@ IET f INVESTING IN NATURAL CLIMATE SOLUTIONS:

A IS FOR AMBITION

DECEMBER 2020

Natural Climate Solutions (NCS) are an essential tool to keep the global temperature rise below 2°C and
to prevent the most catastrophic impacts of climate change. NCS encompass a variety of actions that
conserve, restore or improve the use or management of natural ecosystems to limit greenhouse gas
(GHG) emissions to the atmosphere. Examples include reducing emissions from deforestation and land
use change; improving forest management and reducing forest degradation; restoring natural
ecosystems such as wet-, grass- and peatlands; and restoring forest lands to enhance natural carbon
storage and removals. Not all NCS are equal in terms of their mitigation potential and biodiversity,
economic and ecosystem service benefits, nor are they necessarily appropriate in all local contexts.

Global efforts by governments, NGOs and the private sector towards financing NCS, and in particular,
afforestation, reforestation and revegetation activities have grown in recent years, which is an achievement
to be championed and expanded. However, despite this positive momentum, it raises concerns that it is
detracting from investments that are needed to reduce emissions from deforestation and forest
degradation. Investments in these activities remain inadequate despite their disproportionately high
contribution to limiting anthropogenic climate change. For the global land use sector to transition to a net
greenhouse gas sink as opposed to a source, as is required to meet the Paris Agreement goals, emissions
from deforestation and forest degradation must be dramatically curbed, alongside the simultaneous
scaling-up of natural climate solutions broadly.

The role that standing forests play in current GHG emission reductions is imperative to consider in the
broader context of NCS. The preservation of standing natural forests, in particular tropical forests, is
essential from both an emissions abatement and removals perspective, while simultaneously protecting
against negative climate change impacts, preserving the planet's biodiversity and supporting the
livelihoods and well-being of 1.6 billion forest-dependent peoples globally.” It is vitally important that
financing towards reducing emissions from deforestation and forest degradation be immediately scaled.
The role that the private sector can play in scaling up investment in NCS must be recognised and
leveraged given the limited window of opportunity in which to prevent catastrophic climate change.

Many nationally determined contributions (NDCs) under the Paris Agreement and modelling scenarios
that limit the temperature increase to 1.5°C above pre-industrial levels rely on dramatic reductions in
deforestation by 2030.”° A concerted effort is urgently needed to channel carbon finance towards
reducing emissions from deforestation and forest degradation. It is essential in order for the land sector to
fulfil its role as a net sink as required in the years ahead. However, tropical forests are being destroyed at
a rate of about 8 million hectares (31,000 square miles) each year, or ~36 football fields worth of forest lost
every minute.” A study of tropical forest loss from 2000-13 found that the net carbon impact of this
deforestation was six times greater than initial assumptions, factoring in not just the loss of stored carbon
but also the loss of potential future sequestration.” Furthermore, around 28% of anthropogenic carbon
emissions from all sources during the 2007-16 period were absorbed by intact (untouched) forests,
markedly reducing the net rate of CO2 accumulation in the atmosphere ¢ and thus highlighting the real
value that natural ecosystems play in mitigating climate change. Mature forests sequester more carbon
than restored forests, yet this currently appears to be under appreciated and not reflected in investments
and policy decisions.
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Despite strong political will to end deforestation, as evidenced by the Aichi Biodiversity Targets (with 196
countries party to the agreement) and the New York Declaration on Forests (with 190 endorsers, including
more than 50 of the world's biggest companies, governments, and influential civil society and Indigenous
organisations), which aimed to reduce deforestation by 50% by 2020 and entirely halt it by 2030,
deforestation of primary tropical forests has in fact increased. A major threat to standing forests are the
increasingly devastating wildfires occurring across the world.” Australia recently battled its largest
bushfires on record, while parts of the Arctic, Amazon and the US have also faced devastating fires. This
coupled with the continuation of large-scale deforestation driven by agriculture, mining and commodity
exploitation is jeopardising the land sectors’ critical role in climate mitigation. Limited progress has been
made in developing policies at a national or jurisdictional level and incentivising rural, marginalised
communities to keep their forests standing.

Activities to support financing can be actioned through a variety of channels:

For governments, supporting the development of carbon pricing systems and enabling
environments for public and private climate finance and investments to be channelled towards
avoided and reduced emissions from deforestation and forest degradation should be explored and
actioned in forest countries and subnational jurisdictions. Accounting systems that can capture all
levels of action in a manner that ensure s environmental integrity and prevents double counting are a
critical piece of the enabling environment for private action. Furthermore, emissions trading systems
that allow for the inclusion of NCS, in particular reduced emissions from deforestation, should be
scaled up. This will generate critical financing to curb deforestation and convert the land use sector
into a carbon sink.

Many of the drivers of deforestation are coming from consumer goods and services in the private
sector, yet there is limited policy and investment to address this gap.

The private sector can play a key role in financing NCS. It is a matter of urgency that corporations
should examine and disclose their forest footprint and work to eliminate deforestation. Climate
finance can be channelled through voluntary carbon markets for reduced emissions from
deforestation and degradation, alongside investment in adequately safeguarded afforestation,
reforestation and restoration activities to support corporate climate strategies.

Reducing deforestation and the conversion of natural habitats clearly has significantly more climate
change mitigation potential than afforestation, reforestation and restoration efforts in the short to
medium term.® Mature standing forests, among other natural ecosystems, contain ‘irrecoverable carbon’,
meaning that once emitted, it will not be possible to recapture and store it on timeframes meaningful to
keep to the trajectory of climate warming in accordance with 1.5°C temperature stabilisation goals.’
Keeping forests intact, avoiding degradation and preserving standing forests can provide significant
climate benefits by avoiding emissions of stored carbon and maintaining major active carbon sinks.
Current carbon market methodologies for reduced deforestation rarely quantify the removals achieved by
mature forests and new growth in accounting practices. However, on a global scale, the contribution of
protecting natural landscapes is at least 260 gigatonnes (Gt) of irrecoverable carbon. This carbon is
currently at risk of being released into the atmosphere and if lost will set on us a dangerous course to
drastic warming."’
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Forest degradation has a significant impact on the climate and potential to mitigate climate change. The
opportunities for mitigation by preventing forest degradation are not being sufficiently realised, largely
because international emission reduction programmes have focused on deforestation, which is easier to
detect and monitor.”" Improvements to emissions reduction policy and technology have been significant
over the past few decades, and it is critical that they further evolve to accurately reflect the important role
of avoided degradation of forests.

Intact forests have exceptional value beyond climate benefits - to biodiversity, human wellbeing and
human health - compared to degraded and managed systems’ and there is a body of evidence that the
impacts of deforestation are directly contributing to local (and global) climatic changes.”” When forest
cover is lost, rainwater runoff flows into streams more rapidly, elevating river levels and subjecting
downstream villages, cities, and agricultural fields to flooding, especially during the rainy season. During
the dry season, land downstream from deforested areas can be prone to long droughts which creates
local economic and environmental disruptions!*" Continued conversion of natural forests will further alter
local and regional climates, making them drier and warmer. In turn, global markets will be negatively
impacted as crop yields and agriculture become more vulnerable to climate change.

Loss of intact forests also leads to a significant loss of life and biodiversity.”® The biodiversity, economic
and ecosystem co-benefits of reducing deforestation are invaluable yet not applied systematically as a
metric within the investment and trading capacity of carbon markets, thus substantially undervaluing the
true contribution of forest ecosystems and their conservation.

Various pathways that aim to limit warming to 1.5°C rely on large scale deployment of carbon removal
activities to ultimately reach net-zero. Applicable forestry based NCS approaches include the
enhancement of terrestrial and coastal carbon stocks in plants and soils via afforestation and reforestation,
soil carbon enhancement, and other conservation and restoration efforts for natural and managed land
and coastal ecosystems. The Bonn Challenge goal is a global effort to bring 150 million hectares of the
world’'s deforested and degraded land into restoration by 2020, and 350 million hectares by 2030. In
recent years there has been a significant increase in investment in voluntary climate financing of
afforestation and reforestation activities. This investment has come from governments as well as the
private sector to meet their respective climate objectives. This necessary and urgent work needs to
continue the drive to realise carbon removals in future years, particularly beyond 2050 in order to maintain
a global warming pathway of 2°C or lower.

To meet the Bonn Challenge’s 2030 forest restoration goal through active planting will require $700 billion
(at $2,000 per hectare restored).”’ Given these high costs and the challenges surrounding restoration, only
limited success has been made so far. According to the latest Bonn Challenge Progress Report’d
approximately 29% of the total 2020 target of 150 million hectares restored has been reached. This leaves
over 90 million hectares remaining for the 2020 target and an additional 200 million hectares to meet 2030
target. Scaling up to meet these goals will prove challenging, especially as we are already significantly
behind.
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This, coupled with the worrying lack of action and investment in preventing tropical deforestation in the
near-term, is giving rise to the risk of losing current natural carbon removals and storage by tropical
forests. If we lose this natural function of tropical forests, it will severely jeopardise the impact of other
mitigation efforts.

While newly planted forests can bring land under management and sequester carbon once grown, they
do not store as much carbon over the long term as naturally regenerating forests and can be more costly,
both from a financial investment perspective and in terms of tonnes of carbon by limiting restored forest
lands to lower long-term carbon stocks.”

Meeting the Paris Agreement climate targets requires large, near-term investment in reducing emissions
from deforestation and forest degradation. This should be approached holistically, alongside investments
in afforestation, reforestation and restoration activities within private sector and government climate
strategies. Financing via carbon markets should be scaled to all pathways that protect, restore and
enhance ecosystems that can improve nature’s ability to withdraw and store GHGs from the atmosphere.
Channelling climate finance to reducing deforestation can deliver substantial co-benefits and contribute
to sustainable development goals in tropical regions. Tackling tropical deforestation will contribute to the
reduction of negative local climate impacts that are already affecting marginalised communities. If we lose
the world's tropical forests, the rest of the climate battle is also lost.
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