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Dear Council Member,

The World Bank, as the Implementing Agency for the project, Mexico:
Consolidation of the Protected Area System (SINAP II) - Second T ranche, has
submitted the attached proposed project document for CEO endorsement prior to final
approval of the project document in accordance with the World Bank procedures.

The Secretariat has reviewed the project document. It is consistent with the
proposal approved by the Council in November 2000 and the proposed project remains
consistent with the Instrument and GEF policies and procedures. The attached
explanation prepared by the World Bank satisfactorily details how Council’s comments
and those of the STAP have been addressed. I am, therefore, endorsing the project
document.

We have today posted the proposed project document on the GEF website at
www.gefweb.org. If you do not have access to the Web, you may request the local field
office of the World Bank or UNDP to download the document for you. Alternatively,
you may request a copy of the document from the Secretariat. If you make such a request,
please confirm for us your current mailing address.

Sincerely,

/L/LA.‘( 7. LCW/‘/K"Q

cc:  Alternate, Implementing Agencies, STAP
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MEXICO: Consolidation of the Protected Area System (SINAP I1)
Second Tranche - Submission for Final CEO Endor sement

1. Pleasefind attached the documentation agreed for a CEO Endorsement and
subsequent tranche release for the Mexico SINAP |1 Project as was agreed and
described in Annex 14 of the originally approved Project Document. The original
Project Document was approved for Work Program entry at the November 2000
Council Meeting, and the CEO Endorsement for the first US$16.1 million was issued
on January 7, 2002. It was agreed that subsequent tranche approvals would be
delegated by Council to the GEF CEO, and would be subsequently processed for
World Bank Board approval under streamlined procedures. We would appreciate
receiving your endorsement of a second tranche for this project in the amount of
US$2.21 million, so that we may finalize the Bank Board submission, by May 1,
2003.

2. Theproject is designed to be approved in tranches. The initial tranche of US$16.1
million included US$7.5 million endowment funds to cover the basic conservation of
four protected areas. According to the Project Appraisal Document (Annex 14, page
104) further expansion of the FANP endowment to cover eight additional protected
areas follows an agreed streamlined procedure. The documentation for the first of
these additional eight areasis attached:

Thelogical framework with the indicators for the protected area“ Sierrade
Alamos’ in Sonora State, Mexico.

Evidence of matching contributions to the endowment: The Bank has reviewed all
the documentation showing that the matching funds have been deposited. The
deposited funds are endowment funds, and the interest will be channeled to
priority protected areas as established by the original PAD. Attached please find
a document which summarizes the matching funds to this project to date.
Additional information (including copies of the bank statements showing deposits
amounting to US$2.21 million accompanied by the agreements signed by the
donors) are held in our project files and available upon request.

The executive summary of the completed socia assessment for “Sierrade
Alamos’ isincluded and provides an appropriate design of remedial actions,



Mr. M. El-Ashry -2- May 5, 2003

which are also defined in the logical framework. The social assessment has been
reviewed and cleared by the project’s social specialist, and meets the World
Bank’ s safeguard requirements.

The documentation showing endowment contributions by the Mexican
Government (SEMARNAT) to the project has been reviewed by the Bank and is
held in our project files. SEMARNAT has deposited atotal of US$1.5 millionin
endowment funds to cover taxes during project implementation.

3. Pleaselet me know if you require any additional information to complete your
review of thisrequest. We look forward to receiving your endorsement of a second
tranche for this project in the amount of US$2.21 million for Bank Board approval
and subsequent disbursement to the SINAP endowment.

Many thanks.

Attachments

cc: Messrs/Mmes. K. King, GEF PROGRAM COORDINATION (GEFSEC); K.
Ahmed, A. Moreira; J. Kellenberg, K. Shepardson (LCSES); C.
Sobrevila, R. Khanna, S. Wedderburn, D. Arya (ENV); ENVGC
ISC, IRIS1
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MEXICO

Consolidation of the Protected Areas System Project (GEF)

Project Appraisal Document

Latin America and Caribbean Region
LCSEN

Date: December 12, 2001
Country Manager/Director: Olivier Lafourcade
Project ID: P065988

Theme(s):
Focal Area: B - Biodiversity

Team Leader: Claudia Sobrevila
Sector Manager/Director: John Redwood
Sector(s): VM - Natural Resources Management

Poverty Targeted Intervention: N

Program Financing Data

[ ] Loan [ ] Credit [X] Grant [ ] Guarantee [ ] Other:

For Loans/Credits/Others:

Amount (US$m):
Financing Plan (US$m): Source Local Foreign Total
BORROWER/RECIPIENT 24.92 2.00 26.92
GLOBAL ENVIRONMENT FACILITY 5.50 10.60 16.10
BORROWING COUNTRY'S FIN. INTERMEDIARY/IES 0.57 0.30 0.87
NON-GOVERNMENT ORGANIZATION (NGO) OF 0.50 0.50 1.00
BORROWING COUNTRY
FOREIGN PRIVATE COMMERCIAL SOURCES 4.00 11.23 15.23
(UNIDENTIFIED)
Total: 35.49 24.63 60.12

Borrower/Recipient: FMCN, A.C. & CONANP
Responsible agency: SEMARNAT THROUGH THE CONANP

Protegidas

Address; Anillo Periférico Sur 4209 — 4to Piso, Fracc. Jardines de |la Montafia
México D.F. 14210, México

Contact Person: Lic. Pia Gallina Tessaro

Te: 525 624-3625 Fax: 525 624-3344

Other Agency(ies):

Fondo Mexicano parala Conservacion de la Naturaleza (FMCN)
Address: Hidalgo 94, Col. Centro, Xaapa, 91000 Veracruz, Mexico
Contact Person: Dr. Renée Gonzalez
Td: 525 611-0979 Fax: 525 611-1701

Email: mgallina@conanp.gob.mx

Email: fmrene@xal.megared.net.mx

Secretaria de Medio Ambiente y Recursos Naturales (SEMARNAT) through the Comision Nacional de Areas Naturales

Tel: 52-28-41-2670 Fax: 52-28-41-2671 Email:
Estimated disbursements ( Bank FY/US$m):
FY 2002 2003 2004 2005 2006 2007 2008 2009
Annual 8.00 2.10 2.00 2.00 2.00 0.00 0.00 0.00
Cumulative 8.00 10.10 12.10 14.10 16.10 16.10 16.10 16.10

Project implementation period: 2001-2008 (eight years)

OCS PAD Form: Rev. March, 2000




A. Project Development Objective

1. Project development objective: (see Annex 1)

The project’s global objective is to promote the conservation and sustainable use of biodiversity in Mexico
through the consolidation of the National System of Protected Areas (SINAP). Project devel opment
objectives are to:

1. Conserve globally important biodiversity in selected areas of SINAP;

2. Promote the economic, social and environmental sustainability of productive activities in selected
protected aress;

Promote socia co-responsibility for conservation; and

4. Promote theinclusion of biodiversity conservation and sustainable use criteriain development projects
and other practices affecting selected PAs

The project will institutionalize significant advances made over the past five yearsin the policy framework,
institutional arrangements, and sustainable flows of financial resources directed toward the conservation of
Protected Areas (PAS) in Mexico, and increase the number of PAS, as well as the representativeness of
ecosystems, coming under improved management. The project will extend the PAs program initiated with
GEF funding in 1992 and restructured in 1997 (project SINAPL), by adding 4 new PAs to the program,
with 8 more areas to be incrementally included to the current project (see Annex 14 for details). It will
support new activities of socia participation and biodiversity mainstreaming for sustainable use,
addressing not only the immediate causes of biodiversity loss, but also some of the root causes.

2. Key performanceindicators. (see Annex 1)

The following are project-level categories of indicators. For each of them, actua baseline and target values
are protected-area specific, and are therefore defined in logical frameworks at the protected area level
(these are available in the project files).

A1l  Frequency of observations of selected indicator species

A.2  Rateof habitat conversion in each area

B.1 Proportion of area under sustainable management relative to the total area with potential for
sustainable use

B.2 Proportion of land users applying sustainable practices relative to total land usersin the PAs
(0%} Number of participatory forums functioning effectively

C.2 Number of conservation initiatives where local communities participate in the design and/or
execution

C.3 Number of NGOs, universities, research centers and socia sector organizations participating in PA
management

D.1  Amount of funds from non-environmental agencies directed to conservation and/or sustainable use
initiatives

D.2  Number of PAswith development projectsor intersectoria initiatives that incorporate
biodiversity-friendly criteria



B. Strategic Context

1. Sector-related Country Assistance Strategy (CAS) goal supported by the project: (see Annex 1)
Document number: R99-92, IFC/R99-82Date of latest CAS discussion: 06/08/99

The joint IBRD/IFC Mexico Country Assistance Strategy identifies three core themes for World Bank
Group assistance to Mexico: social sustainability, removing obstacles to sustainable growth, and effective
public governance. Within this broad framework, the CAS identifies priority areas for Bank involvement in
the environment sector. The proposed project supports al of the environment sector goals. In particular, it
is expected that the project will contribute to the improved management of biodiversity resources, and
institutional development directed towards improved environmental management.

The CAS aso emphasizes opportunities for pursuing sector objectives through access to GEF financing,
particularly to assist Mexico in mainstreaming global environmental concernsinto regular devel opment
programs. A pipeline of projectsis currently under development to implement those CAS provisions.
Different approaches are being tested, including support to conservation efforts by indigenous communities,
development of mechanisms for conservation in private lands, and establishment of a network of biologica
corridors in the productive landscape (see section D).

la. Global Operational strategy/Program objective addressed by the project:

Estimates suggest that Mexico harbors more than 10% of the biological diversity of the planet. Technical
reports indicate that Mexico is the country with the highest diversity of ecosystems for a country in the
Americas, and that it isakey center of origin of agricultural crops. Yet Mexico has aready lost more than
95% of its humid tropical forests and more than half of its temperate forests, as well as more than half of
the original cover of arid aress.

The proposed project addresses the Biodiversity focal area, Operational Policy (OP) 3, forest ecosystems, a
good representation of arid and semi-arid ecosystems (OP 1), coastal, marine, and freshwater ecosystems
(OP 2), and mountain ecosystems (OP 4). The objectives of all four of these Operational Programs are the
conservation and sustainable use of biological resources, specificaly:

e Conservation, or in-situ protection, through protections of systems of conservation areas; and

e  Sustainable use management attained by combining production, socioeconomic, and biodiversity goals.
The Operational Strategies call for arange of uses from strict protection on reserves through various
forms of multiple use and full-scale sustainable use.

The project supports these objectives by including in the protected area system representative examples of
globally significant ecosystems of all four types; assuring active in-situ protection of those areas; and
promotion of appropriate sustainable productive usesin buffer zones and surrounding areas.

2. Main sector issues and Gover nment strategy:

The high biodiversity of Mexico is constantly been threatened by deforestation, over-exploitation,
uncontrolled tourism, accelerated economic development and arbitrary settlement policies. 1n response
to threats to biodiversity, the Government of Mexico (GOM) developed a strategy for protecting critical
habitatsin the late 1980s. The main policy goalsincluded: (a) integration of protection and sustainable
development of natural resources with social, economic, and modernization processes needed for
development; (b) making ecosystems conservation compatible with the need for rational natural
resources use to support sustained community development; and (c) ensuring the recovery, protection



and conservation of natura resources and the equilibrium of ecosystems.

As one instrument to meet these objectives, the GOM created the National System of Protected Natural
Areas (SINAP) (1986) comprising parks, reserves, and monuments. SINAP was designed to (a)
preserve natural settings; (b) safeguard genetic diversity; (c) ensure rational utlization of ecosystems, (d)
provide areas conducive to scientific research; (€) promote rational and sustained resource utilization
and preservation; (f) establish forest zones to protect human activities in mountainous flood zone
regions; and (g) protect cultural heritage SINAP isakey element of Mexico's strategy for conservation
of biological diversity. There are currently 127 PAs, totaling 17,056,606 hectares (12,949,170 ha
terrestrial, 4,107,435 ha marine).

In the early 1990s, GOM and the World Bank began to explore ways in which Bank financing support
could assist GOM in achieving its environmenta objectives. In 1992, GEF granted US$ 25 million to
GOM to ensure the conservation of ten priority protected areas (PAS) in Mexico. Project implementation
did not start until 1994. Further delays were caused by institutional rearrangements, since the ingtitution
responsible for the project, the Ministry for Urban Development and Ecology (SEDUE) was modified
into the Ministry for Social Development (SEDESOL). This again was restructured giving rise to the
Ministry for the Environment, Natural Resources and Fisheries (SEMARNAP), which assumed the
project implementation. From 1994 to 1996 the project funds flowed with difficulty and delay to the PAs
due to complicated disbursement arrangements. Both the World Bank and SEMARNAP decided in 1996
to restructure the project to address the problems encountered.

In 1996 SEMARNAP invited the civil society to participate in the restructuring process of the GEF PA
project. Two NGOs (Pronatura and The Nature Conservancy) conducted a thorough analysis of the
project. This analysis was further complemented with an extensive consultation process that included
approximately 80 people and organizations with experience in PA management. The result from this
process indicated the need to transfer the remaining funds to a private organization to ensure efficiency
in the disbursement and continuity through different public Administrations. Further, the consulted
groups agreed that an endowment fund should be established with the remnant of the funds (US$ 16.48
million). An endowment would ensure long-term support to the ten priority PAs, aswell as dowly build
the planning and spending capacity of the personnel at the PASs.

One key group that participated in the restructuring process of the GEF project was the National
Council for Natural Protected Areas (CNANP). The CNANP was created in 1996 as part of the efforts
by SEMARNAP to include the different sectors of society in the management of the environment.
CNANP is an advisory body composed of members of all sectors of society (social, private, academic,
NGOs) with proven experience in PA management. It is independent from SEMARNAT (SEMARNAP
changed to SEMARNAT under the current Administration), and has become the highest advising
authority in PAs. After reviewing the results from the analysis and consultation on the GEF project,
CNANP decided not to create a new organization to receive the remnant of the funds. Instead, CNANP
considered the already existing organizations that could house a PAs endowment and selected the
Mexican Nature Conservation Fund (FMCN). FMCN was established in 1994 as the first environmental
fund in Mexico. In 1996 it managed US$ 20 million from USAID and US$ 10 million from the GOM as
an endowment. The interest of these contributions is yearly channeled to projects selected after acall for
proposals. Today FMCN supports 380 conservation projects all over the country.

The restructuring of the first GEF project in PA in Mexico (termed SINAP 1 for being the first GEF

project to support the National System of PAS) resulted in the creation of the Fund for Protected Areas
(FANP) within FMCN. CNANP, SEMARNAP and FMCN worked in the institutional arrangements
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and project cycle, which are described in detail in an Operational Manual that rules the everyday SINAP
1 project operation. The yearly interest is channeled to the PAsvia NGOs that are in charge of
accounting and hiring personnel according to Annual Operating Plans designed by the reserve personnel.
The latter consult the local Advisory Committees (CAS) of the PAswhile drafting the Plans. These CA
include local representatives from all stakeholdersin a given PA. FANP personne oversee the
administration and application of the funds. A central coordination (CC) unit within SEMARNAT
serves as alink between the GOM and FMCN, providing oversight of the technical implementation with
the support of GOM personnel. FANP personnel report to the Technical Committee for the Fund for
Protected Areas (CTFANP), which is composed of seven members named by CNANP, which represent
the different sectors from society. CTFANP obtains the support from another committee within FMCN,
the Administration and Finances Committee (CAF) for management decisions on the endowment.

SINAP 1 project began its operation in 1998. Shortly after the start of operations, GEF conducted a
study on environmenta funds in the world. FMCN was one of the ingtitutions included in the analysis.
The resultsindicated that FMCN and its newly created FANP were models to follow. Endowments, in
the case of PASs, address the immediate need to provide basic support for the operation of a PA. They
work in synergy with traditional funds provided by GOM and other donors, and they attract additional
funds. Continuity in time alows PA personnel to plan and develop systematic management schemes for
conservation. An independent evaluation of SINAP 1 project in 2000 revealed also that it was a model
to follow. Both studies identified the mixed public-partnership nature of the project as a key component
of itssuccess. For afull description of the lessons learned from this first project refer to Section D.3.

Along SINAP 1 project, positive developments have taken place in the GOM and the conservation
community. The public funds channeled to the federal PA System increased 15-fold from 1994 to 2000.
Today, 56 PA have dedicated staff paid by the GOM out of atotal of 127 PA, and 27 PA have a
published Management Program. Ten years ago, no PA had permanent officia staff. Under
SEMARNAP, the administration of PAs was under the Coordinating Unit for PAs (UCANP) within the
National Institute of Ecology. In June 2000, the National Commission for Natural Protected Areas
(CONANP) replaced UCANP, acquiring independence from the National Institute of Ecology and
increasing its status. National Regulations for PAs have been published and CONANP is now working
on turning these regulations into law. Within the conservation community, FMCN has increased its
endowment from US$ 30 million when it was chosen by CONANP to house FANP, to US$ 57 million.
Aside from the initiatives in PAsthat are explained in Annex 14, FMCN has recently created the
Mexican Conservation Learning Network, which will provide technical assistance to develop capacities
in the conservation community. FMCN leads today the Network on Environmental Funds of Latin
America and the Caribbean. NGOs in conservation in Mexico have succeeded in the recognition of the
establishment of private natural lands, in the development of local fundraising mechanisms, in the design
of regional approaches to conservation and in the innovation of new conservation schemes with
community groups.

Continuity in time has been tested for SINAP 1 project and corresponding support for PAs during the
recent change of public Administration. The new officials in charge have embraced the protection of the
National System of Protected Areas (SINAP) as a national priority. The extraordinary increase in
CONANP' s budget granted in 2000 (US$ 9 million) was integrated into CONANP's regular budget for
2001. Additionally, the Regional Sustainable Development Program (PRODERS) within SEMARNAP
was transferred to CONANP under the new Administration. This initiative will ensure added support to
sustainable practices within and around PAs. CONANP has added a new director-level unit to develop a
monitoring system for the PA system. This unit is also working on the devel opment of performance
indicators and eva uation methods for PA personnel. Mechanisms to increase local fundsin PAs are



being tested, working in synergy with FANP. Entrance fees in one marine PA are being charged asa
pilot project. If this mechanism to capture local funds succeeds, it will be expanded to additional PAsin
the near future. CNANP has continued meeting regularly, and its membership has been enriched to
ensure adequate representation of all sectors of society. CNANP has provided continued oversight on the
development of SINAP 1 project. ( see Section D.4 for additional information on the new
Administration commitment to the project)

The new Administration recognizes that the work in the last decade has succeeded in the establishment
of a System of Protected Areasin the country. The challenge it identifies for the present and future isthe
consolidation of this system. This consolidation requires the full coverage of PAs with competent
personnel and minimal infrastructure, the development of fundraising mechanisms, the implementation
of innovative conservation mechanisms (purchase of land, co-management schemes with NGOs and
academia, institutional synergy with programs from other public sectors), a communication strategy to
the different sectors in society, adaptive management ensured through regular evaluation of performance
and impact in the field, and the development of local capacity and co-responsibility in communities and
state governments to join in the conservation of PAs. The GEF contribution to these efforts through the
SINAP 2 project is essentia. The expansion of FANP endowment included in SINAP 2 will aid in
increasing the number of PAsthat have a minimum coverage for conservation, while the support to
mainstreaming conservation will aid CONANP in its efforts leading to ingtitutional synergy with
programs from ministries other than SEMARNAT, improve CONANP's communication to strengthen
its constituency, evauate its impact in the field, while strengthening social participation leading to local
co-responsibility in PAs.

3. Sector issuesto be addressed by the project and strategic choices:

The project will address three priorities for action identified by the national biodiversity strategy and action
plan, namely protection of biodiverse ecosystem, sustainable use of biodiversity and improvement of the
knowledge base on biodiversity. It will promote protection by supporting implementation of management
plansin PAs. These are designed to control illegal activities, to implement emergency measures to combat
fires, and respond to other immediate threats to biodiversity. It will support sustainable use by means of
community participation and promotion of adequate technologies in the buffer zone of the protected areas.
Finaly, it will improve the knowledge base by means of targeted analysis (biodiversity assessment, threat
analysis, root-cause analysis, socia assessment, etc.) at CONANP's central level and as an integrated
element in the preparation and execution of management plans.

The project would also support al elements of the SINAP strategy, by:

e Complementing fiscal funding of PAs with permanent GEF endowment-based support for basic
operation, conservation, equipment, community activities, and training.

e  Supporting public-private - social partnerships in each of the PAs.

e Enhancing socia participation and social sustainability.

e Developing institutiona capacity for PA management, including institutional strengthening of the
agency in charge at the national level and of Civil Society Organizations — CSOs (grassroots
organizations, NGOs, communities, producers associations, etc.) participating in co-management
arrangements.

e Improving the PAS ability to address the root causes of biodiversity loss, by fostering inter-ingtitutional
coordination to identify and mitigate potential threats arising from development projectsin other
sectors, and by mobilizing support from other sectors for sustainable productive activities.

e Channeling additional international support to the PAs and creating conditions for further financial



leveraging at the protected area, regional, and national levels.
To address the issues referred to above, the following strategic choices were made:

First, it was decided to retain the key elements of restructured origina project, namely the public-private
institutional framework and the trust fund mechanism. These choices have been validated by experience
demonstrating that the steady, reliable flow of resources for permanent staff, basic operating, conservation,
and community activities have built areliable “ platform” and developed investor confidence sufficiently
that all areas have been able to increasingly generate additional resources from other sources as well.

Second, it was decided to add biodiversity mainstreaming (promotion of socia-institutional partnerships) to
the “menu” of support provided to the PAs. Thisis due to the long-term nature of the program and the fact
that many of the root causes of biodiversity loss are not adequately addressed by traditional conservation
projects. The mainstreaming component will promote partnerships between stakehol ders and institutions at
the protected area level to improve local access to sources of financial and technical assistance for
alternative sustainable livelihoods.

Third, it was decided to prioritize the protected areas to be included in the project. Mexico's 127 PAS span
the impressive diversity of Mexico's natural environment, at the levels of ecosystems, landscapes, species
and genetic diversity. During preparation, criteria were established for guiding consolidation of the
protected area system, and a detailed priority setting exercise was undertaken by leading Mexican scientists
and conservationists under the auspices of the Nationa Institute of Ecology (INE), the National
Commission for the Knowledge and Use of Biodiverstiy (CONABIO) and FMCN to establish relative
rankings among existing and planned PAs. Asaresult of this exercise, 24 PAswere identified as the
highest priorities for protection to ensure adequate coverage of Mexico's arid, forest, mountain and coastal
marine ecosystems (these 24 are in addition to the 10 reserves included in the GEF Pilot Phase SINAP 1
project). This priority group includes 12 reserves that will receive direct financial support from GEF (4
reservesinitially and 8 more that will be added incremetally to the project). The methodology used for the
prioritization exercise is summarized in Annex 13. The expansion of FANP endowment to cover the 12
reserves of the project isincluded in Annex 14.

C. Project Description Summary

1. Project components (see Annex 2 for a detailed description and Annex 3 for a detailed cost
breakdown):

The project costs are presented below. In addition, the costs for the expansion of the Endowment that will
follow through incremental tranchesis presented in Annex 3 and 14.

Indicative Bank % of GEF % of
Component Sector Costs % of financing Bank financing GEF
(US$M) Total (US$M) | financing (US$M) | financing
1. Expansion of the Fund for 0.0 0.0 0.0
Natural Protected Areas
1.1 Endowment capital Other Environment 18.80 31.3 0.00 0.0 9.40 58.4
1.2 Fund-raising Environmental 2.40 4.0 0.00 0.0 1.20 7.5
Institutions
2. Protected area conservation 0.0 0.0 0.0
programs
2.1 Implementation of Other Environment 13.87 23.1 0.00 0.0 0.00 0.0
Mgmt Programs




0.00 0.0 0.00 0.0 0.00 0.0
3. System-wide Institutional
strengthening
3.1 Central Coordination Environmental 1.93 3.2 0.00 0.0 0.20 12
Institutions
3.2 CONANP Environmental 0.17 0.3 0.00 0.0 0.00 0.0
Strengthening Institutions
3.3 CSOs and NGOs Environmental 2.00 3.3 0.00 0.0 0.00 0.0
Strengthening Institutions
4. Mainstreaming Natural Resources 20.95 34.8 0.00 0.0 5.30 32.9
Conservation and Sustainable | Management
Use Policies
Total Project Costs 60.12 100.0 0.00 0.0 16.10 100.0
0.00 0.0 0.00 0.0 0.00 0.0
Total Financing Required 60.12 100.0 0.00 0.0 16.10 100.0

[Note: The present budget reflects funding alr eady approved by the GEF council, which would provide permanent endowment
incometo four protected areas. However, the project has been conceived and designed to be incrementally scaled up and
extended to eight additional areas by means of a " supplemental grant" mechanism, described, along with the budget for the
entire set of 12 areas, in Annex 14].

Component 1: Expansion of the Fund for Natural Protected Areas (Total $21.20m, GEF $10.6m)
This component will support the capitalization of the endowment fund (FANP/Fund for Protected Areas).
GEF funds deposited in the endowment fund will be matched on 1:1 basis. For the first phase $9.4 m will
be deposited in the endowment fund. The rules to deposit the GEF contribution in the Endowment Fund are
spelled out in Annex 14. The investment income of the endowment fund will support basic conservation
operating costs of 4 new priority protected areas not covered in the GEF |, as well asincremental FANP
administrative expenses. Through additional GEF support in future phases, the FANP endowment fund is
expected to be further expanded, so as to generate investment income for 8 additiona new protected areas
(see Annex 14 for detailed description). The process of selection of the 4 initial reserves aswell asthe 8
subsequent onesiis presented in Component 2. Detailed procedures to manage the endowment fund are
spelled out in the Operational Manual (condition of effectiveness) and in Annex 5 and 14. To cover the
first year of operation in each of the 12 reserves, while endowment funds accrue interests, a reserve of
$1.9m has been set aside for the start up costs of the reserves. The rules are spelled out in the Operational
Manua. This component will also support the optimal operation of the endowment fund and will include a
fundraising program. The fund-raising plan will involve the GOM, the FMCN, and alliances with other
nationa and international NGOs. The fundraising program will be executed jointly by FMCN and by
CONANP. GEF will contribute $1.2m and FMCN and CONANP will contribute $1.2m. The targeted
groups of the fundraising activites will include major government/ private firms as well as foundations.

Component 2: Protected Area Conservation Programs (Total $13.87m; income from GEF )

This component will finance the implementation of management at the PA level. Eligible basic conservation
activities in the four PAs included in the project will be supported through a mix of FANP-generated
income, fiscal funds and other sources of financing. Annex 13 contains further information on these areas,
aswell as on the entire group of 12 areas that are expected to receive funding from additional GEF support.
At the reserve level, activities to be covered by the income derived from the endowment will include: basic
operation costs, equipment, conservation activities, community activities, and capacity-building activities.
The GOM has committed to maintain the basic staff and recurrent costs for all 12 areas throughout the
project’ s life and beyond, and to begin to extend basic funding to the next tier of priority areas aswell. In



terms of expenditure categories, this component will finance equipment, materias, supplies, consultants,
training, salaries and operating costs.

Component 3: System-wide Ingtitutional Strengthening. (Total $4.10m ; GEF $0.2m).

This component will include three sub-components: 1) Central coordination sub-component will support
activities involving the endowment-supported PAs as a group, including capacity building and technical
assistance to the PAs, monitoring and evaluation systems and; social participation in the protected areas
program: 2) Government Institutional Strengthening sub-component will support CONANFP stransition to
an effective conservation agency, and the related adoption and execution of strategies for performance,
strategic planning, environmental information, marketing, interaction with donor and NGO sectors,
information technology and systems, human resources, physical resources, communications, and adaptive
management; and 3) NGOs and CSOs Strengthening sub-component will help establish and consolidate a
Mexican Conservation Learning Network (MCLN) for the sharing and adoption of knowledge on protected
areas management, benefitting non-governmental organizations (NGOs) and civil society organizations
(CSOs). All NGOs involved in management activities of the GEF-supported PAswill be eligible to
participate. They will receive direct assistance from program staff, scholarships for courses and
workshops, access to information and databases, and regular assistance with assessment of organizational
development in competencies such as planning, management, leadership, administration, monitoring and
evaluation, and finance. Activities to be financed under this component include: staff, consultancies,
workshops, training, and publications.

Component 4: Mainstreaming Conservation and Sustainable Use Policies. (Total $20.95m; GEF
$5.30m)

This component would promote the inclusion of criteria of biodiversity conservation and sustainable use in
the development programs and initiatives affecting the selected PAs. Details on the activities and budget
for this component are presented in Annex 2. More specificaly, it will: 1) Establish and strengthen legal,
normative and operational tools to mainstream biodiversity conservation criteriain sectoral policies and
programs (e.g., inter-institutional agreements, technical manuals for civil servants); 2) Establish and
promote planning tools and mechanisms to promote sustainable development in PAs (e.g. communication
and education campaigns, community-level sustainable development plans and micro-regiona councils;
capacity building for sustainable development initiatives); and 3) Mobilize funding from sources other than
CONANP for investments in the conservation and sustainable use of biodiversity in PAs (through for
example fiscal incentives, establishment of a group of "business leaders for conservation). This component
will finance activities aimed at producing results at two levels: a) at the central level; b) at the PAs level.
Activities digible under this component include studies and consultancies, workshops and capacity
building courses; publications, audio-visuals, television/radio broadcasts and other communication
material; and incremental operating expenses.

2. Key policy and ingtitutional reforms supported by the project:
Key policy and ingtitutional reforms to be supported by the project include:

1) Strengthening of CONANP with increased autonomy and capacity to develop and implement a
long-term national strategy for SINAP, closely keyed into national development plans; 2) Continued
progress on decentralization of management and decision-making for PAs; 3) Increased participation of
local communities and other stakeholders in protected area management and sustainable use of resources
oriented toward conservation in their zones of influence. Specia attention will be paid to the participation
and equitable sharing of benefits by indigenous peoples and vulnerable groups; 4) Establishment of
strategic partnerships with civil society and the private sector; 5) Development of sustainable financial



mechanisms, including innovative public/private/social sector partnerships. A key contribution to this
outcome will be the project’ s ingtitutional strengthening of local organizations which can institutionaize
funding mechanisms at the PA level; 6) Strengthening of inter-institutional coordination mechanisms at
national and state level; and 7) Adoption of policies and regulation of public use of the PAs.

3. Benefitsand target population:
Benefits

The benefits of the project consist in the continued maintenance of the flow of goods and services provided by the
target protected areas. These include availability of floraand faunafor direct consumption, amenity values for
tourism and recreation, provision of ecological services such as watershed regulation and protection, micro-climate
stabilization, maintenance of air quality and water supplies, generation of biomass and nutrients, control of erosion
and sedimentation, coastal protection, carbon sequestration, storage of information to enhance knowledge on
ecosystem properties, genetic diversity, etc.

Target Population

A rough estimate of the population living in the four initial PAs and surrounding zones amounts to almost 400,000
people. Most of them are small agricultural producersin their own or community land or are engaged in cattle
rearing, fishing or forestry. The use of natural resourcesisimportant for direct consumption, medical purposes, or
handicrafts production. Productivity islow and commerciaization is inefficient and not sustainable. Most
communities are marginalized and live in extreme poverty. The project aims to benefit this population by promoting
sustainable alternatives for better use of their resources combining conservation and poverty reductions efforts.
Through promotion and strengthening of community organizations the project will help poorer stakeholdersto
obtain support from other government agencies. In general, the project will ensure that this population share the
benefits of PAs conservation.

Target Population: Ethnicity and the Project approach.

Around 16% of the total population in protected areas and buffer zones are indigenous people comprising eleven
ethnic groups. In some of the protected areas, like Tehuacén- Cuicatlan, indigenous population represents almost
50% of the total. Eight different ethnic groups, each one with their own traditions, languages and cultures coexist in
extreme poverty conditions. In Chichinautzin-Zempoala the presence of indigenous peoples of Nahua descent is aso
predominant. In spite of outside pressures, they have a strong organization that has helped them to maintain their
culture. In the northern protected areas the situation is the opposite, indigenous population has almost disappeared.
In Cuatrocienegas, there is no ethnic group established. Though the Kickapoo have part of their territory there,

they use it only for ceremonia purposes, because they live in Eagle Pass. In the Golfo-Rio Colorado area, only few
indigenous Cucapa remain. Nevertheless, indigenous people play an important role in conservation because they
maintain a close dependence on natura resources and they own many of the lands in protected areas.

The approach of the project towards indigenous groups fully respects the Mexican lega framework protecting their
rights, and is consistent with Bank's OD 4.20. An indigenous peoples strategy has been prepared to ensure that
indigenous communities participate and benefit from the project. In PAs where indigenous population resides,
Indigenous Peoples Development Plans (IPDPs) have been prepared. Modifications in the structure and procedures
of Consgjos Asesores (CA) in protected areas will ensure that indigenous organizations are fully represented and
play arolein the management of the areas. Annex 11 provides additional information on the approach proposed by
this project, to ensure that stakeholders (especidly indigenous people and other vulnerable groups) share into the
project benefits and are not negatively affected by the implementation of biodiversity conservation regimesin the
areas.
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4. Ingtitutional and implementation arrangements:

The restructured project (SINAP 1) has resulted in a public-private arrangement, which has become an
internationally recognized best practice and an exampleto follow at international levels. The GEF
assessment on environmental funds published in its “Lessons Notes No. 77 (1999) some of the elements
from the current project, which have led to its success. In 2000, an independent evauation of the project
concluded that it sets an example to follow in both administrative and technical areas. Furthermore, recent
achievementsin funds raised (US$ 10.3 million in non-endowment funds, US$ 5 million in endowment
funds as match to the current project, US$ 7.5 million as match to SINAP 2 project) indicate high
expansion capacity. Specifically, this expansion is resulting in interesting new developmentsin protected
areas (PAs), such as innovative compensation mechanisms and the creation of local funds with direct
stakeholder participation. The next step in the consolidation of the National Protected Areas System
(SINAP) isto expand the endowment to cover additional high priority areas, strengthen capacities at the
newly crested CONANP and explore new avenues for inter-institutional synergies with other public
sectors. SINAP 2 project will address these three objectives using the present institutional arrangements
with some additions.

Institutional Arrangements

The project will be executed by two agencies, the National Commission for Protected Areas (CONANP)
and Fondo Mexicano parala Conservacion de la Naturaleza (FMCN). The legal agreement will spell out
detailed obligations and responsibilities of each of the two agencies for the administration of GEF funds.
The table below summarizes the distribution of execution and administration responsibilities among the
different ingtitutions for each component and sub-component of the project. Two operational manuals will
be guiding project implementation and administration. One to execute CONANP portion of the project and
one for the FMCN (this latest Manual will be an up-dated copy of the current SINAP | manual). Outlines
of the draft Operational Manual for CONANP and alist of revised items for the FANP Manua will be
agreed during negotiations. The table below summarizes the distribution of execution and administration
responsibilities among the different institutions.

CONANP NAFIN FMCN/FANP

1. Expansion of the Fund for Protected

Areas

1.1 Endowment Capital Execution and
Administration

1.2 Fundraising Execution Administration | Execution and

(30% of thefunds) |(30% of the administration (70%
funds) of the funds)

2. Protected Areas Conservation

Program

2.1 Implementation of Mgmt. Programs | Execution Administration (POA
financing through
FANP income):
contracting to be
procured to NGOs or
UNDP

3. System-wide I ngtitutional
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Strengthening

3.1 Central Coordination Execution Administration | Administration up to
of M&E funds | 9% FANP income

3.2 CONANP Strengthening Execution and
Administration
3.3 CSO and NGOs strengthening Execution and
Administration
4. Mainstreaming Conservation and Execution Administration

Sustainable Use Palicies.

1. Mainstreaming (GEF $5.3m), fundraising (GEF $0.4m) and M& E components (GEF $0.2m)

CONANP

In order to execute the components and sub-components administered by NAFIN for CONANP, a small
Project Coordinating Unit (PCU) will be fully integrated within CONANP. The Unit will be headed by a
coordinator at the assistant director level, who will be reporting to the Regional Sustainable Development
Program (PRODERS), Genera Director of Conservation for Development. The PCU coordinator will have
one staff member devoted to mainstreaming and another one to the implementation of the social
participation strategy in the project. Additionally, to alow for better integration with the new CONANP
organizational arrangements, the PCU coordinator will have three staff members located within the
Administrative, Strategic Communication, and Monitoring and Evaluation areas of CONANP (see
CONANP s organizational chart, below). The PCU will be technically responsible for the design, execution
and monitoring of activities to be executed by the Commission and administered by NAFIN. They include
the mainstreaming component, one third of the fundraising GEF funds (US$400,000 to raise US$3m) and
US$200,000 for monitoring and evaluation. Implementation at the protected area level is the responsibility
of the Protected Area Director, in collaboration with local stakeholders through bilateral agreements, ACs
and other mechanisms. The PA Director reports to the President of CONANP, to whom ghe is responsible
for plans and objectives. Each Director is assisted by a core group of permanent staff responsible for
coordination, operations, project supervision, and administration. Typically, the core team is complemented
by project managers and seasonal labor hired on a contractual basis. Each year, the Director prepares
annual operating plans (POAS) based on the Management Programs that provide the framework for the
conservation program, including, where applicable, implementation of an Indigenous Peoples Development
Plan.
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2. Endownment Fund
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FMCN will manage SINAP 2 endowment fund and will oversee the administration and application of its
investment income based on SINAP 1 arrangements. The administrative cost for FMCN’srole (FANP
costs) will amount to 12% from the investment income. This percentage will allow FANP to gradudly
become independent from the present financia support it receives from other programs within FMCN, as
well as maintain FANP costs at 12% in SINAP 1. FANP will strengthen the present team (one additional
staff member for every four PAs added) to adequately address the additional work load. FANP will




continue reporting to the Technical Committee for the Fund for Protected Areas (CTFANP), which will in
turn report to FMCN’"s board. Members of CTFANP will continue to be named by the National Council on
Protected Areas (CNANP), which serves as an independent advisory organism to CONANP. The costs
assigned to the central coordination in SINAP 2 (which amount to 9% from the investment incomes in
SINAP 2) will be channeled exclusively to studies, workshops or consultancies that pertain to more than
one PA and aid in the strengthening process of CONANP. Such activities will be defined by CONANP,
included in the central coordination POA and subject to approval by CTFANP. The technical oversight of
the income derived from the endowment in both SINAP 1 and 2 (supervision of technical reports, field
visits and activities required to verify the correct application of the funds) will be covered with the
percentage assigned to the central coordination in SINAP 1 (9 to 12% of the investment income of SINAP
1 endowment according to the Operational Manual). The costs and activities will be included in the central
coordination POA and subject to CTFANP approva. The exact annual percentage will be determined by
CTFANP and will depend on the level of technical support required in a given year and the demands from
the donor (both GEF and World Bank in this case).

3. Other non-endowment activities

FANP will manage non-endowment activities as well. These include fundraising activities for up to USD$
0.8 mi. These funds will be channeled to FMCN through a special account. FMCN will be responsible
for raising USD$ 6 mi as a match to the endowment. The fundraising activities by CONANP and FMCN
are described in annex 14.

Project cycle management (for the operation of Endowment Interest)

SINAP 2 will build on the project cycle developed for SINAP 1, which is the result of four years of
experience and has incorporated feedback from al its actors. This cycle starts each June, when the
Committee on Administration and Finances at FMCN informs the Technical Committee for the Fund for
Protected Areas (CTFANP) on the availability of funds to cover the project for the following year.
CTFANP then applies a methodol ogy that considers variables such as size, population, performance and
number of communities to assign the budget for each protected area (PA) included in the project. In early
July CTFANP informs CONANP viathe centra coordination (CC) on the funds available for each PA
included in the project. The CC, in turn, notifies the director of each PA, so that S'he prepares the
corresponding Annual Operating Plan (POA) with the participation of the PA Advisory Committee (CA).
The PAs send the first drafts of POAs by August 15 to the CC. After aquick review, CC sends copies of
these first drafts to other departments within CONANP, to CTFANP and to the World Bank (WB). CC
and FANP also send their respective POAs to WB. CONANP, CTFANP and WB review the drafts and
send their comments to CC. The CC, in consultation with CONANP, reviews the comments and sends them
to the PAs when considered necessary for POA approval. The PA directors incorporate the commentsinto
afina version submitted to CC by September 15.

POA approval, under SINAP 1, depends on three conditions: @) evidence that CAs participated in POA
formulation; b) incorporation of IPDPsinto the POA of those PA with indigenous peoples; ¢) aletter from
CONANP stating that counterpart funds for core personnel and basic operation will be available for the
PAsincluded in the project for the following year. With the expansion of the project under SINAP 2, three
requirements will be added: @) a description of activities within the POA that support the socia
participation strategy of the PA; b) the identification of activities within the POA that require a sustainable
development action plan (SDAP) to mitigate possible socia impacts due to restrictions or changes in the
use of natural resources; c) the inclusion of activities within the POA that address the communication
strategy of the PA. Draft POAs for the year 2002 (both from the 10 PAsincluded in SINAP 1 and the four
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PAsincluded in the first tranche of SINAP 2) already address these new requirements. According to the
project cycle followed in SINAP 1, the final version of POAs isreviewed by CC and CONANP from
September 15 to September 25. The CC integrates the PAs POAs and its own into a Consolidated Budget.
It then submits the POAs from the PAs and its own, as well as the Consolidated Budget to FANP. FANP
adds its own POA to produce an Annual Spending Plan and Consolidated Budget (PAGyPC), which is
reviewed by CTFANP by the end of each October. CTFANP makes sure that the PAGyPC complies with
the guidelines contained in the Operational Manua approved by the WB. It then submits the PAGyPC for
WB approval. Once the non-objection from the WB has been obtained (by November 12), the PAGyPC is
submitted to FMCN’"s board for approval in mid-December. Once this authorization is granted, both
CONANP and WB are informed. The funds necessary to cover the PAGYPC for the following year are
transferred from the endowment account to a local account.

The funds necessary to operate the activities planned for the first four months in the PAs are transferred to
the PAsin thefirst days of January. The PAs and the CC send monthly expense reports (via NGOs or
PNUD) to FANP, which reviews them and makes corresponding observations. The first four-monthly
report from each PA is submitted in early May. The technical section is sent to CC, while the
adminisgtrative report is sent to FANP. The technical report describes the advances made with respect to
the goals and indicators included in each POA. Once the technical report is approved by the CC, and FANP
considers that all administrative observations have been addressed, FANP releases the disbursement for the
next four months. This processis repeated in September. In the following January, the PAs send their
annual reportsto CC and FANP. Once CC and FANP approve these reports, the first four-four monthly
disbursement of that new year is authorized. Under SINAP 2, the disbursement and reporting procedures
will be every six months to coincide with GOM reporting frequency. Every six months, FANP will send
the reports from the PAs, CC and FANP to the WB. These will be reviewed by CTFANP. FANP
administrative personnel will conduct on-site “audits’ of PA accounts every six months. CONANP staff,
CC and FANP visit an average of two PASs per year to observe project implementation (most visits are part
of WB missions). An additional PA will be visited per year under SINAP 2. Asin SINAP 1, independent
auditors acceptable to the WB will review every year the management and use of project funds by FMCN.

Flow of funds

Fund will flow to the project through the following disbursement mechanisms.

a) Specia Account: Regular disbursement with CONANP (Total US$ 5.9 million): The Funds to be
executed by CONANP will be administered by NAFINSA, the chosen Government’ s financial agent,
through a Special Account established by Nafinsa. The GEF funds assigned to CONANP include the
following funds: $ 0.4 million for fund-raising corresponding to CONANP (component 1.2); $0.2 million
for monitoring and evaluation under component 3; $5.3 million for component 4 (mainstreaming).
CONANP will be responsible for the contracting process, from contract preparation and to payment
instructions for payments. CONANP through the financia agent, will receive funds from the specia
account to finance its own eligible expenditures, including consultants and incremental operating costs.

b) Specia Account: Regular disbursement with FMCN (Total US$ 0.8 million): FMCN will establish a
special account in acommercial Bank satisfactory to the World Bank. The reasons this Special Account is
separate from a) is because CONANP special account will be opened within NAFINSA, which isa
government agency, while FMCN is a private organization. Also, the funds from the Special Account with
FMCN will be used to raise USD$ 6 mi funds for the endowment from private donors. The fundraising
activitiesby FMCN are described in Annex 14.

) Asset Manager’s account. Endowment fund: (Total US$9.4m): FANP was legally established within
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FMCN in 1997 and has not changed since then. At that time, the Bank had assessed the legal structure of
FANP and, finding it satisfactory, deposited US$ 16.5 million dollar in an asset manager’ s account whose
investment income has been used to support the Parks of the first SINAP | project. For this new GEF
project, US$ 9.4 mi will be deposited to the FANP endowment that will be administered by FMCN on the
basis of investment guidelines satisfactory to the Bank and a renewed asset manager's contract (for details,
see section E and Annex 14). US$ 9.4 mi (portion of GEF grant assigned to FMCN) will be deposited in
the Asset Manager’s account as the matching requirements of 1 to 1 for the endowment have been fulfilled.
Minimum amounts for deposit will be US$150.000. FANP investment income will be channeled to the
PAsfor financing POAs eligible activities. The administration of the related contracts and purchases will
be handled in one of the following ways. Via competitive bidding for the administration services required
by qualified NGOs that can service agiven PA. Thisisthe system used by the existing project and features
an average administrative cost of 8.5%. During SINAP |1, a sourcing viathe UNDP Mexico offices will
be explored to allow alower administrative fee of 3.5%. Withdrawal out the capital will only be alowed to
finance POA dligible activities in the first year of project implementation (for the PAs added to the project).
The reason for this is that not enough revenue would have been generated to pay for the first year activities.
Therulesfor this one-time capital invasion will be described in the Operational Manual .

Accounting, financial reporting, and auditing arrangements:

a) FMCN/FANP will transmit to the Bank progress reports on financial management/accounting for the
endowment component during project implementation and outcomes every six months, using the already
agreed format. Audits will be provided on an annua basis.

b) CONANP: Theinternal audit of the Commission is currently carried out by an external auditing firm,
while the internal review of the unit is carried out by National Ecology Institute internal controlling unit.
Project audits would follow the agreement between SECODAM and World Bank. Audit reports would be
prepared based on the standard TOR utilized by Bank Projects. CONANP will prepare reports required by
the project administration as well as other agencies (i.e. SECODAM, SHCP, etc.). In addition, CONANP
will prepare project management reports in Bank standard form (PMRS), such reports will not be used for
disbursements.

CONANP and FMCN/FANP will submit to the Bank bi-annual progress reports tracking physical and
financial performance targets by February 15 and August 15 of each year. Once or twice a year after
receipt of the progress reports, the Bank, assisted by independent consultants, would conduct a mission to
jointly review progress made against objectives and monitoring targets.

Monitoring and evaluation arrangements:

The monitoring and evaluation (M&E) system for this project will be an updating and extension of M& E
framework adopted under the existing protected areas project. Based on the ZOPP methodology, the
current M& E protocol uses four genera impact indicators, as well as specific indicators for each of the 10
protected area in the project. The baseline was established in 1999. In extending this protocol to the project
proposed here, care is being taken to integrate within the CONANP monitoring requirements of the GEF
project, as SINAP implements a system-wide M& E program. This with the purpose to avoid creating two
“tiers’ of information management for PA level staff. Data collected for monitoring of supported areas will
be consistent and compatible with information management systems being developed in CONANP and
CONABIO, and will be shared with the Clearinghouse Mechanism. Both for monitoring and financia
reporting, the Project Management Information System already designed for the on-going project will be
expanded to operate in CONANP, while continuing to operate the financial management/accounting for the
endowment component in FMCN/FANP. The Monitoring and Evaluation indicators for the project will be
part of the implementation letter that will be an integral part of the negotiations minutes. The indicators at
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the protected area level are included in the logical frameworks prepared for the 4 PAsincluded in the first
phase of SINAP2.

| mplementation Period

The grant is expected to be implemented over an eight year period, with the possibility to extent it further
for the endowment fund component. Additional phases would have their own duration to be negotiated in
due course. The US$ 16.1 million project will be disbursed in three manners. One is through the regular
disbursement to NAFIN to be supervised by the Government for the mainstreaming component over a
period of 5 years. The total amount for this part of the project is US$5.9 million The second modality is
the disbursement to FMCN for the Protected Areas Endowment Fund component.  The amount of this part
of the project is US$ 9.4 million to support 4 protected areas. During submission of the Project Brief to
GEF, the US$16.1 million for the project were approved, but it was also agreed that additional funds from
GEF (up to US$ 15 million additional) would be made available in the Protected Areas Endowment Fund
in tranches over an 8 years period to support 8 additional Protected Areas. The third modality is aregular
disbursement of non-endowment funds to FMCN to support fundraising activities. The amount of this part
of the project is US$ 0.8 million.

D. Project Rationale

1. Project alternatives considered and reasonsfor reection:

Throughout the preparation process, the following design alternatives were considered but subsequently rejected:

a) Adding 24 PAs to the 10 supported by the original FANP endowment, with arelated request to GEF for $40 -
$50 million. Asthe design progressed, the team realized that this was overly ambitious. Although the SINAP has
made substantial advances in recent years in terms of staffing and preparing management plans for an increasing
number of areas, 12 is a more reasonable estimate of the number that can be ready to join the program throughout
the proposed project duration. The intention is ill to go beyond the initial 12 supported with GEF funds, adding
more PAs to the program as funds are raised, but the project also leaves room for matching funds to extend
conservation programsin the origina 34 areas beyond basics and toward more comprehensive programs addressing
intermediate and root causes of biodiversity threats.

b)Funding the mainstreaming activities from the permanent endowment. It was instead decided to propose financing
vianormal project disbursements. Thisis more cost-effective: $5.3 million viaregular disbursement, vs. $13
million in permanent endowment funds. Also, it is expected that given adequate funding over a medium-term period
(8 years), mainstreaming activities will reach critical mass and become self-sustaining on their own momentum.

¢) Mesting the 1 to 1 capital funds match requirement in different ways. A scenario in which other donors would
match GEF money dollar-for-dollar in basic conservation activities was rejected as unfeasible, given that few if any
other donors are as willing as GEF to support basic conservation operation activities. The option to request $22.5
million in GEF endowment funds and dedicate that portion of the endowment to basic conservation in the first tier
of 12 “urgent priority” areas was selected as the most favorable in terms of investment markets and coherence of
the future fund-raising strategy as well as program clarity and continuity. The $22.5 in matching funds will be used
to extend basic conservation support to more areas (adding an area to the program in order of priority asthere are
sufficient funds to support it) or to go beyond basicsin any of the areas, giving specid priority to conservation
programs that test and demonstrate new instruments and approaches, or programs that help PAs build financial
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sustainability at the local level or local level endowment funds. These programs will serve as learning experiences
for other PAswithin and outside of Mexico. Generally it is expected that government and unrestricted funds would
be used to extend basic conservation to additional areas, and that private and bilateral donors would tend to have
policies favoring donations for activities additional to basic conservation (referred to as “restricted” funds).

2. Major related projects financed by the Bank and/or other development agencies (completed,
ongoing and planned).

The Government of Mexico is devel oping with the assistance of a short terms response measure grant from
the GEF Secretariat a Programmatic Framework for GEF support of biodiversity conservation initiatives
in Mexico over the next 5-10 years. The Framework consists of a comprehensive approach that commits to
measurable progress in conservation and sustainable use, while incorporating biodiversity objectivesinto
the country’ s national development plan. The Mexican biodiversity strategy has four principal areas
(conservation, sustainable use, biodiversity knowledge and natural resource valuation). Each of the
projects in the funding pipeline supports different aspects of the national strategy. The present proposal is
the centerpiece of the SINAP under the conservation component, and focuses on the federal government
decreed natural protected areas administration. The Indigenous and Community Conservation project in
Oaxaca, Michoacan and Guerrero also focuses on conservation but through the indigenous and community
sectors, and protects biodiversity through nonfederal conservation regimes. The federal protected area
approach is complemented by projects such as Biodiversity Conservation and Sustainable Usein Three
Priority ECO-Regions, which focuses on a participatory approach of communities to natural resource
management, the Mesoamerican Biological Corridor project which focuses on re-orienting rural
development investments in the southern states-and the Conservation and Sustainable Use project in the
Biosphere Reserve of Sierra Gorda

Three medium-sized GEF projects complement the strategy by promoting green label markets for biodiversity
friendly shade coffee produced in the vicinity of El Triunfo biosphere reserve (one of the pilot phase areas); by
developing legal and financia instruments for Private Land Conservation, which will be relevant even for the areas
protected by a federal decree since most of the land is privately owned by individua proprietors, gidos and
indigenous communities; and Hillside Management which is arelevant contribution not only to biodiversity
conservation but to prevention of desertification and carbon sequestration.

The proposed project fits well within the World Bank’ s lending. Consistent with its commitment to mainstream the
environment, the Bank’s portfolio in Mexico emphasizes a balance between direct support to the environment
sector, and the integration of biodiversity considerations into development activities not primarily designed to
address environmental concerns.

Latest Supervision

Sector Issue Project (PSR) Ratings
(Bank-financed projects only)
Implementation Development
Bank-financed Progress (IP) Objective (DO)
Conservation and Sustainable Use of  |Protected Areas Program HS S
Biodiversity
Conservation and Sustainable Use of  |Mesoamerican Barrier Reef
Biodiversity (regional project)
(Recently signed)
Conservation and Sustainable Use of  |Mexico-Mesoamerican
Biodiversity Biological Corridor
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(Recently signed)
Conservation and Sustainable Useof  |Gulf of California (Under

Biodiversity preparation)
Conservation and Sustainable Use of  |Indigenous Biodiversity
Biodiversity Conservation (Recently signed)
Conservation and Sustainable Use of  |El Triunfo Biodiversity S S
Biodiversity Conservation through
shade-grown coffee (MSP)
Conservation and Sustainable Useof  |PROCYMAF strengthening S S
Biodiversity local communities for effective

management of natural forestry
resources (Oaxaca, Guerrero,
Michoacén, Chihuahua,
Durango, Jalisco)

Environment Management and PROMAD (under preparation)

Decentralization

Rural Development Marginal Areas S S
Conservation and Sustainable Use of Private Lands Management

Biodiversity (Under preparation)

Other development agencies

Loss of Biodiversity and Environmental |Sierra Gorda Conservation
Degradation, biodiversity conservation |Project (UNDP)

Integrated Ecosystem
Conservation and Sustainable Use of |\ anagement in Three Priority
Biodiversity Ecoregions (UNDP)

IP/DO Ratings: HS (Highly Satisfactory), S (Satisfactory), U (Unsatisfactory), HU (Highly Unsatisfactory)

3. Lessonslearned and reflected in the project design:

The main lessons learned that have shaped the design of this project come from (a) the Independent Evaluation of
the current FANP project (February 2000) and subsequent mid-term review (november 2000), (b) the
Implementation Completion Report of the Mexico Environmental Project, dated February 8, 1999; and (c) the GEF
Secretariat's Evaluation Report No. 1-99, Experience with Conservation Trust Funds.

Findings and L essons from the | ndependent Evaluation (2000)

The evaluation team found that the restructuring of the Project in 1997 resulted in a highly effective design, and
that the three participating institutions are implementing the Project in an efficient manner, with an expectation that
the objectives will be achieved and, in some cases, even surpassed. The evauation concluded that the Project
achievements are a remarkable success, not only at the nationa level, but at the international level aswell.

Key strengths contributing to the success of the Project include:

e A creative design that includes core personnel in every natural protected area paid by the GOM; a seed capita
administered by the FMCN, which generates income to cover basic costs of operation for the long-term
management of the aress;

e Vision, quality, dedication, creativity and technical capacity (know-how) of the staff involved in the project,
both the central level, and the natural PAs level, especialy their Directors;

e Diverse and creative processes of local interaction that have improved of social participation and promoted
interingtitutional cooperation;
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An attitude of solidarity of the PAs personnel towards the communities within and around the reserves to search
together for long-term solutions to their basic needs that have to yet be satisfied; and
Excellent systems to use and control the budget of the Project.

The evaluation also identified aspects that can be improved, and that could be transformed into best practice with
additiona attention. They are:

Norms, criteria and national standards could be increased to define with greater precision the good management
of a protected area, and to identify indicators that can be verified for these norms;

Procedures in financial management could achieve greater stability in the long term with amore realistic
planning of costs, investment diversification, and better local mechanisms to raise and administer funds;

The labor situation of the personnel in the PAs, which is hired under different schemes (GOM, NGOs, donors,
etc) could improve through a process of homogenization and definition of career paths;

Incipient common learning processes on management of PAs could be strengthened and improved;

The perception of the public visit as a threat could be transformed to be seen as an opportunity;

A segmented vision of the natural and human systems of the natural PAs, as well as sporadic use of the
ecosystem focus and social analysis applied to management, could be changed;

Rudimentary infrastructure that does not provide sufficient support to field work should be improved,
Diversified mechanismsto certify compliance with World Bank socia safeguard requirementsin terms of socia
participation and indigenous peoples should be explored; and,

Economic and fiscal alternatives for the owners of the land (gjidos, community and private owners) should be
developed to serve as an incentive to conserve natural ecosystems, especially the core areas of the natural PAs.

All of these aspects have been taken into consideration in the design of the present project and are being
incorporated in the current project.

Findings and lessons from the Mid-term Review (November 2000)

Key aspects that can be improved in the design of the existing project:

Consolidation and improvement of the project’s social strategy through alliances with vulnerable
population in protected areas in order to build a social consensus towards conservation and sustainable
use of natural resources. This process should include seeking financing sources.

Improvement of Advisory Councils (TACs) in protected areas to promote dialogue and stakeholders
participation in priority definition, and in protected areas management.

IPDPs should be integrated within the PA’ s overall strategy to ensure consistency in programming and
budgeting aswell asin ingtitutional responsibilities.

To incorporate socia strategy performance and outcomes in the project’s monitoring an evaluation
system.

Lessons identified in the ICR and Evaluation of Trust Funds

Supervision and monitoring. Very clear, tangible and quantifiable development objectives and indicators are
needed to avoid dispersing the project into activities with little overall impact on the status of the environment.
FANP and CONANP have applied this lesson in the current proposal and have made significant advancesin
identifying planned impacts and monitoring according to consistent program-wide indicators. Staffing and training
at the CONANP central level and PA levels will take into account the need for increased attention to management
practices and outcomes in overall supervision.
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Finances and Fund-Raising. One lesson that emerged from the GEF trust fund evaluation as a challenge was the
possihility that government funding of conservation would actually decrease (by substituting trust fund financing).
SINAP 1 program was cited as a premier example of a government/fund partnership that has actually leveraged
increased government funding to PAs. The GEF evaluation concluded that endowment funds are an appropriate
response to conservation threats and needs that require sustained, relatively low level inputs. Where the problem is
immediate and the need for resourcesto address it in the short term is large, other mechanisms, such as a traditional
project approach, are often preferable. The Mexican experience has confirmed the need to combine both traditional
project and endowment funds. While endowment funds are essentia to provide the basis for permanent management
in the areas, funding mechanisms (including sinking funds) are also important to address specific short and medium
term needs. The GEF trust fund evaluation recommended that GEF support should be structured to provide
incentives to encourage raising additional capital and developing innovative capitalization approaches. “Ultimately,
atrust fund's best fund-raising tool is arecord of successwith itsinitia project cycles’ (GEF 1999). These lessons
have been taken into account by a structured approach to endowment building as described in Annex 14.

4. Indications of borrower and recipient commitment and owner ship:

Government : ingtitutional, policy and regulatory framework

e Over the last decade, legidation has been put in place to formally regulate the protected areas system, including
the LGEEPA (1996) and the Protected Areas By-laws (2000);

e For thefirst time, PAs are a national priority, and have received more than a tenfold budgetary increase during
the past Zedillo administration, which has been respected by the Fox administration .

e Thelnstitutional set-up of the protected area system has been upgraded with the creation of CONANP.

® Ove the last decade or so, a team of committed and professiona protected area managers has been built ,
congtituting a new generation of leadership for the system.

e The GOM's “Program for Natural Protected Areas in Mexico 1995-2000" was the first coherent strategy for
protecting Mexico's rich biological resources in consultation with the nationa community of scientists,
conservationists, and indigenous peoples. A Program 2001-2006 is under current el aboration.

e Inter-ingtitutional agreements and coordinating bodies have been established to identify common goas and
rationalize investments in and around PAs. These include the Technica Council for CONANP and
project-specific agreements, such as for the Mesoamerican Biological Corridor.

Government : Financial Commitment

e The Government has increased annua fiscal support to the SINAP system from US$360,000 in 1994 to US$5
million in 1999. The approved budget for 2001 is $13.4 million. Nearly two million hectares have been added
to the system since 1994.

e The Government made, as a result of high-level negotiations related to this proposal, an “extraordinary”
appropriation of US$9 million to the SINAP system in 2000. The continuation of this level of support, above
and beyond the baseline, will significantly accelerate the rate at which PAs are integrated to the system and
receive in-situ protection. Negotiations in 2000 and 2001 resulted in an institutionalized increased basdline for
fiscal support.

e SEMARNAT has dready contributed with $2.5 million to the program endowment and will continue with
annua contributions of US$1 million to FMCN throughout the next six years (the $1 million for 2001 is
aready included in the budget). During the past Administration, FMCN received a total of $10 million in a
similar arrangement as a match to a USAID endowment fund.
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FMCN commitment and ownership

FMCN has raised more than US$10 million in non-endowment funds for natural PAs since 1998.

From its conservation grants program, FMCN has channelled 78 out of 323 projects to support PAS, for a total
of US$2.63 million, or 30 percent of the total funds granted.

During 2000 and 2001 FMCN raised $14.6 million in endowment funds for protected areas, $9.4 million have
been deposited aready (including $2.5 million from SEMARNAT considered matching funds to the SINAP 2
project). This unprecedented fund-raising effort is the result of a close partnership between NGOs and
SEMARNAT.

FMCN’s srategic plan identifies the protection of PAs as one of the institutiona pillars of conservation in
paralle to the country strategy and SEMARNAT strategy.

SEMARNAT-FMCN commitment to the public-private partnership

In the context of the Programmatic Framework for GEF support to Mexico, the Government of Mexico's
commitment to designate between a quarter and a third of the total resources available to a privately managed
fund, when it could have programmed all funds for public programs, must be seen as a mgor financia
commitment to the public-private partnership and the proposed project.

SEMARNAT has deposited 1.5 million into FANP to permanently guarantee the payment of taxes of the
SINAP 1 project.

5. Value added of Bank and Glaobal support in this project:

The following are some of the key aspects of the World Bank’s value added:

The Bank contributed significantly to the restructuring of the project to its current form/set-up and provided
close, extensive supervision in the initia years of implementation to ensure a successful turn around. In so
doing, the Bank drew on extensive ingtitutional, financial and technical expertise related to designing,
launching, and managing trust funds with similar objectives around the world. This expertise remains largely
intact, albeit dispersed throughout Bank Operations units (rather than centralized in a specialized unit), and can
be drawn upon as needed.

. The Bank is in a position to use its influence in other sectors (socia development, agriculture, etc.) to support

the "biodiversity mainstreaming” component by assuring that projects and agencies receiving funding in those
sectors include biodiversity conservation criteria and actions.

iii. The Bank is well positioned to catalyze additiona support over the long term given its role in aid to Mexico,

and to convince donors to support trust funds;
The Bank has several years of experience in supervising similar projects in many other Latin American
countries with similar ecological and political redlities;

The value added to the GEF relates to:

(i)
(i1)

Its ability to commit permanent endowment fund resources;
Its ability to act as catalyst for the mobilization of additiona resources and to disseminate lessons
learned.

Without GEF involvement, it would not be possible to consolidate the SINAP system within the proposed time
frame.
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E. Summary Project Analysis (Detailed assessments are in the project file, see Annex 8)

1. Economic (see Annex 4):

O Cost benefit NPV=US$ million; ERR = % (see Annex 4)
O Cost effectiveness

@ Incremental Cost

O Other (specify)

The proposed project has been evaluated using GEF incremental cost
methodol ogy.

[Section to be updated]

2. Financial (see Annex 4 and Annex 5):
NPV=US$ million; FRR= % (see Annex 4)

2. Financial

The GEF Evaluation of Experience with Conservation Trust Funds documented the difficulties that most
funds have encountered in raising additional endowment capital: To date, governments have been unwilling
or unable to appropriate funds to private endowments; bilateral donors generally have policies favoring
short to medium-term projects and sinking funds; private donors have to date contributed only small
amounts of funding, and generally these, too are for specific programs and activities rather than endowment
capital. Only one fund (Bhutan) succeeded in raising substantial endowment capital, due to its specia
relationship with several European donors and Peru through debt for nature swaps.

Some funds have developed innovative approaches to capital fundraising, including special management
agreements with donors of sinking funds that allow interest to be captured and converted to endowment,
substitution of short-term funding for regularly programmed expenditures, thus alowing endowment
earnings to be * plowed back,” recurrent income from various sources (fees and levies, voluntary surcharges
and contributions), and other sources. Mexico has, in fact, been aleader among countries with
environmental fundsin meeting ingtitutional challenges (FMCN is the only fund to have received a
governmenta endowment contribution from appropriated funds) and welcomes the challenge of the
ambitious match set forth in this proposal. As afirst step, $ 5 million have been committed already as
matching endowment funds to the current project ($ 1.5 million aready deposited), and $ 7.5 million have
already been deposited in FMCN as an endowment match to the proposed project (see Tables below, for
further details).

The level of additional capital funds foreseen in this project, together with FMCN'’s overall capital
fundraising goals (both USAID and GEF-supported endowments) represents almost an order of magnitude
increase in challenge. Capital fundraising isaspecialized field. 1t must be recognized that the proven
techniques and approaches — including but not limited to planned giving, solicitation of unrestricted
contributions (usualy private individual donations), and establishment of mechanisms for collecting
recurrent income (fees, surcharges, memberships, cause-related marketing, event-based fundraising) — all
have significant costs up front, and often require severa years to achieve their goals. (The normal time
frame for a“ capital campaign” in the USisthreeto five years.) FMCN has secured the assistance of both
WWF and The Nature Conservancy, organizations with a successful track record in capital fundraising,
and launched the beginning of a campaign in 2000 with unprecedented success. To aid in this endeavor,
FMCN has aready alocated $300,000 given by the MacArthur Foundation. Fundraising goals and plans
areincluded in Annex 14. The following sections present the detailed present and future financia
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contribution to the endowment fund. In order to approve the first endowment contribution for four priority
protected areas (PAS), GEF requested that USD$ 7.5 million in endowment matching funds be deposited
before the November 2000 Council meeting. These deposited matching funds are the following:

Project Donor Amount Status

The Monarch Butterfly | Packard Foundation US$ 5.0 mi Deposited in FMCN
Conservation Fund since May 2000

The Monarch Butterfly | GOM US$ 1.0 mi Deposited in FMCN
Conservation Fund since November 2000
Contribution to SINAP | GOM US$ 1.5mi Deposited in FMCN
1 (interest will pay since November 2000
project taxes)

Total US$ 7.5 mi

In order to proceed to the first disbursement in SINAP 2, GEF requested that US$ 5 million be secured
through formal commitments, as matching fundsto SINAP 1 project. The secured matching funds include
the following:

Project Donor Amount Status

The El Triunfo Packard Foundation US$ 1.0 mi Deposited in FMCN

Conservation Fund since January 2001

Strategic Support to two|Fundacién Gonzalo Rio | US$ 3.0 mi Commitment letter from

Priority Watersheds: El |Arronte October 2000,

Triunfo and Manantlan disbursement contingent
upon GEF disbursement

The San Pedro Initiative| Ford Foundation US$ 0.5 mi Deposited in FMCN
since January 2001

The San Pedro Initiative| Packard Foundation US$ 0.5 mi Deposited in NFWF
since October 2000, to
be transferred to
FMCN after PA decree

Total US$ 5.0 mi

The following endowment contributions have been identified as a match
to future GEF disbursements:

Project Donor Amount Status

Banco Chinchorro The Summit US$1.60m Annual disbursements

Biosphere Foundation of US$ 0.2m per year

Reserve-Xcalak Marine for eight years,

Protected Area Fund US$ 0.2m deposited in
FMCN in April 2001

The San Pedro Initiative| Two individual donors | US$0.20m Commitment letters
dated May 9, 2000 and
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August 31, 2000, first
US$10,000
contribution deposited
in FMCN January 2001

The San Pedro Initiative| The Summit US$0.20m Deposited in FMCN
Foundation since January 2001

The San Pedro Initiative| National Fish and US$0.05m Commitment letter
Wildlife Foundation dated August 30, 2000,
(NFWF) transfer to FMCN
depends on PA decree
The San Pedro Initiative |Richard & Rhoda US$0.05m Commitment letter dated
Goldman Fund May 24, 2000, transfer
to FMCN depends on PA
decree

Contribution to SINAP |[SEMARNAT US$1.00m Deposit to FMCN before
2 taxes December 2001 to be
transferred to FMCN
after PA decree

Total US$3.10m

Financial projections were developed during preparation to estimate the flow of FANP investment income
that would be available to finance activities in components 2.1 and 3.1. As detailed in Annex 5, to minimize
volatility and till ensure an annual investment return of 8.5 percent, up to 90 percent of endowment capital
would be allocated to dollar-based investment grade fixed income securities. The remaining 10 percent
would be alocated to high quality equity securities or smilar instruments. 1n addition, more scrutiny of
investment management costs is anticipated, with projected investment consulting and management fees
estimated at 0.3 percent (or nearly half the costs under SINAPL first three years of operation).

Taking into account GOM contributions (to finance tax expenditures) and local interest income, it is projected that
total FANP income available to the project (derived from GEF and matching endowment funds) would be
approximately US$1.3M per year for the first phase of SINAP2. Thiswill be sufficient to cover costs to be
financed by FANP under components 2.1 and 3.1 of the project. GOM will contribute with endowment
contributions (US$ 1 mi per year from 2001 to 2006), part of the interest derived from this appropriation will cover
tax expenditures.

Fiscal Impact:

3. Technical:

Coordination of basic conservation activities. While the independent evaluation counted effective administrative
oversight as one of the original FANP project’ s notable achievements, it also cited a“missing level” in the
supervision and evaluation of protected area conservation, between the very specific objectives and indicators
established at each protected area, and the very broad general objective of conservation of the system’s biodiversity.
The evaluation recommends attention to developing consistent norms, standards, and best practices for defining
good management of a protected area. As noted above, these issues are addressed in the design of the M& E
framework for this project and CONANP's performance evaluation model being installed for their personnel.
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4. Ingtitutional:

4.1 Executing agencies:

The Fund/Gover nment partnership. The partnership has been extremely successful in making possible alevel of
protected area management and conservation not achievable before, and vaidates the emphasis on the
government/civil society relationship in the management of the program. Nevertheless, the “ mixed management”
structure leaves certain key questions unanswered, including (i) who is responsible for fomenting sustainability at
the protected area leve rather than perpetual dependence on FANP; (ii) career development of the protected area
staff — some of whom work for the CONANP, some for NGOs or others, with corresponding differencesin salaries,
benefits, opportunities for training and promotion, and (iii) concerns about the value added at each level of
participation. Human resources being the greatest asset of the system, the partnership needs to focus on devel oping
the field team and making sure that career opportunities are equitably available. Theseissueswill be addressed in
ongoing negotiations and updating of the subsidiary agreement for implementation of the project.

4.2 Project management:

In order to help reporting and monitoring procedures, a consulting company designed a Project Management
Information System. It is expected that the product from the consultancy will be ready by effectiveness. The system
allows the parties involved in the project to access a web page to update budget, field data, and expenses. Annual
Operating Plans, monthly and six-monthly reports will be contained and enable easier access by al usersto al
stages of the project cycle. The system includes four modules: a communication module that connects the different
project components and sends messages of stepsto follow at different points in the project cycle, amonitoring
module that includes data on technical advances, afinancial module with budgets and expenses per component, and
ahistorical database. FANP staff, the central coordination and one protected area will test the system for ayear (a
full project cycle) before training reserve personnel in the ten protected areasin SINAP 1 and the four reservesin
SINAP 2. It is expected that this system will be adopted by the 14 reserves in July 2002, when the project cycle
starts with the elaboration of Annual Operating Plans.

4.3 Procurement iSsues;

A procurement capacity assessment of the project executing agencies has been undertaken. The bulk of
procurement is related to selection of consultants for technical assistance, studies and training. Selection of
consulting firms will follow QCBS procedures. For goods, in view of the small value of the contracts that will be
financed under the reserves POAS, neither ICB nor NCB is expected. Subgrants will follow to the extent possible
for local shopping procedures.

Both FANP and CONANP have expressed their commitment to adhere to competitive selection and transparency in
all activities. The Federal Government Secretariat Control and Administration (SECODAM) has an officein
CONANP that performsinternal audit and FANP is subject to external auditing and Bank’ s supervision. A General
Procurement Plan for the project was prepared, and a detailed procurement plan for the first year of execution is
being finalized.

During the implementation of the first project, FANP maintained a satisfactory record system of all procurement
documentation of the eligible reserves. It has been agreed that FANP will maintain the same system for the
proposed project. CONANP through its Procurement Unit will keep all procurement documentation of the
components to be implemented by them. A covenant in the Legal Documents will require that audit reports, to be
submitted annually to the Bank, should include the review of the record system.

The overall risk assessment is considered AVERAGE. The assessment has taken into consideration that a) FANP
will carry out very little procurement and that its staff has experience with World Bank requirements; b) that the
Natural Protected Areas will manage small contracts for their operations under the supervision of FANP; and c)
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CONANP counts with experienced staff that although they lack specific experience in World Bank procurement,
they will receive training and will manage mainly consultant contracts with no particular complexity. Therisk is
also mitigated with the fact that NAFIN will play an oversight role.

The monitoring and control system is currently been designed and will be ready by effectiveness. A report based on
Annex 4-B to the LACI handbook will beissued. Consequently, the project will be eligible for PMR disbursements
only after implementing a satisfactory monitoring and reporting system.

Procurement supervision should be carried out by a PAS once ayear, and include areview of: d FANP sand
CONANP s capacity; b) procurement plan; c) contract monitoring system; and d) complete records for one in every
ten contracts for works, goods, consulting services and subprojects.

4.4 Financia management issues:

5. Environmental: Environmental Category: B (Partial Assessment)
5.1 Summarize the steps undertaken for environmental assessment and EMP preparation (including
consultation and disclosure) and the significant issues and their treatment emerging from this analysis.

The project is not expected to have any significant negative impacts on the environment. However, there may be
low level impacts related to productive activities and rural development in the buffer zones, in-park infrastructure,
and sustainable devel opment initiatives promoted through the mainstreaming component. To ensure that the
impacts of these activities are fully mitigated, protected area personnel will be responsible for implementation of the
Management Program of the specific protected area and the application of the protected areas law and its zoning
rules. Appropriate impact assessments will be prepared and reviewed in accordance with LGEEPA and the
Protected Areas by-laws supervised by SEMARNAT. Other legidation of importance include: The protection of
threatened flora and fauna (NOM-059-ECOL -1994) and Forestry legidation on use of land
(NOM-062-ECOL-1994).

Project activities that may have some significant environmental impacts are alternative livelihoods initiatives that
reserve directors may include in their annual operating plans (POAS) under components 2 or 4. These activities
would typicaly be geared towards promoting community and indigenous development. In terms of their nature, they
are of three main types. @) maintenance of ecosystem quality, b) restoration and c) sustainable use of biodiversity.
Different procedures for screening and ng the impacts of sub-projects are established in the operational
manual and are described in Annex 15, Environmental Anaysis.

Projects promoting maintenance and/or restoration of ecosystem quality (Types aand b) are expected to have very
low environmental impacts. They would be screened and assessed against a checklist which contains a set of criteria
to be used for identifying possible negative impacts and their mitigation measures where possible. This Checklist is
being finalized by expert staff from Environmental |mpact Assessment, the Wildlife section of INE, and from the
headquarters of CONANP.

Workshops will be held with Directors and staff of the PAs of the project to improve their capacity to evaluate
environmental impacts, implement the legidation and design mitigation measures. The will aso be given an
opportunity to improve on the check list of activities that will require environmental assessments and activities that
should not be permitted and the methods for implementing the checklists to ensure that the rules reflect the practical
need in the field.

Environmental impacts of projects of sustainable use (Type c) will be subject to more in-depth scrutiny. They will
receive a preiminary screening by CONANP to verify eligibility and afirst environmental assessment, that will be
prepared as a brief summary on environmental impacts, and mitigation measures for technical review. In addition,
CONANP will review all the safeguard policies to see if any of them are triggered by the project. If that is the casg,
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full documentation covering al pertinent aspects will need to be presented to the responsible agencies (INE or
SEMARNAT). A condition for project financing will be the written approval from: CONANP, INE or
SEMARNAT.

5.2 What are the main features of the EMP and are they adequate?

Sincethisis a GEF project that is environmentally beneficial by its design the entire project can be interpreted as an
environmental management program. The key features of the Annex 15, Environmental Analysis, focuses on the
mechanism for screening the mainstreaming activities to provide livelihoods for people living inside the protected
areas. A flowchart has been produced describing the different steps of screening for three types of sub-projects.

5.3 For Category A and B projects, timeline and status of EA:
Date of receipt of final draft:
Thisis a category B project. A freestanding environmental assessment was not produced for this project. The key
features are described in the freestanding Environmental Analysis Annex 15.
5.4 How have stakeholders been consulted at the stage of (a) environmental screening and (b) draft EA
report on the environmental impacts and proposed environment management plan? Describe mechanisms
of consultation that were used and which groups were consulted?

A number of consultations with the people living in the reserves have been conducted through the social assessment
undertaken during the preparation of the project. Stakeholders have manifested their demands for sustainable
development initiatives to be financed in the protected areas buffer zone as away to provide them with sustainable
livelihoods alternatives. Project design addresses such a demand and assures that this can be met without harmful
environmental impact.

5.5 What mechanisms have been established to monitor and evaluate the impact of the project on the
environment? Do the indicators reflect the objectives and results of the EMP?

A detailed monitoring and evaluation program has been developed during the first protected areas project based on
the Methods and Tools Objectives-Oriented Project Planning (ZOPP) methodology. This M& E program includes
detailed indicators on changes in land uses and ecosystem health as well as indicator species and socid indicators.
The M&E system is designed to give early warning to mangers of protected areas to permit mitigating actions. The
indicators for the first four protected areas under SINAP 2 have been prepared and fully reflect the project and the
EMP.

6. Social:
6.1 Summarize key socid issues relevant to the project objectives, and specify the project's social
development outcomes.

A social assessment was carried out during preparation to identify social issues that can hinder the project’s
objective and to ensure that poor and vulnerable population participate and benefit from the project. Main results
are presented below. (See annex 11 for a more detailed analysis).

Land Ownership. Most lands in protected areas are communal lands (95%), belonging to indigenous communities
or gidos, and to alesser extent, to private owners. Only a small part (5%) belongs to the government. In
accordance with Mexican Government’s policy, ownership status in PA will not change under the project, and
conservation strategy should involve actual owners. Therefore, no impacts are foreseen from PA conservation
strategy regarding land tenure. However, there are other factors, alien to conservation, such as increasing demand
for cultivation land, and unplanned urban growth, that are threatening PA sustainability and spurring social
problems. This situation varies in the four protected areas. In Alto Golfo - Rio Colorado there are few land conflicts
and in Cuatrociénegas, have been solved in a 100%. An opposite situation prevails in Tehuacan Cuicatlan, where
disputes over boundaries between communities are widespread. Chichinautzin-Zempoalais under the pressure

from unregulated -and sometimes illegal- urban growth of Mexico City and Cuernavaca.
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Pressures on natural resources. Disputes over the use of some natural resources are also a serious issue affecting
conservation in the four PA. In Alto Golfo, illegal practices and an increasing demand for fishing are both a
conservation and a socia problem. In Cuatrociénegas, the collection of candelilla and mesquite should change to
preserve the resource. In Chichinautzin-Zempoala restrictions to the use of medical herbs has raised disagreements
among indigenous communities. In Tehuacan — Cuicatlan, illegal and no sustainable use of woods is resulting in
deforestation and soil erosion. To offer sustainable aternatives to poor population involved in these activitiesis
critical to achieve the project’s objectives.

Socioeconomic Situation. Nearly 400,000 persons live in PA or buffer zones; 16% of them are indigenous peoples
comprising eleven ethnic groups with a variety of languages and culture presently at risk. Most communities are
marginalized and live in extreme poverty conditions. Social indicators such ailliteracy, and infant mortality are
higher than the national average. Indigenous peoples's cultural identity and traditions are at risk because of external
pressures and lack of respect fort their rights and cultures.

Subsistence agriculture, cattle-rearing, forestry, and natural resources collection for several purposes, are the main

source of income for population in protected areas. Candelilla and mesguite in Cuatrociénegas; fishing resourcesin
Alto Golfo; woods and other materialsin Chichinautzin and Tehuacan. Handicrafts are a complementary source of

income for the latter. Low productivity and poor commercialization affect all productive activitiesin PA. Migration
of young men seeking jobs has resulted in poor househol ds headed only by women without formal occupation. Lack
of basic services and infrastructure aggravates poverty conditions.

Social Strategy

The project’ s social strategy has been designed to address identified social issues under two principles: (i) the
promotion of sustainable devel opment alternatives; and (ii) sharing conservation benefits with the owners of land in
PA. Its main objectives are:

e To promote and support sustainable development projects of population within PA to incorporate their demands
into the project’s conservation strategy.

e Todevelop partnerships with private sector and NGO’ s and to mainstream conservation into public sector
programs, on order to optimize conservation and sustainability in PAs.

e To drengthen the project’ s participation mechanisms to ensure social commitment to, and benefits sharing from
biodiversity conservation.

The design of this strategy takes into account results from the socia assessment carried out during preparation and
consultation with grass-root organizations, indigenous communities, gidatarios, comuneros, and other vulnerable
groups identified. NGOs, academic institutions and local authorities points of view have been also taken into
account. Accordingly, the socia strategy's action lines have been structured around four main areas.

a Indigenous peoples development strategy. Under this strategy indigenous population and vulnerable groups
have been identified and specific actions have been defined to ensure that they participate and benefit from the
project. Accordingly four |PDP have been prepared to guide the social strategy regarding indigenous peoplesin the
four PA in the project. (See Annex 11-Attachment A);

b. Sustainable devel opment action plans. To avoid or mitigate possible social impacts that can arise from
restrictions in the access to, or use, of natural resources, a process framework to prepare sustainable development
action plans (SDAP) has been designed. SDAP swill comprise training, technical assistance and support to
implement sustainable productive initiatives to replace damaging practices, upon agreements with communities
involved. (See Annex 11-Attachment B);

C. Participation Strategy. The project’s participation strategy intends to build consensus among population in
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PA towards biodiversity conservation, offering alternatives for their informed involvement. Moreover, it will
promote alliances and partnerships with civil society organizations, NGOs and the private sector to support
conservation efforts. It also aims to mainstream conservation programs in federal public entities, and local
government authorities.

d. Public Awareness Campaign. A public awareness campaign has been designed to promote commitment to
conservation practices, the importance of biodiversity and to disseminate good practices. This campaign will
support social strategy implementation in PA

6.2 Participatory Approach: How are key stakeholders participating in the project?

The project has been prepared under a participatory approach that included an extensive consultation process of
main stakeholders in each one of the four protected areas. Several workshops and interviews involving comuneros,
gjidatarios, indigenous representatives, and community organizations were carried out. Man outcomes and
recommendations were incorporated into the social strategy, including IPDP and SDAP, and further consulted to
reach agreements and define priorities that are now integrated into the project design. Social Strategy action lines
were presented and agree in each PA Consgjo Asesor. (See Annex 12, Consultation Summary).

6.3 How does the project involve consultations or collaboration with NGOs or other civil society
organizations?

NGOs and civil society participate in the project through different organizations and programs established to
manage the SINAP. On the basis of last years experience, and mid-term evaluation results, the project's,
institutional framework has evolved to enhance civil society and NGOs collaboration in conservation effortsin PA.
Presently, the Fondo Mexicano parala Conservacion de la Naturaleza, co-manages the project, and NGOs and civil
society collaborate in ingtitutions governing SINAP as follows:

Consglo Nacional de Areas Nacionales Protegidas (CNANP). CNANP has been established as a consultative body
of national competence to incorporate and build partnerships with civil society and NGOs. CNANP integrates
representatives from NGOs, social and private organizations to advise on conservation strategy and PA
management.

Comite Tecnico del Fondo de Areas Naturales Protegidas (CTFANP): thisis the body responsible for overviewing
the operation of the FANP endowment. It comprises representatives of the main sectors of society, including oneto
two representatives each from academic ingtitutions, NGOs, socia organizations and public and private sectors.

Consgjos Asesores (CAs). CA are the units for social participation in PA. Presently, 36 PAs have established a CA
comprising atotal of 803 counselors. On the basis of the assessment of this instrument a revised model will be put
in place to better respond to the needs of community organizations. Under the new model Regional and Sector
Sub-consgjos will be established to ensure participation of vulnerable groups and facilitate reaching agreements
among stakeholders. This new model is aready established in Tehuacan — Cuicatldn and is currently being
implemented in the other three PA in the project.

Below isalist of organizations that participated in the consultation process during the process to select the
Protected Areas for the project.

Academia NGOs: Private sector: International : Grassroots
organizations:
UNAM; ITESM; Conservation International; | CONDUMEX; Mexico-Germany  [Yum Balam, A. C,;
Instituto de WWEF; CIPAMEX; TNC; Comercializadora Agreement; UK LosTalleresde
Ecologia, A. C;; Pronatura Peninsula de Veracruzana Department for Solaris, S. C.; Instituto
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Centro de Invest. Yucatén, A. C.; FMCN; International delaNaturalezay la

Cient. De Yucatdn | Espacios Naturalesy Development Sociedad de Oaxaca,
(CICY); Desarrollo Sustentable, A. S.C.; Ecosta5
CECARENA C.; Naturalia; Pronatura;

ITESM-Guaymas, | PROFAUNA

A Public Communication Campaign will support these efforts to outreach civil society, by informing about
biodiversity values, disseminating good-practices, and promoting commitment and participation towards
conservation. Resources from the Mainstreaming component will finance this campaign.

6.4 What ingtitutional arrangements have been provided to ensure the project achievesits socia
development outcomes?

CONANP will be overall responsible for the project's socia strategy implementation comprising four main aress:
(i) Indigenous peoples strategy; (ii) Sustainable development initiatives, (iii) Participation strategy; and (iv)
Communication strategy. CONANP will seek collaboration from NGOs and government agencies, within the
framework of their institutiona responsibilities, and will build partnerships with the private sectors to achieve its
goas. To support these efforts the following institutional arrangements have been set up::

1.

Improved Consgjos Asesores. Re-structuring and strengthening of Consejos Asesoresin Protected Areasto
improve representation of local communities and vulnerable groups through the establishment Regional and
Sector Sub-Consgjos according with each PA requirements. Counselors will receive training to better perform
their functions.

Srengthening PA Directorates. Social promoters will incorporate into PA Directorates to be responsible to
manage relationships with communities, promoting participation, and implementing socia strategy action lines.

Training. PA’s staff will receive training in matters such as community development techniques, participation,
conflict resolution and groups management, to better perform,;

Srengthening Central Units. Establishment in CONANP of the Direccion General de Desarrollo parala
Conservacion to be responsible through its three units of the following actions: (i) promoting sustainable
aternatives; (ii) support to maintreaming; and (ii) support and overlooking participation strategy. Moreover
this Directorate has recently incorporated into its functions implementation of the Regional Sustainable
Program (PRODER) that will support socia strategy by funding sustainable development initiatives.

Funding. Social strategy will be aregular activity of PA therefore PA" annua programs (POA) will include
resources to specifically carrying out the social strategy's action lines.

CONANP. CONANP has requested the establishment within CNANP of a special committee to overlook socia
strategy implementation.

6.5 How will the project monitor performance in terms of socia development outcomes?

The project’s monitoring and evaluation system will incorporate specific process and outcome indicators to assess
progress in implementation of the socia strategy and monitor its impacts, particularly regarding IPDP and SPAPs.
Logical frameworks prepared for each of the four PAs aready incorporate results from social assessment to
monitor outcomes.
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7. Safeguard Palicies:
7.1 Do any of the following safeguard policies apply to the project?

Policy Applicability
Environmental Assessment (OP 4.01, BP 4.01, GP 4.01) ® Yes O No
Natural Habitats (OP 4.04, BP 4.04, GP 4.04) ® Yes O No
Forestry (OP 4.36, GP 4.36) O Yes @ No
Pest Management (OP 4.09) O Yes @ No
Cultural Property (OPN 11.03) O Yes @ No
Indigenous Peoples (OD 4.20) ® Yes O No
Involuntary Resettlement (OP/BP 4.12) O Yes @ No
Safety of Dams (OP 4.37, BP 4.37) O Yes @ No
Projectsin International Waters (OP 7.50, BP 7.50, GP 7.50) O Yes @ No
Projectsin Disputed Areas (OP 7.60, BP 7.60, GP 7.60)* O Yes @ No

7.2 Describe provisions made by the project to ensure compliance with applicable safeguard policies.

Procedures to ensure project compliances with applicable social and environmental safeguard policies are described
in Annex 11, Annex 12, and in Annex 15.

F. Sustainability and Risks
1. Sustainability:

Sustainability will be achieved through:

() Theindependent and accountable private trust fund (FANP, within the institutional context of FMCN) will
manage capita fundsin such away as to provide assured, long-term flows of resourcesto the PASs, in
accordance with Bank-approved investment guidelines;

(if) At the protected arealeve, identification of cost recovery and financing mechanisms which will be used to
augment FANP support and government budgetary allocations; creation of local endowment funds will be
explored;

(iv) The adoption of participatory planning mechanisms and strategic partnerships with stakeholders, as well as
socia assessments and monitoring of conditions affecting social sustainability;

(v) Building a strong management capacity in the CONANP,
(vi) Specific project components addressing biodiversity mainstreaming, building partnerships with other public

programs and civil society, together with other nationa and international institutions, to assure a more
comprehensive approach to the root causes of biodiversity loss.

2. Critical Risks (reflecting the failure of critical assumptions found in the fourth column of Annex 1):

Risk Risk Rating Risk Mitigation Measure
From Outputs to Objective
Insufficient government support (financial N The new Administration is further building on
and incentives). the existing SINAP strategy, the budgetary
baseline has been increased substantially
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Obstacles to mainstreaming (re-subsidies
and sectoral programs incompatible with
protected areas)

Social conflicts (poverty, migration)
affects project performance

Constraints to sustainable use (options,
capacity, markets, support)

Fiscal crisis affects project execution

Instability in financial markets could limit
endowment earnings

incorporating the extraordinary appropriation
from 2000. The new Administration continues
relying on the advice of CNANP and a strong
participatory approach from society.

A Technical Committee within the National
Commission will promote political and policy
dialogue between the relevant government
agencies at the federd level.

The socia participation strategy is designed to
take into account the legitimate interests of the
owners and users of the lands and resources
protected under the federal decree, strengthening
their organizations and ingtitutions to empower
them in the process of devel oping contractual
arrangements and partnerships with the reserves
management.

The sustainable use component is complemented
by mainstreaming efforts. The institutional
support at the central and reserve level where
socid and productive expertise will be
integrated into the reserve team, is designed with
the participation of the beneficiaries in order to
guarantee that their knowledge is taken into
account in the selection of technologies,
products and market strategies. Additional
efforts by both executing agencies will be
complement with support from international
agencies assistance in the field.

Impacts of fiscal crisis should be limited as the
endowment is along-term instrument and could
bridge periods of occasional financial shortfalls.
Diversfied, risk-management investment
portfolio according to prevailing market
conditions (current project has 90% in fixed
income instruments).

From Components to Outputs

Overall Risk Rating

M

Risk Rating - H (High Risk), S (Substantial Risk), M (Modest Risk), N(Negligible or Low Risk)

Risks refer to the possibility that assumptions defined in the logical framework may not hold. For reading
convenience, these (and the corresponding risk minimization measures) have been clustered in five main groups in

the table above.

3. Possible Controversial Aspects:
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G. Main Conditions

1. Effectiveness Condition

Conditions for Negotiations:

Officia Government Letter with the Socia Strategy/IPDPs and SDAP.

Official Government Letter with the performance indicators and monitoring system.

Draft Operational Manuals.
TORs for audit services satisfactory to the Bank.

PR

For GEF CEO Endorsement
Demonstrated fundraising targets for SINANP | and I1.
Effectiveness Conditions:

Operational Manual for the project (FMCN) issued and put into effect.

The CCU is established and operational in CONANP (including staff training)

Agreement between CONANP and FMNC has been signed

The asset manager agreement has been entered into between FMCN and the Asset Manger.
Legal opinion of the contracts signature has been issued

gkrwbdpE

2. Other [classify according to covenant types used in the Legal Agreements.]

H. Readiness for Implementation

| 1. @) The engineering design documents for the first year's activities are complete and ready for the start
of project implementation.
> 1. b) Not applicable.

X 2. The procurement documents for the first year's activities are complete and ready for the start of
project implementation.

| 3. The Project Implementation Plan has been appraised and found to be redistic and of satisfactory
quality.

| 4. The following items are lacking and are discussed under loan conditions (Section G):

-34 -



I. Compliance with Bank Policies

< 1. This project complies with all applicable Bank policies.

| 2. The following exceptions to Bank policies are recommended for approval. The project complies with
all other applicable Bank policies.

Claudia Sobrevila John Redwood Olivier Lafourcade
Team Leader Sector Manager/Director Country Manager/Director
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Annex 1: Project Design Summary
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Hierarchy of Objectives

Key Performance
Indicators

Data Collection Strategy

Critical Assumptions

Sector-related CAS Goal:
*ingtitutional development and
decentralization of environmental
management

*improved management of
natural resources

*assistance in the design of
sector policies

Sector Indicators:

Sector/ country reports:

(from Goal to Bank Mission)

GEF Operational Program:
OP1, arid and semi-arid zone
ecosystems

OP2, coastal, marine, and
freshwater ecosystems

OP3, forest ecosystems

OP4, mountain ecosystems

Global Objective:

Consolidate the conservation and
sustainable use of biodiversity in
Mexico's natural protected areas

1. Conserve globally important
biodiversity in selected areas of
the National System of Protected
Natural Areas (SINAP)

2. Promote sustainability of
productive activitiesin the
selected areas (economically,
socialy, and environmentally).

Outcome / Impact
Indicators:

Trends in the rate of habitat
conversion in protected areas
included in the project;
(Hectares/year in year 5);
(Hectareslyear in Year Q) ;
Trendsin the frequency of
observations of indicator species
selected for each area.

- No significant decrease in
selected indicator species

- Zero habitat conversion in core
area (or equivalent);

- Gradual decrease in rate of
habitat conversion in each area.

-Proportion of area under
sustainable management from the
total area of non sustainable use
increased at least doubled
-Proportion of land users
applying sustainable practices
from the total land usersin the
PA isat least doubled

Project reports:

Baseline data; M&E periodic
reports; Midterm evaluation
2004; Final evaluation 2009

- Reports of protected area
directors

- Analysis results by CONANP

-Reports from protected area
(PA) directors
-Sel ected socio-economic surveys
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(from Objective to Goal)

-Continuation of governmental
support for conservation and
sustainable use of natural
resources in the new and
subsequent administrations;

- Responsible agencies and
organizations address problems
having negative effectsin
protected areas,

- Elimination of government
programs that generate or
promote migration into protected
areas.

-There will not be extreme
climate conditions (El Nifio
years).

-Government programs do not
generate or promote migration
into protected areas.
-Government support to the
project is maintained or
increased.

-Sustainable productive practices
generate equal or greater
economic value in comparison
with unsustainable practices
-National and international
demand for products generated
by environmentally sustainable
projectsis stable or increasing.
-There are no major subsidies for
practices not compatible with




3. Promote social
co-responsibility for
conservation.

4. Promote the inclusion of
biodiversity conservation and
sustainable use criteriain
development projects and other
practices affecting the selected
protected areas.

- At least 80% conservation
initiatives are the results of the
participatory process promoted by
the project (including design and
execution of the initiatives)

- At least 20% of the funds
invested at the PA level by
non-environmental agenciesis
compatible with conservation
and/or sustainable use of
biodiversity

- At least 80% of the
development initiatives financed
by non-environmental agencies
have no negative impacts on
biodiversity, or include
mitigation measures

-Selected PA-level studies on
social participation
- Reports from PA Directors

-Reports from PA directors
-Development project documents
- Agreements and minutes of
intersectorial meetings

conservation.

-Government support to social
participation for biodiversity
conservation and sustainable use
is maintained or increased

-No negative fiscal incentives for
unsustainable production exist
-International aid supports
sustainable uses of biodiversity
-The macro-economic context is
favorable and does not cause
increases in poverty levels
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Hierarchy of Objectives

Key Performance
Indicators

Data Collection Strategy

Critical Assumptions

Output from each
Component:

1.1 The selected protected areas
show progress in the results of
their Annual Operating Plans.

1.2 Resources available at local
levels for management of
selected protected areas are
increased

1.3 Capital resources for
biodiversity conservation and
sustainable use increase

2.1 Knowledge on sustainable
usein the PAsisincreased

2.2 Protected areas, public and
private institutions, and social
organizations have more
personnel trained in planning,
design and implementation of
sustainable projects

3.1 Opportunities for socia
participation in conservation and
sustainable use and biodiversity
are increased

3.2 Principles and objectives of
conservation and sustainable use
of biodiversity are gradually
adopted by PA stakeholders.

Output Indicators:

-Percentage of planned results at
the PA-level that show at least

80% progress in their indicators

- Percentage of resources for
conservation mobilized at the
PA-level

-Actual rate of increase in
resources per PA, per year

-National: Amount of funds
raised for the project

-Locd level: Amount of funds
raised for local endowments for
PAs

-Proportion of PAs where the
percentage of the population that
knows what a PA is, has
increased

- Number of personsinvolved in
sustainable use projects

- Number of projects successfully
implemented

-Number of PAs where
traditional sustainable practices
are maintained

-At least one participatory forum
functioning effectively

-Number of conservation
initiatives where local
communities participate in the
design and/or execution

- Number of NGOs, universities,
research centers and social
sectors participating in PA
management

- Number of people attending
participatory forums on
sustainable use and conservation
-Number of NGOs, universities,
research centers and social
sectors participating in
conservation and management of
the PA

- Proportion of Management
Program components where
stakeholders participate

- Number of agreements between
stakeholders and CONANP
-Number of conservation

Project reports:

- Annual reports of PA directors

- Annual Operating Plans
- Annual reports of PA directors

- CONANP and FANP annual
reports

-Financia records of protected
areas

-Annual reports of PA directors
- Annual reports from CC

-Reports of PA directors
- Selected socio-economic

surveys

- Selected socio-economic
surveys

-Meeting minutes from
participatory forums

- Annual reports from PA
directors

- Annual reports from PA
directors

- CONANP agreements records
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(from Outputs to Objective)

-Conditions at the PA-level do
not require drastic changesin the
conservation strategy.

-Increase in the private sector's
interest in conservation is
observed

- Fiscal incentives for the private
sector to promote permanent
participation are approved
-Information on local contribution
to protected areas is readily
available

- GEF match to funds raised is
available.

- Donor's interest in endowment
funds increases.

-Support for outreach activities
by actors other than the PAsis
readily available.

-Economic conditionsin Mexico
are maintained or improved

- Income generated by sustainable
practicesis used in socially and
environmentally acceptable ways
The government does not

increase its support to

unsustai nable practices.

Palitical conditionsin the region
permit social participation in
conservation and sustainable use

No major social conflicts prevent
dialogue and agreement with
stakeholders




4.1 Legal bases have been
established between agencies
strengthening the inclusion of
conservation criteriain sectorial
policies

4.2 Planning mechanisms for
increasing sustainable
development in PAs have been
established

4.3 Financing from institutions
other than CONANP directed
toward conservation and
sustainable use in the protected
areas isincreased

initiatives where stakeholders
participate in the design and/or
execution

-Number of legal bases for
intersectorial coordination,
signed and under operation
- Five inter-institutional
agreements to implement
sectorial programs at the PA
level

- Number of PAswith

devel opment projects or
intersectorial initiatives that
incorporate biodiversity-friendly
criteria

- Percentage of annual increasein
additional support, in cash or in
kind, coming from institutions
other than CONANP

- Number of agencies not focused
on environment that provide
support relevant to the project

-Annual reports from CONANP
- CONANP agreements records

- Reports from PA directors
- Development project documents

-Annual reports of PA directors
-Annual reports of CONANP

-Government agencies not
responsible for the environment
have political willingness to
increase their knowledge and
support of environmental
protection needs.

- Government commitment to
biodiversity conservation and
sustainable development is
maintained or increased

-No magjor socia conflict in the
PA exists.

-Government agencies not
responsible for the environment
have political willingness to
increase their knowledge and
support of environmental
protection needs.

- Government commitment to
biodiversity conservation and
sustainable development is
maintained or increased

-No magjor socia conflict in the
PA exists.

-The allocation of additional
fiscal resources to sustainable
development and conservation is
maintained or increased
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Hierarchy of Objectives

Key Performance
Indicators

Data Collection Strategy

Critical Assumptions

Project Components /
Sub-components:
(Component 1, 2, 3 contribute to
objectives 1, 2 and 3; Component
3 contributes to all objectives;
Component 4 contributes to
objective 4)

1. Expansion of FANP

1.1 Endowment of capital
Permanent endowment for
protected areas

1.2 Fund-raising

Consultancies, studies on the
donor markets, travel,
membership campaigns,
dissemination and outreach

2: Protected Areas Conservation

Management

2.1 Implementation of Protected
Areas Management Plans
-Staffing, development of
management programs, and
provision of basic infrastructure
and recurrent costs to protected
areas

2.2 Increased knowledge of
protected areas

-Targeted, applied research,
including inventories, for M& E
purposes

3: System-wide strengthening
3.1 Central Coordination

- Capacity building and technical
assistance to the PAs

- Strengthening and operation of
the monitoring and evaluation
system

- Social participation in the
protected areas program: studies
and consultations to evaluate
relationship local stakeholders
and protected areas

- Training in conflict resolution
for staff of Central Officesand
protected areas

3.2 Government institutional
strengthening:

- studies to define detailed
functions of the National
Commission's departments,
human resources, staffing plans,
etc.

-Consolidation of CNANP

Inputs: (budget for each
component)

Project reports:

-Financial report (asset manager
report, reports documenting
fund-raising campaign)

-FANP and PA bi-annua

reports, fiscal budget report,
disbursement reports, supervision
reports

-CONANP reports, CC reports,
disbursement reports, supervision
reports
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Outputs)

-Matching funds available
according to predetermined
schedule

-Fiscal counterparts funds
available.




(consultations with protected
areas participatory forums; travel
expenses for visits to protected
areas)

3.3 CSOs/NGOs ingtitutional
strengthening:

- Web sites, workshops, training,
publications to establish the
Mexican conservation learning
network

4. Mainstreaming Conservation
and Sustainable Use Policies
4.1 Central level:

- Consultancies and workshops to
promote inter-institutional
cooperation agreement;

- Studies to develop technical
manual to promote coordination
initiatives;

- Publications, audiovisuals, etc.
to implement a communication
campaign;

- Meeting and studies to promote
agroup of "business leaders' for
conservation

- Meeting and studies to promote
economic incentives

4.2 Protected Areas level

- Capacity building for
sustainable use initiatives;

- Studies, training and workshops
in support of community level
sustainable development plans;

- Meetings and workshop of
micro-regional sustainable

devel opment councils;

- Publications, audiovisuals, etc.
to implement alocal level
communication campaign;

- Studies, training and workshops
in support of a program of
agro-ecological reconversion;

-CONANP reports, disbursement
reports, supervision reports
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Annex 2: Detailed Project Description
MEXICO: Consolidation of the Protected Areas System Project (GEF)

By Component:

Project Component 1 - US$ million
Component 1. Expansion of the Fund for Natural Protected Areas (Total $21.20 mi).

11 Endowment capital. (Total $18.8 mi). This sub-component will add atotal of $15mi to the
existing FANP endowment fund. The GEF portion of this endowment (US$9.4 mi) will generate income
necessary to support basic conservation operating costsin 4 priority protected areas, as well asincremental
FANP administration expenses. A corresponding match of $7.5 mi has aready been deposited: US$5
million from Packard Foundation and $2.5 mi from the Government. Through subsequent tranches of GEF
and matching funds, the fund is expected to increase by atotal of US$45 mi, thereby providing GEF
interest income for atotal of 12 new areas, as described in Annex 14. At the reserve level, activities to be
covered by the income derived from the endowment, under component 2.1, will include: basic operation
costs, basic equipment, basic conservation activities, basic community activities, and basic
capacity-building activities included in the Annual Operating Plan. Under the supervision of CTFANP (see
section on implementation arrangements below), the FANP Director will provide oversight of the
endowment program according to the project cycle and guidelines contained in the Operational Manual .
Detailed costing and financial assumptions for this subcomponent can be found in Annexes 5 and 14.
US$1.9 mi will be used for first year PA expenses while endowment generates income. These funds will be
matched with funds directed to any of the 34 priority protected areas as described in Annex 14.

12 Fund-raising. (Total $2.4 mi). This subcomponent will support the major government/ private
campaign required to match the GEF endowment donation on a one-to-one basis, for the expansion of the
FANP fund to the capital level (US $45 mi in total) required to provide recurrent financing for basic
conservation in atotal of 12 new aress (i.e., 8 more than those covered under component 2.1). Itis
calculated that this campaign will cost US$2.4 mi during afive-year period. The costs of this
sub-component have been compared with professional norms and are at the lower end of the range (between
$.20 - $.50 per dollar raised is the norm). The fund-raising activity proposed here is equivalent to $.26 per
dollar raised, of which GEF is requested to provide haf ($.13 per dollar). The other half will be obtained
from foundations that have assisted and are currently providing support to the FMCN. The fund-raising
plan will involve the GOM, the FMCN, and alliances with other NGOs nationally and internationally. This
sub-component will finance consultancies, studies on the donor markets, dissemination and outreach, and
will be executed jointly by FMCN (which will administer 2/3 of the funds) and by CONANP (which will
administer 1/3 of the funds as away to cover the expenses incurred by its field and central personndl).
CONANP will raise US$3 mi and FMCN will raise US$6 mi as result of this fund-raising campaign. The
detailed description of this fund-raising plan can be found in Annex 14.

Component 2: Protected Area Conservation Programs (Total $13.87 mi)

This component will finance conservation costs in the four protected areas included in the project with a
mix of FANP-generated income, fiscal funds and other sources of financing. The basic characteristics of
the areas are summarized in the table below. Annex 13 contains further information on these areas, as well
as on the entire group of 12 areasthat are expected to receive funding from the supplemental grant
mechanism described in Annex 14.

Protected area | State Surface (ha) | Population Indigenous Ecosystems
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peoples
Tehuacan- Puebla, Oaxaca 490,186 626,314 Mixteco, Deciduous forest, pine-oak
Cuicatlan mazateco, forest, cloud forest, arid scrub
cuicateco and
popoluca
Alto Golfoy Delta| Baja California, 934,756 4,464 Cucapas and Arid scrub, marine and
del Rio Colorado | Sonora Tohono O’ odham | estuarine, coastal dunes
Cuatrociénegas | Coahuila 84,347 1,329 Dry scrub, oak-pine forest
Corredor Morelos, México, 65,971 50,000 Nahua Pine-oak forest, arid scrub,
Chichinautzin- Federal District deciduous forest
Zempoala

Income generated by the expansion of the FANP endowment will complement the annual GOM fiscal
expenditures, private NGO, and bilateral donor funding to support the implementation of protected area
management programs. The 12 areas selected for incremental support by the GEF endowment in this
project have been staffed with the standard “ core team” over the past two years (director, administrator,
coordinator and two project chiefs), and severa have completed management programs with fiscal funds.
The GOM has committed to maintain the basic staff and recurrent costs for all 12 areas throughout the
project life and beyond, and to begin to extend basic funding to the next tier of priority areas aswell. GOM
funds for this component will finance basic personnel (the “core team™) required for implementation of the
management programs, as well as support in basic operation, equipment, and conservation activities
complementary to the activities covered with the income derived from the endowment. The Government
contribution over the eight year period for the 4 PAs is expected to be US$ 4.04 million.

Specific activities to be undertaken under this component include: Protection (regular patrols for
surveillance, biodiversity monitoring, signs/postings/trails), Fire Prevention and Control, Habitat
Rehabilitation, Control of Exotic Species, Rustic Infrastructure, Environmental Awareness Training, Local
Community Capacity Building and Pilot Income-Generating Activities, Community Activities, Institutional
Development and Strengthening of Reserve Management Capacities (such as training of the reserve
management team), support for the reserve's Advisory Councils. In terms of expenditure categories, this
subcomponent will finance Small Civil Works, Equipment, Materias, Supplies, Consultants, Training,
Salaries and operating costs.

Component 3: System-wide I nstitutional Strengthening. (Total US$4.10 mi). This component will
provide support (with amix of fiscal, FANP interest income, and GEF non-capital resources) to activities
involving the endowment-supported PAs as a group, including coordination of project planning,
monitoring, technical assistance, support for general social participation processes, contracting,
procurement, and independent evaluation. The project will also support strengthening of CONANP as it
further develops and implementsiits strategic and operationa plans. It will further the consolidation of
CSOs and NGOs, as co-responsible agents in the PAs program, and as participantsin the “biodiversity
mainstreaming” agenda.

3.1 Central Coordination In the existing project (SINAP1), the Central Coordination operates as liaison
between FMCN and the relevant sectors of SEMARNAT/CONANP (as well as the individual PAS) in
activities such as as developing a monitoring and evaluation system, establishing reporting protocols, and
providing technical assistance and training to groups of PAs staff. In SINAPL, one staff person paid from
FANP interests with support by another person paid by SEMARNAT has overseen the central coordination
component. In the project proposed here (SINAP2), the Central Coordination unit will execute a budget of
up to 9% of the interest from the SINAP2 endowment. It is estimated that CONANP will channel US$1.73
mi to central coordination activities over eight years. These funds will be channeled exclusively to studies,
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workshops or consultancies that pertain to more than one protected area and aid in the strengthening
process of CONANP. Such activities will be defined and monitored by CONANP, included in the Central
Coordination POA and subject to approva by CTFANP. The administration of these funds derived from
SINAP 2 endowment will be the responsibility of FMCN. The technical oversight of the project in both
SINAP1 and SINAP2 (supervision of technical reports, field visits and activities required to verify the
correct application of the funds) will be covered with the percentage assigned to the Central Coordination in
FANPL (9 to 12% of the interests of FANP 1 endowment according to the legal agreement). The activities
included in this sub-component in SINAP2 include:
(@ Capacity building and technical assistance to the PAs. Thisitem includes training courses,
workshops, and seminars, both for protected area personnel and stakeholders. Priority capacity building
areas include, among others, environmental impacts, ecotourism, strategic communication.
(b) Monitoring and evaluation system: Thisitem covers the extension to the new areas of the M& E
protocol established under SINAPL, as well asits operation and upgrading during project implementation.
Monitoring and evaluation will be adequate to the requirements of the GEF program as well as the needs of
the broader SINAP system. New elements will include enhanced monitoring of social participation
(including IPDPs where applicable) and biodiversity mainstreaming objectives. The establishment of the
system (including the collection of basdline information) would be financed by a mix of fiscal (US$1.73 mi)
and GEF non-endowment funds (US$0.2 mi), with the latter being administered by CONANP via NAFIN,
additional to FANP interest and included in the Central Coordination Annua Operating Plans.
(© Social participation in the protected areas program. Activities under thisitem will include
technical assistance, training and consultancies to selected protected areas (individually or as a group).
These would have the following purposes:
e drengthen the PAS ability to promote partnerships between protected areas management and reserve
stakeholders for the implementation of the reserves’ management plans,
e providetechnical assistance for the identification and design of sustainable use and alternative
livelihoods projects in the reserves buffer zones
e assis inthe gathering, systematization and dissemination of good social participation and partnership
building practices.
Theinclusion of thistype of activitiesin the annual budget of the Central Coordination would be
undertaken in close coordination with CONANP s social participation direction.

3.2 Government Ingtitutional Strengthening: This sub-component will support CONANP s transition to
an effective executive agency, and the related adoption and execution of strategies for performance,
strategic planning, environmental information, marketing, interaction with donor and NGO sectors,
information technology and systems, human resources, physical resources, communications, and adaptive
management. Fiscal resources available for this sub-component include CONANP's budget allocation for
ingtitutional strengthening (US$0.17 mi over eight years). In addition, the recent inclusion into CONANP's
organigram of the Regional Sustainable Development Program (PRODERS) will enhance the ability of
CONANP to coordinate activities with other governmental agencies, thereby further contributing to its
broader institutional agencies. The ingtitutional strengthening budget also covers the cost of operating the
National Council for Protected Areas (CNANP), including consultations with protected areas participatory
forums, travel expenses for visits to protected areas and meetings. CNANP will have a very important role
in the process of ingtitutional strengthening. Thisis dueto its nature of independent external advisor to the
PAs system, making recommendations on laws and policies, overseeing development of genera

regulations, following up on co-financing agreements, advising on the categorization of PAs and registry of
new areas, and coordinating international funding.

3.3CS0O¢ NGO ingtitutional strengthening: thisis sub-component will help establish and consolidate a
Mexican Conservation Learning Network (MCLN) for the sharing and adoption of knowledge on protected
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areas management, benefiting non-governmenta organizations (NGOs) and civil society organizations
(CSOs). The MCLN is being promoted through an agreement between FMCN, The Nature Conservancy
and PACT. Thelatter two are international organizations experienced in NGO development. During its
first three years, the network will focus on two cohorts of NGOs --29 in the Gulf of Californiaregion and
8 currently or potentially carrying out management activities in the GEF-supported PAs. MCLN activities
include regular capacity assessment, training and technical assistance, "knowledge networks' of exchanges
and electronically accessible information, and devel oping the capacity of Mexican providersto deliver
capacity-building services. All NGOs involved in management activities of the GEF-supported PAs will be
eligible to participate. They will receive direct assistance from program staff, scholarships for courses and
workshops, access to information and databases, and regular assistance with assessment of organizational
development in competencies such as planning, management, leadership, administration, monitoring and
evaluation, and finance. A detailed three-year plan and budget is available. At aminimum thisinitiative is
expected to channel US$2 million dollars to NGO strengthening in protected areas over the eight-year
period of the present project. Activities to be financed include web sites, workshops, training, and
publications to promote the Mexican conservation learning network. Initial funding has been obtained from
the Packard Foundation and FMCN. The project staff is aready working at FMCN.

Component 4: Mainstreaming Conservation and Sustainable Use Policies. (Total US$20.95 mi; 15.65
mi GOM and 5.3 mi GEF)

4.1 Central level (US$717,800 from GEF)

a) Preparation of alaw for Protected Areas which will include measures to promote the adoption of
biodiversity criteria by Federal and State devel opment agencies operating in and around protected areas (all
funding from the government)

b) Development of five inter-institutional agreements ("bases de coordinacion inter-instituciona”) to
include biodiversity criteriainto the sectorial programs of five federal agencies (SAGARPA, SRA,
SEDESOL, SCT, SSA). The project will finance 5 specialized consultancies for developing criteria and
environment components from the Federal Agenciesthat will be developing sectoria programsin PAs
(including studies and workshops): US$ 64,200

(o)) Development of atechnical manual on policies and regulations of public investments, targeted at
protected area staff, to increase their capacity to design and execute initiatives of coordination with other
sectors agencies. The project will finance one specialized consultancy: US$ 17,400

d) Implementation of a program of communication, awareness raising and education on biodiversity
conservation in protected aress, targeted at the decision-making level of the federal government, at member
of the national congress, and at other leaders in the different sectors of civil society (see Annex 16 for
details on the project's communication strategy). The project will finance 4 consultancy contracts for the
development of contents and evaluation of the campaign; 7 workshops, several TV announcements and one
lot per year of printed material. (US$ 494,800)

e In coordination with the broader program “ Conservemos Mexico”, promotion of private
investments in sustainable development in the buffer and influence zones of protected aress, to be
monitored and certified by CONANP for consistency with the objectives of the reserves management
plans. This would be achieved by means of 10 pre-feasibility studies of business opportunities, and five
visits of business leaders in protected areas (US$ 105,700)

f) Promotion of economic incentives of fiscal or other nature to promote investments in sustainable
development activities in the reserves or neighboring areas, as well as cost-recovery mechanisms related to
services provided by protected areas (e.g., entrance fees). Thiswould be accomplished by means of 4
studies/ consultancies (US$ 35,700)

4.2 Protected Areaslevel (US$4,582,300 from GEF)
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a) Development and execution of a program of capacity building to enhance the entrepreneuria skills
of local communities and other protected areas stakeholders in initiatives of sustainable use of biodiversity.
The program would include modules for horizontal exchanges of knowledge and experiences (i.e., anong
reserves), as well as cross-fertilization between reserve level staff and stake-holders, and central level staff.
The project will finance 16 training courses for 30 people, and 8 study tours. (US$ 331,400).
b) Establishment, in selected reserves, of sustainable development councils on a micro-regional basis.
These councils would operate under the framework of, or in coordination with, the protected areas advisory
councils (Consg os Asesores), to promote the design and adoption of consensus-based community level
sustainable development plans. These plans would help communities prioritize their needs and provide a
sustainable devel opment framework to coordinate the activities of the various development agencies
involved in the areas. The project will finance 96 community workshops for the operation of the
“micro-councils’ and the development of sustainable development plans (US$ 590,400)
C) Implementation of small community-level grants for the sustainable use of biodiversity in the
buffer zones of selected protected areas. Sub-projects to be financed will be consistent with the community
level sustainable development plans described above; and will be screened for environmental impacts with
procedures described in Annex 17. The project will finance 56 sub-projects (US$ 973,300)
d) Design and execution, in selected protected areas, of a program for agro-ecological
"re-conversion”, in coordination with SAGARPA and the state governments, to re-orient, in directions
compatible with the conservation and sustainable use of biodiversity, relevant activities and practices,
including the following:

agricultural and cattle devel opment;

fisheries and aguaculture;

reforestation and other forms of habitat restoration;

sustainable use of wildlife
The project would finance 12 studies or consultancies, and 24 pilot sub-projects to demonstrate the
viability of the proposed aternatives for re-conversion (US$ 466,800)
e Technical assistance for the implementation of the social strategy. The project will finance hiring,
at the reserve level and on aterm basis, of specialized consultants with skills including social participation,
conflict resolution, indigenous issues, sustainable use of biodiversity, public sector management for the
coordination with federal and state devel opment agencies. These expert would provide technical support to
the PA’s core staff to design, execute and supervise actions consistent with the four main lines of each
reserve' ssocia strategy (participation, communication, indigenous issues, sustainable development action
plans). The project will finance up to 816 months/ consultant (US$ 1,505,100).

f) The Project Coordination Unit (PCU), will be fully integrated within CONANP. For the
implementation and reporting of the different components of the project, the Coordinator within the
Conservation for Development General Direction, will be assisted by two staff focussing on mainstreaming
and socia participation. The Coordinator will aso work closely with three staff members that will be
under the direction of three Departments (Administration, Monitoring and Evaluation and Strategic
Communication), but working for the PCU. The Project will finance atota of 6 staff members integrating
the PCU and the office equipment they will require. (US$ 715,300).
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Summary of component financing:

Sour ce US$ % Notes

GOM 1565mi | 74.7% Includes annual fiscal funds from: PRODERS (both
investment in the program’s areas and estimated cost of
Mexico City staff):
Contributions from public funds other than
SEMARNAT according to study by Perez Gil and
Jaramillo (1999)

GEF 5.3 mi 25.3 Regular disbursements via special account in NAFIN

Total 2095 mi | 100%
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Annex 3: Estimated Project Costs
MEXICO: Consolidation of the Protected Areas System Project (GEF)
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Local Foreign Total
Project Cost By Component US $million US $million US $million
A. Expansion of the Fund for Natural Protected Areas 0.00 0.00 0.00
1. Endowment Capital 5.70 13.10 18.80
2. Fundraising 0.80 1.60 240
B. Protected Areas Conservation Programs 0.00 0.00 0.00
1. Implementation of Management Programs 10.97 2.90 13.87
C. System-wide Ingtitutional Strengthening 0.00 0.00 0.00
1. Central Coordination 1.83 0.10 1.93
2. CONANP Strengthening 0.17 0.00 0.17
3. CSOs and NGOs Strenghtening 0.00 2.00 2.00
D. Mainstreaming Conservation and Sustainable Use Palicies 15.45 5.50 20.95
Total Baseline Cost 34.92 25.20 60.12
Physical Contingencies 0.00
Price Contingencies 0.00
Total Project Costs1 34.92 25.20 60.12
Total Financing Required 34.92 25.20 60.12
1. SINAP 2 Phase 1 Budget
Project Components by Financier (US$ million) (2002 to 2009)
Component GOM GEF Private |Bilateral | Total
Amount | Amount | Amount | Amount |Amount
1. Expansion of the
Fund
1.1 Endowment 25 94(1) 6.9 18.8
capital
1.2 Fundraising 0.4 1.2 0.8 2.4
2. PA conservation
programs
2.1 Implementation 6.47 6.53 0.87 13.87,
of Management
Programs
3. Ingtitutional
Strengthening
3.1 Commission 1.73 0.2 193
Coordination
Program
3.2 Institutional 0.17 20 2.17]
strengthening
4. Mainstreaming | 15.65 (2) 53 20.95
conservation and




sustainable use
policies

Total 26.92 16.1 16.23 0.87 60.12

(1) Includes endowment for four PAs and start-up funds for 12 PA
(2) Includes counterpart funds by GOM other than SEMARNAT as calculated by Pérez Gil and
Jaramillo (1999) (12.0 mi for 12 PASs), as well as the contribution by PRODERS (3.654 mi)
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2. SINAP 2 Additional Phases Budget

Project Components by Financier (US$ million) (2002 to 2009)

Component GOM GEF Private |Bilateral | Total

Amount |Amount | Amount | Amount |Amount

1. Expansion of the
Fund

1.1 Endowment 9.0 15.0 6.0 30.0
capital

1.2 Fundraising

2. PA conservation
programs

2.1 Implementation 12.93 6.61 174 21.28
of Management
Programs

3. Ingtitutional
Strengthening

3.1 Commission 3.47 3.47
Coordination
Program

3.2 Ingtitutional 0.33 0.33
strengthening

4. Mainstreaming 0
conservation and
sustainable use
policies

Total 25.73 15.0 12.61 1.74 55.08

1
Identifiable taxes and duties are 0.01 (US$m) and the total project cost, net of taxes, is 60.11 (US$m). Therefore, the project cost sharing ratio is 26.78% of
total project cost net of taxes.

-50 -



Annex 4 - Incremental Cost Analysis
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Overview

The project’ s general objective is to increase the permanent protection of the globally significant
biodiversity of a mega-diversity country. The project would contribute to the conservation of Mexico's
highly diverse biota by establishing areliable basis for sustainability of its protected area system. The
GEF dternative would achieve these outputs at atotal incremental cost of US$48.90 million, of which
GEF would contribute US$31.1 million and the Government of Mexico and others would contribute
US$17.80 million. Total project costs are US$115.2 million, of which US$ 52.65miillion is to be provided
by the Government of Mexico, US$ 31.45 million by private and bilateral donors, and US$ 31.1 million
by GEF.

Context and Broad Development Goals

Estimates suggest that Mexico harbors more than 10% of the biological diversity of the planet (Toledo and
Ordoiiez 1993), making it one of the 12 megadiverse countries in the world. Mexico is the country with the
highest ecological diversity in the Americas (Dinerstein et al 1995), and a key center of origin of
agricultural crops (Ramamoorthy et al 1993). Mexico has already lost more than 95% of its humid
tropical forests and more than half of its temperate forests (Dirzo 1992). The percentage of arid regions
lost is difficult to quantify, but it certainly amounts to more than half of the original cover (CONABIO
1998). Conversion of natural habitats has been dramatic in this century. Although decrees on protected
areas date back to 1876, it has only been in the last two decades that both GOM and broad sectors of
society have become involved in their protection. Until 1994, most of the protected areas lacked
management programs, personnel and a basic operating budget (SEMARNAP 1996). Significant changes
have occurred in the last five years, thanks to the mobilization of Mexican civil society and of the
international community in support of conservation. However, this still does not guarantee the long-term
global biodiversity benefits from conservation of Mexico’'s ecosystems and habitats.

Over the past five years, the Government of Mexico has dramatically increased its support for protected
areas, increasing the total number of protected areas from 99 in 1994 to 129 in 2001 and the total budget
from less than half amillion dollarsin 1994 to $14 million in 2001. As of early 2000, 52 areas have a
"core team" of basic personnel -- director, administrator, and two project directors, as well as some level
of basic recurrent costs (office, equipment, coordination and administration). Ten of these aso have
assured basic "resource security" for operating, conservation, and community activities viathe FANP
program endowed by a $16.48 million contribution in the 1996 restructuring of the pilot phase GEF
Mexico Environmental Project.

Most of the protected areas have additional support from a variety of academic, NGO, and private sector
sources, as well as international public and private sources. A study of 24 priority areas (beyond the 10
covered by the FANP endowment) commissioned for the preparation of this project shows that they
depend on public sources for nearly 80 percent of their income (of which one-third comes from
international sources and two-thirds from national sources). Anacther 10 percent is provided by national
and international NGOs, 4 percent comes from the academic sector, and the remainder from others. (Perez
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Gil 2000) The figures must be regarded as approximate because they do not take into account the value of
in-kind services provided by various organizations and because complete financial data was not available
inal cases. On average, however, the level of investment per year in each of the 12 areas selected as
priority for this project was dightly less than US$ 106,000 and less than $20,000 from other sources
(national, bilateral and private) over the past three years. Perhaps not surprisingly, assistance from
international sourcesis concentrated in the northern part of the country, and assistance from the private
sector is concentrated in two areas. Cuatrociénegas and Banco Chinchorro. These funds al contribute to
abaseline of protection for Mexico’s biodiversity but more resources are needed to assure the long-term
protection of these globally significant resources.

The broad development goals of this project are to extend the concept of basic "resource security”
achieved in the 10 areas supported by the first GEF project, to an additional 12 protected areas over an
eight-year period, and as additional capital israised, to still more of the areas identified as of highest
priority for conservation. These development goals also include the long-term certainty of global
biodiversity protection in the SINAP. The project would:
a Conserve globally important biodiversity in selected areas of the National System of Protected
Natural Areas (SINAP).
b. Promote and implement sustainable productive processes in the protected areas buffer zones, to
achieve conservation in collaboration with the communities and stakeholders,
C. Consolidate socia support for conservation by enhancing opportunities and local capacities for
participation.
d. Promote the inclusion of biodiversity conservation criteriain development projects and other
practices affecting the selected protected areas.

Basdine

Under the Baseline scenario, Mexico will be able to manage a sub-set of its protected areas, (including
those that received support through the restructured GEF Pilot Phase Project that enabled the creation of
FANP) as well asto maintain an adequate level of central support to the system. The 12 additional

priority areas would continue to receive basic level of operational funding. SEMARNAT would provide
funds for supervision, management planning, and some monitoring as well as coordination from the

central office. However, the baseline scenario resources are not adequate to assure permanent conservation
of the global biodiversity benefits of the SINAP. The estimated detailed baseline by component is as
follows.

1. Expansion of the Fund for Natural Protected Areas

Fund raising for the FANP endowment would be constrained by the dearth of donors willing to fund basic
conservation and/or to contribute resources to a capital endowment, and would concentrate on meeting the
US$ 5m target established under the existing project. Considering that in addition to that target, other
funds are being raised to support conservation at the reserve level (e.g. San Pedro reserve), the baseline is
set here at US $ 7m. Resources to aid fund raising would be limited to the $0.8m obtained by FMCN from
private foundations. Total component cost under the baseline scenario would amount to US$ 7.8 million.

2.Protected area conservation programs

Reserve managers would engage in some level of public-private partnerships but would be extremely
limited in what they could accomplish in conservation because of the pressures of assuring aminimal level
of external support for basic operations, equipment, and community activities. Implementation of this
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scenario would result in:

a Development of basic management programs for each area and some protection of biodiversity of
global significance

b. Some level of basic conservation programs and community outreach

C. Some level of inter-institutional coordination to identify alternate sources of support for productive
sustainable devel opment projects in buffer zones

d. Limited generation of revenue from additional sourcesto cover other recurrent costs

Under the baseline scenario, fiscal resources for basic personnel in the 12 priority areas (estimated here at
US$ 19.40 million over eight years) would be made available, but their conservation effectiveness would
be limited by the lack of additional resources to finance additiona conservation costs (community
participation, training, etc.). Contributions by private and bilateral donors are expected to amount to
US$15.75 million over eight years based on studies of the pattern and level of contributionsin the past,
and taking into account a US$ 3.25 fundraising target by the recently launched campaign “Let’s Conserve
Mexcio”. Total component cost under the baseline scenario would be US$35.15 million.

3. System-wide nstitutional strengthening

Central Coordination Program

Under the baseline scenario, CONANP would support system-wide conservation activities benefiting 12
priority reserves, but it would not be able to finance improvements at the reserve level of its M& E system.
Taking 2000 as the reference point, the baseline is estimated as the pro-rated costs of central support to 12
reserves: thisis an appropriation of US$ 5.2 million over eight years.

Institutional strengthening

The National Commission would pursue its objective of consolidating itself from the institutional
standpoint, and to implement its strategic and operational plans. In addition, FMCN would continue its
partnership with PACT and TNC to support the Mexican Conservation Learning Network (MCLN).
Total estimate for the baseline is US$2.5million.

4. Mainstreaming Conservation and Sustainable Use Policies

Data from the study of financial support to the PAs proposed for inclusion in this project indicate that the
12 priority areas received some $1.5 million per year from Mexican agencies (municipal, state, national)
other than INE in 1999 (Perez Gil and Jaramillo 1999). On this basis, it is expected that baseline
counterpart funds for the 12 reservesin eight years will reach at least US$12 million. However, it is
unlikely that in the absence of efforts to re-orient, prioritize, and up-scale them, these activities would
make alasting difference on biodiversity conservation and sustainable use.

The incorporation of the Regional Sustainable Development Program (PRODERS) into CONANP) will
alow to alocate an estimate of US$3.65 million into mainstreaming activities considering support in
central offices and at the protected are level. Hence, the total estimate for the baseline cost of this
component are calculated at US$15.65 million.

Thetotal estimated cost of the Basdline scenario is US$ 66.30 million. Budget tables with additional
information on the sources of these figures are presented in Annex 14.
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Global Environmental Objectives

A consolidated and sustainable protected area system will help conserve alarge proportion of Mexico's
rich and unique biodiversity and to maintain ecological and evolutionary processes of unique global
importance. The global objective of this project is to consolidate the conservation of globally significant
biodiversity in protected areas in Mexico, guaranteeing conservation and maintenance of global
biodiversity benefits over the long term. Without the GEF contribution, these benefits would not be
realized.

GEF Alternative

Under the GEF Alternative scenario, Mexico will be able to set the basis for sustainability of its SINAP
and maximization of the global benefits of a mega-biodiversity country based on long-term planning,
comprehensive social participation programs, inter-institutional coordination at local, intermediate and
national levelsto "mainstream” biodiversity concerns with state and national government and development
agencies and to direct appropriate sustainable social development to zones around the protected areas. In
addition to basic personnel, the protected areas will be able to count on adequate basic funding for
conservation and community outreach programs, enhanced biological and social monitoring, pilot funding
for programs to address the root causes of biodiversity loss, and effectively combat threats to globally
critical habitat. Specific components of the GEF alternative include:

1. Expansion of the Fund for Natural Protected Areas

US$48.8 million (US$46.9 million for direct investment into the endowment and US$1.9 million for
start-up costs, to support conservation of the 12 protected areas while endowment contributions accrue
interests) would be provided in equal parts by the GEF and other donors for increased capitalization of the
endowment, thereby promoting long-term conservation of protected areas and permanent protection of
globally significant biodiversity.

In addition, fund-raising activities would be up-scaled and expanded to atotal of US$ 2.4 million to meet
the challenge of increasing FANP endowment (with contributions from GEF, GOM and FMCN).

The total dternative cost for this component is US$51.2 million.

2. Protected area conservation programs

The GEF dternative would permit full implementation of management programs, including more effective
socid participation mechanisms, via the additional resources obtained from FANP interest, which would
complement the fiscal alocation of GOM, and contributions from private and bilateral sources, including
the funds raised by the campaign “Let’s Conserve Mexico”. Tota cost for this component under the GEF
Alternative is estimated at $35.15 million.

3. Institutional strengthening

In addition to regular central coordination activities, the aternative would finance comprehensive
monitoring of biologica and social indicatorsin the 12 priority reserves, which will serve as a model for
protected areas presently lacking a monitoring system. Costs are estimated at atotal of US$ 5.4 million.
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The aternative for government and civil society strengthening encompasses the same activities of
CONANP, NGO and CONANP described in the baseline. However it is plausible that the same resources
of $2.5m would have larger biodiversity benefits than in the baseline because of synergies with the
GEF-financed activities.

The total GEF Alternative for this component would be US$ 7.9 million.

4. Mainstreaming Conservation and Sustainable Use Policies

The aternative entail s promoting a coordinated approach to regiona development that would minimize
impacts of development on protected areas and maximize benefits of development in ways that address
root causes of biodiversity loss . The GEF alternative would complement baseline resources by financing
protected area-level mainstreaming strategies, sub-grants to mainstreaming activities, and inter-agency
coordination at the national level for atotal of US$20.95 million.

Tota expenditures under the GEF Alter native scenario are estimated at US$ 115.2 million.
Incremental Costs

Tota expenditures under the Baseline scenario are estimated at US$66.30 million, while the total
estimated costs of the GEF Alternative are estimated at $115.2 million. The difference between the cost of
the Baseline Scenario and the cost of the