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A. PROJECT/PROGRAMME SUMMARY

A.l. Project or Project A2 Public or Public
programme private sector
A.3. Request for Not applicable
Proposals (RFP)
GCF Co-financers’
contribution contribution
Mitigation total 33% 27 %
Energy generation and access 5.5% 1%
O Low-emission transport -% -%
Buildings, cities, industries and appliances 5.5 % 1%
A.4. Result area(s)
Forestry and land use 22% 25 %
Adaptation total 67 % 73 %
Most vulnerable people and communities 17 % 19 %
O Health and well-being, and food and water security -% -%
Infrastructure and built environment -% 52%
Ecosystems and ecosystem services 50 % 2%
L A.6. Expected 3,575,444
A.5. Expected mitigation adaptat?on (1,823,476 women)
outcome 54 % of the total population
outcome
- ) -8.4 million tCOzeq
(Core indicator 1: GHG (Core indicator 2: 729,064 direct 2,846,380 indirect
emissions reduced, avoided or direct and indirect (371,823 women) (1,451,654 women)
BB GG L) beneficiaries reached)
11% 43%
f'Z(‘)_Tﬂorf:Lfc'g)a”C'”g (GCF 1 83,811,581 USD
A8 Total GCF fundin A.9. Project size Medium (Upto USD 250 million)
© 9 | 25,000,000 USD
requested
Mark all that apply and provide total amounts. The sum of all total amounts should be consistent
with A.8.
A.10. Financial
g Grant Enter number
instrument(s) requested O Equity Enter number
for the GCF funding O Loan Enter number

[ Results-based payment Enter number
[] Guarantee Enter number

A.11. Implementation

period 7 years (84 months) A.12. Total lifespan | 27 years

A.13. Expected date of 25 October 2024

B
AE internal approval A.14. ESS category

A.15. Has this FP been é.elzfdiggis or PPE

Elé?or?ét’ged as aCN Yes No I support been used Yes No O
) to prepare this FP?

A.17. s this FP included ﬁ]'clli'cfzgri"nstﬁz

in the entity work Yes No Yes No

country
programme?

programme?
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A.19. Complementarity
and coherence

Yes No

A.20. Executing Entity
information

The Executing Entities will be FAO, the Ministry of Agriculture, Forestry and Water
Management (MOAFWM), Serbia Shume (PES) and Vojvodina Shume (PEV). GCF funds
will be managed solely by the Food and Agriculture Organization of the United Nations
(FAO) while the other executing entities will manage interventions to be implemented
through their co-financing.

A.21. Executive summary

Vi.

Context and climate vulnerability: The Republic of Serbia is recognized as a global hub of plant diversity, with
forests playing a crucial role in its economy. Forests are vital for Serbia's energy security, providing for approximately
40% of its population, as well as supporting rural livelihoods and ecosystem services. Climate change and excessive
fuelwood extraction are degrading forests, undermining the country's efforts to adapt to and mitigate climate change
and exacerbating poverty. Rising energy prices, due to the current regional conflicts, further worsen the situation by
increasing demand for fuelwood in both rural and urban areas.

From 1980 to 2019, average temperatures have shown a significant increasing trend, with a rise of 0.6 °C per
decade. Greater increases were observed in altitudes above 1000 m and during the summer months (June - August).
Frost and ice days decreased, while summer days, tropical nights and heat waves increased. Projections highlight
that between 2020-2060, average temperatures are expected to increase each decade by +0.29°C (RCP 4.5) and
+0.48°C (RCP8.5) [Annex 24; TNC, 2020]. Precipitations are projected to remain stable with large yearly variations.
Summer days will increase continuously between 2016-2035 through the end of the century [TNC, 2020;]. Extreme
heat waves could occur at least 2-3 times a year compared to the 1986-2005 period, when considered rare events,
while frost and ice days will continue decreasing, especially at higher altitudes (RCP4.5 and RCP8.5).

Key Challenges: Damage caused by pests, diseases, fires, and climatic hazards has led to a 268% increase in the
loss of wood volume between 1966 and 2019. Moreover, the largely uncontrolled extraction of fuelwood (>7 mcm
yearly) and outdated forest management processes are worsening adverse climate change impacts on forests.
Fuelwood is still the main source of heating energy in rural areas (77% of households) and for the poor (10.5 % of
total population in rural areas) who cannot afford other sources of energy. Climate change, rising energy prices and
current geopolitical tensions threaten Serbia’s energy security, further increasing Serbia’s dependency on imports
of energy and fossil fuels, with a possible additional impact on demand for fuelwood, estimated at 10% compared to
Business-As-Usual (BAU).

The energy sector is the main contributor to greenhouse gas (GHG) emissions (78% of total in 2018). The
Agriculture, Forestry, and Land Use sector (AFOLU) contributed the second highest share with 7%. In the BAU
scenario, total GHG emissions, including Land Use, Land Use Change and Forestry (LULUCF), are expected to
increase by 4.5% by 2030 and 14.4% by 2050 (compared to 2010), and the more forests are damaged, the more
total emissions will increase, resulting in additional costs for low-carbon development strategies. The country has
set climate and energy targets that include increasing carbon removals and sinks from forests by 17% by 2030 and
22% by 2050 compared to 2010 levels. Failing to achieve these targets would have severe consequences for
Serbia's adaptation and mitigation commitments.

The main barriers to resilient forest-energy security and decarbonization are (l) High climate change adaptation
deficit! of forest stakeholders to guarantee key ecosystem services (energy, protection, livelihood, among others);
(1) Incomplete mechanisms for forest management and carbon governance; and (lll) Limited capacities and
incentives for private sector and community engagement in sustainable forest management (SFM) and
decarbonization.

Proposed Interventions: The project opts for a nexus approach and addresses bottlenecks to climate change
adaptation and mitigation through three components: Component 1 - National level upscaling of sustainable and
climate adaptive silviculture (CAS) and carbon finance framework; Component 2 - Improving energy security and
livelihood from climate resilient forest ecosystem and GHG emissions reductions from increased carbon sinks and
decarbonization opportunities; and Component 3 - Engaging private sector in CAS and decarbonization
investments. Taken together, these actions aim to enable Serbia to reduce the exposure and vulnerability of
its forestry sector and enhance resilience and energy security of households, while increasing total CO;
removals from forestry and biodiversity. Given the ownership and management structure of forests in Serbia, the
project will operate at the national level while considering regional specificities. The project will work in synergy with
projects of the GEF programme and other donors, and will introduce a number of innovations, including: (i) CAS
practices, management and carbon finance, technologies and investments; (ii) a crosscutting approach to ensure
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that investments in adaptation also yield mitigation and poverty alleviation results; (iii) linkages of national banks and
investors with private sector companies interested in decarbonization and forestry; and (iv) digital tools to aggregate
and engage private owners of land and forests. The last point will allow the scaling up of technologies, practices and
investments to the national scale and transform the private sector into an actor of change. The project shows solid
parameters, with a 20-year Economic IRR of 15.0% (higher than the social discount rate), a Net Present Value (NPV)
of US$ 78.4 million, and a 40-year Economic IRR of 17.6 % with an NPV of US$227.5 million. Section D and Annex
3 outline various scenarios considering the impact that mobilization of leveraged loans through the project’s activities
would have on the overall results. While the target is USD 50 million, even in a scenario where no loans are
disbursed, the project's aggregated economic results remain positive over a 20-year horizon, with an EIRR of 11.5%
and an NPV of US$39.7 million.

vii. Climate results and co-benefits: The project aims to directly enhance the resilience of 729,064 persons (371,823
women) while increasing carbon removals from the forestry sector (7.6 MtCOzeq (27Y) and reducing net emissions
by the private sector (0.8 MtCOzeq in 27y). Indirectly the project will positively impact 2.8 million people (1.5 million
women). Main co-benefits of the project will be biodiversity conservation, gender empowerment and poverty
reduction. The project will directly contribute to GCF USP-2 portfolio-level targets on mitigation and adaptation results
and to the USP-2 targeted results areas: 5 (Ecosystems), 6 (Infrastructure) 7 (Clean Energy), and 10 ( Local private
sector early-stage ventures and MSME innovation).

B. PROJECT/PROGRAMME INFORMATION

B.1. Climate context

1. Context, Climate Trends and Projections: Serbia's topography features a wide range of elevations, ranging from
17 meters above sea level (a.s.l.) in the plains of Vojvodina to 2,660 meters a.s.l. in the southern mountain ranges. Serbia
has a warm-summer, humid continental climate with regional differences due to its geographical location in southeastern
Europe. The climate is characterized as continental, with four distinct seasons: spring, summer, autumn, and winter. Climate
change has already impacted Serbia [FAO, 2021]2: Annual average temperatures show significant increasing trends between
1980 and 2019 with + 0.6 °C per decade [FAO, 2021]. Greater increases were observed in altitudes above 1000 m and
during the summer months (June - August) [SNC, 20173; UNDP, 20184, TNC, 2020; FAO 2021]. Daily meteorological data
from the National Meteorological Institute> highlight that frost days and ice days decreased by 8 days and 3 days,
respectively, every decade between 1980 and 2019 [FAO, 2021]. Summer days and tropical nights on the other hand
increased by 8 and 1 day(s) per decade. Heat waves® increased by 20 days and up to 30 days in lowlands and western parts
[TNC, 2020]. No significant trends were observed in the total annual rainfall for the period 1980-2019, and the duration of dry
spells remained stable, with an average of 27 days per year [FAO, 2021]. However, in the same period, there was a clear
trend towards increased rainfall variability, with +24mm/dec variability of accumulated precipitation. The average standard
deviation has risen from approximately 57 mm during the 1970-1980 period to 150 mm during the 2009-2019 period.
Furthermore, an increasing number of meteorological, agricultural, and hydrological drought events can be detected. The
average number of drought months per year has increased to +0.9 to +1.4 months per decade depending on the type of
drought (SPEI indices) [Annex 24, p. 83-85].

2. Projections highlight that climate change will affect Serbia even more in the future. Between 2020-2060, average
temperatures are expected to increase by +0.29°C (RCP 4.5) and +0.48°C (RCP8.5) each decade [FAO, 2021; TNC, 20207].
Minimum and maximum temperatures are expected to increase in a similar way over the next 40 years. July, August and
September will be the most critical months regarding average temperature increase. Warming will be higher in July-August
(up to +4.7°C) and during the fall (1986-2005 reference period) [UNDP, 20188]. Summer days will increase continuously,
reaching an additional 15 days between 2016-2035 and +30 days by the end of the century [TNC, 2020]. These trends will
be more pronounced in lower altitudes, especially in Vojvodina and Central Serbia. Extreme heat waves could occur at least
2-3 times a year compared to the 1986-2005 period, when considered as rare events [UNDP, 2018], while frost and ice days
will continue decreasing, especially at higher altitudes (-15 days RCP4.5 and - 30 days RCP8.5). Reportedly [TNC 2020;
FAO, 2021], annual precipitation trends are predicted to remain stable (RCP 4.5), and become negative, especially in summer
(-13 mm per decades) between 2020-2060 (RCP 8.5). Analysis of the Ellenberger Climate Quotient (EQ)® revealed that at
country level, the EQ is projected to increase by +0.75°C/mm per decade under the RCP4.5 scenario, and by +1.88°C/mm
per decade under the RCP8.5 scenario [FAO, 2021]. Similarly, the analysis of the Forest Aridity Index (FAI)1° confirms that
at country level, FAI trends are projected to significantly increase between 2020 and 2060 under RCP8.5 scenarios by
+0.42°C/mm per decade [ibid].



https://unfccc.int/sites/default/files/resource/SNC%20Eng_Serbia.pdf
https://www.klimatskepromene.rs/wp-content/uploads/2019/11/CLIMATE-CHANGES-OBSERVED-IN-SERBIA-AND-FUTURE-CLIMATE-PROJECTIONS_compressed.pdf
https://www.klimatskepromene.rs/wp-content/uploads/2019/11/CLIMATE-CHANGES-OBSERVED-IN-SERBIA-AND-FUTURE-CLIMATE-PROJECTIONS_compressed.pdf
https://www.klimatskepromene.rs/wp-content/uploads/2019/11/CLIMATE-CHANGES-OBSERVED-IN-SERBIA-AND-FUTURE-CLIMATE-PROJECTIONS_compressed.pdf
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3. Exposure and Susceptibility: The three national communications to the United Nations Framework Convention on
Climate Change (UNFCCC) concur in identifying agriculture and forestry as the most vulnerable subsectors in Serbia. These
sectors are vital for the country's economy, and potential damage to forests is expected to have far-reaching consequences
on energy security, livelihoods, and poverty levels in both rural and urban communities, as well as to environment and
biodiversity. Forests, which cover approximately 30% of the country, are a crucial sector for the population due to the
following: (i) provision of fuelwood, an essential energy source for about 47% of the population, particularly in rural areas,
where it is used by 77% of households [ROS, 2021]; (ii) it acts as a primary defense against floods and landslides; and (iii) it
represents, after agriculture, the most important sector for economic activities in rural areas. Fuelwood extraction is largely
uncontrolled and poorly regulated by outdated forest management processes, partly explaining why official statistics
generally represent a fraction of its consumption. Climate change, rising energy prices and current geopolitical tensions
threaten Serbia’s energy security, amidst a context in which prices have already been rising significantly over the last several
years (see Annex 2, par. 110 - 112).

4, The price increases have particularly strong impacts on poor and vulnerable people. An electricity tariff increases of
16.3% will lead to an increase in the share of household income spent on electricity by 0.5 percentage points. At the same
time, the overall poverty rate can increase by 1% under these conditions [World Bank, 2022a]. Despite government
interventions, energy costs are already a high burden for the country, as evidenced by the fact that households currently
spend more than 10% of their average expenditure on energy (the threshold to be considered “energy poor”) [World Bank,
2017] and that Serbia ranks among the top 10 continental European countries with the highest share of households reporting
that they could not keep their home adequately warm [World Bank, 2022a]. These trends reduce households’ purchasing
power and slow poverty reduction.

5. Given that fuelwood is still the cheapest and most easily available source for heating, rising energy prices suggest
that its consumption will increase further. According to official statistics, the share of wood fuels in final energy consumption
has increased from 11% in 2017 to 11.86% in 2020. Private and public forests are under pressure to increase logging to
meet growing demand, and current forest use is already unsustainable [Glavoniji¢, B. 2017]. In the BAU scenario, fuelwood
extraction will continue to be the main anthropogenic driver of forest degradation. As most of GHG emissions stem from the
energy sector, the expansion of renewable energy from biomass plays an important role for the country’s efforts to mitigate
its climate change impact and achieve its development goals. As a European Union (EU) candidate country, Serbia aligns
its actions to EU-directives and policies and generally to the EU acquis (see Annex 2, par. 112) and intends to increase RES
from the current 26% to 34% in 2030, with biomass energy being an important contributor. There is therefore an urgent need
to organize the sector in a sustainable and integrated manner to allow efficient resources use and to utilize the potential of
other biomass sources - like short rotation plantations (SRP) and agricultural harvest residues for energy purposes. If properly
and sustainably addressed, biomass, including fuelwood, can act as a central element in fulfilling national energy, climate
and development objectives and can also serve as a tool to alleviate poverty in rural areas.

6. The health and diversity of forests are essential to secure livelihoods for rural communities in Serbia, given that the
latter depend on job opportunities and production of non-wood forest products (NWFPs) such as mushrooms, herbs, honey,
and berries. These products are estimated to generate an annual value of approximately USD 39.6 per ha per year (Annex
3b). Forests are the most important asset in reducing Serbia’s total net emissions [TNC, 2020], but removals are decreasing
over time due to both anthropic and climatic adverse impacts.

7. Vulnerability: The vulnerability of Serbian forests arises from a combination of climatic and anthropogenic factors,
as well as from the lack of preparedness among public and private stakeholders, and inadequate integration of the forest-
energy-climate nexus across sectors. Temperature increases and precipitation variabilities have already led to increased
periods of droughts and a faster expansion of forest fires [SNC, 2017], as well as to increased pest outbreaks, decreased
forest vitality and decreased soil water content [TNC, 2020]. Reportedly [Djurdjevic, 2020], the increasing number of climate
related outbreaks of herbivorous insects like Corythucha arcuate and Pytiogenes chalcographus have led to extensive
mortality of P. abies, causing severe ecological and economic losses [Stojanovich, 2021]. Research shows that changes in
abiotic factors, such as temperatures and precipitation, change vegetation patterns and the provision of ecosystem services
[Laco, 2021]. Recent studies highlight furthermore that globally climate change has significantly decreased the resilience of
temperate forests globally, such as the one present in Serbia'! [Forzieri, 2022]. This is confirmed by data from the Ministry
of Agriculture, Forestry and Water Management (MOAFWM) showing that the adverse impacts from pests,'? diseases, fires
and climatic hazard on Serbian forests continue to increase (+268% of m? of losses between 1966 and 2019). More
information on vulnerability is in Annex 2. Par. 89-90.

8. GHG Profile of Serbia: Total GHG emissions without removals amounted to 64,592 kt CO2¢q in 2020, [2BUR, 2023].
The energy sector is the main source of emissions, representing 78.6% of the total (2020 data, 2BUR, 2023) with 50,739
ktCOzeq. The second largest GHG emitting sector is the AFOLU sector with around 9%, followed by the Industrial Processes



https://www.stat.gov.rs/media/345275/energy-consumption-in-households-in-republic-of-serbia-2020.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/37368/P17720607706c30e90841607b7d53ee8106.pdf?sequence=1&isAllowed=y
https://documents1.worldbank.org/curated/en/135831542022333083/pdf/Biomass-Based-Heating-in-the-Western-Balkans-A-Roadmap-for-Sustainable-Development.pdf
https://documents1.worldbank.org/curated/en/135831542022333083/pdf/Biomass-Based-Heating-in-the-Western-Balkans-A-Roadmap-for-Sustainable-Development.pdf
https://openknowledge.worldbank.org/bitstream/handle/10986/37368/P17720607706c30e90841607b7d53ee8106.pdf?sequence=1&isAllowed=y
https://www.researchgate.net/publication/356910117_Climate_change_within_Serbian_forests_Current_state_and_future_perspectives
https://www.mdpi.com/2073-445X/10/12/1401/pdf
https://www.nature.com/articles/s41586-022-04959-9?WT.ec_id=NATURE-20220818&utm_source=nature_etoc&utm_medium=email&utm_campaign=20220818&sap-outbound-id=5E5D6494707326CBF9BFADF007BA4E26CCEB7F25
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and Product Use (IPPU) and the waste management sectors. The forestry sector contributed to CO2 removals for 8.4% of
Serbian’s emissions equivalent [GFA, 2019]. At the same time, the forestry sector decreased by 16% between 2010 and
2020 in regard to CO2 removals from the atmosphere. In the BAU scenario, total GHG emissions, including AFOLU, are
expected to increase by 4.5% by 2030 and by 14.4% by 2050 (compared to 2010 levels) and the more forests will be damaged
the more total net emissions will grow.

9. Proposed Interventions: Based on a recent analysis performed by the Forestry Institute of Serbia (Annex 16) as
well as from the findings of an analysis performed under the FAO/GEF project “Contribution of Sustainable Forest
Management to a Low Emission and Resilient Development”, forest areas that are in need of urgent climate proofing are
distributed across the regions of Central Serbia and Vojvodina. Therefore, the project will work in these regions with both
national (Department of Forestry at the Ministry of Agriculture, Forestry and Water Management and academia) and local
institutions (provinces, municipalities, civil society organizations (CSOs) and academia). Detailed descriptions of forests in
both regions are available in Annex 2, Appendices 3-5). Maps of project locations are inserted in Annex 16.

10. Environmental and climate finance in Serbia has largely focused on water management, energy, and biodiversity.
While these sectors are of great importance to the country and its adaptation path, there have been limited forestry projects
in the Republic of Serbia, and currently, none of them specifically address climate change and its adverse impacts on the
forestry-energy-decarbonization nexus. A complete list of ongoing projects and their complementarities and synergies with
this project are available in Annex 2, Table 30. The project will seek and enhance collaboration for addressing climate-related
needs by combining unique contributions from various partners and maximizing in this regard existing local insights,
specialized skills, and financial resources.

11. The activities of the proposed intervention build on the initiative “Contribution of sustainable forest management to
a low emission and resilient development in Serbia”, financed by GEF6 and implemented by FAO. This initiative was
successful in developing new approaches and improved methodologies for SFM with benefits on biodiversity and climate
change mitigation, as well as in its implementation of, among others, the 2nd National Forestry Inventory. The terminal
evaluation of the project recommended to increase efforts to institutionalize sectoral tools and guidelines, in particular the
introduction of a permanent national forest monitoring system (NFM) and to fully engage private forest owners and other
stakeholders in management and investments strategies. These recommendations have therefore been considered of
primary importance and as guiding principles in the design of this GCF project.

B.2 (a). Theory of change narrative and diagram

12. Goal Statement: IF knowledge and technology, coupled with climate-sensitive forestry investments, are made
available in Serbia, and transparent, inclusive governance mechanisms for forests and carbon are established, THEN the
country will have an enabling environment to foster cooperation between private and public actors to increase and sustainably
and adaptively manage forests, reduce the exposure of the most vulnerable, and achieve its strategic adaptation and
mitigation targets, BECAUSE these investments will strengthen forest ecosystems, enhance energy security, and support
vulnerable communities—particularly women and girls—while increasing carbon storage and advancing decarbonization
within the agrifood sector.

13. Assumptions: Forests in the Serbia have a vital role in ensuring energy security and other ecosystem services that
are key to the economy and the survival of communities. They are the second most significant source of livelihood in rural
areas, following agriculture, and play a pivotal role in enabling both low-carbon development of the economy and private
sector engagement in decarbonization. Nonetheless, similar to other Balkan and European countries [Forzieri, 2022], forests
in Serbia are increasingly vulnerable to climate change® (Annex 2 par 89-90). As outlined in Chapter B.1 and further
explained in Annex 24, Serbia is already experiencing the impacts of climate change. Despite the existence of laws,
strategies, and policies that have forest ecosystems services (e.g. energy, livelihoods, non-timber forest product NTFP and
carbon removal) at their core?4, investments aimed at adapting forest ecosystems, reducing the vulnerability of communities
reliant on these ecosystems, and maximizing the contribution of forests towards Serbia's climate change targets remain
limited. In the BAU scenarios, variability in precipitation and increasing temperatures negatively affect forests’ ecosystems in
terms of tree growth and health, natural expansion, CO2z removal (-10% in 2030 compared to 2005) and other ecosystem
services. National net GHG emissions are predicted to increase by 4.5% by 2030 (compared to 2015) while forests are
inefficiently used for fuel or encroached by agriculture and are on the brink of overexploitation, with adverse impacts on
energy security of the poor and increasing the overall cost of decarbonization by 22%. Finally, there is a strong nexus between
forestry energy security and decarbonization. The current limited capacities of public and private actors as well as the weak
governance of energy, forestry and decarbonization are preventing the country’s low carbon and climate resilient
development.



https://www.nature.com/articles/s41586-022-04959-9?WT.ec_id=NATURE-20220818&utm_source=nature_etoc&utm_medium=email&utm_campaign=20220818&sap-outbound-id=5E5D6494707326CBF9BFADF007BA4E26CCEB7F25
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14. Along with climate change impacts (section B1 and Annex 24), in the BAU scenario, fuelwood extraction is and will
remain the main anthropogenic driver of forest degradation, affecting the energy security, livelihoods and decarbonization
efforts of Serbia. Even so, as established in a number of national strategies and policies (table 11), climate adaptive and
sustainably managed forests constitute a central and non-exchangeable element for the fulfilment of key adaptation, poverty
alleviation, energy security and climate mitigation objectives. As the nexus between forest-energy-livelihoods and
decarbonization is not exchangeable, there is an urgent need to transform the sector from the current unsustainable and
maladaptive scenario to one that is sustainable, integrated and climate adaptive, to allow the country to fulfil its climate
change adaptation and mitigation goals. This will also require the inclusion of all stakeholders and the creation of mechanisms
and incentives to increase private sector participation in forestry. The adaptation of forests and their associated ecosystem
services represents a tangible economic opportunity as it will guarantee access to low-cost sustainable energy sources,
livelihoods, and carbon removals. The connection between adaptation, mitigation and sustainable development is also
explicitly recognized by the country’s Low Carbon Development Strategy (LCDS), which includes adaptation measures of
the forestry sector as a priority for the achievement of national climate change mitigation goals, respecting social and
environmental aspects!®. Additionally, the proposed approach will secure a wider participation of stakeholders into forest
governance with clear and measurable co-benefits in terms of adaptation and low emission development.

15. Barriers: The main root causes and bottlenecks to a sustainable, adaptive, efficient, effective and transparent
management of the forest-energy security and decarbonization nexus are: (I) High climate change adaptation deficit'é of
forest stakeholders to guarantee key ecosystems services (energy, protection, livelihood, among others); (II) Incomplete
mechanisms for forest management and carbon governance; and (lll) Limited capacities and incentives for private sector
and community engagement in SFM and decarbonization. Further information on how the project will address these barriers
is included in Table 23 of Annex 2.

16. Main risks: The combined adverse effects of identified barriers (Table 2) impede the forestry sector from adapting
to climate change (B1) and contribute efficiently to the main sustainability and climate related target. Furthermore, under a
BAU scenario, the identified barriers do not allow the AFOLU sector to fully express its potential to (i) secure ecosystem
services, such as provisions of energy and NWFP, (ii) increase carbon sequestration and (iii) engage the private sector in
SFM and decarbonization. Consequently, in a BAU scenario, forests will continue to degrade, increasing the exposure of
vulnerable communities and threatening the energy security and livelihoods of the poor and rural communities, further
compromising Serbia’s National Determined Contributions (NDCs) targets, biodiversity and the role of forests to protect and
sustain communities. This hinders the country’s efforts to become energy secure, reduce poverty and decarbonize its
economy as planned through the Energy Security Strategy (2022), the LCDS (2023), the Law on Climate Change (2020),
the updated NDC (2021) and the upcoming Integrated Energy and Climate Action Plan. Furthermore, as the country’s climate
and energy targets have at their core the increase of carbon removal and sink from forests by 17% by 2030 and by 22% by
2050 (compared to 2010) it will increase the overall cost of decarbonizing the economy of Serbia.

17. Options analysis: Given the specificity of the sector and its relevance for key productive sectors in Serbia, the
existing policy framework, including NDC and LCDS, the available options to address identified barriers and mitigate risks
are limited. These can be summarized as follows: (I) No action, (II) Sector Approach, and (Ill) Nexus approach.

18. No action approach: Failure to reach the forestry targets would have drastic impacts on Serbia’s adaptation and
mitigation commitments. It would also further aggravate the overall economic impact that climate change has had on Serbia
(climate change has caused EUR 6.8 billion in damages over the 2000-2020 period [NDC, 2021]. From an adaptation
perspective, a no action approach would also prevent rural communities and the poor from being energy secure and it would
further increase internal migration dynamics (rural to urban). Significant increases in fuelwood consumption over the last
decade has been detected in studies!” and official statistics!® and is expected to grow further by an average of at least 0.5%
per year in the coming years. Furthermore, non-adaptation of forests, especially in the lowlands, will exacerbate the
occurrence of natural disasters impacted by climate change, and the damage and loss caused by them. This is expected to
decrease GDP by -0.15% to -0.32% per year in RCP4.5 and RCP8.5 scenarios respectively. Direct contribution of the
production of the forestry sector to the GDP, on the other hand, is expected to decrease annually on average by 0.3% (2037)
to 1.6% (after 2067) with a temperature increment of 3C [UNDP, 2019; UNEP 2022]. In a BAU scenario the LULUCF sink is
expected to miss -1,526 ktCO2eq compared to the foreseen Low Carbon Development Scenario. To balance this missing sink
in such a scenario, the other economic sectors would have to further increase by 22% the overall GHG reduction efforts,
resulting in a significant increase in the additional investment costs required for the implementation of the strategies’ low
carbon development pathways, which already correspond to 6.5 billion EUR (approx. USD 6.5 billion).

19. Sector approach: This more traditional option consists of focusing solely on the forestry sector, addressing the
adaptation deficit of public stakeholders with limited actions focused on capacity development and infrastructure investments,
and will not allow the application of CAS to forestry investments. Applying a traditional sectorial approach will have a positive



https://unfccc.int/sites/default/files/NDC/2022-08/NDC%20Final_Serbia%20english.pdf
https://statics.teams.cdn.office.net/evergreen-assets/safelinks/1/atp-safelinks.html
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short-term impact due to the improved forest governance, but in the medium-long term will de facto have similar
consequences of the no action option. A BAU sectorial approach will have limited sustainability and replicability due to the
lack of inclusiveness and diversity of stakeholders. Finally, a traditional sectoral approach will not align with the 2021 NDC
update, which explicitly highlights the connection between the need to adapt forest management and the co-benefits of
mitigation.

20. Nexus approach: This approach will integrate all features of the sector approach, expanding its range of activities
to focus on ecosystem services, including energy security, livelihood, protection and decarbonization, applying an inclusive
livelihoods approach targeting specifically private sector operators and communities that are not traditionally involved in
forest management. Particularly, the participation of agrifood sector operators, local communities and private forest owners’
participation will help ensure the envisaged paradigm shift, the sustainability of the activities and the integration of the forest-
energy security-decarbonization nexus. The beneficiaries are described in more detail in section D.2. Under this option
activities will involve: (I) forest owners (natural forests and coppicing stands) and their associations; (Il) biomass fuels
producers (i.e. fuelwood and pellets) and their associations; (lll) land owners that have halted farming their lands due to soil
degradation; (IV) land owners, companies and producer associations who want to establish windbreaks / shelterbelts to
protect their crops; (V) enterprises from the agri-food and other sectors in investing in the adaptation and decarbonization
process; (VI) public and private financial institutions; and (VII) public institutions not directly involved in forestry (e.g. Water
Authorities) and municipalities. An inclusive approach involving all stakeholders directly and indirectly related to forests will
allow the country to expand forests, address drivers of forest degradation while enhancing the carbon removal, socio-
economic, biodiversity and disaster risk prevention potential of forests.

21. Component 1 and Component 2 are preconditions for the country’s adaptation and mitigation to climate change
through the forestry sector and increase rural communities’ resilience. The sustainable utilization of Serbia’s forest resources
is an important contribution to secure the country’s climate and energy targets. Further, one of Serbia’s key climate objectives
is to increase the carbon sink from forests by 17% by 2030 and 22% by 2050, compared to 2010. The main national policy
and strategy documents, including Energy Security of the Republic of Serbia, 2022; 2BUR, 2023; NDC, 2021; LCDS, 2023
acknowledge the forestry sector’s centrality in achieving its goals (further information of synergies with national policies can
be found in Table 24 in Annex 2), due to the significant potential of forests to enhance socio-economic outcomes, reduce the
risk of climate-related disasters and mitigate climate change. The country’s high vulnerability to climate change and
increasing forest degradation are therefore jeopardizing Serbia’s efforts to reduce the risk of extreme poverty for about 25%
of the population by ensuring energy security via fuelwood and other livelihoods options and decrease its net emissions and
initiate decarbonization. The first two components include the: (a) actions needed to remove bottlenecks in the regulatory
framework and transfer knowledge and technologies that are paramount to adapt the forestry sector; (b) the enhancement
of capacities of forest operators to provide energy and NWFP to communities, while reducing the main drivers of forest
degradation (i.e. inefficient and uncontrolled fuelwood consumption); (c) creation of tools and processes to increase private
forest owners’ and communities’ (i.e. municipalities) participation in the climate adaptive management of forests; and (d)
upgrading the key policies and monitoring tools that will ensure the reliability, transparency and accountability of carbon
offsets governance; and accounting of ecosystems services (including the national carbon accounting mechanisms) and the
economy. A detailed description of the private sector involved is available in Annex 8 (Table 2). The use of CAS approaches
along with measures to improve forest management and governance will increase climate resilience and biodiversity, avoid
competition for resources, and ensure the growth of hardened and more resilient trees [Allen, 2010; Abatzoglu and Williams,
2016; Ager et al., 2016; Gustafson, 2020; Prichard et al., 2021; Muller 2021].

22. Component 3 will support the private sector and communities to manage forests more sustainably and efficiently
by allowing smallholder forest owners and municipalities to aggregate and engage in climate adaptive forest management
activities, greening the fuelwood value chain (the main driver of forest degradation) and introducing agroforestry in agriculture
areas (i.e. shelterbelts) as a crosscutting investment to cope with climate change impacts while contributing to
decarbonization. Further, the project will work with national and international financial institutions® to provide technical
assistance to private companies (e.g., agrifood sector) in defining their adaptation and decarbonization strategies and
ensured-constraining access to finance to invest in carbon-reduction [Output 3.2] also via forest-related projects. This will
ensure the engagement of the private sector in the forestry sector and reduce the dependence of the forestry sector on the
national budget or international financial support to implement nature-based-climate action projects such as the ones
presented in Component 2. Therefore, Component 3 is important to kick-start and sustain the process — even beyond the
project duration — and reduce technical barriers for the private sector to engage with forestry, adaptation, and
decarbonization. Policy support to prepare the carbon finance and complement financing opportunities for the activities of
component 3 are integrated into component 1.



https://www.sciencedirect.com/science/article/abs/pii/S037811270900615X
https://www.pnas.org/doi/pdf/10.1073/pnas.1607171113
https://www.pnas.org/doi/pdf/10.1073/pnas.1607171113
https://pdxscholar.library.pdx.edu/cgi/viewcontent.cgi?article=1142&context=esm_fac
https://linkinghub.elsevier.com/retrieve/pii/S0378112720309774
https://doi.org/10.1002/eap.2433
https://doi.org/10.1139/cjfr-2021-0097
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23. Co-Benefits: This proposal will also contribute to generating several co-benefits. The main ones are: (a) Biodiversity
conservation by promoting forestry activities following clear protocols aiming to restore local forests in a climate-adaptive
way); (b) poverty reduction through increased livelihood and rural job opportunities and enhancing rural energy security); and
(c) gender empowerment, as all activities will prioritize the participation of women. A detailed description of co-benefits is
provided in Section D3.

Figure 1 Theory of Change (Annex 23)
IMPACT IF knowledge and technology, coupled with climatesensitive forestry investments, are made available in Serbia, and transparent, inclusive gernance mechanisms for forests and carbon are
established, THEN the country will have an enabling environment to foster cooperation between private and public actors to increase and sustalily and adaptively manage forests, reduce the
PARADIGM exposure of the most vulnerable, and achieve its strategic adaptation and mitigation targetBECAUSE these investments will strengthen forest ecosystems, enhance energy security, and support
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B.3. Project/programme description

OUTCOME 1 - National-level upscaling of sustainable and climate adaptive silviculture and carbon finance
framework achieved

24, Serbia recognizes that forest ecosystems are paramount in its economy. Forest health, richness and cover are
preconditions to fulfilling its NDC and other strategic development targets. Although policies and long-term strategies for the
forestry sector are in place, the lack of reliable and up-to-date information on the status and dynamics of forest ecosystems
seriously hampers evidence-based decision-making in relation to forest governance and management at local, regional,
and national levels. (More information on laws, policies, and governance can be found in Annex 2, Appendix 11). Benefits
from existing forest monitoring and governance remain rudimentary and are insufficient to ensure the transparency and
accuracy that the country needs to assess its targets, and to generate up-to-date data to inform its adaptation and mitigation
measures. The project will enable Serbia to ensure that forests’ benefits — including biodiversity, protection (i.e. DRR),
livelihood and carbon — are monitored, assessed and reported according to the latest guidelines produced by the UNFCCC,
the Convention on Biological Diversity (CBD) and other international references to allow an evidence-based adaptation and
mitigation process. The continuous provision of up-to-date information on forest dynamics in the country during the lifetime
of this project and beyond will also permit to bring the existing carbon monitoring, reporting and verification (MRV) system
up to international standards. Within component 1, the project will also assist Serbia in reducing information and capacity
barriers and securing carbon finance for forestry/LULUCF to raise mitigation ambition and to provide the tools for additional
finance during and beyond the project lifecycle.

Output 1.1: Forest management and monitoring policy framework for climate adaptive silviculture enhanced and
disseminated

25. The project evaluated different options for the improvement of the monitoring and management of forestry
resources and concluded that the implementation of a statistically sound and continuous monitoring and assessment system
in combination with policy actions engaging the private sector in reducing degradation drivers and promoting biomass
alternatives is the best approach for a sustainable planning and use of forest resources (Annex 2, table 18). Refer to Annex
4 and table 6 for co-financing details.

26. Activity 1.1.1: Establish the National Forest Monitoring System (NFM). Building on the methodology sampling
design and preliminary results of the ongoing 2nd National Forest Inventory, the project will establish a continuous national
forest monitoring (NFM) system using permanent and continuously assessed sample plots. Such a system has been proven
to be an accurate approach to estimating dynamic variables such as change of forest area and growing stock and drain
(mortality and number of cuts), carbon storage and other non-wood/carbon related functions such as biodiversity, NWFPs
and disaster risk protection. The project will also deliver regular trainings and support to field teams in data collection to
maintain common quality standards and ensure the credibility of results of the forest assessment and monitoring. The
government will provide field work as contribution after the initial phase of the NFM, to ensure full ownership by the
counterpart, in particular the Directorate of Forests of the MOAFWM, and the NFM’s continuation after the project. A
continuous forest monitoring system also allows for the evaluation of results on an annual basis to ensure that decision-
making processes can rely on a permanent inflow of unbiased and relevant information on the actual condition of forests
and latest trends in timber harvesting, carbon storage, etc. The approach used by the project will guarantee the technical
sustainability of the visual interpretation of the NFM by 1) using a free and open-source software for land use monitoring,
namely Collect Earth developed by FAQO, 2) establishing baseline data on land categories and assessing land use changes
on a rolling basis, and 3) continuously training and supporting staff of the Institute of Forestry in Belgrade in forest monitoring.
(GCF financing: USD 767,901, co-financing: MOAFWM: USD 7,307,141).



https://www.fao.org/land-water/land/land-governance/land-resources-planning-toolbox/category/details/en/c/1026549/
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27. Activity 1.1.2: Develop guidelines for decision-makers on AFOLU to prevent soil degradation. The project
will downscale international policies to the Serbian context and develop guidelines for decision makers regarding AFOLU
and prevention of soil degradation in accordance with IPCC 6AR. For this purpose, the activity will elaborate and publish
guidelines on the related practices that can have significant benefits for climate change mitigation, food security and local
economic development and disseminate the knowledge through a series of national and local workshops (GCF financing
20,750 USD; Co-financing: FAO 105,100 USD).

28. Activity 1.1.3: Create national standard for biomass production / handling for energy purposes. The
utilization of wood fuel in Serbia often results in wasted energy due to its high moisture content, which lowers its calorific
value. This issue is mainly attributed to the lack of awareness among the population on how to select the best available
fuelwood, and the absence of incentives for suppliers to promote high-quality fuels. As a result, suppliers offer mostly raw
wood or air-dried wood for a short period, which further reduces its energy output. To address this challenge, the project
aims to introduce technical regulations that will establish appropriate rules, inspection mechanisms, and complaints
procedures that sellers and distributors of firewood must follow. The implementation will also evaluate the possibility on how
to impact fuelwood quality provided from the informal sector. The primary objective of the regulation is to mandate sellers
to provide the market with firewood with a maximum moisture content of 30%, thus increasing the energy output of
purchased wood. This intervention will benefit urban households, which often purchase and utilize raw wood immediately
due to the lack of storage facilities. Furthermore, the regulations will enable market inspections, which will hold suppliers
accountable for unethical practices and provide consumers with the necessary information to make informed decisions.
Together with the other activities of the project this will contribute to an increased monitoring of the utilization of forest
resources and hence to better control. The aforementioned will be complemented by an evaluation of the impact of the
biomass standards on a pilot area and by Renewable Energy Days organized in 10 different municipalities throughout the
country raising awareness on the correct user information and utilization of biomass for heating in combination with other
renewable energy/energy efficiency measures. (GCF financing: 155,500 USD; co financing: 0 USD).

29. Activity 1.1.4: Develop the national strategy, action plan and execution guidelines for Short Rotation
Plantations. Most bioenergy currently comes from natural or semi-natural forests or woodlands rather than from forest
plantations. However, there is growing recognition that planted woody species are an important means for providing energy.
Establishing plantations may also serve other purposes, such as land rehabilitation and erosion control, watershed
protection and production of non-woody forest products. In addition, there is a wide variety of agroforestry, farm forestry or
urban systems where trees are planted in non-forest conditions. The current level of production of wood fuel from plantations
makes only a small contribution to the energy needs of Serbia, but plantations could be a very important source of wood
energy in certain parts of the country. The project will, therefore, develop a national strategy, action plan and execution
guidelines for sustainable wood energy plantations that can contribute to a diversified forestry sector. The guidelines will
also analyze the potential of Short Rotation Plantations (SRP) for purposes competing with energy use, such as paper
production. The activity will raise the capacities of experts in the field through workshops and training activities. (GCF
Financing: 145,414 USD; Co-financing: 0 USD)

Output 1.2: Enabling framework for national institutions to engage with carbon finance for AFOLU created

30. Serbia must increase its efforts to reduce GHG emissions, as a signatory to the Paris Agreement, including as part
of its accession process to the EU. Forestry and agriculture are critical sectors to achieve these mitigation efforts with carbon
finance offering an important mechanism to tackle climate change in these sectors. The country has already signaled its
commitment to these sectors and more broadly to its green agenda through national legislation and international treaties.
The country recently adopted the LCDS (2023) including objective 3 to increase the carbon sink in Serbian Forests by 17%
by 2030 relative to 2010 through SFM and restoration approaches. Further, in the agriculture sector, the LCDS includes
promoting sustainable land use through several measures and incentives. These include Ecological Focus Areas through
green direct payments. The EU’s recently adopted plans for the Carbon Border Adjustment Mechanism (CBAM) will impose
a cost for the carbon content of certain products exported to the EU from 2026, and while agriculture and forestry, apart
from fertilizers, is not covered by CBAM, will increase the urgency to decarbonize and introduce domestic carbon pricing.
As emerged from the option analysis (Annex 2- table 19), developing a domestic offset mechanism for forestry, and opening
international carbon finance opportunities through the voluntary carbon market and evolving Article 6 strategies can unlock
needed financing to upscale forest investments for crosscutting benefits, over and above those that can be delivered with
public financing alone. This requires concerted investments in national capacities and the development of respective
regulatory frameworks which will be supported by the project.

31. Activity 1.2.1: Support the design of an offset mechanism [for AFOLU] as part of the domestic carbon
pricing framework and institutionalize knowledge in the national curricula. A robust carbon pricing framework will
enable Serbia to meet its goals in the NDC — and beyond — and Low Carbon Development Strategy. It will help the country
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eventually integrate with the EU ETS as well as comply better with the impending CBAM. The country currently does not
have a well-defined carbon pricing framework overall. Stakeholder interviews reveal a knowledge gap around the LULUCF
sector. Within this activity, the project will provide a policy framework and options for forest and soil carbon linked to Serbia’s
ETS plan, as it evolves. This will include developing specific policy options for domestic offset mechanism for forest and soil
carbon linked to Serbia’s evolving ETS plans. It will also involve strengthening the capacity of private services providers and
academia to support national and international carbon finance for LULUCF. As demand for national and international carbon
finance increases, private firms will require technical support in developing their strategies and systems around carbon
finance. The project’s technical assistance to service providers will help meet this demand. Further, as carbon finance
evolves in the country, incorporating it in national curricula at the university level will help institutionalize some of the
technical knowledge and will help feed into the demand in the longer term, supporting a cadre of future professionals who
are equipped to engage with carbon finance in the LULUCF sector. (GCF financing: 296,850 USD; co-financing: 0 USD).

32. Activity 1.2.2: Support the development of Serbia’s Article 6 strategy related to “AFOLU” opportunities.
The project will provide technical inputs and augment national capacity on activities related to forestry and land restoration
falling under Serbia’s evolving Article 6 strategy (under the Paris goals). Serbia’s Law on Climate Change (2021) clarified
the mandate of its National Council on Climate Change. The Council has an advisory role on Article 6, falling under two
related areas of the Law on Climate Change related to Article 6 on implementation of Paris alignment and guiding ministries
on policies and regulations to meet EU and international standards. The project will support national capacity in these areas.
First, it will formulate a set of guidelines and action plan for the forestry sector’s access to carbon markets under Article 6.
Second, it will provide capacity development for national negotiators on engaging with the LULUCF sector in Article 6
discussions. Third, it will provide technical inputs for Serbia’s Article 6 strategy in this sector that can be considered and
reflected by policymakers for the country’s next NDC update and strategy documents going forward (GCF financing: 165,097
USD; co-financing: 0 USD).

33. Activity 1.2.3: Promote and support knowledge-sharing at the regional level. Serbia’s regional commitments
in the Western Balkans under the Sofia Declaration go beyond decarbonization and extend to depollution, the circular
economy, biodiversity, and sustainable food systems.!x The project will facilitate knowledge exchanges between the different
countries in the region on carbon finance governance and mechanisms. Western Balkans countries are at different stages
of defining their carbon governance frameworks and have accessed carbon finance to different extents. For example,
Montenegro already introduced its carbon pricing systems in line with EU’s Emissions Trading System (ETS) in 2021.% The
Balkan countries — Serbia notwithstanding — need to accelerate their efforts to decarbonize through defining their offsetting
and insetting mechanisms and carbon prices. Knowledge exchanges between peers from different countries can help
policymakers tackle similar issues in Serbia (and vice versa), drawing lessons from existing policies and experiences. The
project will reduce information barriers between countries in two ways. First, it will advance and operationalize one regional
knowledge-sharing virtual platform to allow regional partners to share technical expertise, policies and lessons from carbon
markets governance* as well as AFOLU investment in Serbia and CAS capacities of Serbian stakeholders (e.g. institutions,
municipalities and private sector operators). This will allow Serbia to learn from neighboring countries and to further expand
its capacity to apply innovative approaches to CAS investments and involvement of different stakeholders. The platforms’
audience not only includes policymakers from Ministries of Environments and Agriculture but also potential buyers of carbon
credits such as energy utilities. Second, it will promote the platform through regional communication campaigns and use it
to disseminate information around policy developments and technical guidelines. (GCF financing O; co-financing: FAO: USD
48,500 USD).

34. Activity 1.2.4: Support access to voluntary carbon finance for forestry to enable sequestration beyond NDC
targets and to ensure long-term sustainability. Under its current NDC targets, Serbia commits to reducing its emissions
by 33.3% by 2030, compared to its 1990 levels. Agriculture and forestry are included in the mitigation co-benefits of the
NDC, and forestry has been designated as a priority area in the LCDS. In this regard, voluntary carbon markets (VCM) can
support sequestration beyond existing targets. The project will support Serbia in defining more ambitious / enhanced climate
targets in the forthcoming update of the NDCs in 2025 and will facilitate access to VCMs, through identifying gaps and
guidelines on entry points for access linked to evolving, high-integrity standards in VCMs, preparing a capacity development
plan and the cost implications of addressing these gaps, and providing technical assistance to strengthen some of the
enablers of participation such as data systems and capacities to maintain them. The capacity development will take place
through training and incorporating guidelines on upgrading and maintaining data systems in university curricula in Serbia.
Multilateral organizations have and are currently supporting Serbia in the development of its Monitoring, Reporting and
Verification (MRV) system. For example, UNDP helped to develop an MRV system and the World Bank’s Green Transition
Development Policy Operation includes support to the country’s MRV system as well. Based on progress achieved under
ongoing activities, the project will address remaining national capacity gaps. It will develop a capacity development plan to
address these identified gaps, building on the work done or underway by other multilaterals in the MRV space in Serbia. A
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key distinction between the project’s activities and the existing ones is that while the project focuses on a specific aspect of
carbon markets — the AFOLU sector — other projects including those on MRV focus on carbon markets broadly. (GCF
financing: 77,250 USD; co-financing: 0 USD)

35. Activity 1.2.5: Enable insetting as part of company decarbonization strategy support. The project will reduce
barriers such as lack of information and knowledge to facilitate insetting at the company level. First, it will document policy
options to provide incentives for insetting at national level and develop appropriate mechanisms if conducive to enhancing
climate results beyond Serbia’s current NDC targets. Second, it will produce guidelines for companies on good practices for
carbon accounting and MRV, focused on insetting. Finally, it will also strengthen the capacity of local service providers and
consulting companies in the field of decarbonization on their technical expertise around insetting. The support will target
areas such as carbon accounting and measurement, issues with quantification, using tools and systems for reporting and
their cost implications. (GCF financing: 114,750 USD; co-financing: 0 USD)

OUTCOME 2 - Improved energy security and livelihood from climate resilient forest ecosystem and GHG emission
reductions from increased carbon sinks and decarbonization opportunities

36. Transferring technology and knowledge with on-the-job training to forests’ stakeholders is a precondition to secure
the highest possible survival rate of forestry investments and to ensure their long-term climate proofing of forestry
investments. As discussed further in the option analysis (table 20 of Annex 2), addressing only a few steps of the process
(e.g. planting of seedlings or maintenance of forests) is not functional and does not respond to the existing challenges linked
to climate change, the needs of people needs and the health of ecosystems. Therefore, the project will work with Serbian
stakeholders to ensure a 360-degree approach to forestry where climate change and its adverse impacts are addressed to
the greatest extent possible. The project will support forest stakeholders with: (1) technology and knowledge transfer to
ensure climate adaptive forestry investments; and (ll) tailored forest investments through afforestation and forest restoration.

Output 2.1: Production of climate-adaptive seedlings enhanced

37. The current production of seedlings in the two national public nurseries and seed centers is fully dedicated to routine
afforestation and reforestation activities, but it does not contribute to increasing the biodiversity of forests or upscaling efforts
and is therefore unable to help contribute to the achievement of targets identified by Serbia in relation to forest expansion,
resilience and contribution to energy security. While the country possesses a basic technical know-how, skilled staff and
technical infrastructure, under a BAU scenario, the state and private nurseries are only capable of producing a limited
number of species with often limited survival rate after planting in the field, favoring single-species forests with lower
relevance in terms of providing ecosystem services and diverse wildlife habitats.

38. Activity 2.1.1: Upgrade public nurseries (Vojvodina/C. Serbia). As the project aims to select species for forestry
investments from more than 20 autochthonous trees and shrubs (Annex 7b), it will be necessary to upgrade the existing
seed center and the two state nurseries, as well as further develop capacity of the operators. In order to afforest at least
7,000 ha of land and restore at least 51,000 ha degraded forest land and establish planted forest on at least 500 ha of
unfarmed private lands for energy use, agro-forestry or soil rehabilitation purposes, and at least 500 ha of shelterbelts on
agricultural lands, the nurseries in Pozega and Ratno ostrvo — in the absence of other larger nurseries in the country - will
have to produce at least 33,000,000 container seedlings, at least 1,500,000 bare-root seedlings and at least 500,000
vegetative planting materials (cuttings), mainly poplar and willow cuttings. (GCF financing: 4,078,779 USD; co-financing:
MOAFWM: 455,710 USD).

39. Activity 2.1.2: Train and support operators of public and private nurseries in the production of diverse and
climate adaptive forestry seedlings. In the second half of year one, the project will organize four training courses of two
days each, (two in Ka¢ and two in Pozega nursery) on the production of high-quality plant material (seeds, seedlings and
cuttings) to be delivered by the Chamber of Forestry Engineers with support by an international expert, to refresh: the
knowledge of all staff of PES and the Institute of Lowland Forestry and Environment (ILFE) in charge of the nursery works
and to train staff and workforce from private nurseries, other forest enterprises (both public and private) and related non-
governmental organizations (NGOs) for spreading knowledge on up-to-date seedling production methods and technologies
and their use beyond the project. The training program will include the following modules with specific information about the
selected native species: a) Module 1 — High quality plant material, and b) Module 2 — High quality plant production. Selection
criteria: Beneficiaries are involved in the seedlings production activities and have been freed from their employers to attend
the training. (GCF financing: 86,144 USD; co-financing: 0 USD).

Output 2.2: Knowledge on climate adaptive silviculture (CAS) of key stakeholders enhanced

40. Although Serbia has a long-standing tradition of forestry, the available knowledge, technical capacity and
infrastructure remains outdated in the context of climate change, impacting how well identification, prevention and
management measures are implemented. Forest management plans (FMP) and procedures partly still in place in Serbia
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are rigid, not allowing to factor in climate change impacts and incentivizing forestry investments in an almost monoculture
approach. As a result, the planned forest interventions remain modest and similar across all management classes with
unnecessary health risk for forest ecosystems. Forests are viewed mostly as sources of wood and timber and not to adapt
to and mitigate climate change. With CAS, the project will help existing forest communities to diversify their practices through
appropriate restoration practices emphasizing spatial heterogeneity and diversity. It will help increase the share of species
that are better suited to current and future climatic conditions. Furthermore, seeds and seedlings are currently not selected,
prepared and hardened in a climate adaptive way, resulting in a low survival rate after planting and a higher exposure to
the adverse impacts of climate change on new forests. Climate adaptation considerations will not only guide the final
decisions concerning the individual seed stands, but also ensure that, from seed production to the maintenance of forestry
operations, all measures are executed according to specific protocols. The guidelines to be developed under activity 2.2.1
will cover: 1) climate adaptive nursery production including seed selection; 2) soil preparation for planting on extreme sites;
3) effective and efficient planting methods; and 4) maintenance after planting and first thinning operations.

41. Activity 2.2.1: Produce guidelines on climate adaptive silviculture. The activity envisages developing four
guidelines for stakeholders in the forestry sector that will be published online and utilized within training activities, to support
the smooth and swift transition to climate-adaptive silvicultural approaches. The four guidelines will cover the following: 1)
climate smart nursery production including seed selection; 2) soil preparation for planting on extreme sites; 3) effective and
efficient planting methods; and 4) maintenance after planting and first thinning operations. The project aims to ensure the
application of guidelines developed by relevant institutions in regular forest management planning, transferring knowledge
through training and capacity development for over 6002 individuals in rural communities. Priority will be given to women
involved in the sector, poor individuals and those at risk of poverty involved in the sector, and workers of forestry companies.
Additional criteria will be identified at project start-up with local stakeholders. The project also plans to establish partnerships
learning tours to countries with successful experiences in Forest and Landscape Restoration (FLR). Countries for the tours
will be selected at project start-up together with stakeholders. Priority will be given to women involved, actors with recognized
leadership (e.g. from NGO/CBO/Academia), and university and vocational schools professors involved in the sector. With
the developed capacities and guidelines, there is potential for scaling up and replicating the interventions beyond the project
areas. These investments will ensure long-term sustainability in achieving national climate change adaptation and mitigation
goals. (GCF financing: 21,600 USD; co-financing: 0 USD).

42. Activity 2.2.2: Train public and private stakeholders in climate adaptive silviculture (CAS). Through the
collaboration with the Ministry of Education, Science and Technological Development of Serbia (MESTD), the Forestry High
Schools in Kraljevo and Sremska Mitrovica, as well as with the Faculty of Forestry and the Forestry Chamber, this activity
will contribute to capacity strengthening by establishing a consistent process for professional training and education on
climate change-related issues. The project will conduct various training activities to enhance the capacity of professionals,
forest workforce, and stakeholders in integrating sustainable and climate-adaptive approaches in their work, with a focus
on seed/plant material collection, climate adaptive forest investments and ecosystem management, forest management
approaches, and silvicultural practices, and will include study tours for private forest/land owners, prioritizing women and
single women-headed households, to demonstration plots established by the responsible agencies, supported by an
international expert and collaborating with relevant institutions. (GCF financing: 0 USD; co-financing: FAO 321,350 USD)

43. Activity 2.2.3: Upgrade the National curricula of the faculty of forestry and vocational schools working on
forestry, agriculture and accounting with introduced practices and technologies. Up-to-date knowledge and skills will
also be transferred to future generations of professional staff working in relevant sectors by revising national curricula related
to forestry and forest plant production of the Faculty of Forestry, as well as vocational schools on forestry (Kraljevo and
Sremska Mitrovica), agriculture (26 agricultural high schools) and accounting. The newly introduced practices and
technologies will be incorporated in advanced trainings for the workforce offered by the aforementioned institutions. Special
attention will be paid during project implementation to involve and empower younger professionals for sustainability. As part
of this, FAO as EE will sign a collaboration agreement with the MESTD. This formal collaboration will further contribute to
the sustainability of the project’s results, by investing into the future generation to apply sustainable and climate adaptive
forest management practices all over Serbia, both in public and private forests. The project expects that about 3000 students
per year will learn about practices and technologies introduced by the project. The activities will also include training and
capacity development actions for teachers and professors at the above-mentioned institutions to ensure full mainstreaming
of the introduced technologies and practices in their teaching modules. (GCF financing: 39,000 USD; co-financing: 0 USD)

44, Activity 2.2.4: Facilitate regional knowledge-sharing dialogue on CAS. Through its institutional, academic and
civil society partners, the project will favor a regional knowledge-sharing environment to exchange experiences on CAS
approaches used both within this and other relevant projects in Serbia and neighboring countries. The activity will support
regional practitioners in sharing relevant data and information by bridging experts, institutions, and universities. Further, the




GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 17

GREEN
CLIMATE
FUND

main aim of the regional dialogue is to improve and enhance the framework for AFOLU investment in Serbia and the CAS
capacities of Serbian stakeholders. The modalities for knowledge sharing will be defined by a communication specialist and
will make use of existing platforms, meetings and others to develop as many synergies as possible to existing coordination
mechanisms (GCF financing: 9,500 USD; co-financing: 0 USD)

Output 2.3: Public forest land restored and afforested in a climate adaptive and participatory manner

45. To afforest 7,000 ha, FAO and the GoS pre-identified approximately 20,000 ha of geo-referenced potential areas
for planting of seedlings on both state-owned forest land (about 17,400 ha) and underused or not managed privately owned
land (2,600 ha) based on criteria agreed upon within the framework of an LoA between FAO and the Institute of Forestry in
Belgrade during formulation (Annex 2, Appendix 7). The selection criteria for the preliminary identification of potential
afforestation areas were: (i) Clear land ownership; (ii) Absence of land tenure conflict and of environmental protection
restrictions (i.e. protect areas, parks and others), and (iii) Absence of land cultivation or for pasture use (Annex 16). In these
areas, the project will plant the new climate adaptive seedlings working with beneficiaries trained in climate adaptive
practices and technologies. Therefore, the project will: (i) consult with the Ministry of Environmental Protection (MEP), local
administrations and communities to ensure local engagement and finalize an inclusive afforestation/forest restoration plan;
(i) prepare the area for planting and ensure all logistics are in-place; (iii) plant the new seedlings according to CAS
approaches; (iv) ensure the logistics and execution of the needed maintenance and replanting operations to be carried out
after the project life-cycle are in place and will be carried out independently by the governmental authorities according to
the climate adaptive practices introduced in component 1.

46. Another restoration activity planned under this output will address the issue of degraded coppice forests and how
to manage those forests in an efficient manner. Originally these degraded coppice forests were high forests, and it is the
declared objective of the Government to bring them back to this stage (Forest Development Strategy of Serbia, 2006). The
project will apply a step-by-step process starting from the current forests which will transform them into “coppice forests with
standards” as a transitional stage and ultimately in the long run into high forests (after 80 — 100 years). Demonstration sites,
where adaptive management measures will be applied and monitored, will be established at the beginning of the project to
provide first-hand experience to staff of PES and PEV, but also to private forest owners, on alternatives to coppicing with
the aim to bring back degraded forests into a healthy state, regaining their ecological functions and climate resilience, and
thus enhancing human well-being. Inefficient coppicing practices in the public and private sectors are currently carried out
in first place due to the lack of knowledge on alternatives. The project will hence carry out awareness raising on modern
forestry processes disseminating and emphasizing the economic advantages of healthy forests for communities and private
sector operators involved in NWFP among others. Areas interested in forestry investment under these activities will not be
subject to cutting or any other exploitation that could jeopardize its integrity and health. Maintenance will be secured by the
Forestry Department according to the laws and regulations of the Republic of Serbia.

47. Activity 2.3.1: Carry out afforestation activities on public land. The project aims to carry out afforestation
activities on 7,000 hectares of public land in Serbia (based on publicly available land cadaster). Afforestation plans will be
developed, including site descriptions, historical information, proposed interventions, species selection criteria, detailed
schedules, and monitoring plans within each annual working plan and budget. Local governance mechanisms will be
established, and training will be provided to workers and foremen involved in the planting activities. The project aims to plant
on average 1,400 hectares per year from year 2 to year 6, with planting densities designed to conserve water resources
and promote resilience to climate change (Annex 2, appendix 7). The project monitoring and maintenance will be fully under
the responsibility of the MOAFWM. The selection of species will be based on reference ecosystems and selected among a
long list of species available in Serbia (Annex 2, appendices 3-5). Monitoring will be conducted through permanent plots,
expert supervision, and satellite imagery analysis. (GCF financing: 6,882,659 USD, co-financing: MOAFWM: 7,530,255
USD; PES: 2,423,741 USD; PEV: 659,147). Selection criteria of each plot are as follows:

= Public (State or Municipal) ownership of the land is clearly defined from a legal point of view and verified by third parties
(e.g. NGOs, / Municipalities, Companies). Potentially disputed plots will be excluded.

= High vulnerability to climate change of target regions.

= Higher potential to enhance ecosystem services (disaster risk reduction/protection, water and erosion control, etc.)

= Minimum size of the plot is at least 10 ha (preference assigned to largest ones facilitating planting and monitoring tasks).

= Accessibility of the plot (ensuring access for standard 4x4 vehicles used for transport of seedlings and workers).

= Steepness of the slope (sites with slope average over 30 degrees may be excluded due to the higher cost of operation).

= Distance from human settlements (avoiding forestation works in the perimeter surrounding of the most peripheral
houses; a buffer zone without forest cover should be maintained to prevent potential forest fire expansion).

= Availability of workforce within 25 km radius to ensure that local communities could benefit from employment
opportunities.
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= Priority will be assigned to the possibility of establishing wildlife corridor(s) in newly established forests in Vojvodina
region.

48. Activity 2.3.2. Convert public degraded coppice stands into high forest. The project will work with the
MOAFWM and the respective public enterprises (PES) to pre-identify at least 33,000 ha of forest stands for project
interventions, the majority of which will be degraded coppice stands for conversion into high forest, but also forest stands
damaged by abiotic or biotic factors with urgent need of restoring their ecological functioning. Most coppice forests in Serbia
are around 50-70 years old and lack proper management, resulting in underutilization of their potential for wood production
and ecosystem services. Although there have been pilot studies on converting coppice forests into high forests, the actual
conversion rates have fallen behind the government's target of 7,000 hectares per year. To address this, the project aims
to upscale conversion efforts and promote sustainable conversion by employing a single tree-oriented management
approach and enrichment planting with native species. State-owned forests will gradually transition from fuelwood cutting
to adaptive forest management, incorporating climate change adaptation and mitigation measures. During the short- to
medium-term, the quantity of fuelwood production for the rural population is expected to remain stable and will continue to
be the primary source of revenue for forest owners. However, as the forest matures, there will be a shift from solely fuelwood
to industrial timber production. This transition will afford forest owners the opportunity to increase their income by selling
higher-value timber, rather than relying on fuelwood production only. To mitigate the anticipated reduction in fuelwood
availability 30—40 years from now, future government initiatives?! will promote alternative energy sources and energy-
efficiency measures among the rural communities. These programs will encompass solar energy solutions and building
insulation, among other options. Simultaneously, this GCF project (e.g. Activities 1.1.3, 1.1.4, 3.1.2, 3.1.4, 3.1.5) will address
the widespread use of low-quality fuelwood: Introduction of biomass standards will compel suppliers to offer fuelwood with
lower moisture content and greater energy efficiency. The project will provide training on CAS management and involve
local communities in restoration actions. Climate proofing and maintaining of existing forest roads??, through MOAFWM
cofinancing, is critical to ensure access to restoration sites and allow sustainable forestry investments. Monitoring will be
conducted through permanent plots, supervision missions, and satellite image analysis. In a first step, PES and PEV will
identify and map potential intervention sites within those already identified at design, which will be reviewed and fine-tuned
by the project before making a final decision on each individual site. (GCF financing: 3,228,576 USD; co-financing:
MOAFWM: 20,707,500 USD; PES: 1,558,967 USD). Selection criteria:

= Areas of high biodiversity value remain untouched aside from regular maintenance operations - confirmed by MEP.

= High vulnerability to climate change of target region.

= Proven land ownership (disputed plots to be excluded).

= Minimum size of the plot at least 20 hectares (with preference given to large plots).

= Accessibility of the plot (ensuring access for standard 4x4 vehicles used for transport of seedlings, workers and water).

= Steepness of the slope (sites with slope average over 30 degrees may be excluded due to higher cost of operation).

= Availability of workforce within 25 km radius to ensure that local communities could benefit from employment
opportunities.

OUTCOME 3 - Private sector is engaged in climate adaptive silviculture and decarbonization investments

49, The project will support the Serbia’s adaptation and decarbonization efforts by enhancing the operationalization of
the existing legal framework (e.g. Climate Change Law, 2021) and supporting the private sector engagement in forest
management, adaptation and decarbonization efforts. Though at least two commercial banks in Serbia offer products
tailored to climate action, take-up of these products remains low at the firm-level due to low awareness and know-how
around navigating the decarbonization process. The project will work with both national financial institutions and co-
financiers to provide Serbian companies with technical assistance to invest in best available technologies and approaches
climate action (i.e. through forestry projects to adapt and reduce net emissions).

Output 3.1: Private sector contribution to climate resilience of forests enhanced through climate adaptive and
diversified investments and greening of the biomass value chain initiatives

50. Forest restoration under an ecosystem-based adaptation approach is quite a new concept characterized by the
complexity of holistically addressing the environmental, social and economic challenges of forest restoration in a climate
change scenario. Considering that 47% of forests are under private ownership and that state-owned areas for afforestation
are limited in scale, it is necessary to call for an active involvement of non-state actors to reach the national forestry targets
stated in the LCDS (2023). Within the framework of this project, the private sector will be involved in forestry investment on
a voluntary basis and all applicable rights are protected. The project will conduct awareness raising campaigns and establish
a digital platform to collect and structure cadaster data and information on private forest owners interested in forestry
investment, including conversion of coppice, establishing new forests or shelterbelts, or the management of their degraded
coppice forests. This will allow to cluster private forest land parcels to reach a minimum scope of five (5) hectares for forest
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interventions or to plan jointly with interventions in adjacent state-owned coppice forests. Thanks to the utilization of the
digital cadaster, the PEs will ensure direct contact with private forest owners and ensure that women and single women
headed households (representing less than 30% of forest owners) can be prioritized. Of particular importance will be the
support to establishment of a technical partnership between the MOAFWM, the University of Belgrade and the University of
Florence for transfer of technology and knowledge (refer to Annex 1.b for letters of support and Annex 2, par 167 for Forest
Sharing). The option analysis presented in table 21 of Annex 2 concluded that the approach followed through this output is
the most efficient one in engaging the private sector in sustainable forestry activities and greening the value chain. The
choices offer a wide range of possibilities to carry out sustainable investments. This can lead to a decrease in degraded
land areas (approx.6% of agricultural land) and to the rehabilitation of private coppice stands, which have unsatisfactorily
low standing volume.

51. Activity 3.1.1: Convert degraded private coppice stands into high forest. The project will work with the
MOAFWM, the respective PEs, and private landowners to pre-identify at least 18,000 ha of forest stands for project
interventions, namely, to convert degraded coppice stands into high forest. Most private-owned coppice forests are primarily
managed for repeated fuelwood harvesting, which overlooks the site’s potential for higher wood production, both in quantity
and quality. This limited approach also reduces the forest’s ability to provide important ecosystem services, such as carbon
storage. The activity will initiate, every year from year 2 to year 6, the gradual conversion of an average of 3,600 ha of
private-owned coppice forests into high forests with planting densities of 300 seedlings/ha (avg.) for enrichment planting.
As a first step, PES and PEV will confirm and map potential private-owned intervention sites, which will be reviewed and
fine-tuned by the project before making a final decision on each individual site. Climate proofing and maintaining of existing
forest roads 2% through MOAFWM cofinancing is critical to ensure access to restoration sites and allow sustainable forestry
investments. (GCF financing: 2,849,190 USD; co-financing: MOAFWM: 12,024,000 USD; PES: 239,400 USD) Selection
criteria:

= Proven land ownership (disputed plots to excluded).

= High vulnerability to climate change of target regions.

= Plots situated within a cluster of at least 5 hectares to ensure efficiency of the investment and guarantee the best
conditions for high forest growth.

= Total forest area under ownership limited to max 10ha.

= Potential accessibility of the plot (access for standard 4x4 vehicles used for transport of seedlings, workers and water).

= Steepness of the slope (sites with slope average over 30 degrees may be excluded due to higher cost of operation).

= Availability of workforce within 25 km radius to ensure that local communities could benefit from employment
opportunities.

= Land plots that had forest in the near past with a clear need for active restoration interventions (well-preserved
deforested areas where there is no natural regeneration, or degraded areas, e.g. after forest fires, with no signs of
natural regeneration) may also be considered for re-establishing high forest.

= Ensuring that areas of high biodiversity value remain untouched — confirmed by MEP.

52. Activity 3.1.2: Rehabilitate unfarmed private lands through forestry investments such as short rotation
plantations, agro-forestry or soil rehabilitation purposes (Vojvodina). Related to the rehabilitation of unfarmed private
lands through forestry investments the project will work with the regional government, responsible for Agricultural Land, the
Grain Producers Association, Serbian Chamber of Commerce (PKS), private land owners, local communities and other
interested partners to identify at least 500 ha of unfarmed private lands to be cultivated with wooden species for energy use,
agro-forestry, honey production, soil protection or rehabilitation, or a combination of the mentioned purposes. This project
will cluster private land parcels to reach a minimum scope in terms of area for cultivation with wooden species. The project
aims at a share of 10% energy, 60% agro-forestry including honey production and 30% soil rehabilitation sites for cultivation
with wooden species (including shrubs) (Annex 2, Appendix 7). The concerned Municipalities will confirm and map potential
intervention sites. (GCF financing: 869,053 USD; co-financing: MOAFWM: 2,031,400 USD). Selection criteria:

= Proven land ownership (disputed plots excluded).

= High vulnerability to climate change of target regions.

= Plots situation within a cluster of at least 5 hectares.

= Land plots that had forest in the near past with a clear need for active restoration interventions (well-preserved
deforested areas with no natural regeneration or degraded areas, e.g., after forest fires, with no signs of natural
regeneration).

= Availability of workforce within a 25 km radius, ensuring local communities could benefit from employment opportunities

= Possibility to contribute to wildlife corridor(s) with newly established forests in Vojvodina region.
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53. Activity 3.1.3: Establish shelterbelts in agricultural landscapes (Vojvodina). The output also foresees
investments in shelterbelts. The project will work with the regional government’s secretariat responsible for agricultural land,
the Grain Producers Association, PKS, private land owners, local communities and other interested partners to identify at
least 835 km (equivalent to 500 ha) of agricultural lands for the establishment of shelterbelts, predominantly in almost
treeless agricultural landscapes of the Vojvodina region with the main aim of soil protection (aeolian erosion control),
increased biodiversity, provision of pollination services and (re)establishment of suitable wildlife habitats and migration
routes. (GCF financing: 773,138 USD; co-financing: MOAFWM: 355,570 USD). Selection criteria:

= Proven land ownership (disputed plots to be excluded).

= High vulnerability to climate change of target regions

= Minimum size of the individual area for establishing shelterbelts at least 5 hectares.

= Area potentially protected from wind erosion

= Distance from human settlements (avoiding works in the perimeter surrounding most peripheral houses) of at least
500m

= Possibility to connect or establish a wildlife corridor in Vojvodina region

54. Activity 3.1.4: Engage private actors in sustainable biomass value chains. Many agrifood businesses generate
biomass residues from their production, which can serve as a valuable source for solid biofuels or biogas, especially when
available during off-season periods. In many cases, equipment such as dryers, cranes, storage bays, belt conveyors,
hoppers, or silos is already in place and can be repurposed to support biomass production processes. The activity will
analyze the current potential for the valorization in Serbia in the frame of a technical report and use it as a baseline to train
private sector actors on the possibilities for the valorization of biomass residues for energy purposes. (GCF financing: 76,466
USD; cofinancing: 0 USD).

55. Activity 3.1.5: Support platforms involving stakeholders of the forestry sector for amodern and transparent
biomass energy value chain. The activity will provide technical assistance to the Serbian Biomass Association (SERBIO),
currently supporting the establishment of platforms aggregating and involving relevant stakeholders to produce and market
high quality solid biofuels. These platforms have a production line for biomass as well as storage and logistic facilities. They
represent the intermediator to organize local bioenergy value chains between suppliers providing raw biomass resources
and customers of different scales from private households (HH) to large heat and power plants. This platform model has
been shown to be very successful in countries like Slovenia, Austria and Germany. The most important factors for success
of the platforms are (i) sufficient biomass supply covering the demands of current and future customers in the region; (ii)
sufficient storage capacity for solid biofuels (e.g., fuelwood, wood chips and pellets), with the option to install drying facilities;
and (iii) good access to transport infrastructure. The implementation of the activity, in line with successful experiences in
other neighboring countries, will aim at involving the local administrations in the platform that can provide/lease public land
to the private sector. Technical support will be provided to the SERBIO in all business activities, from feasibility studies,
development of business and investments plans to marketing (GCF financing: 112,000 USD; cofinancing: 0 USD).

Output 3.2. Mobilized private finance for agribusinesses involved in decarbonization processes

56. The activities aim to increase agribusiness firms’ capacities to assess the potential for decarbonization, to
incorporate climate-related risks in their production decisions, assist them in defining their decarbonization strategies and
facilitate linkages with financial institutions to meet their eventual funding requirements. The project will prioritize
agribusinesses (e.g., farms, dairy and meat producers, processors) and forestry companies (e.g., forest owners, wood
processing, and saw mills) interested in decarbonizing their processes, including through using forests to offset the
emissions that cannot be avoided and/or engaging in insetting projects to climate proof their operations and reduce net
emissions. Together, the activities aim to create a longer-term change in doing business, such that firms incorporate
decarbonization in their activities and processes beyond the project life cycle. As can be seen from the option analysis (more
details included in table 22 of Annex 2) the chosen approach is necessary to involve the private sector proactively in the
decarbonization processes. In fact, as surveys have shown, most businesses, while interested in sustainability topics like
circular economy, do not have the capacity and knowledge to engage in the process. The activities of this output aim at
overcoming this barrier to facilitate access to finance for the private sector on low carbon pathways.

57. Activity 3.2.1: Involve agribusiness and other companies in the decarbonization process of the private
sector. The activity aims to strengthen the network of stakeholders involved in decarbonization (e.g., ministries, regulatory
bodies, financial institutions, and companies), disseminate knowledge to raise awareness and ultimately support the
identification of decarbonization investment opportunities by private companies and financial institutions. The entry point for
the private sector's involvement will be through existing outreach mechanisms, such as the already-operational Digital
Platform on Circular Economy (DPCE), operated and managed by the PKS.2* The project will support it by providing the
information about decarbonization practices and technologies, different banks’ financial product offerings around
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decarbonization and greening, information about compliance and regulatory issues from different ministries and other
relevant technical and practical resources on decarbonization. Using an existing platform rather than building a new one will
facilitate implementation at lower costs to the project and strengthen national ownership. The platform will also bring together
diverse actors, and help banks expand their potential pool of borrowers, helping to address what has been cited by the
banks as a costly and challenging activity as these would be new clients. The project’s collaboration with the DPCE wiill
enrich its technical content and help expand its scope for decarbonization. This activity will augment and build upon the
platform’s outreach and communication activities and produce and disseminate technical materials. Through technical
discussions, it will contribute to the identification of policy/ regulatory bottlenecks and facilitate policy dialogue between
stakeholders to identify solutions to challenges preventing investments in decarbonization. (GCF financing: 1,376,000 USD;
co-financing: 0 USD).

58. Activity 3.2.2: De-constrain access to credit for agribusiness and other companies. The project will provide
technical assistance (TA) to agribusiness firms to develop decarbonization strategies and financial plans to achieve them.
FAO, as EE, will sign Letters of Agreement with the identified firms. The value of TA per firm will not exceed a set ceiling,
depending on the firm size, (15,000-50,000 USD per firm), in line with the average cost of decarbonization strategy
preparation, and will require a minimum contribution of the firm ranging between 25 and 50 percent of the costs (self-
financed TA). Firms requiring support beyond this ceiling will be either excluded or higher co-financing from the firms will be
expected. The project TA could include specialists in agri-food sector, energy, GHG accounting and certification, adaptation
and resilience considerations. The expertise mobilized through the project TA will depend on the specific needs of the
individual enterprise’s decarbonization strategy.

59. Commercial banks operating in Serbia interested in building a green portfolio cite the lack of firm-level capacity to
develop business plans for decarbonization as a key constraint. The project will provide TA to firms to assess climate risk
and monitor emissions or potential carbon sequestration from their activities, and potential costs of Environmental, Social,
Governance (ESG) compliance. It will also help firms identify viable decarbonization investments and suggest technologies
that maximize benefits while reducing GHG emissions associated with the firm’s activities. Given the participation of financial
institutions in the DPCE, firms will be able to assess suitable financial products. Firms will directly approach financial
institutions as the connection facilitated through engagement in the platform, to apply for loans for decarbonization. The
project will not assist the financial institutions in client selection (GCF financing: 1,500,000 USD; co-financing: 0 USD).

60. Selection criteria: All registered companies can participate in the activity, provided they are registered and cleared
to operate in Serbia and do not have pending issues with the Serbian justice sector. The financial partner institutions will
provide a shortlist of companies. The participation of the selected firms will be contingent on their confirmation of interest in
carrying out decarbonization investments.

Output 3.3: Financial institutions, consultancy service providers, and academia capacitated on climate-related
challenges and opportunities

61. This output aims to enhance national financial institutions’ capacity on climate change and service providers to
support agribusiness investment adhering to international standards on climate risks and decarbonization. Banks express
willingness to increase decarbonization investments but they need capacity development and client outreach support. Banks
recognize the potential benefits of decarbonization investments and potential increase in demands for green investments.
Despite their willingness to enhance decarbonization investment, they face several challenges such as lack of information
and technical know-how on assessing climate risks and decarbonization strategies and low awareness around compliance
with international climate standards. The approach emerged as the best option (further details on the analysis are available
in table 22 of Annex 2), as it will provide the basis for all further decarbonization processes of the private sector in the
country. In fact, only with sufficient critical mass and knowledge will it be possible to support the private sector in contributing
to national climate change commitments, while maintaining competitiveness in international markets.

62. Activity 3.3.1: Support to the chamber of commerce and industry and the association of financial
institutions to assess climate-related risk of banks and ensure client engagement. This activity will aim at enhancing
the capacity of the banks to assess climate-related and other risks. All banks can potentially receive TA or capacity
development support on assessment of climate-related risks. TA will be available to all banks registered with the Central
Bank that express interest in the support. With knowledge and skills gained, the banks will conduct their own due diligence
processes including through their assessment of risks (environment, climate-related, reputational etc.). Financial institutions
will retain their own credit disbursement decisions. (GCF financing: 100,000 USD; co-financing: 0 USD).

63. Activity 3.3.2: Support to the chamber of commerce and industry and the association of financial
institutions and academia to train decarbonization service providers. This activity will include a capacity needs
assessment and the development of training curriculum, and subsequent training/coaching, for decarbonization strategic
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advisory service providers. Specifically, the project will provide training to at least five service providers in the
decarbonization space providing engineering, GHG accounting and ESG compliance support. Building the capacity of local
service providers will ensure sustainability beyond the project. Participation in the project will be voluntary and based on a
call that the project will raise through the PKS. All applicable rights are protected. The activity will prioritize companies from
the accounting/engineering sectors proposing qualified young women (< 40 years) as trainees or companies led by women.
(GCF financing: 120,000 USD; co-financing: 0 USD).

B.4. Implementation arrangements

64. Accredited Entity (AE): FAO has extensive experience in supporting countries in the field of climate change
adaptation and mitigation, as well as CAS. Furthermore, FAO - via its Investment Center — has been collaborating for over
four decades with International Finance Institutions (IFIs) such as the World Bank (WB), the International Fund for
Agricultural Development (IFAD) and the European Bank of Reconstruction and Development (EBRD) to support countries
with development of investment plans and strategies; technical, financial, and policy assessments; and studies that are
essential for CC and green investments. Having under implementation more than 138 climate and resilience projects worth
over USD 600 million, FAO has the experience and technical capacity to manage the requested grant and support Serbia
in the forest sector and decarbonization processes. In Serbia, FAO has been operational since 2001 in various thematic
areas, including in SFM, biodiversity and wildlife protection, sustainable management of natural resources, land
degradation, disaster risk reduction and climate change adaptation. Activities include the capacity development of national
institutions, NGOs, associations, companies and farmers as well as the formulation of investments in forestry (forest
restoration, forest assessment and afforestation) and policy assessment. Annex 2, Par. 250 contains examples of recently
implemented or ongoing projects in Serbia.

65. Following consultations with the MOAFWM, other national institutions, UN agencies, civil society and private sector
stakeholders, GoS and FAO agreed to implement the UN Country Programme Framework (CPF) focusing on three priority
areas during the period 2019-2022. Building on FAQO’s experience in the country and its comparative advantages - and in
line with key national strategies. Additionally, the project will strengthen the EU accession process focusing on alignment to
the EU Common Agricultural Policy (CAP), environmental protection and standards.

66. FAO will serve as the Accredited Entity (AE) for the Project. FAO will be responsible for overall oversight of the
Project, including: i) All project evaluation aspects; ii) Administrative, financial and technical supervision throughout
implementation of the Project; iii) Supervision of effective management of funds to achieve the results and objectives; iv)
Quiality control of Project monitoring and reporting to the GCF; v) Project closure and evaluation. FAO will ensure that the
project is executed in compliance with GCF and FAO rules and regulations, policies, and procedures, including relevant
requirements on fiduciary, procurement, monitoring and evaluation, environment and social safeguards, and other project
performance standards.

Table 4 Contribution of the project to the FAO Country Programme Framework 2022-2025

Component Main Contributing Activities
Outcome
Serbia adopts and implements
) SFM
climate change and

Creation of shelterbelts.

Restoration of degraded and unfarmed agricultural lands via forestry investments.
Support the decarbonization of the agriculture sector.

Training and capacity development.

Support to national forestry regulatory and policy framework.

environmentally friendly strategies | Component 1
that increase community resilience, | Component 2
decrease carbon footprint, and | Component 3
amplify equitable benefits of
investments.

CAS practices in the restoration/natural regeneration/reforestation in public lands
Component 1 | Conversion of coppice stands into high stand forests.

Component 2 | Enhancing the fund-raising opportunities in the forestry sector.

Component 3 | Greening of the wood biomass value chain.

Training and capacity development.

Natural and cultural resources are
managed in a sustainable way

Equitable economic and Support to the decarbonization of the agrifood sector.
employment  opportunities are | Component 3 | Greening of the wood biomass value chain.
promoted through innovation Training and capacity development.
67. FAO will assume these responsibilities in line with the detailed provisions listed in the Accreditation Master

Agreement (AMA) between FAO and the GCF. As Accredited Entity (AE) of the Project, FAO’s supervision role will be
attributed to the FAO Regional Office for the Regional Office for Europe and Central Asia (REU) in Budapest and relevant
Offices and divisions at FAO headquarter (HQ), in Rome lItaly, such as the FAO Office of Climate, Biodiversity, and
Environment (OCB) and other technical divisions as required. To perform the AE functions, FAO will set up a dedicated
FAO-GCF Project Task Force (PTF) comprising relevant staff from REU, FAO Office in Serbia and HQ. The segregation of
responsibilities within FAO will ensure that the Organization can independently and effectively perform the AE functions.
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The project implementation and supervision function will remain independent of the Executing Entity functions. The Project
Task Force (PTF) will be established as a management and consultative body with a Formulator/Budget Holder (BH), a
Lead Technical Officer (LTO) and a Funding Liaison Officer (FLO) / Technical Cooperation Program (TCP) Officer.

68. Government Line Agencies. The project will include several GoS line Ministries. Thus, the MOAFWM, the MEP,
the Ministry of Interior (Mol), the Ministry of Finance (MoF), the MESTD and its affiliated departments at the Government
level will be involved as beneficiaries. The MOAFWM and its affiliated Directorates (e.g. Forests) in the field will assist with
the facilitation of activities in the provinces. The MEP, together with the MoF will participate in the activities connected with
the development of carbon governance and related regulatory framework. MOAFWM will also play a supportive and
facilitative role during project implementation and identify opportunities for building synergies with other projects dealing
with climate change finance. Other essential entities to involve are the Ministry of Economy (ME) and the Ministry of Mining
and Energy (MME), in particular on all activities in support of the biomass energy value chain. The participation and
contribution of the Ministries will help to build their ownership and sustainability of project investments.

69. The Project Steering Committee (PSC) will be established for the overall strategic guidance of the project and
housed at the MOAFWM. The MOAFWM as the NDA! for GCF in Serbia will notify the formation of the PSC and chair and
convene regular six-monthly meetings to assess performance and issue appropriate guidance. The PSC will be composed
of primary stakeholders such as the MEP, MoF, the Mol, the Vojvodina Undersecretary for Agriculture, forests and Water
and the Under-secretariat for Environment and representatives of municipalities in target areas, the PKS/Finance
Institutions, Forest Owners Guild, FAO (Observer) and Civil Society (Observer). The role of the PSC will be to: (i) Provide
overall guidance and direction to the project; (ii) Ensure that co-financing support is provided in a timely and effective manner
and report against its availability and use; (iii) Address project issues as raised by the Project Management Unit (PMU)
and/or PSC members or EEs; (iii) Review the project progress, and provide direction and recommendations to ensure that
the agreed deliverables are produced satisfactorily and within the approved project framework; (iv) Review and approve
annual work plan and provide necessary strategic guidance for its implementation;(v) Appraise the annual project reports;
(vi) make recommendations for subsequent work plans to build on achievements and address any shortcomings, etc. One
representative from the PMU will act as Rapporteur to the PSC that should ensure through its overall leading and central
role a strong country ownership.

Figure 2 Implementation Arrangements

Green Climate
FAO - Accredited Fund
Entity

Headquarters

Project Steering Committee
Minimum representation: MoAFWM, MoEP, MoE, MoEc,
Chamber of Commerce, Forest Owners Guild, FAD

(Observer) and Civil Society (observer)

Regional Office

MOAFWM (FAO-REU)

(Executing Entity / Co-financier)

FAO - Executing Entity
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(Executing Entity / Co-financier)

Other
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70. Nationally Designated Authority. The MOAFWM in its capacity as the NDA and as the lead agency will use its
convening power to facilitate consultations at the national level as well as assist in conducting knowledge exchange
processes for scaling up the innovations and investments, enhancing impact and introducing a paradigm shift in the
management, allocation and use of scarce water resources and improved adaptation to climate risks and efficient use of
renewable sources of energy.

1 The Ministry of Environmental Protection was appointed as the new National Designated Authority on 21 November 2024.
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Table 1 Role of the main institutional stakeholders
Institution Description
MOAFWM As NDA and responsible for developing and implementing policies in the field of forestry, agriculture and water management. The

project will work mostly with the Forestry Directorate, with support and involvement of Agricultural Land Directorate, Rural
Development Directorate, and others as necessary

MEP Responsible for development and maintenance of the national mechanism for protection and conservation of the environment and
its resources. MEP will be the main partner for the establishment of the offsetting / insetting mechanism and in the activities related
to the decarbonization process.

MME Responsible for increasing energy efficiency and energy security. The project will work with the MoE in greening the fuel biomass
value chains and in the activities related to the decarbonization process.

MESTD Responsible for the national education system. The MESTD will be main partner for the upgrade of the national universities and
vocational schools’ curricula that are relevant for the practices, technologies and methodologies introduced.

MoE Responsible for elaborating the national economic, trade and industrial development policies and the strategies of economic security
and sustainable development. The MoE will be engaged in forestry and decarbonization activities involving private sector.

MoF Responsible for national finance, tax, and coordination of the management system and implementation of programs financed from

European Union funds. The MoF will be involved in the carbon finance options and development of related guidelines,
methodologies, standards and approaches.

Municipalities Municipalities are in charge of municipal lands (including insignificant forest area) within the borders of their territory. The forested
municipalities will ensure adherence to the CAS and SFM.

PKS / Industry | Both chambers and producers’ owners’ association will be engaged in identification of private sector actors and relevant activities.

SerBio SerBio is an association of NGO’s, companies and individuals in the field of biomass utilization and can facilitate interactions with
various stakeholders and in the biomass mobilization and utilization.
71. Executing Entities. FAO will act as the Executing Entity (EE) for all GCF-funded project activities and will be

responsible for the GCF proceeds. FAO-REU will establish a dedicated PMU to oversee the execution of the project as a
whole. The GoS, acting through the MOAFWM, PES and PEV, will be the EE for activities funded by their co-financing
resources and will not execute any GCF Proceeds. The two public enterprises, PES and PEV are responsible for forest
management in Serbia. PES oversees forest management of state-owned forests in Central Serbia, while PEV manages
state-owned forests in the territory of AP Vojvodina. Both enterprises provide technical support to private forest owners,
including drawing up of management plans, tree marking and other advisory functions (Annex 2, Appendix 7, paragraphs
(para) 74-90). FAO will sign with each co-financier and EE a co-financing agreement which will detail their roles and
responsibilities as co-financiers and EE. FAO will also sign contractual agreements with service providers/ procured parties,
which may also include CSOs, identified for the project in accordance with FAQ internal policy.

72. A dedicated PMU will be established and hosted by MOAFWM or FAO in (Belgrade) as determined during the
project’s inception phase. The PMU will coordinate directly with Directorate of Forests of MOAFWM, and the equivalent
offices in the Province of Vojvodina and will be responsible for providing support to the execution of day-to-day activities
with participating regional and local governments and other stakeholders. The PMU will be led by a project-recruited National
Project Coordinator (NPC), responsible for overall project management and coordination with project stakeholders. FAO
will either undertake direct responsibility for execution of the GCF financed activities through technical experts in the PMU
and/or competitively outsource the services. Table 6 gives the responsibility for the achievement of the main project outputs.
In each case, FAO will work in close coordination with the relevant ministries. FAO will competitively recruit service providers
to carry out specific activities as detailed in the procurement plan and in the budget (Annex 11 and Annex 4).

Table 2 Key Responsibilities and executing responsibilities

Agency Role Specific Responsibility
FAO AE and Co-financier Supervision & oversight
Grant contribution
FAO EE Execution of project activities
MOAFWM - Directorate of EE and Co-Financier In-kind contribution and Policy Review
Forests Forestry investments

Provision of seedings
Coordination and support in the field

Serbia Shume EEs and Co-Financier Forestry investments
Vojvodina Shume Seedlings production
73. GCF funds will be transferred to FAO in the form of a grant. GCF Proceeds will not flow through the proposed EEs.

These institutions will only be responsible for the management of their respective co-financing. Table 32 in Annex 2 provides
an overview of the EEs executing each sub-activity and the respective source of financing.

Figure 3 Funds flow and contractual arrangements
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B.5. Justification for GCF funding request

74. In 2022, Serbia’s public debt accounted for more than 60% of its GDP [IMF, 2022; latest available data]. The
government launched several programs to address structural weaknesses, increase public sector efficiency, and eliminate
bottlenecks to private sector growth, while maintaining macroeconomic stability. These include a green growth program to
support post-COVID-19 economic recovery efforts while addressing a shrinking population, labor shortages, and climate
change?. Furthermore, in 2021 the country issued a green bond worth EUR 1 billion?6 to support green investments
including for renewable energy, energy efficiency, sustainable water and wastewater management, pollution prevention and
control, circular economy, protection of the environment and biodiversity and sustainable agriculture. The bond has been
oversubscribed three times as of December 2022, and it has helped to fund 34 projects on environmental protection,
biodiversity and sustainable agriculture. Therefore, as reported in the second NDC (2020), Serbia will be able to speed up
its decarbonization process if financial support is provided for key investments. Furthermore, the country estimates the need
for further climate investments at about EUR 19 billion (USD 23 billion) for the 2021-2030 period indicating additional support
for investing in forestry, agriculture, and agrifood sectors. The performance of the EUR 1 billion green bond shows an overall
interest of the economy (all sectors) in sustainability aspects. As of 2022, however, the allocation to energy efficiency and
to environmental protection (including agriculture) did not pass 15% of the total allocation. The project is proposing support
to investment in the forestry sub-sector, therefore, involving both public and private stakeholders. Due to their remoteness
and limited size of the privately owned forest holdings, the transaction and investment costs are particularly high and require
higher concessionallity (ref.: Annex 3 narrative). Furthermore, energy efficient projects (2% of the total share of proceeds of
green bond) are largely focused on domestic appliances/ buildings. The project is instead promoting energy efficiency and
decarbonization investment in the agriculture and agrifood sector, representing a large untapped potential for overall
reduction in Serbia’s emissions.

75. While the country is currently engaged in forest investments and substantially cofinancing both the adaptation and
mitigation aspects of this proposal by focusing most of the Forestry Department’s resources in project activities, the state
does not dispose of the necessary resources to cover for additional costs of CC adaptation and support development of its
decarbonization governance and path. Therefore, the GCF funding will support the upgrading of existing policies and
procedures and cover the additional cost needed to guarantee the paradigm shift that will transform Serbian forests in the
main adaptation and mitigation engine of the country (the project investment is equivalent to about USD 1.8m, from output
1.1 and 1.2). The GCF will also contribute to the provision of incentives (technical assistance) for the private sector to
engage in forestry and decarbonization process. As reported in Annex 2, appendix 12 and supporting letters (Annex 1.b)
the private sector and its organizations are ready to engage, dispose of credit as well as of the means to access it, but
misses the capacity to define the investment needed. Therefore, as reported in both its NDCs, to ensure that expected




GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 26

GREEN
CLIMATE
FUND

results are achieved and to contribute to identified goals, the country requires international technical and financial
assistance. As reported in the updated NDC (2021), Serbia will reduce its GHG emissions by 33% by 2030 (compared to
1990) only with the appropriate international financial, technical, and capacity building support. Forestry has been identified
as a priority area in the updated NDC (Section 3 (d)), and the country plans to invest over USD 9 million annually into the
sector, including a majority of its forestry budget over the next 7 years into the target areas of the FOREST-Invest proposal,
thereby contributing to its results. Nonetheless, the country has not included in its investment plans the costs of adaptation
and decarbonization related to forests (decarbonization governance), which puts the overall government investment in
forestry at risk. External funding for Serbia’s forests is critical to help the country achieve its current NDC targets and
decarbonize its economy. The public sector is the only major financier of Serbia’s forests, and while the government has
already demonstrated a strong financial commitment, the magnitude of additional funding required is too large for existing
and committed funding to fill this gap on its own. By injecting initial concessional financing into the forestry sector through
the GCF, the project can act as a catalyst to leverage additional funds from the government and external financiers (including
the private sector) to improve carbon storage in forests and national capacities to manage them, to contribute reducing
inefficiencies in the wood value chain, and to trigger emissions reduction by unlocking and de-constraining strategic private
investment.

76. The available financing is not adequate given the magnitude of the challenge. For instance, the European Union
and International Financial Institutions already support Serbia with some financial instruments for Pre-Accession Assistance
to support energy efficiency and renewable energy. However, this does not adequately help Serbia achieve its targets.?’
Concessional financing through this project, in addition to Serbia’s positive and stable economic outlook?® will help attract
much-needed additional funds and provide an impetus to Serbia’s decarbonization efforts.

77. The project also requires external funding, especially given the current rise in global energy prices. The current
geopolitical crisis in Ukraine and Russia could adversely affect Serbia’s energy security. Specifically, in 2019, Serbia
imported USD 2.5 billion worth of goods from Russia, or about 5% of its GDP.2° Of this, it imported USD 1.4 billion in fuels
alone, USD 359.9 million of which from Ukraine. The World Bank's Commodity Markets Outlook (April 2022) anticipated
that energy prices will rise more than 50% in 2022 alone (World Bank Group, 2022c). While the World Bank’s Commaodity
Markets Outlook for 2024 anticipates a slight decrease in global energy prices in 2024 by 3%, with further declines in 2025,
it also anticipates that they will remain significantly higher than pre-pandemic levels, suggesting that while there may be
some relief, energy prices in Serbia will likely stay elevated in the near term due to persistent global pressures from
geopolitical conflicts and tight supply conditions. Further, rising fuel or gas prices are likely to affect prices of all other energy
sources, many of which have already been experiencing rising prices since 2021.%° For instance, the Serbian Power
Exchange (SEEPEX) day-ahead electricity prices increased by more than five times between March 2021 and March 2022,
from about EUR 50 to about EUR 270 per MWh. Investing in forests and in the efficiency of biomass value chain, and at the
same time supporting decarbonization of private sector — and thus ensuring that fuelwood is more cost-effective and efficient
— can serve as a potential hedge against these rising prices. Thus, the project’s investments in forests can help ensure that
rural populations are not priced out of using fuelwood in the short term and that alternative sources of energy such as
biomass are developed in the medium term.

78. The forest sector in Serbia is highly fragmented with limited investment capacity. Out of the over 2,000 companies
involved in forestry (mostly in wood processing), about 97% are micro/small enterprises with limited human capital and
access to credit due to lack of collateral. Further, forest owners do not see investments in forestry as viable due to the
limited scale emanating from their small plots. Beyond the public budget, there are limited resources to address these
bottlenecks of the Serbian forestry sector and sustain the national decarbonization process. The technical assistance
provided by the project is a necessary condition to ensure the financial attractiveness and viability of decarbonization
investments at the firm level. These measures will contribute to increasing financial returns, augmenting scale and the
affordability of financial instruments for decarbonization (provided by national and international financial institutions). The
project will only cover the additional costs for adaptation and mitigation, beyond already-committed public investments. The
proposed budget reflects the needs of the state to increase its forest cover while adopting sustainable and climate adaptive
management practices, upgrade the technical capacity of public and private actors in forestry, and enhance private sector
participation in decarbonizing the economy. Although Serbia is a middle-income country, the magnitude of funding required
to achieve its NDC targets and address decarbonization challenge cannot achieve them with public funding alone.

79. In the immediate term, concessional financing into the project will help enhance the energy security of the rural
poor and set Serbia on a more sustainable forestry-energy-decarbonization path. In the longer term — because Serbia is a
middle-income country — concessional finance can help unlock additional necessary funding.

80. In the short and medium term, concessional financing in forests is critical to ensure continued energy security for
Serbia. Forests account for a significant source of energy (11.86%) for the country. Populations in rural areas as well as the
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most vulnerable segment are the primary users of firewood as a source of energy, and due to the more limited economic
opportunities, are the most affected by fluctuation or spikes in energy cost. Nearly half of the lowest income decile
households in Serbia have arrears in utility services, demonstrating that the poorest households are already stretched thin
and not able to absorb rising energy prices 3! The present geopolitical crisis makes a strong case for immediate investment
in forests and decarbonization efforts more broadly to ensure that rural populations do not get priced out of using firewood
in the short term and that alternative sources of energy such as biomass are developed in the medium term without
compromising the provision of other paramount ecosystem services (e.g. carbon removals, protection, NWFP and others).
Similarly, the current forecast of sustained high global energy prices [World Bank 2024], will drive the market toward larger
investments in decarbonization through energy savings and optimization.

81. In the long term, given the large amount of funding required to decarbonize, concessional financing will be critical
for decarbonization. The magnitude of financing required is larger than the size of existing and committed financing,
notwithstanding the increase over time in resource allocation to the sector. The project can catalyze funding from the
government, providing initial concessional financing to unlock broader investments, and external financiers, including the
private sector. For instance, the EU and IFIs already support Serbia with financial instruments for Pre-Accession Assistance
to support energy efficiency and renewable energy. However, these are not enough to help Serbia achieve its targets. 32
Concessional financing through this project, in addition to Serbia’s positive and stable economic outlook,33 will help attain
much-needed additional funds and spur decarbonization efforts. Stakeholder support for the project also indicates the value
proposition of concessional financing. This is confirmed by the recently agreed increase in co-financing from the state to a
total co-financing amount to over USD 51 million, bringing co-financing to 50% of the total investment. According to the
OECD Creditor Reporting System, Serbia’s forestry sector only received USD 441,000 in official development assistance
(ODA) in 2019, only 2.4% of total ODA to the Agriculture, Forestry and Fishery sector. The combination of diverse sources
of financing (concessional financing, public funding and ODA) will help de-constrain private investment envisaged in
component 3, critical to trigger the transformative change of the agrifood and forestry value chains towards its NDC targets.
The Serbian government and the main stakeholders involved in the project not only confirm their support but also their
willingness to increase in-kind co-financing. In addition to the government, financial institutions such as large commercial
banks in Serbia have also expressed their interest in contributing to the project’s activities (see Annex 1.b). Banks indicate
increasing demand for products aimed at decarbonization and energy efficiency and the value added of concessional
financing and technical assistance in reducing information barriers and regulatory uncertainty. This will bring to the project
some very important leveraged private finance that is expected to be around USD 50 million.

B.6. Exit strategy

82. An increased adaptation and decarbonization agenda is necessary for Serbia to continue doing business with the
EU and other markets where decarbonization policies are increasingly more stringent toward products that are high in terms
of carbon emissions (among others). This has been recognized by the government as a priority in its national strategies
where it targets a climate neutral and climate resilient economy. Each project activity is tailored to support national strategies
and climate targets. Actions with both public and private actors have been designed with stakeholders based on needs,
potential and execution capacity. The project will not add to the already existing or planned procedures and infrastructures.
It will provide tools and capacities to execute strategies efficiently, transparently, and effectively.

83. Sustainability and replicability of the project has been considered in the design through the following: (i)
processes and mechanisms introduced will be self-funded and will optimize actions and national expenditures in the forestry
sector (ii) knowledge management processes will generate evidence for stakeholders and they will have the skills to
progressively intensify and optimize its investments in forests, and decarbonization; (iii) the introduction of new forest
management practices will increase the effectiveness of forest investments (e.g. high survival rate of planted material) and
will, at the same time, decrease the overall cost of operations, supporting the country in ensuring the adaptation of the
remaining forests and the additional forests planned by the state (48,000 ha of afforestation); (iv) the introduction of the new
forest governance strategies will enhance the role and contribution of the private sector and its associations34 and will allow
for climate adaptive management of forests, reducing the adverse impacts of drivers of forest degradation and ensuring
faster response of concerned stakeholders at no additional cost. Further, proposed actions will become part of the national
policy and management framework of forests, ensuring immediate national scaling up of introduced practices and
technologies and supporting the development of an offset mechanism will provide further opportunities for a continuous flow
of financial resources for sustainable forest practices. Finally, proposed actions will enhance the role and contribution of the
private sector and local administrations. Administration, municipalities, private landowners and companies/agribusiness
require time and incentives to shift from the BAU scenario (e.g. forests as mining grounds) to a more engaged and
transparent sector where stakeholders collaborate for the maintenance and expansion of forest ecosystems. While in
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execution as well as after completion, actions will be monitored with the involvement of all national and local stakeholders
(Annex 7 contains more information on monitoring activities).

84. Private sector engagement: The project will collaborate with the main Serbian sectorial associations (e.g. PKS,
Serbia Livestock Association, Serbia Grain Association, SERBIO and others) and with national and international academia
(e.g. University of Florence, the University of Belgrade) to establish, revamp and replicate in Serbia the use of successful
approaches developed to secure an agglomeration of smallholders and to bring economy of scale in contexts where land
fragmentation prevents sustainable and profitable management of forests. The AE, in collaboration with Serbian partners,
analyzed a number of platforms in Serbia (e.g. SERBIO Biomass logistic and trade center3® and the Digital Platform on the
Circular Economy or CE-HUB?¢) and Europe to decide on the best examples to tailor to or expand in Serbia. Among the
European examples, a strong candidate that has received a strong vote of confidence from the Serbia academia and of the
Forest Directorate is ForestsSharing®’. Practices and technologies introduced will become part of the national educational
process integrating the knowledge derived from the project to reach relevant stakeholders even after the project life-cycle.
During implementation and after completion, the intervention and achieved results will be monitored and scaled up by the
MOAFWM, the MEP and by the MESTD (Table 7).

Table 3 Sustainability roles and responsibility of the main stakeholders

Institution Description
MOAFMW Responsibility over the supervision and monitoring of all the forests in Serbia. Thanks to the knowledge acquired with the project,
the ministry will dispose of more upgraded technologies and practices to monitor forests and report about their state and evolution.
MEP Responsibility over the monitoring, reporting and verification of GHG emissions as well as over sustainable and low carbon

development in Serbia. The ministry will be in charge of ensuring transparency and accountability of the newly created carbon
mechanisms and to certify decarbonization efforts.

MESTD Guarantee that the knowledge transferred with the project is passed to the new generations of professionals, and that education
on forest is integrated under the environment and climate change education.

Private Guarantee the involvement and participation of private landowners and liaison with the institutions and academia to guarantee

Forests’ knowledge transfer to and from the private sector. Participation of private forests’ owners will also be guaranteed by replicating in

Owners Serbia the success of a platform created in Italy by the University of Florence (www.forestsharing.it) that will allow to support the

Associations Serbian private owners’ associations (e.g. SERBIO, PKS) to aggregate small forest players and stimulate economy of scale in a
very fragmented scenario.

85. The innovative mechanism promoted by the project is also expected to create spill-over effects in other sectors

willing to engage in decarbonization. For instance, environment certifiers, carbon accountants / MRV specialists and other
service providers will also operate beyond the forestry sector. The incomes generated through the offsetting mechanism
(purchase of carbon credits from the State) will ensure the market-driven nature and sustainability of the decarbonization
facility and restoration/forestry expansion activities beyond the project’s lifetime3®.

C. Financing Information

C.1. Total financing

(@) Total amount Currency
Requested

GCF
funding
(i +ii +iii + 25,000,000 USD (%)

iV+V+vi+
Vii)

GCF

financial Amount Tenor Grace period Pricing
instrument
(i) Senior
loans
(it)
Subordinated Enter amount Enter years Enter years Enter %
loans
(iii) Equity Enter amount Enter % equity return
(iv)
Guarantees
(v)
Reimbursable | Enter amount
grants

Enter amount Enter years Enter years Enter %

Enter amount Enter years



https://www.serbio.rs/en/projects/item/350-giz-biomass-logistic-and-trade-centers
https://www.forestsharing.it/
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(vi) Grants 25,000,000
(vii) Results-
based Enter amount
payments
(b) Co- Total amount Currency
financing 58,811,581 uUsD ($
information ' ' )

Name of Financial . .
L : Amount Currency Tenor & grace Pricing Seniority
institution instrument

. Enter years Enter% Options

MOAFWM In kind 53,455,376 USD ($) Enter years

. . Enter years Enter% Options
Serbia Shume In kind 4,222,108 USD ($ Enter years
Vojvodina . Enter years Enter% Options
Shume In kind 659,147 USD ($) Enter years
5 .
FAO Grant 474.950 USD ($ Enter years Enter% Options
- Enter years
Total Amount Currency
financing 83,811,581 USD ($)
(c) = (a)+(b)
(d) Other
financing
arrangeme | gg, The project will also attract USD 50 million in leveraged private finance from financial institutions
nts a’?g ) operating in Serbia (ref. Annex 1.b for letters of interest). The institutions will disburse this amount in the
ﬁgn(:]'a;t'o form of loans for the purposes of investing in decarbonization across sectors. These funds are additional
250 words and not included in the Table above. Moreover, the project will leverage about USD 0.8 million of private
approximat forest landowners to support forest investment.
ely 0.5
page)
C.2. Financing by component
Indicative cost GCEF financing Co-financing
Component Output Usb Amount Financial Amount Financial Name of
USD Instrument USD Instrument Institutions
7,307,141 In-kind MOAFWM
Component 1 11 £.501.806 1.089.565 Grants 105,100 Grants FAO
1.2 694,047 646,147 Grants 48,500 Grants FAO
2.1 4,620,633 4,164,923 Grants 455,710 In-kind MOAFWM
2.2 391,450 70,100 Grants 321,350 Grants FAOQ
Component 2 28,237,755 In-kind MOAFWM
2.3 42,990,845 | 10,111,235 Grants 3,982,708 in-kind PES
659,147 in-kind PEV
14,410,970 In-kind MOAFWM
3.1 19,330,217 4,679,847 Grants 539 400 inckind o
Component 3 —
3.2 2,876,000 2,876,000 Grants
3.3 220,000 220,000 Grants
PMC PMC 4,185,983 1,142,183 Grants 3,043,800 In-kind MOAFWM
Indicative total cost (USD) 83,811,581 25,000,000 58,811,581

C.3 Capacity building and technology development/transfer (max. 250 words, approximately 0.5 page)

C.3.1 Does GCF funding finance capacity building

activities? Yes No O

C.3.2. Does GCF funding finance technology

development/transfer? Yes No O

87. The project will invest an estimated amount in capacity development and technology transfer to Serbia respectively

of USD 8,889,081 and USD 3,992,991. It will support the knowledge/technology transfer and capacity development of over
4250 persons (at least 30% women) from both public and private institutions. Furthermore, the project will ensure transfer
to new generations of professionals by including introduced technologies and practices into national curricula ensuring scale
up of knowledge transfer to over 10,000 students that will form the next generation of professionals in Serbia.
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D. EXPECTED PERFORMANCE AGAINST INVESTMENT CRITERIA
D.1. Impact potential

88. This project will help contribute to GCF’s portfolio-level mitigation and adaptation results objectives identified under
the Updated Strategic Plan (USP) 2024-2027 to mitigate 1.5 to 2.4 gCO2eq and enhance the resilience of 570 to 900 million
people over the 2024-2027 period. It will also contribute to the USP targeted results areas: 5 (Ecosystems), 7 (Clean
Energy), and 10 ( Local private sector early-stage ventures and MSME innovation).

89. The cross-cutting approach of the project, focusing 67% of GCF proceeds on adaptation and 33% on mitigation,
follows the country’s NDC commitments to address the forestry sector through cross-cutting processes by enhancing
ecosystem services provided by Serbian forests, including carbon removals. The selected approach also aligns with Serbia's
Low Carbon Development Strategy, specifically its fourth objective to "Preserve the potential of mitigation measures, [...] by
increasing the resilience to climate change of the priority sectors," including forestry. In line with the national strategic
framework, the project aims to maximize investments by improving the resilience of vulnerable populations, particularly
through natural hazard protection, provision of sustainable fuelwood and non-timber forest products, as well as carbon
removals and sinks. This balanced approach demonstrates the project's alignment with national climate priorities and its
comprehensive strategy to address both immediate adaptation needs and long-term mitigation goals in the forestry sector.

90. Mitigation Impact: The project will increase the capacity of public and private forests to remove CO2, it will reduce
the negative impact of drivers of forest degradation, and it will support Serbian agribusiness companies to decarbonize their
processes and increase their resilience. . With regards to mitigation impacts calculations, the project used FAO NEXT, a
tool specifically designed for evaluating the carbon impact of projects in the AFOLU sector that uses IPCC methodology.
Annex 22 reports the impacts of the different forest and decarbonization activities of the project in terms of CO2 removals
and avoided emissions corresponding in total to -8.4 min tCO2eq. Project investments will focus on: (i) enhancing
investments in forest management and expansion via afforestation, forest restoration, development of high stand forests
from not managed / degraded coppice stands, rehabilitation of degraded and unfarmed lands through agroforestry and
development of a network of shelterbelts in agricultural areas with local administrations and land owners; and (ii) managing
forests to stabilize and increase ecosystems services (e.g. carbon removals and sink) and upgrading the country’s carbon
finance mechanism. This also entails greening the biomass value chain and implementing rules and regulations for the
efficient use of fuelwood; (iii) increasing private sector engagement in de-risking investments and decarbonization practices
and; (iv) matching agrifood companies with available carbon financing to decrease emissions of production processes.

91. Adaptation Impact: Adaptation investments will help modernize the forestry sector to reduce its vulnerability to
climate change and prepare forests to withstand forecasted changes, without compromising key ecosystem services,
including those that are critical to poverty alleviation (i.e., energy, NWFP). Furthermore, the project will reduce the
vulnerability of rural communities and the poor and their exposure to energy price shocks. Finally, the proposal will reduce
the exposure and vulnerability of private forests smallholders as well as small and medium sized agrifood enterprises by
reducing their overall climate risks and allowing them to use forests for additional income as well as to contribute to the
decarbonization efforts. The transformative path proposed by the project will ensure investments around: (i) reducing the
bottlenecks currently preventing climate adaptive forest management and sustainable provision of fuelwood; (ii) expanding
nurseries’ capacity to produce climate adaptive seedlings and increasing the number of available species (from 4 to 24+
Annex 2, appendix 7) for forestry investments, (iii) introducing CAS practices and technologies to: (a) climate proof public
and private forestry investments, (b) enhance the forest governance, and (c) ensure the provision of ecosystem services
that are paramount for rural communities and the most vulnerable and poor segments of the population (i.e. along the
dimensions of energy, and livelihoods); and (iv) increasing the participation of communities and the private sector (table 6)
in forest investments and management to ensure forest resilience, reduce over extraction of fuelwood and introduce forestry
and agroforestry as climate resilience tools to restore degraded lands and reduce the risk of investments in the agrifood
sector. Proposed investments are prerequisites to enable the forestry sub-sector to: (i) continue sustaining the country’s
energy security, particularly of the country’s most poor and vulnerable; (ii) support the increase of renewable energy sources
(RES) in the national energy mix (par.19); and (iii) maintain and expand the sector’s contribution to reducing national net
emissions by 2030 and neutralizing them by 2050. Finally, each adaptation investment will contribute directly to carbon
removal. Refer to Annex 25 for further details of direct and indirect beneficiaries.

D.2. Paradigm shift potential

92. The paradigm shift of the project is built on three pillars. First, the adaptation, renewable energy, poverty
alleviation and decarbonization strategies of Serbia are strictly connected to the health of forests and their capacity to
provide for key ecosystem services such as carbon removals, energy, livelihood, water and protection. Therefore, the
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adaptation of the forestry sector, the expansion of forest areas and the reduction/removal of the negative impacts of drivers
of forest’s degradation are preconditions for the adaptation of the most vulnerable people and communities as well as
decarbonization in Serbia. Second, the governance of forests as well as provision of ecosystem services (i.e. carbon
removals, biodiversity, non-wooded forest products, protection and fuel biomass) can no longer be delegated to central
institutions only (Component 1). It requires new paradigms where communities, local authorities and the private sector could
effectively participate and invest. Therefore, the project will enhance stakeholders’ participation to provide the forestry sector
with new approaches for people to engage and additional financial resources making the sector less dependent on national
budget or external donors. Third, transparency and evidence-based forest monitoring and reporting are paramount to
secure the trust of national and international stakeholders and to assure that reported data about forests and emissions are
verified (Component 1). Through the three pillars the project will support transforming the forest from “mines” to effective
and transversal engines of sustainable and climate resilient development.

93. Innovation: The project offers an innovative approach to forest investments, forest management and mobilization
of private actors in getting involved in decarbonization processes. Coherently the project will introduce a number of
innovations: (I) introducing CAS practices, technologies and investments; (II) addressing forests with a crosscutting
approach to ensure that investments in adaptation also yield mitigation and poverty alleviation results; (lll) involving the
diverse actors of the sector in the decision-making process; (IV) ensuring the instruments and technical assistance to private
sector companies to engage in decarbonization also via forestry; (V) establishing digital tools to aggregate and engage
private owners of land and forests; (VI) creating the linkages with national banks and investors with private sector companies
interested in decarbonization and forestry; and (VII) guaranteeing with no additional costs quantifiable benefits such as: (a)
increased biodiversity in forest and agriculture land; (b) expansion of bio-corridors; (¢) socio-economic condition of rural
households; (d) protection from disasters; and (e) soil erosion control. Each innovation is detailed with the FP and the
Economic and Financial Analysis of the project. Finally, supporting the country in establishing a national offsetting and
insetting mechanism will allow it to include soil carbon and, therefore, expand the mechanism to the entire agriculture sector.

94, Potential for scaling up and replication: The established mechanisms and introduced practices / technologies
will allow the country to scale up introduced investments on over 1,717,360 ha representing the MOAFWM'’s target for 2022-
2030%° and expand it to all forests and the agriculture lands. Furthermore, the proposed theory of change and intervention
strategy are replicable in the entire Balkan where the forestry sector is confronted with similar bottlenecks and drivers of
degradation, the project will support the knowledge sharing at regional level to contribute to immediate scaling of activities
through FAO offices. In terms of adaptation, the activities of the project will allow stakeholders to expand the adaptation
benefits to all the rural communities in Serbia (2,966,839 individuals of which 1,513,088 are women). In addition, within the
lifespan of the project - this proposal will create high potential for attracting relevant companies and contribute to the national
offsetting opportunities. The project will work with public and private stakeholders including key associations such as the
Chamber of Agriculture, the Serbia Grain Association, the PKS, Association of Financial Institutions, the Forest Owner
Guild, SerBio and other associations as well as with renowned NGOs such as WWF-Serbia, BirdLife Serbia and NALED to
ensure immediate scale up to the whole country by embedding in their processes and action the knowledge and
technologies introduced by the project. This will increase the ownership and participation of the private sector into the
process supporting the scale up and replication at the national level of the project’s activities. Finally, the FAO is currently
in the process of discussing the development of similar projects with the NDAs of the Republic of Moldova, North Macedonia
and other countries applying a blueprint approach#°. In addition, the project will enable companies to access already
available green loans aimed at decarbonizing their processes. This will create a high potential for attracting other companies
in the future and contribute to the national offsetting market.

95. Potential for knowledge sharing and learning: The project will invest in training and capacity development of
both public and private stakeholders in each component. As reported in Section C3.2, the project will build and develop
capacities of over 4250 persons, investing over USD 8 million. Additionally, to further ensure long-term sustainability beyond
the execution of funded activities and the project life cycle, the project will fund and coordinate with the MESTD the upgrade
of national curricula (universities and vocational schools) related to topics covered by the project such as SFM practices.
Partnering with communities, CSOs and universities will prove critical in maximizing the project’s impact in terms of
disseminating knowledge and retaining implementation best practices related to decarbonization. Finally, the project will
share lessons learned and best practices in the region to support and enhance knowledge sharing in the region.

96. Contribution to the creation of an enabling environment: The establishment of the National Forest Monitoring
(NFM), the upgrade of the MRV system, the establishment of the offsetting/insetting scheme as well as the standards and
strategy for fuelwood production/handling/management/use will strengthen the regulatory framework of the forest sector
and will have a spill-over effect in other sectors of the Serbian economy. Combined with the decarbonization strategies
(Component 3) of companies, the project will set up the enabling conditions for the private sector to keep being engaged in
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the long-term decarbonization of the national economy, for the agriculture sector to contribute to the decarbonization
process and to create new market opportunities in the forestry sector (e.g. green biomass) and for private forest owner to
engage in both decarbonization and forest management.

97. Contribution to the regulatory framework and policies: the project will abide to and contribute to the execution
of the climate change policy framework of Serbia (table 7 — Section D5) contributing to a few processes such as the forest
management, the energy efficiency, the renewable energy, the NDC, and others. Furthermore, the project will ensure the
provision of non-financial incentives (e.g. technical assistance and evidence based decarbonization governance) and will
contribute to de-constrain key financial support (leveraged private finance) from national finance institutions to the private
sector to promote investments in low-emissions and climate resilient development. Overall contribution to climate resilient
development pathways consistent with a country’s climate change adaptation strategies and plans: the project will induce
a radical transformation of how forests contribute to adaptation, mitigation and poverty reduction in Serbia. By involving
stakeholders according to their functions and potential, the project will ensure a considerable reduction of national
expenditures to secure high carbon removals from forest. Finally, the project will radically change the way private sector
owners of forests participate and engage in the management of forests and in the provision of ecosystem services (e.qg.
fuelwood production, carbon removals).

D.3. Sustainable development

98. Environmental Co-benefits: In addition to the presented positive impacts in terms of CCA and CCM, the project
will have positive impacts on biodiversity*, on soil quality*?> and water availability, decrease of evapotranspiration and slow
down soil erosion, increase agricultural yields, and protection of rural communities and infrastructures from flash floods,
floods and landslides. To this end the project will collaborate with the Serbian Water Management Directorate to ensure,
among the areas to be afforested, those identified by the Water Management Strategy (2017-2034) and paramount to
prevent and mitigate soil erosion and floods. Furthermore, via afforestation activities and shelterbelts/windbreakers, the
project will support the active protection and conservation of biodiversity. These will create corridors and shelter for wild
animal species and flora. Forestry investments will be executed in accordance with the Law on Nature Conservation and
the Decree on the Ecological Network (Official Gazette of RS, No. 102/2010). Finally, the project will partner during the
entire execution with key NGOs such as WWF-Serbia that will support and advice on community participation as well as
biodiversity and nature conservation.

99. Economic Co-benefits: Directly monitorable benefits will originate from: (1) the improved efficiency of wood
biomass used for fuel that will reduce the energy expenditures of the poor and the most vulnerable3; (Il) the increased
value added from NWFP markets (example, fruits, beekeeping etc.) and eco-tourism thanks to the increased biodiversity
and greater forest cover; (lll) the potential benefits that will originate from the degraded private lands converted to bioenergy
plantations and from the agricultural lands protected by shelterbelts. With regards to energy, the lower unit cost of energy
will enhance affordability of energy for the poorest segments of the population. In Serbia, households currently spend more
than 10% of their average expenditure on energy. Coupled with environmental / energy efficiency awareness campaigns to
avoid increase of consumption of fuel wood, lower fuel costs will also imply a lower share of overall spending going toward
energy, freeing up resources for other household needs.

100. Social co-benefits: The introduced practices and technologies under this project will contribute to creating new
jobs and new markets (e.g. CO2 management, green biomass, climate adaptive nurseries). Furthermore, relevant co-
benefits of reducing the adverse impacts of fuelwood include distinctive social benefits as project’s activities will help reduce
poverty in Serbia in three ways: (i) improved quality of fuelwood with energy efficiency gains; (ii) greater transparency of
the solid biofuel value chain, and (iii) enhanced economic opportunities through the sector's modernization. First, the
availability of higher quality fuelwood (drier with higher calorific potential) will increase energy efficiency at the household
level. Households are expected to face a lower unit cost for energy output produced by fuelwood. This lower unit cost of
energy will enhance affordability of energy for the poorest segments of the population. In Serbia, households currently
spend more than 10% of their average expenditure on energy. Coupled with environmental / energy efficiency awareness
campaigns to avoid increase of consumption of fuel wood, lower fuel costs will also imply a lower share of overall spending
going toward energy, freeing up resources for other household needs. Second, the project will enhance transparency around
fuelwood availability and quality. Specifically, rural consumers will have greater knowledge on the correct user behavior and
around fuelwood types and heating appliances to make more informed consumption decisions. Third, the modernization of
the biomass sector will create economic opportunities in rural areas, directly benefiting the population of these areas.

101. Gender empowerment co-benefits: The project will benefit Serbia with some specific focus on sectorial
stakeholders and private companies. In all training and investments, when possible, the project will give higher priority to
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women owning degraded coppice stands or unfarmed/degraded lands cultivation of wooden species for bioenergy or other
purposes and will ensure that at least 30% of beneficiaries are women.

102. Sustainable Development Goals (SDGs): Climate change impacts and obsolete management practices threaten
ecosystem services of forests in Serbia, including energy security, livelihood and carbon sinks. Some of the wider benefits
of the project are expected to assist in mitigating some of these effects and help in reducing poverty (SDG 1), enhance food
security through rehabilitation and protection of agricultural soils (SDG 2) reduce health impacts of particulate
matter through increasing efficiency of biomass combustion and the occurrence of disasters through enhanced
ecosystems (SDG 3) promote high quality biomass fuels and investments in renewable energy and energy efficiency
in the frame of industrial decarbonization practices (SDG 7) undertake several key investments for combatting climate
action (SDG 13) promote sustainable use of terrestrial ecosystems, combat desertification, and halt and reverse land
degradation and biodiversity loss through CAS practices (SDG 15). For more details see Table 29 in Annex 2.

D.4. Needs of recipient

103. Due to the barriers and adverse impact described in section B, the forestry sector is among the most vulnerable in
Serbia, further increasing the vulnerability of rural communities and the poor that depend on forests for energy, NTFPs and
livelihoods. Furthermore, the reported decrease in carbon removal (-19.4% compared to 2010) is limiting the capacity of
Serbia to execute the LCDS of its economy. The project will address the vulnerability of the forestry sector by introducing
CAS technologies, processes and practices and will support the country in expanding/enhancing/establishing the needed
policy and legal reforms to remove the bottlenecks that are at the root of the identified climate change adaptation deficit of
the sector. The project will address the three main priority areas identified by the country for the forestry sector: (i) Risk
Reduction; (ii) Monitoring and Research; and (iii) Policies, capacity building and awareness raising. Furthermore, the project
will support the country in addressing the reported forest’s overexploitation risk due to fuelwood needs as well as the overall
vulnerability of the population to natural hazards. Finally, the project represents an opportunity to further enhance the role
of women in forest management and decarbonization investments. Thanks to a targeted capacity development focus (Annex
8) the project will ensure the participation and empowerment of women forest owners, service providers and entrepreneurs
in the private sector.

104. In 2022, Serbia’s public debt accounted about 60 % of its GDP [IMF, 2022]. The government launched several
programs to address structural weaknesses, increase public sector efficiency, and eliminate bottlenecks to private sector
growth, while maintaining macroeconomic stability. These include a “green growth” program to support post-COVID-19
economic recovery efforts while addressing a shrinking population, labor shortages, and climate change [WB, 2021].
Therefore, as reported in the NDC, the country will be able to expand its climate change mitigation efforts if it has financial
resources. The project will only cover the additional costs of investments in climate action. Further, given the upcoming
imposition of the Carbon Border Adjustment Mechanism (CBAM), Serbia faces an economic incentive to decarbonize.
Starting with the implementation of CBAM, countries will have to pay a tax on the carbon content of exports to the EU. Given
that the EU is Serbia’s largest export market, decarbonization will improve the export competitiveness.

105. Despite growing demand and the economic necessity to decarbonize, Serbian firms report facing challenges in
accessing finance for investment, including for decarbonization. Access to finance was one of the top five most frequently
cited business environment obstacles, according to the 2019 World Bank Enterprise Survey in Serbia. Only 52.3% of
domestic firms included in the survey reported using bank loans and 50.7% reported using supplier credit.#* Credit from
financial institutions is critical to meet Serbia’s decarbonization goals in line with its NDC and other policy commitments.
Yet, demand- and supply-side challenges create mismatches between firms and financial institutions. Overall, the gap in
the market is due to limited information on both the demand and supply side, regulatory uncertainty and difficulties in
identifying and matching financial institutions with firms.

D.5. Country ownership

106. The climate change policy and strategy framework of Serbia is articulated and has at its core: (I) The Climate Law
(03/2021), the LCDS (2023), the NDC (03/2021 — First update) and the National Adaptation Plan (NAP). Furthermore, the
country has a number of laws and strategies that are relevant to climate change adaptation and mitigation. The project will
contribute to several of Serbia’s efforts to adapt to climate change and maximize mitigation benefits through measurable
results. Each reported climate policy or legislation places forests at its core. They highlight the critical nature of forests in
guaranteeing the country’s energy security, increasing the use of renewable energy, enhancing livelihoods, removing
carbon and decarbonizing the economy to make Serbia carbon neutral by 2050. Further, national strategies related to
natural resource management and biodiversity point out the importance of healthy and adaptive forest ecosystems to reach
national, regional and international environmental targets. The project will address Serbia’s needs and priorities listed in its




GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 34

GREEN
CLIMATE
FUND

NDCs, National Communications, National Adaptation Plans (NAP, 2015 and 2024) and national policy framework. As
demonstrated by the letters of support (Annex 1.b) and by the partnerships that the project will establish once operative
including with CSOs, non-governmental organizations, associations and communities (i.e. municipalities) (Annex 1.b). In
addition, the project will contribute to the implementation of the GCF Country Programme of Serbia, by supporting the
Cluster 1 (Energy efficiency and use of renewable energy sources) and Cluster 3 (NEXUS Water Resources — Agriculture
— Forestry).

107. The NDA has been involved in the preparation of this proposal since the Concept Note phase. During each phase
of the preparation of this proposal (Annex 2 and Annex 7), the NDA and FAO ensured the participation of public and private
stakeholders in the process. The project was developed and prepared following a request to FAO by the GoS in 2019.
During project elaboration, key stakeholders dealing with the forestry, energy and agriculture sectors in Serbia were
consulted. Consultations occurred with the MOAFWM, the MEP, the METSD, the ME as well as local institutions such as
municipalities and provinces. Other stakeholders include the PES and PEV, academia, CSOs (e.g. IUCN-Serbia, WWF-
Serbia, BirdLife, NALED) related to environment and rural development as well as sectors associations, PKS and unions
(Annex 7, Appendix 3). The consultations verified the technical feasibility of project component activities and allowed us to
obtain feedback from stakeholders on all aspects of the project: climate rationale, relevant climate change adaptation, and
mitigation targets, the project approach, including the expected paradigm shift, target areas, and site selection. Stakeholders
agreed on needs to be addressed, targets, implementation arrangements and modalities, timeframe, and budget.

108. During project execution, consultations with stakeholders will take place yearly, at the time of the preparation of the
Annual Work Plan and Budget (AWPB) —i.e., at the beginning of each of the six project Fiscal Years (FY). Before becoming
a final AWPB, all activities will be discussed, reviewed, and validated. The AWPB will be presented by the PMU and
reviewed by all stakeholders, including at the national, Governorate, and community levels. During these stakeholder
engagement consultations, the Environmental and Social Management Framework (ESFM) — including relevant ESMPs
prepared for sub-activities and the GRM - and the Gender Action Plan (GAP) - will be shared with stakeholders and
explained. A complete description of the stakeholders’ engagement plan during project execution is available in Annex 7—
IV. Stakeholder consultation will take place in Belgrade and Novi-Sad. Participants will include relevant Ministries and,
representatives of local institutions, CSOs as well as companies, associations and other concerned stakeholders. The PMU
Monitoring and Evaluation (M&E) Unit will hold annual consultations in project areas to support planning and monitor the
execution of activities. The ESMF, GRM and GAP will be presented and explained (FY1). The GRM and any ESMPs will
be validated at each consultation during FY 2-7. Therefore, community consultations will feed into the review and
preparation of the AWPBs. Details of the AWPB consultations are available in Annex 7 — Section IV. The PMU will be
responsible for receiving all stakeholder feedback on any issues that may arise regarding the GRM. The PMU Environmental
and Social Safeguards Specialist, together with the Gender Specialist and the PMU M&E specialist, will be responsible for
ensuring that the ESMF, eventual ESMPs, and GAP are carried out and that the GRM is communicated to all stakeholders.

D.6. Efficiency and effectiveness

109. Forestry is one of the priority areas identified by Serbia in its updated NDC (e.g. Section 3 (d)). Coherently, Serbia
agreed to focus most of its forestry budget over next 7 years to the FP target areas and contribute to FP results. The co-
financing committed by the MOAFWM reflects the amount that Serbia will invest in this project over the next 7 years. These
contributions, earmarked to project activities, are essential to ensure the additionality of GCF investments, such as
implementing climate-adaptive silviculture, promoting biodiversity in natural forests over monoculture, facilitating knowledge
transfer, and climate-proofing assets.

110. The project will promote a more efficient and effective way to address forests, fuel wood and carbon removals. The
private sector includes stimuli for private sector investments. Private sector investments will be incentivized and mobilized
as an impact of the project via the offsets and insets, including leveraged private finance from private banks and forest
owners’ associations. The Project’'s economic and financial benefits have been estimated through four types of models,
related to (1) investing in forestry through the project’s activities, (2) investing in decarbonization, particularly in the agrifood
sector, (3) enhancing the supply of scarce commodities (e.g., fuelwood) and (4) quantifying the value of incremental
ecosystem benefits generated by the project’s activities that are not captured in the individual models. A detailed analysis
of the option analysis is available in Annex 2, 18-22.0n the financial side, the individual models show that the project exhibits
efficiency in the achievement of its mitigation targets. Overall, the activities stimulated by the project investment are
financially profitable for the private sector and the beneficiary households. The models show positive financial parameters
(including for forestry after applying the estimated required concessionality). They present 20-year IRRs higher than the
financial discount rate of 7% used as a relevant cost of capital for private investment decision.*® The forestry investments
demonstrate high net ecosystem services production with a low financial value of economic benefits deriving from
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ecosystem services. The project’s efforts on policy and regulatory framework will reduce the incentives for unsustainable
practices (e.g., illegal logging) and strengthen the economic opportunities related to the forestry and energy sectors.

111. On the economic side at aggregate level and accounting for all relevant economic and ecosystem benefits
(including the valuation of COzeq and different sensitivity scenarios detailed in Annex 3, chapter D), the project shows very
solid economic parameters, with a 20-year Economic IRR of 15.0 percent (higher than the social discount rate), with
US$ 78.4million NPV, and a 40-year Economic IRR equivalent to 17.6 percent with US$ 227.5 million NPV.4"Table 4

112. The project maintains a positive stream of aggregate economic returns under different sensitivity analyses, even
when factoring in fluctuating carbon prices and climate change scenarios. Additionally, scenarios assuming 75%, 50%, and
0% loan disbursements for the decarbonization investments were evaluated. In all cases—except for the 10-year
scenarios—the aggregated economic outcomes remain positive, regardless of variations in carbon prices.

Table 4. Aggregated project benefits (with all project costs)

10 year results 20 year results 40 year results
IRR NPV IRR NPV IRR NPV
All aggregated economic benefits (CO2e=40US$/t) -6.4% (28,156,115) 15.0% 78,441,518 17.6% 227,522,945
including all project costs
(CO2e=40US$/t) Increase ofcosts by 10% -8.5% (34,933,491) 13.8% 71,664,143 16.7% 220,745,569
Increase of costs by 20% -10.4%  (41,710,867) 12.7% 64,886,767 16.8% 213,968,193
Increase ofcosts by 30% -12.1% (48,488,243) 11.7% 58,109,391 15.0% 207,190,817
Decrease of benefits by 10% -8.7%  (32,117,879) 13.7% 63,819,991 16.5% 197,993,274
Decrease of benefits by 20% -11.3% (36,079,644) 12.2% 49,198,463 15.4% 168,463,604
Decrease of benefits by 30% -14.2%  (40,041,408) 10.6% 34,576,935 14.2% 138,933,933
If 75% of loans are disbursed -8.4% (30,467,680) 14.3% 68,756,279 17.1% 211,073,730
If 50% of loans are disbursed -10.7%  (32,779,245) 13.4% 59,071,039 16.5% 194,624,515
If 0% of loans are disbursed -16.9% (37,402,375) 11.5% 39,700,558 15.2% 161,726,085
In EFA document 10 year results 20 year results 40 year results
IRR NPV IRR NPV IRR NPV
All aggregated economic benefits (CO2e=80US$/t) -2.0%  (18,988,798) 18.2% 117,836,760 20.5% 334,974,515
including all project costs
(CO2e=80US$/t) Increase of costs by 10% -4.2%  (25,766,174) 16.9% 111,059,384 19.4% 328,197,139
Increase ofcosts by 20% -6.2% (32,543,550) 15.8% 104,282,008 18.5% 321,419,763
Increase of costs by 30% -8.1%  (39,320,926) 14.7% 97,504,632 17.6% 314,642,387
Decrease of benefits by 10% -4.5% (23,867,294) 16.8% 99,275,708 19.3% 294,699,688
Decrease of benefits by 20% -7.2%  (28,745,791) 15.2% 80,714,656 18.0% 254,424,860
Decrease of benefits by 30% -10.2% (33,624,287) 13.5% 62,153,604 16.7% 214,150,033
If 75% of loans are disbursed -42%  (22,679,974) 17.4% 105,647,922 19.9% 315,086,045
If 50% of loans are disbursed -6.8%  (26,371,149) 16.4% 93,459,084 19.2% 285,197,575
If 0% of loans are disbursed -13.4% (33,753,499) 14.3% 69,081,409 17.7% 255,420,634
In EFA document 10 year results 20 year results 40 year results
IRR NPV IRR NPV IRR NPV
AII aggregated economic benefits (CO2e=10US$/t) -10.0% (35,031,602) 12.2% 48,895,088 15.0% 146,934,267
g all project costs
(C025-10US$It) Increase ofcosts by 10% -12.1% (41,808,978) 11.1% 42,117,712 14.1% 140,156,891
Increase of costs by 20% -13.9%  (48,586,354) 10.0% 35,340,336 13.3% 133,379,515
Increase ofcosts by 30% -15.6% (55,363,730) 9.1% 28,562,960 12.6% 126,602,139
Decrease of benefits by 10% -12.3%  (38,305,818) 11.0% 37,228,203 14.0% 125,463,464
Decrease of benefits by 20% -14.7% (41,580,033) 9.6% 25,561,318 13.0% 103,992,661
Decrease of benefits by 30% -17.56%  (44,854,249) 8.1% 13,894,434 11.8% 82,521,859
If 75% of loans are disbursed -11.9% (36,308,459) 11.5% 41,087,546 14.5% 133,084,493
If 50% of loans are disbursed -14.1%  (37,585,317) 10.7% 33,280,004 13.9% 119,194,720
If 0% of loans are disbursed -18.9%  (40,139,032) 8.8% 17,664,920 127% 91,455,173
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E. LOGICAL FRAMEWORK

E.1l. Project/Programme Focus

Reduced emissions (mitigation)
Increased resilience (adaptation)

E.2. GCF Impact level: Paradigm shift potential

Assessment

Current state (baseline)

Dimension

Description

Rating

Potential target scenario

(Description)

How the project/programme will
contribute (Description)

Scale

Forest management is highly fragmented with
limited investment capacities. Instead, as increasing
in size and health as foreseen by the different
sectoral policies and strategies, forest is degrading
due to climate change, fuelwood over extraction
and lack of management instruments.

Forest cover in Serbia is increased and sustainable and
resilient forest management practices are included in forest
management plans within an upgraded forest and carbon
finance policy framework with direct and monitorable
impacts on most vulnerable persons, ecosystems, energy
and decarbonization of the Republic of Serbia.

Proposed actions will enable Serbia to reduce the
exposure and vulnerability of its forestry sector and to
enhance income and energy security of poor households
while increasing total CO, removals and biodiversity. The
project will aggregate and engage private owners and
invest at scale at the national level in technologies,
practices and investments ensuring knowledge transfer
as well to the next generation of practitioners.

Replicability

Climate change actions are currently limited to
project experience due to fragmentation of
stakeholders, lack of mainstreaming across sectors
and incomplete policy framework.

Proposed actions will become part of the national policy and
management framework of forests and form the carbon
governance of the country. This will ensure replicability both
at the national and regional scale. Proposed actions will
enhance the role and contribution of the private sector and
local administrations to both forest management and
decarbonization. Administration, municipalities and private
landowners as well as companies and agribusiness require
time and incentives but specifically a clear governance to
operate and shift from the BAU to a low carbon development
path. Through the project the country will dispose of an
advanced forest monitoring system that will also factor in
non-wood related benefits (e.g. energy security, NTFP,
protection and others)

The project will provide the public and private sector with
the enabling framework to faciltate CAS and
decarbonization across sectors and with a variety of tools,
financing mechanisms and practical examples that can be
replicated throughout the country and the region. To be
highlighted in this regard the knowledge sharing platforms
and the updating of the technical curricula ensuring that
outcomes of the projects will be disseminated locally and
in partner countries beyond the project implementation
phase.

Sustainability

Forest and its ecosystem services are at the core of
the sustainable development, decarbonization and
poverty alleviation of Serbia.

Incomplete and exclusive forest and carbon finance
management policy framework are hindering the
expected contribution of forest to the overall

Medium

The paradigm shift would see cooperation between private
and public actors by catalyzing a shift away from the current
management framework toward a system were forests are
sustainably managed under the same policy umbrella by all
actors and that could effectively and efficiently contribute to
both sustainable development and decarbonization of the
country. Furthermore, with the creation of a carbon market,

The introduction of new forest governance and
management methods and practices will increase the
effectiveness of forest investments and will enhance the
role and contribution of communities, the private sector
and its associations to forest management, while at the
same time reducing the adverse impacts of drivers of
forest degradation and ensuring faster response of
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sustainable development and decarbonization of
Serbia.

Agrifood sector is not sufficiently supported in its
ambitions to contribute to decarbonization and does
not dispose of the capacities, tools or access to
finance to contribute to sustainability and
decarbonization.

additional financial income streams are created to ensure
investments in nature base climate action.

concerned stakeholders at no additional cost. Finally, the
project will introduce the policy tools and incentives for
private sector operators
contribute to forest development and to embed in their
practices key adaptation and mitigation measures.

in the agrifood sector to

E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

IRMF PIE Target
Means of Verification . .
GCF Result Area MoV Baseline Assumptions / Note
Indicator (MoV) Mid-term Final
Direct: Direct:
312,456 total | 729,064
beneficiaries total beneficiaries

Core 2: Direct and
indirect beneficiaries
reached

Project M&E system that will include
ongoing data collection culminating
in an annual update of the project
beneficiaries. The systems integrate
independent field surveys to inform
the mid-term and final evaluations

Total Project Beneficiaries

containing:

Centralized database supported by

geospatial tools and developed to

Core 2: Direct and track beneficiaries

indirect beneficiaries
reached

ARA1 Most vulnerable
people and communities

Disaggregation by gender, age,
location, and type of benefit received

Unique identifiers to avoid double-
counting

- External MoVs, such as national
statistics and national household
Core 2: Direct and surveys
indirect beneficiaries

reached

ARA4 Ecosystems and
ecosystem services

(159,353 women)

Indirect:
1,219,877
(622,137 women)

(371,823 women)

Indirect:
2,846,380
(1,451,654 women)

Direct:
312,456
beneficiaries
(159,353 women)

total

Direct:
729,064

total beneficiaries
(371,823 women)

Indirect:
2,846,380
(1,451,654 women)

Indirect:
1,219,877
(622,137 women)
Direct:

312,456 total

beneficiaries
(159,353 women)

Indirect:
1,219,877
(622,137 women)

Direct:
729,064

total beneficiaries
(371,823 women)

Indirect:
2,846,380

Economic, social and political context remains
stable.

The total number of direct beneficiaries includes:
(i) the number of persons in communities living in
and in proximity of forest areas that the project will
address (i) the number of people currently using
fuelwood as their primary source of energy for
heating; and (iii) smallholders and forest owners
that dispose of increased value of the forest due to
increased climate resilience of their properties; (iv)
the rural population that will increase its resilience
due to enhanced forest ecosystem services (more
details in Annex 25).
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(1,451,654 women)

ARA4 Ecosystems and
ecosystem services

Core 4: Hectares of
natural resources

brought under

Project M&E reports with details from
the georeferenced database of
project intervention areas and related
monitoring via remote sensing

Total hectares:
279,000

Of which
Forest:

250,00 ha under
SFM practices

3,500 ha
reforested

Agricultural land:

250 ha of
shelterbelts

Total hectares:
559,000
Of which
Forests:

500,000 ha under
SFM practices

7,000 ha of
reforested

land

Agricultural land:
500 ha of shelterbelts

Absence of major natural disasters including forest
fires

No major changes in utilization of forest resources

State budget allocated to fulfill NDCs is
guaranteed during and after the project.

Activities prepare the private Privat forest owners
adequately to adopt the CAS practices

Economic, social and political context remains
stable.

Ha accounted if: (i) included in forest management

ARAZ3 Infrastructure and

built environment

improved low- i isi 0 ha . : - T -

P analysis as well as ground visits. established established plans; (i) proper execution is verified by M&E data
emission and/or Field survey carried out by (Remote sensing plus ground truthing)
climate-resilient : . 250 ha  of| 500 ha of degraded

. independent consultants to inform the d f d . .
management practice | .t T el evaluations degraded and | and untarmed | Remote sensing analysis on each selected areas
unfarmed agriculture land | calculating the normalized difference vegetation
agriculture  land | rehabilitated via | index (NDVI)
rehabilitated  via agroforestry o .
agroforestry investments Collect_ Ear_th appllcgtlons can ut|||_ze freely
investments ] accessible high-resolution space-borne imagery to
Coppice  stands Coppice staqu allow cost-effective analysis of forest canopy cover
PP . converted to high | and hence to verify impact of CAS practices on
converted to high .
forests: forests: 500 kha of forest.
' 51,000 ha
25,500 ha
Absence of major natural disasters including forest
fires
The GOS provides all clearances and approvals
Core 3: Value of for street rehabilitation in a timely manner.
hysical assets made . . . .
ROy The indicator will be informed by two | Current value | 182 Km of forest | o/ ot forest | It has been estimated that about 545 km of forest

more resilient to the
effects of climate
change and/or more
able to reduce GHG
emissions

(midterm and final) independent
surveys commissioned by the project
to external consultants

of forest roads:

USD 5.45M

roads
rehabilitated and
valued at USD
6.9M

roads rehabilitated
and valued at USD
20,725 M

roads in the project areas require upgrading and
maintenance. The cost of the forest roads has
been calculated based on a cost of USD 10,000
per km. The total initial value of the forest roads is,
therefore, USD 5,45 M.

Added with the investments foreseen of USD, the
total value of the forest roads at final evaluation
will be USD 20,725 M.
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The economic, social and political context in the
country and project areas remains stable.

Reduced Reduced Emissions | Companies continue to be interested in
Core 1: GHG Reduced Emissions  from | from decarbonization decarbonizing processes.
MRAL Energy generation emmed Project M&E systems including |emission from | decarbonization practices It can be assumed that 50% of the decarbonization
and access avoided or | independent expert surveys at mid- | gecarbonization | Practices loan (=USD 25 M) will be dedicated to renewable
remO\Wequestered term and termination practice energy |ntervent|.on.s. Reductions (416,667 ktCOzeq
0 over the whole lifetime of the project of 27 years)
- -108,025 (tCOz) are calculated dividing the decarbonization loans
-46,297 (tCO2) (USD 25 M) with the estimated costs (USD 60) of
mitigating 1 tCO.¢q (Annex 22). Average reduction
per year is 15,4 ktCOzeq.
The economic, social and political context in the
country and project areas remains stable.
Reduced Reduced Emissions | Companies continue to be interested in
Core 1: GHG Reduced Emissions from | from decarbonization | decarbonizing processes.
ore 1: I . o
MRA3 Buildings, cities emissions reduced Project M&E systems including |emission from decarbonlzatlon practices It can be assumed that_50% of thg decarbonization
industries and appliances avoided or independent expert surveys at mid- | decarbonization | Practices Ioa_n_ (=USQ 25 M)‘WI” be dedlcgted to energy
removed/sequestered | term and termination practice efficiency interventions. ~Reductions (416,667
0 - 108,025 (tCOs0) ktCOoeq OVer the Whole_lnfet_lme of the prOJegt 0f_27
46.297 ) years) are calculated dividing the decarbonization
-46,297 (tCOz): loans (USD 25 M) with the estimated costs (USD
60) of mitigating 1 tCO.¢q (Annex 22). Per year, an
average 15,4 ktCOyeq Will be reduced.
Absence of major natural disasters and no major
changes in utilization of forest resources and state
budget for NDCs.
Private forest owners adequately prepared to
adopt CAS practices.
Net  national Economic, social and political context remains
MRA4 Forestry and land —_Co_re 1: GHG NEXT tool informed by annual reports annual forest 295057 ¥ -111721818 stable.
use emlssmr_lds rccieduced from the Forestry Department and | S€Ctor G'}'G .y v The calculation (see Annex 22) includes the
 eerostoreq | PTOiECt M&E systems aecoooe ed tCO2 following activities: (i) 7 kha afforested (i) 51 kha
removed/sequestere téO ’ private and public coppicing stands converted into
2eq

high forests (iii) 500 kha forest under CAS
management (iv) 500 ha shelterbelts; (v) 500 ha
land rehabilitation.

Total emission reduction over lifetime (27Y) of the
project is -7,6 M tCO24 and average per year is
0.28 M tCO2q
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E.4. GCF Outcome level: Enabling environment (IRMF core indicators 5-8 as applicable)

Core Indicator

Baseline context

(description)

Rating for current
state (baseline)

Target scenario

(description)

How the project will
contribute

Coverage

Core Indicator 5: Degree to
which GCF investments
contribute to strengthening
institutional and regulatory
frameworks for low emission

climate-resilient
development pathways in a
country-driven manner

A series of important laws and
policies have been
approved/adopted in the last
years. Nonetheless, the path
towards sustainable and
climate  adaptive  forest
management, energy security
from forests and
decarbonization by 2050 is
not completed and, due to
lack of in country technical
capacity and integrated
coordination, Serbia is
missing key operational tools
and mechanism allowing the
state to be capable of
monitoring and accounting
forest resources and the
private sector to engage not
just as a passive element, but
as an actor of change in
sustainable management.

medium

Integrated  regulatory
framework is in place
allowing the monitoring
and management of
forest resources as well
as the mitigation of
forest degradation
drivers

The establishment of the National
Forest Monitoring System (NFM),
the  establishment of the
offsetting/insetting scheme as
well as the standards and
strategy for fuelwood
production/handling/managemen
tluse  will  strengthen the
regulatory framework of the forest
sector, and will have a spill-over
effect in other sectors of the
Serbian economy

National level (one country)

Core Indicator 6: Degree to
which GCF investments
contribute to technology

deployment, dissemination,

development or transfer and
innovation

There is limited capacity for
the development and
financing of mid/long term
decarbonization and climate
resilient investments in the
forestry. Forest resources are
therefore managed  still
according to obsolete and
inefficient practices leading to
low economic and
environmental benefits.

The forestry and private
sector dispose of a wide
variety of tools,
instruments and
services to contribute in
an integrated and
cross-sectoral manner
to national climate
commitments

A number of innovations will be
introduced: (i) CAS practices,
technologies and investments; (ii)
a crosscutting approach to ensure
that investments in adaptation
also yield mitigation and poverty
alleviation results; (iii) digital tools
to aggregate and engage private
land and forest owners; (iv)
linkages of investors with private
sector companies interested in
decarbonization and forestry.

National level (one country)
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A growing and dynamic
role of the private sector
as an actor of change in
the forestry sector,

contributing to
sustainable WO.Od The project will establish links
resource value chains between actors from the public
Core indicator 7: Degree to | Almost entirely unregulated for the benefit of the - . P .
- . private and banking sector and
which GCF Investments fuelwood market with rural economy and for | . . . .
- . ; " identify business partnerships
contribute to market associated weak value chains poverty alleviation. The .
. . low . . along the forestry resources value National level (one country)
development/transformation | and weak linkages between private sector has at its . . L -
. . - chain. Main activities are capacity
at the sectoral, local, or private sector and forestry disposal a diverse set of o
- : . . development, provision of loans
national level investments. public and private - .
: and instruments / mechanisms for
nvestment smallholder aggregation
opportunities to fully 9greg ’
decarbonize activities
and to increase long-
term international
market
competitiveness.
All actors are aware of
the  possibilities to
contribute to
Core indicator 8: Degree to . . - decarbonization The project will train actors from
- N While there is growing interest ) .
which GCF investments . 2 - pathways  from a | government, private and banking
- - in decarbonization activities . ) . ; .
contribute to effective . technical, financial, and | sector, academia, and service

there is currently low
awareness among all actors medium
on how to define and

knowledge generation and
learning processes, and use

planning point of view. | providers on decarbonization
Project outcomes are | actions benefiting the resilience of

National level (one country)

of good practices, . mainstreamed in | natural resources in the country.
- implement bankable and : :
methodologies and sectoral programs, | Knowledge sharing will occur

standards integrated strategies.

continuing in this way to | throughout components,
enhance long term
sustainable impacts of

activities.

E.5. Project/programme specific indicators (project outcomes and outputs)

Project/programme Project/programme v ; Target
Lo . eans o . i
results specific Indicator o Baseline Assumptions / Note
Verification (MoV) Mid-term Final

(outcomes/ outputs)
Outcome 1- Nano_nal-level Ha of forests included in Data records of MOAFWM The economic, social and political context remains
upscaling of sustainable the forest management . 0 250,000 ha 500,000 ha

) i o collected on annual basis stable.

and climate adaptive plans with increased
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silviculture and carbon

finance framework achieved

species composition and
changes in structure

by the M&E staff of the
project

Results from the Remote
Sensing Analysis
performed over identified
forest management plans.
Independent expert
surveys at mid-term and
termination

Political focus on CAS approaches maintained.

Timely approval of project documentation by
counterparts.

Target originates from the estimation that every year
1/10 of the Forests Management Plans (established with
the 2010 Law on Forests) will be developed with CAS
practices and executed. Calculation is based on current
capacities of forestry institutions.

GIS database of the MOAFWM Forestry Department will
be a source for assessment.

The NFM system will continuously collect and analyze
data related to forest structure changes following FAO
good practices.

# of national policies and

Technical reports by the
project
Documentation of Policies

3

(National carbon
finance, short

The economic, social and political context remains
stable.

In case of governmental change, political leadership

and regulatory frameworks rotation maintains its current focus on CAS approaches.
regulatory frameworks ) . ) . .
integrated with CAS Reports from the national 1 Plantation Timely approval of project documentation by
approaches engagenjent process of st_rategy, _ counterparts.
each policy document, Firewood quality | |n addition to the processes that will be established by
guidelines and standard rules a_nd the project, the national engagement process will align
developed by the project regulations) with the protocols defined by the Law.
Technical reports by the Regulgtory ‘Frame\_/vor‘k for Firewood quality rules and
; ) - regulations is functioning.
project — baseline and final A | h . ¢ d fuel
% reduction of fuelwood surveys in pilot area ssessments evaluate the consumption of wood fuels
- S based on FAO WISDOM methodology.
consumption of HH in pilot | Independent expert 6% 6% ) - -
areas surveys at mid-term and Using dry.flrewood |2nstead of raw wood reduces energy
termination of the project. consumptlon per m# of heated surface by 16%_to 24%.
Assuming at least 40% of households would increase
fuelwood quality results in 6% average reduction.
# of Academic and Review of course curricula Universities, vocational/training institutions  have
training institutions and promotional material necessary resources to execute the courses.
integrate introduced publicizing the course 0 3 Collaborations focus on main universities, vocational
technologies, practices, content in publications and schools/training centres focussing on agriculture,
standards and protocols in | websites by the selected forestry, economy and engineering (e.g. Universities of
their curricula institutions. Belgrade and Kragujevac).
Timely approval of project documentation and plan by
Output 1.1 - Forest NEM inal |
o updated and Final NFM governmental counterparts.
management and monitoring 1 1

policy framework for climate

operational

Governmental reports

No major turnover of staff dedicated to the project
activities.
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adaptive silviculture
enhanced and disseminated

Independent expert
surveys at mid-term and
termination

# Guidelines for national
decision makers on

Final guidelines/standards
developed

Output 1.2 - Enabling
framework for national
institutions to engage with
carbon finance for AFOLU
created

: 1 1 The economic, social and political context remains
AFOLU to prevent soil Reports of the validation stable P
degradation workshops and minuites of Timel;; approval of project documentation and plans by
meetings
?’t Stlan(:Jardzforlfgelth . Governgmental reports ! ! governmental counterparts
inalized and validate:
Independent eport In case of governmental change, political leadership
Hali maintains focus on CAS approaches.
# Guidelines for SRP surveys at mid-term and 1 1 op
developed and validated termination
Reports/Documentation
from the organization in
charge of the energy days Municipalities in target areas are willing to host events
# of citizens reached b (Activity 1.1.3) and to contribute to organization.
gender y (Disaggregated l_)y origin, 3,000 10,000 Assessments will include key parameters such as
gender, age, regions) number of people reached, and level of knowledge
Independent expert reached.
surveys at mid-term and
termination
2 2
(1 policy (1 policy

# of mechanisms
elaborated and submitted
for council of minister
approval

# of guidance documents
elaborated and submitted
for council of minister

Project documentation
Independent expert
surveys at mid and end
term

framework for
domestic offsets
1 action plan on
carbon finance
opportunities)

framework for
domestic offsets
1 action plan on
carbon finance
opportunities)

2

(1 carbon finance
opportunities,

2

(1 carbon finance
opportunities,

Timely approval of project documentation and plans by
governmental counterparts.

Focus on CAS approaches maintained even in case of
leadership change

approval 1 insetting) 1 insetting)
Documentation of the
organization responsible
i i for providing the trainin
# of public and pnva_lte ) P g ) 'g Stakeholders see sufficient value to make themselves
stakeholders capacitated | Disaggregated by origin, 30 108

on carbon finance

gender, age, regions and
including capacity
assessment

available to participate in the training
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Pre and post training
surveys and interviews
with communities
disaggregated by gender

Outcome 2 - Improved
energy security and
livelihood from climate
resilient forest ecosystem
and GHG emission
reductions from increased
carbon sinks and
decarbonization
opportunities

% inability to keep house
warm

Independent expert
surveys at end or mid term
National and international
statistics

% of inability to
keep house
warm was
9.5% in 2022 in
Serbia

9.3%

9%

Economic and political stability in the country

Average increase of
biomass growth per
hectare in M3

Data records of MOAFWM
collected on annual basis
by the M&E staff of the
project

Results from the Remote
Sensing Analysis
performed over identified
forest management plans.
Independent expert
surveys at mid-term and at
termination comparing
sample target areas with
reference ones

5.2

5.2

No major change in energy provision of the rural
population
Supply/demand chains for biomass purchase are
functioning
The interest of the population to buy thinning wood fuel

Average survival rate per
ha (%) of planted
seedling

Independent expert
surveys at mid-term and
termination of the project
comparing sample target
areas with reference ones
established at start-up.

50%

85%

85%

Baseline Source: PES and Department of Forests of the
MOAFWM

# of Academic and
training institutions
integrating climate change
in curricula

Review of course curricula
and promotional material
publicizing the course
content in publications and
websites by the selected
institutions.

Pre and post training
surveys and interviews
with communities
disaggregated by gender

Institutions have modified course content and are
interested in offering courses and students are
interested in participation
Involved will be faculty of forestry of the university
Belgrade and vocational schools working on forestry,
agriculture and accounting
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# of public and private
operators with increased
capacities in the

Attendances sheets of
training activities and
records of the organization
in charge of the training.

70 (of which at
least 28, or 30%

140 (of which at
least 42, or 30%

The operators see sufficient value to make themselves
available for capacity training activities

Assessments will be conducted to identify capacitated

zg;dt:icvtéofr:) ;)efsctllmsaetid”n Disaggregated by type, women) women) operators to be counted (assumed 70% pass
Output 2.1 - Production of P ry 9 gender, regions assessment)
climate-adaptive seedlings Documentation of the M&E
enhanced . .
unit of the project Timel | | of activiti d h
# Public Nurseries Photographic and remote ime y_governmenta approvalo aCtIVItI.eS and purchase
. . 2 2 of equipment in a cost and time effective manner from
upgraded sensing documentation
the local markets
Independent surveys at
mid-term and termination
# of publi d ori Documentation of the Stakeholders see sufficient value to make themselves
OF public an _prlvate organization responsible available to participate in the training
stakeholders with for th . ) ] ) )
) e or the capacity 350 1,750 Assessments will be conducted to identify capacitated
increased capacities in development
CAS evelopme stakeholders to be counted (assumed 70% pass
Data of participating assessment)
persons from communities
B will be retrieved
# of Communities disaggregated by origin,
Output 2.2 — Knowledge on Z]c;lsplx\:i?/i |fr(1)rcel|sr'?ate gender, age, regions 34 174 Local communities are interested in the project and in
climate adaptive silviculture investment and Pre and post training sharing information
. surveys and interviews
(CAS) of key stakeholders management trainings th "
enhanced Wlt communities
disaggregated by gender
# of Guidelines to support | 0o Gielines Timely approval of project implementation plan by
CAS approaches ect d . 4 4 counterparts
published online Project documentation p
# of upgraded national Independent expert
i surveys
curricula of the fagulty of y . ) 0 6 Schools maintain their interest to be involved in project
forestry and vocational Documentation of project
schools and schools
#of _ha of dggraded Data records of MOAFWM Absence of major natural disasters including forest fires
public coppice stands collected on annual basis 11,000 33,000 in target areas
Output 2.3 - Public forest converted into high forest | by the M&E staff of the Timel ' | of iect imol tati I b
land restored and afforested project imely approya .0 . project impiementation  plan by
. ; . governmental institutions
in a climate adaptive and Results from the Remote The NEM il . | I d |
participatory manner # ha afforested Sensing Analysis 2,330 7,000 e system will continuously collect and analyze

performed over identified
forest management plans.

data of converted coppice and afforested areas following
FAO good practices and assess forest structure changes
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Independent surveys at
mid-term and termination
Documentation of the . -
) . R . Trainers see sufficient value to make themselves
# of trainers (_:apaCItated organlzatlpn responsible available to participate in training
on reforestation and for the training 0 16 %6 Assessment will identify trainers capacitated to be
conversion techniques Disaggregated b.y type, counted (assumed 80% pass assessment)
gender, age, regions
Data records of MOAFWM
collected on an annual
basis by the M&E staff of
Km of forest roads the project. Necessary governmental approval process concluded
rehabilitated and climate | Results from the Remote 0 125 km 376 km without delay
proofed Sensing Analysis Absence of major natural disasters in target areas
Independent expert
surveys at mid-term and
project termination
Documentation provided
) | by partner banks USD 355 M
Increase of investments in Independent expert Current Loans Source of data: National finance institutions, chamber of
.USR (:f na_t|onal f|na:r;ce surveys at mid-term and in sypport of commers, associations, private companies
Ie:]gsrilfgc;g r;(l)r;]spuapn;?;); 0 termination of the project 23::(;32?.:233:(1 USD 15M USD 50M The project will ensure that at least 50 USD min will be
adaptation and Data d|$aggregated by (Annex 2, Fiedlcated to dec._arbonl_zatlon and  resilience
decarbonization strategies | YPe Of investment Appendix 12, p. investments, aligned with project
(forestry, soil, energy, 18)
others)
Outcome 3 - Private sector Project documentation . . ; . -
is engaged in climate # ha with improved soll Independent expert Baseline data_wn! be collected once land will be identified
adaptive silviculture and quality (Phosphorus, surveys at mid-term and and agreed with its owner(s).
decarbonization Reactive Carbon, Soil termination of the project N/A 286 1000 Data will be collected and processed based on existing
investments Electrical Conductivity, comparing sample target methodology identified by the MOAFWM and FAO at
Soil Nitrate and Soil PH) | areas with reference ones start-up.
established at start-up
Data records of MOAFWM
collected on annual basis No major change in energy provision of the rural
Average increase of by the M&E staff of the population
blomass. growth per project 4 5.2 5.2 Supply/demand chains for biomass purchase are
hectare in M3 of Results from the Remote functioning
converted coppice stands | Sensing Analysis '
performed over identified
forest management plans.
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Independent expert
surveys at mid-term and at
termination
TOt?l _volslrn(:s Ilnt} of No major change in energy provision of the rural
tSrL;fj:(ljn;rc?ugur? thel}omass Project documentation 500 1000 population
biomass trading platforms Supply/demand chains for biomass are functioning.
# of ha of not managed Data records of MOAFWM
and degraded private collected on annual basis
coppics standspconverted by the M&E staff of the 6,000 18,000 Coppice conversion will be assessed through continuous
into high forests project data _collectlon and ana_lly5|s with the NFM system
Results from the Remote following FAO good practices.
# ?f Ela Ef Zhelterbelts Sensing Analysis 200 500 Changes in land use (i.e. shelterbelts, agroforestry,
establisne Independent expert SRP) will be assessed following FAO guidelines
" integrating remote sensing and field verification.
# of ha rehabilitated surveys at mid-term and at 200 500 grating 9
through agroforestry, SRP | tarmination
L Collaboration between municipalities and forestry actors
Records of municipalities .
# of qender-inclusi fhicial d o b remains stable
.0 gender-inciusive © 'C'.a occumentation by M&E unit will monitor performances and governance
biomass platforms the biomass platforms
) 1 1 changes
. established and /or Independent expert ) .
Output 3.1 - Private sector strengthened survevs at mid-term and at The surveyor will collect data from the project, SERBIO
contribution to climate °YS . and the municipalities in the areas of operations of the
- termination of the project
resilience of forests platforms
egha?ced trgc:;gh C.If'.m;te Documentation of
adaptive and diversitiec the organization in charge
investments and greening of e
; . of training
the biomass value chain . .
initiatives . - D?t_a of é:c;r_npames vx:lldbte)
retrieved disaggregate
ﬁtﬁggt?f:gstﬁga;]aesson origin gendergigeg y Companies dispose of sufficient processing residues for
residues for energy regions 30 80 terr(’;ienrignéspurposes and are interested in participating in
purposes Pre and post training
surveys and interviews
with communities
disaggregated by gender
Documentation of the Extensionist see sufficient value to make themselves
# of extensionists ?rganlzgdtl_on ;Espton_&_ble available to participate in the training
capacitated on CAS l;rsgrovr; 'r;%e di rz'r?'?r?' 21 70 After finishing training the extensionists will be subject to
through training on dge? age o iyons%;\na an exam to verify the level of capacity development.
g T, age, reg (assumed 70% pass assessment)
including capacity
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assessment through
project activities

Km of forest roads

Data records of MOAFWM
collected on an annual
basis by the M&E expert of
the project.

Necessary governmental approval process concluded

rehabilitated and climate | Results from the Remote 0 56 km 169 km without delay
proofed Sensing Analysis Absence of major natural disasters in target areas

Independent surveys at

mid-term and project

termination
# of e_nt_erpnses ' Project documentation The ecqnomlc, social a_nd political context in the country
benefitting from services . . and project areas remains stable.

Documentation provided 0 10 5 . L . —
to develop by th . Companies maintain interested in decarbonization
decarbonization strategies y the companies strategies

The economic, social and political context in the country
Output 3.2. - Mobilized and project areas remains stable.
private finance for Smooth approval process of project implementation plan
agribusinesses involved in Independentzxpert ) by governmental counterparts.
decarbonization USD loan disbursed to surveys at mid-term an ) ) . o _
support decarbonization termination of the project. 0 15,000,000 USD | 50,000,000 USD Natlc_ma_ll and mternatlongl FIs_mayntam the availability of
) . ) credit lines and other financial instruments to support
of companies Documentation provided companies
by banks and companies - L .
Data obtained from , banks and companies involved in
the process.
) . Documentation from the
Output 3.3 - Financial
PR PKS . . . .
institutions, consultancy o The economic, social and political context in the country
service providers, and # of capacitated trainees | D@@ Of partners organizing 0 10 10 and project areas remains stable.
academia capacitated on on climate-related risks :)he trgmmgs ddlsaggregated The beneficiaries will be subject to a capacity
climate-related challenges y origin, gender, age, assessment exam to verify their level of improvement.
and opportunities regions, including capacity
assessment
Project/programme results co-benefit indicators

Independent expert field- According to Absence of major natural disasters in target areas.

Increase (%) in species surveys at mid-term and the endemicity Surveyors collaborate with union of beekeepers to
Co-benefit 1: Biodiversity diversity per hectare in termination of the project score there are 5% 10% analyze pollen collected by bees, and map biodiversity

conservation

project areas

comparing sample target
areas with reference ones
established at start-up

on average
3.06 unique
species

changes of entomophile species.

Assessment will include remote sensing analysis and
randomized ground sampling
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present in
Serbia per km2
% decrease in share of
persons at-risk-of poverty
in project intervention Independent_expert
areas due to savings in surveys at mid-term and
Co-benefit 2 . inati j i i igi
. fuelwood expenditures, termlna_tlon of the project 21 7% 250 5% Dat.a will be disaggregated by origin, gender, age,
Poverty Reduction increased availability of comparing sample target regions
NTEP and employment areas with reference ones
opportunities in forestry established at start-up.
related sectors.
Assessment will verify how often women have been
% | icinati Independent expert involved in executing bodies deciding on investments in
0 Increase participation surveys at mid-term and forestry and decarbonization.
benefi of women in executing T : ) ) ) .
Co-benefit 3 bodies deciding on termination of the project N/A 30% 30% The executing bodies are those committees that give
Gender Empowerment investments in forestry comparing sample target final decision about the adoption of an investment in
and decarbonization areas with reference ones forestry or decarbonization, e.g. Board of Directors of
established at start-up forest state owned companies and other companies,
steering committees of Ministries, municipal assemblies.

E.6. Project/programme activities and deliverables

Activities

Description

Sub-activities

Deliverables

COMPONENT 1 - National level upscaling of sustainable and climate adaptive silviculture and carbon finance framework

Output 1.1 - Forest management and monitoring policy framework for climate adaptive silviculture enhanced and disseminated

Activity 1.1.1: Establish the National
Forest Monitoring System (NFMA)

Provide technical assistance and capacity
development to design, start-up and implement a
methodologically and statistically sound NFM to
objectively assess the conditions and dynamics
of forests at the country and regional (Oblast)
levels, with the integration of private forest
activities and non-forest-activities (e.g.
windbreaks and insetting practices)

1.1.1.1: Design and set-up of NFM system

1.1.1.2: Technical assistance for NFM System design
1.1.1.3: Roll out NFM system across AP Vojvodina and
Central Serbia.

1.1.1.4: Technical assistance for NFM System
implementation

1.1.1.5: Support to forest health/pest control and
monitoring; field investments control

1 NFM designed and started up

NFM staff trained to plan and implement Collect Earth
(CE) and field survey

2 field survey teams for Vojvodina and 10 for Central
Serbia trained and fully operational

Monitoring of 330,000 plots via Collect Earth and at least
8,820 plots via field survey

1 study tour for 4 experts to learn from European NFM
best practices

Activity 1.1.2: Develop guidelines
for decision makers on AFOLU to
prevent soil degradation

Downscale International policies to the Serbian
context and develop and disseminate guidelines
for national and local decision makers regarding
AFOLU and prevention of soil degradation

1.1.2.1: Prepare and publish guidelines on the
prevention of soil degradation

1.1.2.2: Disseminate knowledge on prevention of soil
degradation through national and local Workshops

1 guideline published online

120 persons from institutions and other stakeholders
trained on AFOLU organized
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Activity 1.1.3: Create national
standard for biomass production /
handling for energy purposes

Establish appropriate rules, inspection
mechanisms, and complaints procedures that
sellers and distributors of firewood must abide to.

1.1.3.1: Develop national standards for biomass
production / handling and use

1.1.3.2: Support line agencies in the introduction of
national standard for biomass production / handling
and use

1.1.3.3: Evaluate impact of the standards introduced
1.1.3.4: Carry out Renewable energy days

1 standard for biomass utilization for energy purposes

1 impact assessment of introduction of biomass
standards

10,000 citizens reached through RES days

Activity 1.1.4: Develop the national
strategy, action plan and execution
guidelines for Short Rotation
Plantations (SRP)

Develop a strategy and guidelines for SRPs.
defining the required steps and policy framework
to promote practices. Dissemination of the
guidelines and strategies through local trainings
and awareness raising events.

1.1.4.1: Develop the National Strategy for SRP

1.1.4.2: Train stakeholders on the implementation SRP
activities

1 National Strategy for SRP

1 geospatial map indicating soils/lands with high
potential for wood energy plantations

100 local experts trained on SRPs

Output 1.2 - Enabling framework fo

r national institutions to engage with carbon fina

nce for AFOLU created

Activity 1.2.1: Support the design of
an offset mechanism [for AFOLU]
as part of the domestic carbon
pricing framework and
institutionalize knowledge in the
national curricula.

Based on Serbia’s decision on the carbon pricing
framework (e.g. ETS / Carbon Tax), help design
an offset mechanism for forestry, and strengthen
capacity of private sector and academia to
support implementation including MRV.6

1.2.1.1: Develop specific policy options for domestic
offset mechanism for forest and soil carbon linked to
Serbia’s evolving ETS plans.

1.2.1.2: Strengthen capacity of private services
providers and academia to support national and
international carbon finance for AFOLU

1 draft policy framework for domestic offsets

Existing MRV system upgraded with features specific
offsetting and insetting

3 Serbian officials trained on best practices in 2 countries
and exposed to global practices through the visit of 2
international experts

30 private experts trained to use MRV for carbon finance
and AFOLU offset opportunities

1 curriculum developed to integrate into relevant
graduate courses

Activity 1.2.2: Support the
development of Serbia’s Article 6
strategy related to “AFOLU”
opportunities

Facilitate opportunities for Serbia’s forest sector
to access carbon finance through Article 6 under
different scenarios of rules and regulations,
including through capacity development for
national negotiators and formulation of technical
inputs for Serbia’s next NDC update.

1.2.2.1: Develop guidelines and action plan for Serbia’s
forest sector to access carbon finance through Article 6
under different scenarios of rules and regulations
1.2.2.2: Provide capacity development for national
negotiators

1.2.2.3: Prepare technical inputs for Serbia's Article 6
strategy to be reflected in the next NDC update and
national strategy documents

1 policy development guidelines and action plan
document on Serbia-specific carbon finance
opportunities for AFOLU in emerging Article 6
frameworks

1 technical document on Serbia’s Article 6 strategy for
the next NDC update, based on stakeholder consultation
15 UNFCCC negotiators and relevant national experts
trained on Article 6 options

Activity 1.2.3: Promote and support
knowledge sharing at the regional
level

Facilitate or make use of existing knowledge
sharing networks (if available) for an exchange
on offsetting and insetting that will further support
the enhancement of the Serbian experience and
is expected to create spill-over effects to other
Balkan countries.

1.2.3.1. Support regional knowledge-sharing through
existing platform or channels

1.2.3.2.: Carry out regional communication campaigns
to promote / disseminate knowledge

regional knowledge-sharing platform available

2 regional communication campaigns to promote
platform

Activity 1.2.4: Support access to
voluntary carbon finance for
forestry in Serbia to enable
sequestration beyond NDC targets

Facilitate access for Serbia’s forest sector to
carbon finance from evolving high-integrity
Voluntary Carbon Markets (VCM).

1.2.4.1: Define entry points for Serbia’s forest sector to
access carbon finance from VCM.

1.2.4.2: Based on national capacity gaps assessment
for MRV systems, prepare costed systems and capacity

development plan to address identified gaps

1 set of guidance/database on accessing carbon finance
linked to (evolving) high integrity standards

1 costed capacity development plan for MRV for VCM

40 national stakeholders trained on identified priority
areas for VCM
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and to ensure long-term
sustainability

1.2.4.3: Provide technical assistance to strengthen data
systems and capacities in priority areas to enable better
MRYV for carbon finance for AFOLU

Activity 1.2.5: Enable insetting as
part of company decarbonization
strategy support

Facilitate insetting for major value chains through
removing information barriers and capacity
constraints to policy options and opportunities.

1.2.5.1: Document policy options to provide incentives
for insetting at national level and develop appropriate
mechanisms if conducive to enhancing climate results
beyond NDC targets

1.2.5.2: Produce guidance on good practices for carbon
accounting and MRV for insetting

1.2.5.3: Strengthen capacity of local service
providers/consultants

20 national experts/local service providers from trained
to assist companies with establishing insetting
approaches

1 set of guidance materials for companies on good
practices in insetting / and related carbon accounting, in
line with national requirements / international standards.
1 curriculum designed on insetting — building upon
guidance (and complementing the decarbonization
curriculum (3.3.2.)) for professional/advanced academic
training

COMPONENT 2- Improving energy security and livelihood from climate resilient forest ecosystem and GHG emissions reductions from increased carbon sinks and decarbonization

opportunities

Output 2.1 - Production of climate-adaptive seedlings enhanced

Activity 2.1.1: Upgrade public
nurseries (Vojvodina/C. Serbia)

Support investments and increase the capacity of
the Public Enterprises (PE) to ensure production
of the necessary quantity and quality of seedlings
for the project’s forest restoration interventions
and beyond.

2.1.1.1: Install purchased equipment and upgrade
related infrastructure.

2.1.1.2: Quality control of Seedling production

2 nurseries upgraded (1 in Central Serbia and 1 in
Vojvodina)
35 Mio. of climate adaptive seedlings produced

Activity 2.1.2: Train and support
operators of public and private
nurseries in the production of
diverse and climate adaptive
forestry seedlings

Organize four hands-on trainings on the
production of high-quality plant material (seeds,
seedlings and cuttings) to be delivered by the
Chamber of Forestry Engineers to refresh the
knowledge of staff of PES and ILFE in charge of
the nursery works, and to train workforce from
private nurseries to spread the knowledge on up-
to-date seedling production methods and
technologies

2.1.2.1: Develop 2 training modules (high-quality plant
material / high quality plant production)

2.1.2.2: Develop climate adaptive seed production
protocols

2.1.2.3: Carry out 4 trainings for operators of nurseries
for production of high-quality plant material

200 operators trained on high-quality plant/seedling
production

Production protocols for each selected species (at least
24 species)

Output 2.2 - Knowledge on climate

adaptive silviculture (CAS) of key stakeholders e

nhanced

Activity 2.2.1: Produce guidelines
on climate adaptive silviculture

Develop four guidelines to support the smooth
and swift transition to CAS approaches and
disseminate the knowledge created. The four
guidelines will cover the following 1) climate
smart nursery production including seed
selection; 2) soil preparation for planting on
extreme sites; 3) effective and efficient planting
methods; as well as 4) maintenance after
planting and first thinning operations.

2.2.1.1.: Develop 4 guidelines on CAS approaches

2.2.1.2: Carry out transfer of knowledge to over 500
people in 174 rural communities

4 guidelines to support CAS approaches published
online

On the job-training on CAS approaches to 40
professionals

500 people of 174 communities trained on climate
adaptive forest investments, ecosystem management
and management approaches.
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Activity 2.2.2: Train public and
private stakeholders in climate
adaptive silviculture (CAS)

Contribute to collaboration with line agencies and
institutions to the capacity strengthening of
stakeholders by establishing a consistent
process for professional training and education
on CC-related issues.

2.2.2.1: Train key stakeholders for leveraging CAS
2.2.2.2: Expand training on CAS to forest managers

2,500 public and private forest managers trained on
climate adaptive forest management

Activity 2.2.3: Upgrade the National
curricula of the faculty of forestry
and vocational schools working on
forestry, agriculture and accounting
with introduced practices and
technologies

Involve national institutions to ensure that
capacity development needs are addressed, and
up-to-date knowledge and skills are included in
national technical curricula related to forestry and
forest plant production

2.2.3.1: Upgrade national curricula

2.2.3.2: Train teachers and professors in climate
adaptive silviculture

4 national curricula upgraded
40 teachers/professors trained in CAS

Activity 2.2.4: Facilitate regional
knowledge-sharing dialogue on
CAS

Establish a regional knowledge-sharing dialogue
on CAS approaches for Serbia and neighboring
countries.

2.2.4.1: Design and startup of regional knowledge
sharing on CAS

1 position brief on CAS

Output 2.3 - Public forest land restor

ed and afforested in a climate adaptive and participatory manner

Activity 2.3.1: Carry out
afforestation activities on public
land

Support the efforts of the Serbian government to
increase national forest cover with the
afforestation of 7,000 ha with climate adaptive
seedlings of tree and shrub species.

2.3.1.1: Identify the specific afforestation sites with
landowners, municipalities and civil society
organizations concerned

2.3.1.2: Organize 3-days hands-on-training (training of
trainers) on planting techniques in afforestation/forest
restoration

2.3.1.3: Seedlings distribution (Vojvodina Shume)
2.3.1.4: Seedlings distribution (Serbia Shume)
2.3.1.5: Carry out site preparation and plantation
activities as appropriate (includes fencing of
afforestation sites in Vojvodina)

2.3.1.6: Container Seedlings distribution (MOAFWM)

50 trainers capacitated on correct planting techniques
7,000 ha of currently set aside land afforested

Activity 2.3.2: Convert degraded
coppice stands on public forest land
accessible and converted into high
forest

Work with the Ministry of Agriculture, Forests and
Water Management ( MOAFWM ) and the
respective PEs to restore at least 33,000 ha of
forest stands, the majority of which will be
degraded coppice stands, for conversion into
high forest, but also forest stands damaged by
abiotic or biotic factors with urgent need of
restoring their ecological functioning.

2.3.2.1: |dentify the specific forest restoration site with
the PEs concerned and local stakeholders as
appropriate

2.3.2.2: Organize meetings in the neighboring
communities of the selected restoration sites to present
the planned restoration actions

2.3.2.3: Provide seedlings for forestry investment
2.3.2.4: Guarantee access for management and fire
protection of forests under conversion

2.3.2.5: Implement hands-on training of the Trainers
(training of trainers) on best silvicultural practices in
conversion.

2.3.2.6: Seedlings distribution (Serbia Shume)

2.3.2.7: start up conversion of coppice forests through
thinning and enrichment planting

At least 20 trainers capacitated on correct conversion
technigues

33,000 ha of coppice stands concerted to high forests
545 km of forest roads rehabilitated and climate proofed
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Component 3 — Engaging Private sector in climate adaptive silviculture and decarbonization investments

Output 3.1 - Private sector contribution to climate resilience of forests enhanced through climate adaptive and diversified investments and greening of the biomass value chain initiatives

Activity 3.1.1: Convert degraded
private coppice stands into high
forest

Involve on a voluntary basis the private sector to
promote the conversion of degraded private
coppice stands to high forests.

3.1.1.1: Establish the first Serbian aggregation platform
based on the available electronic cadaster.

3.1.1.2: Carry out awareness raising campaigns to
attract interest of private owners in the conversion of
coppice forest

3.1.1.3: Guarantee access for afforestation,
management and fire protection of forests under
conversion

3.1.1.4: Seedlings distribution (Directorate of Forest)
3.1.1.5: Seedlings distribution (Serbia Shume)
3.1.1.6: Carry out conversion of coppice forests
through thinning and enrichment planting with native
species

3.1.1.7: Carry out monitoring activities of forest
interventions

1 communication campaign to attract private sector
investment

1 Aggregation platform available
18,000 ha of conversion sites
100 extensionists trained on CAS

Activity 3.1.2: Rehabilitate
unfarmed private lands through
forestry investments such as short
rotation plantations, agro-forestry or
soil rehabilitation purposes
(Vojvodina)

Identify at least 500 ha of unfarmed private lands
to be cultivated with wooden species for short
rotation forestry, agro-forestry, or soil protection
or rehabilitation, or a combination of the
mentioned purposes.

3.1.2.1. Identification of degraded and unfarmed land
sites for rehabilitation

3.1.2.2. Carry out site preparation activities including
fencing

3.1.2.3 Distribute seedlings to rehabilitation sites
(Directorate of Forests)

1 geospatial map with potential intervention sites
developed in collaboration with municipalities

500 ha of unfarmed private lands rehabilitated

Activity 3.1.3: Establish shelterbelts
in agricultural landscapes

Identify at least 500 ha of agricultural lands for
the establishment of shelterbelts, mainly in
almost tree-less agricultural landscapes of
Vojvodina region with the main aim of soil
protection (aeolian erosion control) but also to
increase biodiversity, provide pollination services
as well as (re)establish more suitable habitats
and migration routes for wildlife.

3.1.2.1. Identification of sites for shelterbelts
investments (PMU)

3.1.3.2: Carry out site preparation activities

3.1.3.3: Distribute seedlings to shelterbelt sites
(MOAFWM)

3.1.3.4: Carry out monitoring activities of restoration
interventions

1 geospatial map with potential intervention sites
developed in collaboration with municipalities

500 ha of shelterbelts established

Activity 3.1.4: Engage private
actors in sustainable biomass value
chains

Provide training for agro-industrial associations
on possibilities for valorization of biomass
residues for energy purposes among their
members.

3.1.4.1. Develop guidelines and training material for the
energetic valorization of biomass residues

3.1.4.2. Train agrobusiness actors

6 trainings for private sector actors provided involving 60
agrobusiness actors

Guidelines for the valorization of biomass residues for
energy purposes

Activity 3.1.5: Support platforms
involving stakeholders of the
forestry and agricultural sector for a
modern and transparent biomass
energy value chain

Support the Biomass Producers Association in
establishing the platform, involving stakeholders
in the sector

3.1.5.1 Support the identification of the territory for the
establishment of the platform

3.1.5.2. Support the platform in the form of feasibility
studies, business plan development and marketing

1 platform established/enhanced

6 local workshops to train forest/landowners about
economic and environmental benefits of sustainable
biomass value chains
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Output 3.2 - Mobilized private finance for agribusinesses involved in decarbonization processes.

Activity 3.2.1: Involve agribusiness
and other companies in the
decarbonization process of the
private sector

Startup involvement of the private sector through
capacity development of climate risk and
feasibility of decarbonization investments
assessment and dissemination of knowledge
through conferences and workshops

3.2.1.1: Update the existing “Digital Platform on
Circular Economy” to include and disseminate
information about decarbonization practices

3.2.1.2: Engage the private sector through the
organization of communication campaigns, workshops
and trainings

Digital Platform on Circular Economy, operated and
managed by the PKS, updated to contain information
about decarbonization practices and financing
possibilities

150 companies involved through awareness raising and
capacity development activities

Activity 3.2.2: De-constrain access
to credit for agribusiness and other
companies

Provide TA to agribusiness to detail strategies for
decarbonization, with the
elaboration/implementation of decarbonization
strategies, budgets, and action plans.

3.2.2.1: Support agribusiness companies’ baseline for
the decarbonization strategies.

3.2.2.2: Support firms in preparing their
decarbonization strategies.

50 decarbonization strategies developed

50 business plans to implement decarbonization
strategies developed

Output 3.3 - Financial institutions, consultancy service providers, and academia capacitated on climate-related challenges and opportuniti

es

Activity 3.3.1: Support the chamber
of commerce and industry and the
association of financial institutions
to assess climate-related risk of
banks and ensure client
engagement

Support financial institution to overcome lack of
information and technical know-how concerning
climate risks and decarbonization strategies, low
awareness around compliance with new
international standards and supporting clients in
engaging in forestry-related activities.

3.3.1.1: Capacity development to financial institutions
on climate proofing their portfolio

1 curriculum valid also for university courses on climate
related risks in lending activities

5 financial institutions trained on climate related risks
assessment

Activity 3.3.2: Support to the
chamber of commerce and industry
and the association of financial
institutions and academia to train
decarbonization service providers.

Ensure the creation of a local market of
decarbonization technical service providers
through the tailored capacity development of
local technical experts/firms.

3.3.2.1.: Develop and carry out a tailored training for
service providers on decarbonization processes and
strategies

1 capacity needs assessment for decarbonization
advisory service providers

Tailored capacity development of 5 decarbonization
service providers

1 guideline on assessing / accompanying the
implementation of decarbonization strategies
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E.7. Monitoring, reporting and evaluation arrangements

113. M&E Structure: A monitoring and evaluation system will be established for the project in keeping with the
guidelines of GCF to report on its Integrated Results Management Framework designed to measure the core indicators
as well as all other indicators identified in Section E. The PMU established in Serbia will be responsible for monitoring
of the project activities with the oversight of FAO- Serbia Office and technical backstopping by the regional office (REU)
where required. An M&E system will be developed with an M&E Officer and a Monitoring Information System (MIS) to
keep track of performance and core indicators at the national and province level. The M&E officer of the project will
work in parallel with the M&E officer of the Forestry Directorate that will hold specular functions and support integrating
the MIS with data related to cofinancing activities. All service contracts, Letters of Agreements and others with
implementing partners will specify their responsibility with respect to sex-disaggregated data collection and reporting.
The execution partners will submit reports to the PMU which will prepare a consolidated report on an annual basis.
Regular meetings for monitoring and follow-up will be organized where problems will be discussed and, when needed,
corrective measures will be recommended. FAO, as the main implementing agency, will be responsible for maintaining
records of all project activities in standard reporting formats. All implementing partners will be required to provide
information on the core indicators, impact, outcome and output level indicators specified in the IRMF. FAO-HQ will
support the PMU in reviewing and analyzing progress reports and to assess performances against baseline and targets.
FAO will manage and coordinate reporting to the GCF according to its standards procedures.

114. Types of Reports: The PMU at the FAO office in Serbia will formulate an annual work plan and budget based
on the annual physical targets based on the implementation plan (Annex 5) which will be approved by FAO-Serbia/FAO-
REU and the PSC. Formats will be developed for each of the reports, namely the quarterly statistical and narrative
reports and Annual Performance Reports (APRs). These reports will be prepared by the technical staff at the PMU
under the guidance of the M&E Specialist at the PMU. The key reports that will be submitted have been identified in the
M&E Reporting Matrix given below together with their timelines and reporting responsibility (Table 14). More details are
provided in Annex 11. The APRs will document the progress towards achieving the indicators in GCF’s IRMF and any
additional project level indicators that have been selected for the project. APRs will also contain a narrative with updates
on the progress of each output and outcome envisaged at the project level. The contracts with the service providers will
specify their reporting responsibilities, the frequency of the reports to be produced and provide them with the formats
to be used for reporting. All partners will be required to review the GAP and report on its implementation. All data will
be disaggregated by sex to enable an assessment of the progress in inclusion of women in the project.

115. MIS System: An MIS system will be developed for the project to record key information of all beneficiaries (e.g.
MOAFWM , Municipalities, Company, Household). The M&E Unit in the PMU will coordinate and produce a consolidated
MIS report for the project on an annual basis. Within the first quarter of the second year, when activities have been
initiated and sufficient outreach has been achieved and the M&E data base begins to get populated, thematic maps will
be generated by the project and will be monitored through consolidated remote sensing practices or geospatial analysis.
This is expected to yield a better understanding of trends and patterns and make the analysis more meaningful in
understanding the relationship between climate parameters and the pattern of adoption and participation in project
activities. The MIS system will geo-reference all activities using FAO’s Remote Sensing application- Earth Map. The
MIS system will also record beneficiary phone numbers for feedback from participants. The MIS system will also be
used for tracking beneficiaries over time and assessing impact.

116. Survey Methods: The project will construct a baseline using primary and secondary data against which
subsequent changes and impact will be measured. To measure attributable changes, the evaluations will draw on
mixed-methods, using qualitative methods (e.g. participatory rural appraisal, the use of control groups, focus group
discussions, key informant interviews, etc.) and quantitative (e.g. site-scale survey). Information on some of the key
GCF indicators like awareness about climate information, resilience to climate risks will be measured through specific
guestions on these elements. All surveys and assessments will be sex-disaggregated and key gender-sensitive
indicators both quantitative and qualitative outlined in the GAP will be captured in the initial and subsequent surveys
and findings. In addition, external parties will conduct all evaluations to ensure that there is no bias in the findings.

117. Mid-term and final evaluations: To provide an external viewpoint on the progress of the project and the
achievement of its objectives, and in line with the AMA signed with the GCF, two independent project evaluations will
be conducted by FAO — interim and final evaluations. In line with the FAO policy on evaluations. They will be carried
out by a team of independent external consultants. Both the mid-term and final evaluations must be consistent with
GCF requirements as outlined in the GCF Evaluation Policy, Evaluation Standards, and Evaluation Operational
Procedures and Guidelines. The project's studies and baseline, mid-term and final surveys will constitute important
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inputs for the interim and final evaluations. Mid-term and Terminal Evaluation will be arranged in compliance with OED
Evaluation Policy requirement with support from the REU Regional Evaluation Coordinator.

118. Beneficiary Feedback: FAO will establish a mechanism for beneficiary feedback and demonstrate how they
have incorporated the feedback in improving their implementation approach. The M&E staff of the PMU will undertake
periodic visits to the project areas to discuss with communities their views regarding project activities and to confirm
their direct involvement during the site selection phases. The beneficiary feedback will also entail discussions with
partners and executing entities about their experience with the project and the way partners engage with them during
the implementation of the various components. The beneficiary feedback will be organized so that the reports provide
sex-disaggregated perspectives. The PMU will also establish a GRM which ensures confidentiality. FAO’s Guidelines
for Compliance Reviews will follow the procedures for Complaints Related to the Organization’s ESS.

F. RISK ASSESSMENT AND MANAGEMENT

F.1. Risk factors and mitigations measures

Selected Risk Factor 1: Change in political leadership could shift focus on CAS

Category Probability Impact
Technical and operational Medium Medium
Description

Change in political leadership could shift focus to other priority investments and lead to rapid turnover of staff in public
offices, potentially affecting the capacity of the project to respect the policy investments.
Mitigation Measure(s)

The project will not engage in the creation of additional policy frameworks, but in creating the conditions to execute the
existing one. Additionally, the project will work prevalently with the technical offices of partner institutions (e.g.
MOAFWM), with sectorial associations and with communities. Therefore, the project will only engage relevant high-
level officials for the approval process, minimizing the risk of blockages during execution and ensuring that
implementation can withstand structural changes that may take place in the government during implementation.
Furthermore, the project is aligned with long term policy strategies, in particular in the frame of the EU-accession
process. It is therefore likely that even in the event of changes in political leadership and further staff changes, the
overall policy strategies will remain favorable.

Selected Risk Factor 2: Rising energy prices exacerbate pressures on forest resources

Category Probability Impact
Technical and operational Medium Medium
Description

Given the current conflict in Ukraine and the resulting tension in the region, as well as other factors impacting energy
costs, Serbia could be exposed to economic and social shocks that may affect the country’s ability to guarantee
affordable energy prices. While the country has the tools and experience to cope with such risks, rising energy prices
may increase pressure on forest resources for fuel, as they remain the cheapest energy source.

Mitigation Measure(s)

The strategy of the project stands on three main pillars that serve to mitigate these risks: (i) Enhancing monitoring of
resources use. One of the main problems related to fuelwood is that its extraction occurs often in an uncontrolled way.
This is evident by the drastic underestimation of consumption in national statistics. Component 1 establishes the basis
for an efficient, dynamic and continuous monitoring and assessment of resources, enhancing control over misuse of
resources that could be managed in a more efficient way. (ii) Increasing fuelwood quality. Fuelwood is often sold and
consumed freshly cut, or air dried for few months. This leads to the low energy content of wood and consequently to
an increase in consumption needs for the same amount of energy. With the enhancement of the regulatory framework
the project will provide the rules and regulations that biomass sellers must abide by, giving the consumer more
possibilities to take informed choices and hence possibilities to reduce consumption. (iii) Promoting sustainable energy
use. The project will support the enhancement of the regulatory framework and the strategies of SRPs and create
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capacities for the utilization of residues from agroindustry’s, which can complement the utilization of solid biomass from
forests and furthermore offer benefits to local economic development.

The project team, through the PMU, will collaborate with line ministries to regularly monitor energy prices and fuelwood
extraction and discuss the data obtained during PSC meetings to seek sustainable and viable options to guarantee
energy to the most vulnerable. Ad hoc PSC meetings will be called as necessary. The project team will be available
to collaborate with the GoS and use the project as a platform to expand public communication campaigns addressing
sustainable fuelwood use, energy-saving practices and sustainable renewable energy alternatives.

Selected Risk Factor 3: Novelty of Carbon Governance process

Category Probability Impact
Technical and operational Medium Low
Description

Serbia may become the first country in the Balkans to seize such an opportunity. However, the development of
strategies and policies may face delays, as such processes often benefit from exchanges with comparable experiences,
which may be lacking in this context. Additionally, the evolving policy frameworks within the EU, particularly concerning
the implementation of the CBAM, could impose restrictions on the use of offsets in certain sectors.

Mitigation Measure(s)

FAO is cooperating with national and international finance institutions, private sector associations and CSOs on
potential carbon market developments in Serbia. The project will work with stakeholders in understanding already
existing models. Furthermore, the project will establish regional policy dialogues motivating other countries to apply
similar approaches and exchange lessons with realities that have already advanced.

Selected Risk Factor 4: Resistance to change

Category Probability Impact
Technical and operational Medium Low
Description

Administration, municipalities and private landowners as well as companies and agribusiness will require time and
incentives to shift from the BAU scenario to a low emission sustainable development. In the past decades forests have
been considered a mining resource and the shift to a new governance will require transparency and clear engagement
of all stakeholders including the private sector and civil society as a whole.

Mitigation Measures

= The project will invest in awareness and education activities, always emphasizing investments and beneficiaries
with an evidence-based approach and replicating local and international good practices. Additionally, the project
will work within the framework of existing laws on forests, agricultural land and RES.

= As agreed in the national engagement process, concerned state actors will be involved in the whole project cycle
process including monitoring and evaluation of executed activities.

= The project will be the vehicle for new forest and landscape restoration approaches and for involving the private
sector at a larger scale in reaching national forestry and biomass targets. Women groups that are already actively
participating in the national engagement process, will provide a further impetus to this end.

= The project will create the enabling conditions for the private sector to engage in the country’s decarbonization
process effectively and efficiently through adaptation and mitigation investments reach rural areas with.

= Besides working with the State authorities at the national and the local levels, the Project will develop strong and
active cooperation with local elected bodies (i.e. Municipalities), communities and the civil society.

Selected Risk Factor 5: Delays in governmental approval of project activities/outcomes

Category Probability Impact

Technical and operational Low low

Description
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Directorate of Forests does not endorse in a timely manner the CAS guidelines and their integration in the national
procedures for forest management.

Mitigation Measure(s)

FAO has involved all relevant stakeholders in the elaboration process of the guidelines and established a close
relationship with the Directorate of Forests as well as the PES and PEV, the main responsible entities for managing
state-owned and supervising private forests and forest lands at field level. The project will maintain this close
relationship and ensure that all partners are informed in a transparent and timely manner to anticipate the approval of
important milestones that are crucial for the further advancement of project activities.

Selected Risk Factor 6: Delays in production of seedling material

Category Probability Impact
Technical and operational Medium high
Description

A consistent and essential part of the activities is dependent on the production of high-quality seedlings. Any delays in
the production of these would have a very high impact on all other project outcomes.

Mitigation Measure(s)

Although the project intends to solely use container seedlings for all other than vegetative propagated species (poplar
species, shrubs), bare-root seedlings will complement the nursery production at all three nursery production sites to
compensate for accidental loss or damage of the production in a greenhouse (e.g. due to pathogenic fungi). In addition,
technical assistance will be maintained from year two through year four until staff of all three nurseries has acquired
sufficient expertise to continue high-quality seedling production autonomously.

Selected Risk Factor 7: Lack of Private sector engagement in decarbonization process

Category Probability Impact
Technical and operational Low Low
Description

Currently there is substantial interest by the private sector — including financial institutions and industry associations --
to invest in decarbonization. However, due to limited technical knowledge, strategies and financial instruments
available, the private sector may be disengaged or lose interest in investing in the process and prefer to invest in
business as usual.

Mitigation Measure(s)

The project will build the capacities of all stakeholders on decarbonization and reduce the financial and technical
barriers related to private investment in decarbonization. Through its awareness and capacity development activities,
the project will emphasize and disseminate the economic advantages of investing. The project will work together with
the PKS and its circular economy platform, financial institutions and other industry/services/commerce associations to
ensure regular engagement of private sector operators. Therefore, the private sector will be engaged via its association
and financing actors. Furthermore, as reported in section B.4, private sector organizations can serve as observers to
the project steering committee. These actors are currently active in the country to respond to the companies’ interests
and needs to invest in reducing their overall carbon footprint as well as climate adaptation deficit. To this end, the
project will work with identified institutional stakeholders as well as with companies providing, among other, technical
assistance to finance institutions, associations and firms to assess climate risks and to monitor emissions or potential
carbon sequestration from their activities, and the cost of Environmental, Social, Governance (ESG) compliance.

The project will also involve service providers active in the provision of technical and financial services to private sector
operators in providing GHG accounting and ESG compliance support. Overall, compliance will follow the laws and
standards reported in Annex 6. The project will supply the banks, companies and service providers with templates,
based on recognized international standards like Greenhouse Gas Protocol Corporate Standard, 1ISO 14064 and
European Union Standards, to report on decarbonization measures. Training will be provided on how to complete these
templates as well as the importance of accurate and transparent reporting and compliance, including on reputational
benefits and risks to noncompliance. The reports will be verified by project experts and by Independent Experts at Mid
and End Term to verify GHG emission mitigation occurred. Additionally, the project will work with partners in
strengthening stakeholder networks between GoS, banks, and the PKS to promote additional accountability.
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This will create sustained connections with private sector actors, including financial institutions. Key mitigation
measures are embedded in component 3, focusing on raising awareness and training private sector operators on
carbon reduction investments. Financial institutions have shown interest in sustainable investments, as indicated in
letters of intent (Annex 1). Rising energy costs further incentivize investment in efficient technologies (Annex 3 — EFA),
and the risk of waning private sector interest in decarbonization is considered minimal. The project’'s PMU and relevant
team members will maintain regular communication with private sector partners and financial institutions, providing
updated information, data, and technical assistance on decarbonization and climate risk mitigation. They will also gather
feedback on concerns and needs to identify effective solutions and sustain engagement. Additionally, the project’'s M&E
unit will monitor beneficiary engagement through semiannual questionnaires and interviews with companies and
financial institutions.

Selected Risk Factor 8: Ineffective and uncompleted Measuring, Reporting and Verification (MRV) system

Category Probability Impact
Technical and operational Low Low
Description

The Country is still building its MRV system. Budget constraints and lack of adequate capacities in the line ministries
could slow down the process impacting the activities of the project, related to the carbon governance and framework.

Mitigation Measure(s)

FAO has already established a strong collaboration and exchange on MRV with the line agencies to proactively
anticipate any possible delays and provide support if needed. Through component 1, the project will also give a
significant contribution to enhance the integration of carbon governance in forestry in the MRV.

Selected Risk Factor 9: Carbon price volatility and decrease in carbon price

Category Probability Impact
Technical and operational Medium Medium
Description

The volatility in carbon prices during the project implementation period could shape investment, by adding a dimension
of uncertainty to returns on investments. Additionally, carbon prices have in general been rising over time. A potential
drop in carbon prices would affects economic returns to a project, potentially reducing the attractiveness and viability.

Mitigation Measure(s)

The interventions to provide information provision and sharing and identifying potential investments with positive
financial returns, even after excluding carbon related benefits, will reduce the effects of price volatility and decreases.

Selected Risk Factor 10: Money laundering and countering the financing of terrorism (ML/TF)

Category Probability Impact
Governance Low Low
Description

Risks of money laundering and countering the financing of terrorism.

Mitigation Measure(s)

FAO includes in the project agreement signed between FAO and the GoS clauses related to AML/CFT, as follows:

a) The Government shall comply, and shall require all persons and entities engaged in its activities under the Project
to comply, with all internal anti-money laundering, counter-terrorism financing laws, rules, and regulations;

b) The Government confirms it has obtained sufficient undertakings from all persons and entities involved in its activities
under the Project that they shall not engage in any prohibited practices; the Government undertakes and confirm that
it shall comply with the substantive objectives of the GCF’s Policy on Prohibited Practices;

¢) Consistent with numerous United Nations Security Council resolutions adopted under Chapter VIl of the UN Charter,
the Government and FAO are firmly committed to the international fight against terrorism and, in particular, against the
financing of terrorism. It is the policy of the Government and FAO to seek to ensure that none of their funds are used,
directly or indirectly, to provide support to individuals or entities: i) associated with terrorism, as included in the list
maintained by the Security Council Committee established pursuant to its Resolutions 1267 (1999) and 1989 (2011);
or ii) that are the subject of sanctions or other enforcement measures promulgated by the United Nations Security
Council. This provision must be included in all agreements concluded with third parties under the Project.
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During project implementation FAO, will ensure close monitoring and supervision through its offices in the regional
office and HQ in order to ensure that the activities are implemented in full compliance with the signed project agreement.

G. GCF POLICIES AND STANDARDS
G.1. Environmental and social risk assessment

119. The project carried out its environmental and social assessment following FAO’s environmental and social
safeguards (FAO, 2015), and prepared its ESMF. The ESMF identifies policy triggers for the project, screening criteria
for activities, environmental and social impacts of the activities, and measures to mitigate identified risks. Mitigation
actions will avoid, minimize and mitigate negative impacts during project implementation and operation. Mitigation actions
will be in line with FAO and GCF ESS policy, and national legislation, and adhered to whichever is most stringent. The
ESMF also sets out the modalities for stakeholder engagement, and the procedure and process for dealing with
complaints, through the GRM. To ensure a smooth and effective ESMF process, an ESS specialist will be engaged by
the project to be responsible for the environmental and social safeguards process (including GRM), interacting on a
regular basis with key stakeholders and being available to respond to any grievances. The ESMF will be disclosed on
relevant portals, and shared during stakeholder consultations, to increase awareness of potential consequences of
project activities. During these stakeholder consultations, the GRM will also be presented and explained.

120. There will be zero tolerance of sexual exploitation, abuse, and harassment (SEAH), and the project's ESMF
and consequent ESMPs will mainstream SEAH risk mitigation, in accordance with the FAO FESM. The project will
support gender sensitization and trainings for project staff and beneficiaries on gender equality and social inclusion and
SEAH and will elaborate a code of conduct for the implementation of the project. Specific procedures to minimize SEAH
risk will be developed for the project GRM, to ensure the mechanism is survivor-centered and gender-responsive
(including confidential reporting), and to facilitate linkages to related services and redress for anyone affected by SEAH.

121. Grievance and Redress Mechanism (GRM): The GRM is an integral project management element that intends
to seek feedback from beneficiaries and resolve complaints on project activities and performance. The mechanism is
based on FAO requirements and most importantly, it is based on existing, community-specific grievance redress
mechanisms preferred by the local beneficiaries. FAO and EEs will inform communities about the GRM through culturally
appropriate mechanisms, ensuring information on mechanisms at all three levels is communicated (i.e. project-based,
and FAO-level redress mechanisms and GCF’s Independent Redress Mechanism). The PMU and FAO Serbia will be
responsible for managing the grievance and redress mechanism. Project-related SEAH and gender-based violence
(GBV) grievances will be managed through the existing FAO GRM system, which will also be strengthened to include a
procedure for handling SEAH that is inclusive, survivor-centered and gender-responsive, complemented by GBV referral
pathways (see Annex 6: ESMF).

122.  The project will identify and mitigate SEAH risks or potential adverse impacts on women, men, girls and boys
as early as possible as a part of environmental and social risk screening and reflect such risks or impacts in relevant
safeguards instruments (including ESMF and ESMPs, GAPs and others as appropriate), and propose mitigation
measures, differentiated by gender and age where relevant as follows:

= Include measures (including pre-project implementation awareness raising for host communities and project
workforces) to enhance gender equality, and to prevent, address and eliminate SEAH in the relevant projects or
programs and safeguards instruments;

= Implement, monitor and continuously improve all measures to mitigate the identified SEAH risks and impacts;

= Ensure sufficient and adequate financial and human resources are allocated for SEAH-related compliance.

= Ensure that stakeholder consultations prior and during project implementation include awareness raising and
stakeholder-differentiated understanding of SEAH related risks and mitigation measures.

123. Project components were identified through consultative processes and are prioritized in Serbia’s national and
climate policy. There will be no significant or irreversible negative environmental impacts associated with the project.
Proposed project investments are designed to have positive social and environmental benefits; the project has however
been classified as moderate risk (Category B) mainly related to on-ground activities in the forestry sector. Potential
impacts are limited to the project footprint and could occur as a result of forest-related activities, but these are localized
and are mitigated by selecting local species with wide ecological range and higher drought resistance, considering the
bioclimatic type of each site and projected shifts in potential tree species range limits due to climate change. No
downstream nor cumulative effects are envisaged. FAO ESS triggered are:
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124. ESS 1. Biodiversity conservation, and sustainable management of natural resources. The project will support
Serbia in enhancing the resilience of its forest ecosystems introducing CAS and SFM practices; it will not engage in poor
natural resources management practices nor have negative impacts on natural resources. All project investments aim
at restoring forests, increasing biodiversity as means to resilience. Forestry investments are designed to enhance
biodiversity with specific priority to those areas that will act as corridors among existing forests. Therefore, activities will
not impact protected areas of natural habitat or sensitive ecosystems. However, this safeguard is triggered because of
afforestation/forest rehabilitation activities, and environmental and social assessments undertaken at the sub-project
level, once identified, will consider biodiversity. While the Project will establish and/or manage planted forests, it will only
plant with native or locally adapted species and involving local communities. Activities will be executed according to the
responsible management of planted forests. Project activities will only include forestry investments in existing forest
areas or in areas previously covered with forests. Therefore, livestock and aquatic genetic resources will not be impacted.

125. ESS 2. Resource efficiency and pollution prevention and management. The project will promote CAS. It will not
lead to increased use of pesticides through intensification/expansion of production. In upgrading nurseries, no significant
increase in water consumption is envisaged. No seeds will be procured and no new planting material (tree, shrub, crop
varieties) will be introduced into the country. With regards to the establishment or management of planted forests/CAS
— the Project will select local species with wide ecological range and higher drought resistance, considering the
bioclimatic type of each site and projected shifts in potential tree species range limits due to climate change (e.g. avoiding
planting seedlings from species in the lower limit of their ecological range; planting seedlings from species somewhat
above the upper limit of their ecological range). No GMO or nor seeds with insecticidal seed coatings will be used in the
project. No significant waste will be generated — with regards to road clearing, this will involve clearing of biological debris
(vegetation) which will be composted or integrated into the environment. With regards to fencing, these will be of different
forms including biological depending on specific context of the forestry investments. Each will be defined during the
inception phase when precise sites will be formalized at which time appropriate screening for types of fencing and their
handling and disposal will be conducted. This safeguard is triggered to account for potential waste disposal.

126. ESS 4. Decent work. This safeguard is triggered to ensure that the project will promote, respect and realize
fundamental principles and rights at work. The employment of project workers will be based on the principle of equal
opportunity and fair treatment, and there will be no discrimination with respect to any aspects of the employment
relationship. Hiring of workers will be made following the laws and regulations of Serbia (Labour Law 24/05, 61/05 and
54/09) and workers will need to abide with the FAO code of conduct and FAO policies. All workers will be above 18 years
old. Worksites must be accessible by road and transport from collection points in accessible areas to worksites will be
guaranteed by the project through its partners and service providers.

127. ESS 5. Community health, safety and security. This safeguard is triggered to ensure that adverse impacts on
health, safety and livelihoods of involved and affected communities are anticipated and avoided. Community exposure
to health risks is not envisaged, however occupational health and safety (OHS) risks need to be considered with regards
to afforestation/reforestation activities; these will be dealt with by providing training and protective measures and gear
as needed. The project does not have planned any activities that will trigger fires in areas where it will work. Project
activities will be in remote forested areas generally far from houses and communities. All workers in project areas will be
selected among men and women from local communities, within a 25 km radius; the establishment of camps or other
temporary accommodation structures will not be required. As works will occur in remote forested areas of the country,
the project does not expect to have migrant workers.

128.  The Project is designed to operate at the national level on public and private lands, with a focus in the AP of
Vojvodina and Central Serbia, ensuring benefits to all people that will be impacted by Project activities. The presence of
Indigenous Peoples is not foreseen, however before implementing field level activities, stakeholder consultation and
second-level screening will be held once specific project sites are identified by Government. In the event that Indigenous
Peoples are identified, all subsequent actions will be taken in accordance with both FAO Environmental and Social
Management Framework and GCF Indigenous Peoples Policy?. Annex 6 provides the ESMP, and Annex 7 provides a
summary of consultations and the Stakeholder Engagement Plan (SEP).

G.2. Gender assessment and action plan

2 https://www.greenclimate.fund/sites/default/files/document/ip-policy.pdf
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129. The project was designed in line with GCF’s Gender Policy and considering that gender equality considerations
should be mainstreamed into the entire project cycle to enhance the efficacy of climate change mitigation and adaptation
interventions. A gender analysis was conducted to identify potential for promoting gender equity and mitigate potential
risks. This was elaborated through a desk review of relevant national policies, legal and regulatory frameworks, and
studies conducted in the sector, and considering the consultations with the project team with stakeholders in the
Government and CSOs, including rural development, forestry and environmental sectors. The assessment was followed
by GAP design addressing gender gaps and maximizing benefits of women’s engagement (Annex 8).

130. Compared to EU Member States, the United Kingdom, and other countries in the region, Serbia ranks 21st.
Compared to Croatia, Serbia has lower values on the index in the sub-domains of participation (77.0 versus 79.6), but
higher values in the sub-domain of segregation and quality of work (62.5 versus 61.4). Compared to North Macedonia,
Serbia has higher values in the sub-domain of participation (77.0 vs. 68.2), but significantly lower in the sub-domain of
segregation and quality of work (62.5 vs. 70.7). Compared to first-ranked Sweden, Serbia has this domain of Index lower
by 13.5 points, while compared to last-ranked Italy, it has an index higher by 6.1 points. According to findings, women
have lower resilience and often lower adaptation capacities to respond to climate change and related emergencies. Due
to their lower preparedness to act in emergency situations, a lack of information and relevant resource, and weaker
economic and financial capacities, women are more vulnerable to the impacts of climate change (FAO 2021). Reportedly
[Babovi¢ and Reljanovi¢, 2019], over a sample of 2023 women in Serbia, 41.8% of women since the age of 15 (782
women in the sample) were exposed to sexual harassment, while in the 12-month period prior the survey, 18% of women
(313 women in the sample) were exposed to this type of violence. According to UN-Women [UNW, 2023], lifetime
Physical and/or Sexual Intimate Partner Violence concerned in 2019 17 % of ever-partnered women aged 18-74 years
while 34% while 2% of the same age cohort experienced non-partner sexual s violence (lifetime).With regards to the risk
of sexual exploitation, abuse and harassment (SEAH) risk, Serbia disposes of a recent legal framework to prevent,
monitor and address the issue. These include the family law (2005), the law on Amendments to the Criminal Code (2016),
the law on preventing domestic violence (2017) and the law on free legal aid (2019).

131. The project will assist with gender mainstreaming of climate change policies and mechanisms to respond to
recommendations of the Committee on the Elimination of Discrimination against Women (CEDAW, 2019) and will provide
incentives for the improvement of the situation of rural women in terms of advice for the access to land ownership, its
sustainable use, employment in forestry sector and models for obtaining economic security Annex 8 page 48 and 49).
The project will give priority to women owning degraded coppice stands or lands for conversion and will ensure that at
least 30% of beneficiaries are women. Women percent was determined via consultation with national experts and
consulting available databases related to women’s participation in the different sectors/topics addressed by the project.
Table 10 section D1 and related notes report the detailed data used to determine values. Women forest owners will be
contacted and invited, and priority will be guaranteed for raising quality forests and forest production systems with
establishing full value chains and partnerships and making them operative. The opportunity to restore their forests will
increase value of the lands owned by women, reducing women’s vulnerability.

132. More specifically, the GAP ensures that, in project Component 1: i) enhanced forest management and
governance is mainstreamed across youth and includes women landlords. This will be done also ensuring a gender
perspective — granted by ensuring consultation with women groups and associations - into addressed policies and
standards; in Component 2: i) women owning forests/degraded lands are given priority; and ii) greening
recommendations take into account the needs and the role of women. In Component 3, in the enhancement of private
sector engagement in decarbonization: i) women-led enterprises are engaged and produce their carbonization strategies
i) consulting firms and their female consultants are given priority in trainings.

133. In terms of project management, gender training and expertise will be provided to all project team members and
partners on a regular basis, moreover, stakeholder engagement strategy and communication strategy will be prepared
and implemented in a gender-responsive manner. Gender activities will be under the responsibility of the project Gender
Equality and Women’s Empowerment Specialist in the PMU. The project will establish a grievance mechanism at field
level to file complaints. Contact information and information on the process to file a complaint will be disclosed in all
meetings and other related events throughout the life of the project. In addition, it is expected that awareness raising
material be distributed to include the necessary information regarding the contacts and the process for filing grievances.
The Project will include sexual exploitation and abuse awareness raising, and stakeholder-differentiated understanding,
during stakeholder engagement. With regards to the prevention of sexual exploitation and abuse (PSEA), through its
GRM the Project will ensure that all concerns and/or incidents will be reported to the PSEA focal point and the FAO
Office of the Inspector General, as appropriate.



https://www.osce.org/files/f/documents/2/6/473253.pdf
https://evaw-global-database.unwomen.org/es/countries/europe/serbia?pageNumber=1#3
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G.3. Financial management and procurement

134. FAO will ensure that financial management and procurement of goods and services using GCF resources
adhere to relevant FAO rules and regulations, as well as relevant provisions in AMA signed between FAO and GCF.
These rules and regulations were reviewed and deemed satisfactory by the GCF Secretariat and Accreditation Panel as
part of FAO’s accreditation process. This includes financial management and procurement performed by FAO-
REU/SERBIA Office as EE. FAO has deployed an Oracle-based Enterprise Resource Planning (ERP) system, the
‘Global Resources Management System’ (GRMS), which provides all FAO employees in all locations globally with travel,
human resources, procurement, and finance functionalities. Using GRMS improves the flow of financial information,
supports financial monitoring and reporting, increases transparency and visibility, and strengthens internal control. FAO
maintains a Chart of Accounts which is used by the whole Organization and that allows for a separation of income and
expenditure by donor and project, and it provides a standardized coding structure that enables data to be recorded,
classified, and summarized to facilitate internal management and external reporting requirements.

135. Direct procurement by FAO is done in accordance with its Manual Section 502 on “Procurement of Goods,
Works, and Services”. To sub-contract the delivery of specific activities using Letters of Agreement, FAO operates in
accordance with its Manual Section 507 on “Letters of Agreement”. Such services are managed by the FAO Procurement
Service, which provides policy and operational support to ensure that the Organization procures goods, works, and
services based on “Best Value for Money” principles. Financial management and procurement executed by FAO-
REU/SERBIA Office as Executing Entity will be overseen and supervised by the FAO-GCF project supervision team.
The FAO-GCF project supervision team will undertake regular supervision missions and recruit an internationally
recognized auditing firm to perform frequent spot checks and audits to ensure financial management and procurement
by the PMU and executing entities are conducted in line with agreed standards and practices. This will be governed by
the agreements signed between FAO and other executing entities before the project becomes operational.

G.4. Disclosure of funding proposal

No confidential information: The accredited entity confirms that the funding proposal, including its annexes, may be
disclosed in full by the GCF, as no information is being provided in confidence.

[ With confidential information: The accredited entity declares that the funding proposal, including its annexes, may not
be disclosed in full by the GCF, as certain information is being provided in confidence. Accordingly, the accredited entity
is providing to the Secretariat the following two copies of the funding proposal, including all annexes:

o full copy for internal use of the GCF in which the confidential portions are marked accordingly, together with an
explanatory note regarding the said portions and the corresponding reason for confidentiality under the
accredited entity’s disclosure policy, and

e redacted copy for disclosure on the GCF website.

The funding proposal can only be processed upon receipt of the two copies above, if containing confidential
information.
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H. ANNEXES

H.1. Mandatory annexes

Annex 1 NDA no-objection letter(s) (template provided)

Annex 2 | Feasibility study - and a market study, if applicable

X

X

Annex 3 | Economic and/or financial analyses in spreadsheet format

X

Annex 4 | Detailed budget plan (template provided)

X

Annex 5 | Implementation timetable including key project/programme milestones (template provided)

X

Annex 6 | E&S document corresponding to the E&S category (A, B or C; or I1, 12 or I3):
(ESS disclosure form provided)
[J Environmental and Social Impact Assessment (ESIA) or

O Environmental and Social Management Plan (ESMP) or
[ Environmental and Social Management System (ESMS)

[0 Others (please specify — e.g. Resettlement Action Plan, Resettlement Policy Framework,
Indigenous People’s Plan, Land Acquisition Plan, etc.)

X

Annex 7 | Summary of consultations and stakeholder engagement plan

X

Annex 8 | Gender assessment and project/programme-level action plan (template provided)

X

Annex 9 Legal due diligence (regulation, taxation and insurance)

X

Annex 10 | Procurement plan (template provided)

X

Annex 11 | Monitoring and evaluation plan (template provided)

X

Annex 12 | AE fee request (template provided)

X

Annex 13 | Co-financing commitment letter, if applicable (template provided)

X

Annex 14 | Term sheet including a detailed disbursement schedule and, if applicable, repayment schedule

H.2. Other annexes as applicable

Annex 15 | Evidence of internal approval (template provided)

Annex 16 | Map(s) indicating the location of proposed interventions

O | Annex 17 | Multi-country project/programme information (template provided)

O | Annex 18 | Appraisal, due diligence or evaluation report for proposals based on up-scaling or replicating a pilot
project

O | Annex 19 | Procedures for controlling procurement by third parties or executing entities undertaking projects
financed by the entity

Annex 20 | First level AML/CFT (KYC) assessment

O | Annex 21 | Operations manual (Operations and maintenance)

Annex 22 | Assessment of GHG emission reductions and their monitoring and reporting

Annex 23 | Theory of Change

Annex 24 | Climate Change Analysis

Annex 25 | Estimation of beneficiaries



https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_1_template_-_NDA_no-objection_letter.docx/dac6e101-5a91-63b3-817e-627286c79c85
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_4_template_-_Detailed_budget_plan.xlsx/2d34b526-e650-804a-81ca-ecb5a293985d
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_5_template_-_Implementation_timetable.xlsx/2e73b0d1-3f1d-5870-609a-3e6b39905e9c
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_6_form_-_ESS_disclosure_report.dotx/b5fd8542-6a8a-5a37-f099-5e6d6744fa25
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_8_template_and_guide_-_Gender_assessment_and_action_plan.doc/fe5711ca-8fcf-1a14-5d3e-804aad1a7827
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_10_-_Procurement_plan.docx/4a360e64-5f03-e02e-408b-6239fccaedb3
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_11_template_-_Monitoring_and_evaluation_plan.docx/6a3b64be-9712-454b-b948-99cf8ffc43bb
https://www.greenclimate.fund/documents/20182/193373/Funding_Proposal_Annex_12_template_-_AE_fee_request.xlsx/4e9450c0-6bf0-8290-24b7-2ff43ca95c01
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_13_template_-_Co-financing_commitment_letter.docx/16bb3e0a-be63-19cd-d352-460176f4a569
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_15_template_-_Evidence_of_internal_approval.docx/dcb5743a-46d9-0e8f-2da6-b9b58371f82b
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_17_template_-_Multi-country_project_programme_information.xlsx/95110afa-ab09-f948-1abe-5887bcfec594
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ENDNOTES

1 Adaptation deficit in the context of the project is defined as follows: Lack of technical and knowledge capacity, economies of scale and
access to finance to adapt in efficient manner to challenges of climate change.

2 FAO 2021 refers to Annex 24 — Climate Scenario “Past, present, and projected temperatures, precipitation and winds in the Republic of
Serbia”. FAO analysis is based on the Meteorological yearbook of the Republic Hydrometeorological Service of Serbia (2020).

3 The SNC, 2016, used data from meteorological stations operated by the Republic Hydrometeorological Service of Serbia.

4 The UNDP, 2018 and TNC, 2020 used 3 data sets to highlight climatic changes: 1) Average monthly values at the meteorological station of
the Belgrade Observatory - through observations since 1888, when the Observatory was founded. Data from this station were used because
they represent well changes in the entire territory of Serbia; 2) E-OBS grid climatology (horizontal resolution 10 km, time resolution 1 day) —
series for the 1950-2017 period (Copernicus Programme of the European Union); 3) DanubeClim grid climatology (horizontal resolution 10
km, time resolution 1 day) — series for the 1961-2010 period.

5 https://www.hidmet.gov.rs/index_eng.php

6 A heat wave is a period of not less than 6 days during which the maximum daily temperature was higher than the expected maximum
temperature for the time of year in which the heat wave was observed [UNDP, 2018].

7 Extracted from the TNC, 2020, on the methodology used: Climate projections were made for the periods: 2016-2035 (near future), 2046-
2065 (mid-century) and 2081-2100 (end of the century), and the 1986-2005 period was taken as the reference period. The indices were
calculated as the most probable value, a set (ensemble) of values obtained using nine regional models, which are among the EURO-CORDEX
database models. The global SPEI database http://spei.csic.es/database.html| was used for the analysis of drought. The values of the SPEI
index for Belgrade were calculated from the observed monthly values of precipitation and temperature.

8 As in the TNC, the analyses of future climate change are aligned with the latest, Fifth Assessment Report of the Intergovernmental Panel
on Climate Change. The results presented here represent the most likely value from the set (ensemble) of solutions obtained using daily
values of temperatures and precipitation from nine regional climate models that can be downloaded from the EURO-CORDEX database.
The reference period with respect to which the change in future climatic conditions is analysed is 1986-2005 and the analysed future
periods are: 2016-2035 (near future), 2046-2065 (mid-century) and 2081-2100 (end of century).

9 According to Stjepanovi¢ et al. (2021), the Ellenberg climate quotient (EQ) and the Forest Aridity Index (FAI) can be used to represent
climate characteristics impacting growth of trees. EQ is defined as: EQ=(Tmax. month / Pannual)+*1000, where Tmax. month is the average
temperature of the warmest month (in °C) and Pannual is the annually accumulated precipitation (in mm).

10 FAI considers the average temperature of the critical months (July and August) and precipitation during the main growth cycle (May to
July), as well as precipitation during the critical months (July and August).

11 The analysis of Forzieri et al. (2022) concluded that “tropical, temperate and arid forests underwent a decline in resilience probably related
to the concomitant increase in water limitations and climate variability.”

12 In particular, pest and diseases outbreaks have increased steadily with recurrent picks when the gipsy moth, favoured by drought, spread
in Serbian forests [NAP, 2015; GoS, 2020].

13 About 60% of Serbia’s endemic plant species remain endangered.

14 Detailed description of forest related policy frameworks is available in Annex 2, Appendix 7.

15 Specific objective 4 (out of 5) of the Low Carbon Development Strategy is to “preserve the potential of mitigation measures, determined
for 2030 and 2050, by increasing the resilience to climate change of the priority sectors.” Forestry is included next to agriculture and water
resources as one of the three priority sectors.

16 Adaptation deficit in the context of the project is defined as follows: Lack of technical and knowledge capacity, economies of scale and
access to finance to adapt in efficient manner to challenges of climate change.

17 From 2010 to 2020 total woodfuel consumption by HH has increase by 5.1%. Branko Glavoniji¢, 2023. Inventory of wood energy
consumption and GHG emissions from wood fuels in Serbia

18 According to official statistics, the share of wood fuels in final energy consumption has increased from 11% in 2017 to 11.86% in 2020.
Statistical Pocketbook of the Republic of Serbia, 2022 and 2018

19 Financial institutions that have expressed interest include Raifeissen. Beograd, Erste Bank Serbia, UniCredit Bank Serbia and Banca
Intesa a.d. Beograd.

20 The 600 beneficiaries represent the total corpus of forestry engineers in force at the Ministry as well as forest corporations and local
authorities. The intervention size is determined by the number of forest engineers currently working in forestry institutions/enterprises in
Serbia. The project aims at training all, therefore no selection criteria other than this will be applicable. Priority will be given to women involved
in the sector and workers of both public and private forestry companies.

21 One of the most important current examples is the The World Bank's First Serbia Green Transition Programmatic Development Policy
Loan that is crucial for Serbia's sustainable energy development. It provides EUR 149.9 million to support Serbia's efforts in strengthening
public sector institutions for resilient, greener, and more inclusive economic growth. The loan aims to accelerate the clean energy transition
through energy market reforms, faster adoption of renewables, and protection of vulnerable consumers

22 The proposal will only rehabilitate existing roads and will not support the opening or construction of new ones. Likewise, the proposal will
not support the enlargement or expansion of road networks in project areas. The existing forest road infrastructure in Serbia is below state-
of-the-art standards and does, therefore, not allow sustainable forest investments and interventions. It has been estimated that about 515 km



https://www.hidmet.gov.rs/index_eng.php
https://www.klimatskepromene.rs/wp-content/uploads/2021/08/Observed-Climate-Change-and-Projections.pdf
http://spei.csic.es/database.html
https://scindeks-clanci.ceon.rs/data/pdf/0563-9034/2021/0563-90342107005S.pdf
https://www.nature.com/articles/s41586-022-04959-9?WT.ec_id=NATURE-20220818&utm_source=nature_etoc&utm_medium=email&utm_campaign=20220818&sap-outbound-id=5E5D6494707326CBF9BFADF007BA4E26CCEB7F25
https://www.worldbank.org/en/news/press-release/2023/03/09/world-bank-supports-serbia-s-transition-to-a-greener-economy
https://www.worldbank.org/en/news/press-release/2023/03/09/world-bank-supports-serbia-s-transition-to-a-greener-economy
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of forest roads in the project areas in Central Serbia at cost of USD 35 per meter of road and about 30 km of forest roads in Vojvodina at cost
of USD 90 per meter of road require “upgrading” (improving carrying capacity and climate proofing). The relatively high cost for “upgrading”
the existing road infrastructure is caused by applying environmentally sound upgrading techniques, complexity of terrain and slope and — in
the case of Vojvaodina - the required long-distance transport of required material for forest roads. A forest road refers to any road located on
forest lands or other areas that are used periodically for transporting forest goods, as well as for forest management and monitoring activities.
This term does not include paved roads maintained for general public transportation or roads used exclusively as residential driveways.

23 The proposal will only rehabilitate existing roads and will not support the opening or construction of new ones. Likewise, the proposal will
not support the enlargement or expansion of road networks in project areas. The existing forest road infrastructure in Serbia is below state-
of-the-art standards and does therefore not allow sustainable forest investments and interventions. It has been estimated that about 515 km
of forest roads in the project areas in Central Serbia at cost of USD 35 per meter of road and about 30 km of forest roads in Vojvodina at cost
of USD 90 per meter of road require “upgrading” (improving carrying capacity and climate proofing). The relatively high cost for “upgrading”
the existing road infrastructure is caused by applying environmentally sound upgrading techniques, complexity of terrain and slope and — in
the case of Vojvodina - the required long-distance transport of required material for forest roads. A forest road refers to any road located on
forest lands or other areas that are used periodically for transporting forest goods, as well as for forest management and monitoring activities.
This term does not include paved roads maintained for general public transportation or roads used exclusively as residential driveways.

24 Digital Platform for Circular Economy (CE-HUB), Chamber of Commerce and Industry of Serbia. https://circulareconomy-serbia.com/

25 World Bank, World Bank Supports Serbia’s Move Toward Greener, More Resilient, and Inclusive Growth

26 Serbia raises EUR 1 billion in its first green bond auction

27 Serbia 2021 Article IV Consultation, p. 19: https://www.imf.org/en/Publications/CR/Issues/2021/06/21/Republic-of-Serbia-2021-Article-1V-
Consultation-and-Request-for-a-30-Month-Policy-461077

28 The IMF projects GDP growth of 4.5% in 2022 and 2023. Two leading ratings agencies — Standard and Poor’s and Fitch Ratings — have
assigned a positive or stable outlook (BB+) to Serbia’s credit.

29 Data on imports from WITS, World Bank and data on GDP from World Development Indicators. Both reported in current USD.

30 World Bank, 2022. “Western Balkans Regular Economic Report: Steering through crises” Spring 2022.

31 World Bank, 2022. “Western Balkans Regular Economic Report: Steering through crises” Spring 2022.

32 Serbia 2021 Article IV Consultation, p. 19: https://www.imf.org/en/Publications/CR/Issues/2021/06/21/Republic-of-Serbia-2021-Article-IV-
Consultation-and-Request-for-a-30-Month-Policy-461077

33 The IMF projects GDP growth of 4.5% in 2022 and 2023. Two leading ratings agencies — Standard and Poor’s and Fitch Ratings — have
assigned a positive or stable outlook (BB+) to Serbia’s credit.

34 E.g. the Chamber of Agriculture, the Serbia Grain Association, the Chamber of Commerce, Forest Owner Guild and SerBio.

35 The platform involves stakeholders in the sector for the production and marketing of solid biofuels at standardized high quality for the local
population. These platforms will have a production line for biomass and also dispose of storage and logistic facilities.

36 https://circulareconomy-serbia.com/. The Digital Platform for Circular Economy (CE HUB) recently created by the Chamber of Commerce
and Industry of Serbia showcases circular-economy-related information for the business community, including on financial support,
possibilities of improving knowledge and practice and possible savings by shifting to a CE business model.

37 The platform, in use since 2015, is a good example of how digital technologies could become instrumental in enabling small forest owners
to aggregate their lands under the same management objective (conservation, production, recreation, maintenance and others) supporting
at the same time the goals of countries

38 This innovative climate investment approach can be replicated and scaled up in the other countries in the region. The blueprint of this
project approach is schematically described in Annex 4. The approach can be applied in a form of single-country project as well as programme
(multi-country/ regional/ global). It is currently planned that the blueprint architecture will be applied for Moldova and possibly for North
Macedonia.

39 In the period 2022-2030, Serbia has planned to invest (if resources will be available) in: 48,000 ha of afforestation, 4,000 ha of shelterbelts,
199,200 ha of natural regeneration, 6,000 ha of plantation (mainly poplar), 1,258,440 ha of coppice stands restored of which 922,400
converted into high stands, and protection of forests from weather hazards on 201,720,000 ha.

40 The current project blueprint approach as well as the main architecture of this concept note have been discussed and agreed with the
NDA of the Republic of Moldova and it’s currently being discussed with the NDA of the Republic of North Macedonia.

41 Activities will follow specific protocols that will guarantee the use of local and species that will be selected based on the characteristics of
existing forests. The project will not negatively impact ecosystems

42 Converting unfarmed degraded agricultural lands that have been abandoned into biomass forests, will allow the lands to maintain value
and produce income and for the soil to recover and gradually recover sufficient quality to sustain again agriculture. Furthermore, the activity
will protect soils from erosions and will contribute in mitigation the adverse impacts of winds.

43 The project will have a positive impact on households that will be expected to face a lower unit cost for energy produced by fuelwood. This
lower unit cost of energy will enhance affordability of energy for the poorest segments of the population. In Serbia, households currently spend
more than 10% of their average expenditure on energy. Coupled with environmental / energy efficiency awareness campaigns to avoid
increase of consumption of fuel wood, lower fuel costs will also imply a lower share of overall spending going toward energy, freeing up
resources for other household needs.

44 World Bank Enterprise Survey 2019, Serbia.
https://www.enterprisesurveys.org/content/dam/enterprisesurveys/documents/country/Serbia-2019.pdf

45 As documented in Annex 3, the financial discount rate has been set at 7%, corresponding to the average interest rates for short-medium
term loans (relevant to the private businesses and consumption patterns of the context) and their trends in the last years (Source: CBA
compendium of interest rates).

46 See section D, key parameters.

47 The 40 years time horizon is used to capture the full deployment of benefits deriving from forestry investment.



https://circulareconomy-serbia.com/
https://www.worldbank.org/en/news/press-release/2021/04/29/world-bank-supports-serbia-s-move-toward-greener-more-resilient-and-inclusive-growth
https://balkangreenenergynews.com/serbia-raises-eur-1-billion-in-its-first-green-bond-auction/
https://www.imf.org/en/Publications/CR/Issues/2021/06/21/Republic-of-Serbia-2021-Article-IV-Consultation-and-Request-for-a-30-Month-Policy-461077
https://www.imf.org/en/Publications/CR/Issues/2021/06/21/Republic-of-Serbia-2021-Article-IV-Consultation-and-Request-for-a-30-Month-Policy-461077
https://circulareconomy-serbia.com/
https://www.enterprisesurveys.org/content/dam/enterprisesurveys/documents/country/Serbia-2019.pdf
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