a company wishing to keaa voluntary offset and which does not require official
monitoring.

Carbon financing can help projects to escape from the traditiooaproject cyclesf

3-5 years since income is related to both scale and the timeframe of the project with
longer tmeframes being the mosbst effective This can provide a tool to aid
replication and achieve sustainability but commitments to this longer timeframe, or an
exit strategy to pass on the projects to partners, are essential.

The technology beingadoptedis a vital consideratioparticularlywhetherit would

have been introduced without carbon finaneiuge thelocation of the projecwill

dictate whether it is feasible to think of meeting the stringent monitoring standards.
Projects in remote areasdlve higher monitoring costs and are less likely to be viable.
Staff skills alsoneed to be considered to ensure that there is the irtgradky to

adhere tahe monitoring requirements.

Finally, carbon financed projects requiteility sinceprojects need to demonstrake
permanency Of emission reductionsProjects in unstable environments, such as
emergency situations, are therefore less likely to be suitable.

If the project description suggests that it may be eligible for carbon finarcitig th
following guide can be used.

2. ADDITIONALITY

One of the first criteria to consider for a potential carbon financed project is whether or
not it can demonstrat@AdditionalityQe iwhether it can truly make additional savings in
greenhouse gas esions beyond what is term@Business as Usu@CBAU.
Definitions of additionality vary but normally come under the following categories:

» Financial analysis: where the project demonstrates that without the additional
financing from carbon credits, thejectwould not have the resourcesb®
implementedh the same shape or form.

> Barrier analysis: where it can be shown thiaggal, social, technological, or
culturalbarriers exist that prevent particular climatgation activities being
undertakenwith projects only considered additional if they can be ghown
overcome such barriers

» Common practice analysis: where the technology or project is not currently
common practice in the region or country and therefore carbon financing is
helping to oveome barriers to new practices.

3. CARBON RETAILER

It is possible to navigate a project through the carbon market without the help of a
carbon retailer bdihis is both complex and riskydis probably not advisable for Mercy
Corpsat this stage&Carbam Retailers amompaniethat engage in eithédre compliance
market or the voluntary market (or both). The dengel market is the regulated arena
where companies, governments or other entitie§adyoncreditsO to help them
comply with caps oneir tadal emissions. The voluntary market includes individuals and
companies that voluntarily mitigate their greenhouse gas erfissimisthe purchase

of credts. One tonne of carbon equals one carbon crEdése credits asourced

from programmesnd initiatives that reduoe capturecarbon. Credits are either Qex
anteO (ie a forward sale) orgost(once credits have been verified).



The decision on which retailer to engage with should include:

» Whether they operate primarily in the volyrdacompliance market.

» The proposed scale of fhject.

» The ethos of the companyh@ther they are sympathetichte work of NGOs
andwill give some assurances that carbon credits will not be sold to companies
that would fall outside our due diligepiceocol3

» The price offered per tonne of CO

» The terms offere@l.e.whether they will provide somefugnt financing or vgh
to wait until credits arssuecand whether or not they will pay for DOE project
validation and verification (see béglow

The retailer will guide the project through the process and is usually responsible for
writing and submitting tH&oject Design Document (PDD) to a Standarsibody(see
below)

4. ELIGIBILITY

Before engaging with a project developéailers willcheck whether the project
complies withadditionalityrequirements andill assesroject risks (risk of nen
delivery, external risks, reputational risk and regulatoryTisksyvill also examikey
issues of permanence and leakage.

» Permanence: The need fo permanence is to ensure that the emission
reductions achieved during the project are real, verifiable, cannot be reversed and
will continue throughout the life of the project. For example, a forestry project
may need to have a credit ObufferO to imminstahe loss oarbon credits if it
is destroyed by fire or there is a change of lamdgquseng deforestation.

» Leakage: Before any project goes ahead it mustdgswnstrate that it has
considered, and dealt with, the issueatfage. Leakageaimeasurable increase
in greenhouse gases that occurs outside the boundary of the project that is
directly attributable to project activities. For example, a project designed to
reducedeforestation in one area may prove to be ultimately unsuccessful in
lowering emissions if harvesting activities are just displaced to another site.

5. COMPLIANCE OR VOLUNTARY MARKET

NGO projects are more suitable for the volumaayket for a number of reasons but
particularly because of scale, choice of technologygmefides. Carbon credits sold

under the voluntary market are called Voluntary or Verified Emission Reductions
(VERs) while those in the compliance market are called Certified Emission Reductions
(CERSs). Some of Mercy CorpsO larger projects mapled@liGiERs down the road.

6. CHOOSING A STANDARD

Previously the voluntary market was poorly regulated which gave rise to considerable
adverse publicity. Over the last few years a number ofgtahdsrdgsee below)ave
emergedthat give assurande purchasers that credits are valid, are not double counted
and contribute to sustainable development. Most operate ofoepnofit basis and

cover their costs from charges applied to registration and credit issuance. The Gold
Standard, (see belowmas set up by WWF and other NGOs and Mercy Corps is listed as
an NGO supporter.



The standardprovide benchmarks of quality for purchasers of carbon credits.
Although others exist the most likely standards for Mercy Corps projects are:

» Gold Standard (GS): Gold Standard currently represents best practice since it
requires the project to prove that it is contributing to sustainable development
and will not have any adverse secmnomic or environmental impacts. This
requires more rigorous monitorimdpich, in turn means extra expense and a
need for greater staff capacity. Carbon credits attract a premium price because of
this assurance. GS does not, currently, handle forestry and land use projects.

» Voluntary Carbon Standard (VCS): VCS is emergings a market leader in the
voluntary carbon market. It handles all types of projects, (renewable energy,
energy efficiency and forestry and land use), and has slightly less demanding
monitoring requirements with this difference normally being refletttegiice
per tonne being offered.

» Plan Vivo: Plan Vivo is aystem for developing commuriigsed payments for
ecosystem servic@PES) projects and programmvgl an emphasis on building
capacity, lonterm carbon benefitfom community forestry ankhnd use
projects diversifying livelihoods and protecting biodiversity.

7. CHOOSING A METHODOLOGY

All projects must follow atpproved methodology for defining the baseline, evaluating
the project emissions and emissions reductions, and definiranitiogimy procedure

It is possible to design a methodology and submit this for apjrowaé¢ of the
Standardbut it is both time consuming and costly. It is therefore likely that most Mercy
Corps projects will adopt a methodoldiggt has been throughis process The
methodology used will depend upon the technology adopted afdntteerd being
followed

8. THE BASELINE

Emission reductions need to be real, measurable and verifiable. This necessitates
measuring the emission reductions associdtedthe project intervention against
Business As Usual (BAUg.what would have happened in the absence of the project.
The actual process will vary according to the methodology andSahatdrd the

project is adhering to. This will normally redgeirbnical assistanice the calculations

of emission reductiomd, in the case of forestry projects, may neel@dist@iveys to

be carried out. The baselin@nalysiswill normally use onsample population but
multiple baselines may be requirechefe are substantive differences in the target
population.

9. SUSTAINABILITY AND STAKEHOLDER SURVEYS

The project should demonstrate that it is contributing to sustainable development and
would nothaveany adverse social, environmental or economic imp&e exact
requirements for this will depend on whethsrabmplying with G¥,CSor Plan Vivo
requirements. Stakeholder consultations should also be held to ensure that local
opinions guide and shape the design of the project.

10. MONITORING
The ned to demonstrate that carbon emission reductions are real, that credits are not
double counted and that they contribute to sustainable development requires rigorous



project monitoring. Monitoring is carried out on a regular random sampling basis during
the lifetime of the project with the size of samples determined by a statistical programme
which takes into account the numbers involved and the level of confidence required.
Costs donot go up exponentially as the project expands because sampling is on a
statistical basis.

The quality of the monitoring will determine the quality of the carbon credits that are
verifiedwhile he documentation required will dependnuiph® chosertandardand
methodologyFa example, Gold Standard requires the projecogdeveéb compile all

data on the baseline, the sustainability matrix and the stakeholder consultations into the
Gold Standardassport which is then useby the retailer to develop tR®D. The
monitoring process is rigorous and demands high qualitykeepig and staff ability

to conduct surveys.

As a rough guide project monitoring costs are likely to be in the regio/3@iK $20
annum.

Projects are also checked by third p@tsighated Operational Entities” (DOES).

The DOE for a respectiveuantry is responsible for initialidation that the projeds
eligible andneets all the criteria for tBandard that is being followéde cost of this
validation may be met by either the retailer or the project dewstdperll vary
according tdahe nature and scale of the project. The DOE will also review the draft
PDD submitted by the retailer. Whba project is underwéye DOE will pay a return
verification visit to confirm the veracity of emissiarsd, based on the DOEOs report,
therelevant credits will bssued by theStandard body

ADDITIONAL RESOURCES

Further information including templates for baselines, energy poverty saugeys
sources of additional material/helpful websiteavailable from Dory Mcintosh
(dmcintosh@uk.mercycorps.oog Jim Jarvigarvie@hg.mercycorps.prg

CHECKLIST
Project criteria Affirmative Reason

indicates project

potential for

carbon financing
Is the projectlocated in a stab Carbon finance projects ne¢
environment? stability to ensure th

permanence of emissions.
Is the expected emissi It is unlikely that smaH scalg
reductioricapture likely to be mors projects  will cover th
than 10,000 tonnes of CPer annun monitoring costs although tf
- either immediately énroughproject is technology dependent.
scale up?
Does the scale and location of Widespread geographi
project indicate that monitoring wol coverage or remote areas m
be cost effective? monitoring more expensive.
Monitoring costs may be in the reg It is more likely that th
of $2030K per annum. Can ti carbon revenue will |
project cover this? generated after the end of
first year once emissi




reductions have been proven

Does the technologgomply with a
recognised methodology?

It is possible to design a
submit a new methodology K
not realistic for Mercy Corps
this stage.

Does the project have skilled staff
can acquire staff, whcan handl
monitoring requirements (surveys,
recording , reporting )

The carbon market requir
stringent monitoring to tak
place.

Is the project length suitable?

Most carbon projects are 20
years in length with long
projects being prefed.

Would the project involve just o
product /technology?

Projects involving  multip
products might require separ
methodologies which raig
COsts.

Does the project meet additiond
requirementsi.e. would it not hav

The project is only eligibfer
carbon financing if it cameet

occurred without the inctve of
carbon credifs

the additionality ruling.

PROJECT EXAMPLES
The following projects have been proposed or are being implemented in the Mercy
Corps world.

Fuel Efficient stove$DRC, Myanmar and potentially Timor Le#e)und the

world millions still use traditional Othree stone firesO for cookingafEhese
highly inefficientcontribute to widscale deforestation and also lead to high
levels of respiratory diseaBegarticlarly among women. The use of a fuel
efficient stove can dramatically reduce the need forfwadodhich, in turn

means that women spend less time foraging for fuel and suffer from fewer
illnesses. The carbon credits are associated with the redustisustainable

wood used.

Community Forestry (Colombia) The project is working with slum
communities to plant trees in urban environments and surrounding hillsides
which will provide useful sources of wood fuel and fruit while conserving and
restoring &terways and wetlands and helfgrggpture carbon.

Biogas from Waste (Indonesia)n the populatioense slums of Jakarta,
poverty and ovesrowding, lack of adequate sanitation and waste disposal leads
to unhealthy, unhygienic, and environmentallyaglagh conditions. Lack of
accessible, affordable fuel and electricity inhibits income generation and raises
expendituresThe installation of biogas facilities addresses the issue of poor
sanitation while providing a useful source of clean and free ¢oekingsium
dwellers while reducing carbon emissions. Carbon credits are associated with the
substitution of a fossil fuel (usually kerosene) by a renewable source.

Briguettes (Democratic Republic of CongGpmbustible biomass briquettes

are producettom a wide range of waste plant and agricultural material. Benefits
to local populations include reduced respiratory diseases (from lowered smoke
levels), employment opportunities and the protection of one of the worldOs most
threatened eesystems. Emiss reductions are associated with the replacement

of charoal by a renewable fuel source.



