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Recommended Council Decision

The Council, having reviewed document GEF/C.17/12, Mechanisms and Arrangements for
Expediting Disbursement of Funds for Small Projects, welcomes the reports of the Implementing
Agencies on seps that they have undertaken to streamline the processing and implementation of
projects and disbursement of funds. The Council approves the procedures proposed in the document
to expedite the disbursement of thefirgt tranche of GEF financing for PDF grants, enabling activities and
medium-sized projects. The Council requests the GEF Secretariat to work with the Implementing and
Executing Agencies acting under expanded opportunities to prepare standard legd agreements that
address project start up activities and to ensure that procedures are in place in each agency that will
dlow the timely rdease of start up funds for such projects and that promote maintenance of financid
accountability together with decentralized financid management of funds at the country leve.




INTRODUCTION

1 The GEF Council at its meeting in November 2000 requested the Implementing Agencies to
provide a report to the Council at its next meeting on the mechanisms and arrangements
through which they can expedite the disbursement of GEF funds for small projects Noting that
the Council has aready approved expedited approva procedures for smal GEF grants, namely Project
Preparation and Devel opment Facility grants, enabling activities of $450,000 or less, and medium-sized
projects of $1m or less, the CEO now proposes for Council’ s consideration procedures that will
expedite the disbursements for these grants.

2. The Secretariat and Implementing Agencies continue to streamline their procedures to reduce
overdl processng time and disbursement of funds for full and medium-sized projects (M SPs) and
enabling activities (EAS). In the case of projects requiring smdler amounts of financing, the GEF has
had very pogtive experience in providing relatively smdl grants to countries through its Smal Grants
Program (GEF/SGP). The GEF/SGP, which is managed by UNDP, was launched in 1992 to provide
grants of up to US$50,000 to community-based groups and non-governmentd organizations (NGOs)
for addressing through loca action the globa environmentd issues of the GEF mandate.

3. This cover note, prepared by the Secretariat in consultation with the Implementing Agencies,
complements the reports submitted by the Implementing Agencies which are presented in Annexes A-
C, and proposes for Council’s consideration procedures to expedite the disbursement of financing for
grants made under expedited approval procedures.

4, The Implementing Agencies have aready used the following principles to streamline smdll
projects:

@ UNDP has established mechanisms at its country offices to support the projects under
the GEF/SGP,

(b) UNEP has reduced project processing time previoudy needed to reformat GEF project
documents into UNEP project documents by smply appending the UNEP-specific
information to the GEF document. UNEP has a0 introduced a specific mechanism for
authorizing GEF activities which is different from its regular project gpprova process,
and

(© The World Bank now disburses funds for MSPs on the basis of projected expenditures
rather than an ex-post rembursement for expenses. This helps to reduce the executing
agencies up-front cost and to reduce delay in activities that depend on funds flow.



PROPOSED MECHANISM AND ARRANGEMENT FOR EXPEDITED DISBURSEMENT

5. Recognizing the continuous chalenge of expediting disbursement of funds, particularly in the
initid phases of a project, consderation has been given to how best to facilitate the prompt start of
project activities. Although in approving expedited procedures for the gpprova of Biodiversty and
Climate Change enabling activities the Council agreed that 15 percent of the total budget should be
released immediately after CEO approva of such projects, the reviews by the GEF Monitoring and
Evauation Unit of enabling activities concluded that this has not been effective in accderating project
start up because of existing disbursement procedures of the Implementing Agencies.

6. Building upon the reviews and the experience of the Implementing Agencies, it is proposed that
the Council request the Implementing and Executing Agencies acting under expanded opportunities to
develop and implement the procedures described below to expedite disbursement of GEF funds for
dart up activities of PDF s, enabling activity and medium-sized projects.

7. The start-up costs for project preparation and for enabling activities and medium-sized projects
are being addressed since the Council has aready approved expedited procedures for their
development and approval; they often are concerned with issues that require urgent attention; the GEF
financing is usudly the most significant, if not the only, source of financing; and the financid limitations
placed on these kinds of projects ensure that the financia risks are minima.

8. For the purposes of the procedures described below start-up activitieswill need to be
described in the proposal for any PDF grant, enabling activity, or medium-sized project, and the cost of
such activities should not exceed US$100,000 in GEF financing.

0. Specificaly, it is proposed that the following steps be taken:

@ Sandard legal agreement: The GEF Secretariat will work with each Implementing
Agency and each Executing Agency acting under expanded opportunities to develop,
consgtent with the agency’s internd rules and procedures, a brief, sandard legd
agreement that addresses the start up activities of a PDF, enabling activity or medium-
szed project following GEF approva of the project proposa. The standard agreement
will incorporate basic GEF principles and policies. Standardization should expedite
preparation of the legd agreements necessary for the first tranche of project activities.

(b) Timely release of funds: Following sgnature of the legd agreement by the GEF
agency and the nationd authority or desgnated organization, the Implementing or
Executing Agency acting under expanded opportunities will release the gpproved dtart

! GEF 1999. Interim Assessment of Biodiversity Enabling Activities (Eval uation Report #2-99) and GEF 2000. Review
of Climate Change Enabling Activities (Evaluation Report #2-00).
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(d)

up funds (the firgt tranche of funds), up to US$100,000, within 10 working daysto the
project executing agency.

The amount released will be based on projected expenditure for the first tranche of
activities, rather than ex-post reimbursement for expenses. Subsequent tranches will be
released according © an agreed schedule in the project document and satisfactory
submission of a satement of expenditure by the project executing agency.

Decentralized financial management: Project expenditures will be audited according
to exiging Implementing or Executing Agency procedures. Financid oversight by these
agencies will be decentraized as much as possble. GEF agencies with country offices
will be expected to ddegate financid management to their loca offices.



ANNEX A
UNEP sRePORT TO THE GEF COUNCIL ON EXPEDITE PROCESSING OF SMALL PROJECTS
l. INTRODUCTION

10.  The 20" session of the UNEP Governing Council, held 1-5 February 1999, Nairobi, welcomed
the Action Plan on Complementarity between the activities undertaken by the United Nations
Environment Programme under the GEF and its regular programme of work and requested the
Executive Director to transmit it to the GEF Council. At the 13" GEF Coundil meating hdd 5-7 May
1999, Washington DC, the Action Plan was unanimoudy endorsed.

11. Immediately after the endorsement of the Action Plan, the UNEP/GEF Programme
Coordination Committee (PCC) was established and its first meeting was held in June 1999 to start
putting the Action Plan into practice. On 25 January the PCC adopted streamlined procedures for the
interna approva process for UNEP s GEF project activities. The streamlined procedures included
mechanisms and arrangements for expediting disbursement of GEF funds for small projects.

. MEASURESINTRODUCED FOR SMIALL PROJECTS

12. UNEP has streamlined itsinternd procedures for project gppraisal and gpprovd in line with the
GEF Council’ s recommendetions, in particular for small projects such as PDF-As, MSPs (medium-
szed projects), and enabling activities. These measures are outlined below in comparison with the
UNEP procedures for full GEF projects.

Full GEF Projects

13. Full GEF projects are approved by one of quarterly meetings of the PCC scheduled to take
place immediately prior to the bilaterds. The PCC approves the brief at this stage and the Chief of
BFMS (Budget and Financid Management Service) is authorized to Sign the operationd project
document once the GEF gpprova process has been completed.

14.  Thedevelopment of a UNEP project document congtitutes the last mgjor element of full project
preparation. In order to avoid total reformatting of the GEF project brief as approved by the GEF
Council, it is amended through the addition of:(i) the front cover of the UNEP format for project
documents, (ii) a detailed budget by object of expenditure, (iii) reporting information, and (iv) any
subordinate financia agreements required which are added as Annexes to the full project documen.



PDF-As

15. Proposals for PDF-A funding are circulated to the PCC for gpprova on afive day no-objection
basis, before they are presented to the other Implementing Agencies for comments. Thus PDF-A
proposals are not bound by the PPC quarterly meetings.

16.  After GEF approva of aproject, the UNEP project document is prepared. Sections to be
added are basically as same as those necessary for full project interndization as mentioned above.
However the PDF-As are normdly far smpler than full projectsin project structure and rarely involve
as many co-financing/executing agencies as full projects do. Thus project document preparation for
PDF-As necessitates only very limited time and effort compared with full projects.

Medium Sized Projects (M SPs)

17. UNEP has along-standing experience of projects of less than 1 million dollars snce many of its
regular projectsfit in that category. In order to help ensure expedited review and processing of MSPs,
UNEP has designated afocd point on M SPs, who liaises with the UNEP NGO focal point and the
substantive divisons of UNEP.

18.  The expedited process for M SPs requires submisson of atwo-page project concept for the
gtandard format to the UNEP GEF Coordination Office to determine the digibility of the project for
GEF financing. At this stage the M SP concept is exempted from the PCC review.

19. Following preparation of the MSP brief in GEF format, it is circulated to the PCC for approva
on aten day no objection basis prior to submission to the GEF Secretariat. The UNEP GEF
Coordination Office submits it to the GEF Secretariat and circulates it to the other Implementing
Agencies, STAP and convention secretariats, where necessary.

20.  Oncethefinal CEO approva has been obtained, the UNEP project document is prepared.

The requirements are the same as the full GEF projects. For MSPs this process is normally completed
within eight weeks with the assistance of UNEP GEF Coordination Office. This shorter processing time
for MSPsis again mainly due to the fact that MSPs arein most cases not as complicated as full GEF
projects.

Enabling Activities

21.  ThePCC has given blanket gpprova for the addition of enabling activities under the existing
project documents. In other words enabling activities are exempted from the PCC review asthey have
been aready approved as awhole asthe UNEP umbrella project. Thus the total processing time for
enabling activities tends to reflect the time required by GEF Secretariat to approve them.



22.  After gpprovd by the GEF Secretariat, the UNEP project document is prepared. This
requirement remains the same for al types of GEF projects. However for enabling activitiesthis
processis normaly far faster than full projects because most enabling activities are less complicated and
rather uniform in project structure.

1. EFFECTS OF EXPEDITED PROCEDURES

23.  Thegraph 1 below indicates the difference in the number of days UNEP spent to process
different types of projects after the GEF gpprova. While more than 300 days were spent for afull GEF
project to be processed, only about 160 days and less than 100 days were necessary on average for a
MSP and an enabling activity to be processed, respectively.

24.  Thisdifference cannot be totaly attributed to the expedited procedures introduced by UNEP
for smdl projects such as MSPs and enabling activities, since there are anumber of other factors that
affect the processing time of each project. In fact these average figures tend to be very much influenced
by afew projects, which took exceptiondly long time to be effected. Thisis conddered particularly true
with UNEP, since the number of projects UNEP has been handling is comparatively limited. Thusthese
average figures indicated in the graph should be taken with caution. Neverthelessit seems one can a
least safely conclude that UNEP s expedited procedures for small projects have contributed to speedy
processing in generd of such projects within UNEP.

Graph 1: Average Processing Time Between GEF Approval and Project Internalization by
UNEP
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ANNEX B
UNDP REPORT ON DISBURSEMENT OF GEF FUNDS FOR SMALL PROJECTS
l. INTRODUCTION

25. In response to the November 2000 GEF Council decision on Agenda Item 7 (Driving for
Reaultsin the GEF: Streamlining and Badancing Project Cycle Management) where the council

requested the Implementing Agencies “to provide areport to the Council &t its next meeting on the
mechanisms and arrangements through which they can expedite the disbursement of GEF funds for small
projects’, UNDP presents this report.

26. UNDP has three main comparative advantages in disbursing funds for smal projects. (1)
UNDP has over 30 years of experiencein disbursang smal capacity development grants; (2) through
this experience UNDP has evolved flexible arrangements for disburaing grant funding; and (3) UNDP's
system of Country Offices enable it to decentralize grant making to respond better to country needs,
and maintain a higher degree of accountability over the disbursement of project grant funding.

27. Experience in disbursing small technical assistance grants: UNDP srole within the UN
system is to manage project grants. This includes managing the ddivery of capacity development grant
financing for projects and assuming accountability for the progress of projects and the expenditure of
project finances.

28. UNDP’ s decentralized institutional Architecture: UNDP ddivers most of its services
through its 132 country offices; including nationa and regiona advocacy and andysis to increase
knowledge, sharing best practices, building partnerships including technica cooperation among
developing countries, mobilizing resources, and promoting enabling frameworks including internationa
targets for reducing poverty. UNDP s country offices are also essentid in providing decentralized
project development and monitoring as well as basic adminigrative, financia and technical support to
country counterpart inditutions. Although the role of the country office varies according to the execution
modality in dl cases they play an anchoring role in delivering UNDP support. Financid authority is
delegated to the Resident Representative to approve al projects that are inline with UNDP National
Programme, the Country Cooperation Framework, except, where there are specific policy issues. He
and the Programme Managers (equivaent to the World Bank’ s task managers) are located in country
placing them to provide effective project oversght, backstopping and to be responsive to project
stakeholders.

29.  All grant delivery is bound by UNDP s Standard Basic Assstance Agreement (SBAA),
whatever the execution modality. Under the SBAA the CO’sretain UNDP by disbursing project funds
every quarter, and verify project expenditures againgt the project’s work plan. However depending on
the client the CO’s can aso play arange of additional servicesto assst the project executors. At a
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more substantive level the CO can assst with resource mobilization; identify nationd experts; provide
access to government officials and decision-makers, and act as an impartia convening body.

30. Flexible execution arrangements: A variety of execution modalities allows UNDP to respond
to specific country needs and capacities and customize the deivery of its support. These modaities are
summarized below.

. UNDP s EXECUTION MODALITIES

(&) National Execution (NEX): under this modality the host government inditution is given the
respongbility for managing project expenditure and progress. The indiitution is responsible for
procurement, hiring and administering project personnel, and monitoring and reporting project activities
and expenditures. While the moddlity is generdly dower than most other execution moddities, it has the
great advantage of enabling the nationa executing agency to build its own project execution capacity
through practice and experience. This modality is preferred by UNDP and adopted when the
government has project execution cagpacity to meet UNDP s minimum financid management and project
reporting requirements.

(b) Execution by a United Nations agency or multilateral development bank, is an dternative
option when the agency can lend technical expertise essentid to the success of the project, but which is
not available nationdly.

(c) NGO Execution, isardaively new moddity, and is preferred particularly when a project requires
close participation with local communities.

3L Nationa Execution isthe most usua moddlity of project execution. 60% of UNDP s project
portfolio is nationaly executed, primarily because of the cagpacity building advantages.

1. UNDP/GEF s EXPERIENCE IN DISBURSING SMALL GRANTS

32.  Within the UNDP/GEF portfolio over 90% of the Enabling Activities, and over 60% of the
Medium Sized Projects and Full Sized Projects are usng the NEX modality. 36% of al MSPsand
FSPs are executed through a UN agency predominately through UNOPS., Below are some examples of
how UNDP has gpplied its execution moddities. These examples show how they can be gpplied flexibly
to meet specific needs as they arise.



Small Grants Programme

33.  The Smdl Grants Programme (SGP) is agood example to illustrate how UNDP has managed
to adjust to GEF requirements with a flexible modaity. Given the rather centraized nature of the GEF
decison-making process, and in agreement with the GEF Secretariat, the SGP is able to take GEF
guidance, rapidly make it operational, and disseminate it to its network of country programmes.
Conversdy the SGP must dso be able to centrdize progress, lessons and the financid satus of it
nationa programmes and projects, and present asingle integrated report to the GEF Council. The key
principles of the SGP ingtitutiona architecture of the SGP has therefore been to decentraize grant
decisonr-making as far as possible, while maintaining centralized strategic management, support, and
report functions. In summary the SGP structure ams at a cost effective, fast and flexible grant ddlivery
mechanism that responds to grass root requests for funding, while remaining within the GEF' s
operationa guidance.

Centralized structure

34.  The SGP hasacentrdized structure to mirror and respond the GEF Council and Secretariat
requests and decisons. Thisincludes The Central Programme Management Team (CMPT), who
present to the Council annudly a three year rolling plan, indicating the intending direction of the SGP,
and requesting an annud grant to cover the codts of the third year. Thisis accompanied by asingle
progress report measuring progress againgt a single set of milestones. The CMPT provides the nationa
programmes with strategic guidance and support, asssting nationa programmes to respond to GEF
operationa guidance.

National Structure

35.  Atthenatond levd the SGP gtructure amsto ensure nationa buy-in and support for the SGP
credible and well respected figures in climate change, biodiversity and internationd waters, mainly in
academia and NGO’ s are appointed to the National Steering Committee to give overdl guidance to
the SGP National Programme.

36. A National Coordinator supportsthe NSC in its decison, while promoting the SGP among
locd communities and soliciting ideas for grants from them. The SGP is anchored at the nationd level by
aNational Host Institution (NHI). Where ever feasble the Country Offices lend an immediate
credibility to the SGP; they can engender government support for the programme; bring together
government and civil sectors of societies to discuss the SGP; identify the best technica experts and civil
leaders and enlist for their support and participation in the SGP, help mobilize project co-finanang;
publicize the successes of the SGP in dl sectors of society, in addition to the usua adminigtrative and
financia support they can provide.

Enabling Activities



37. UNDP/GEF has gained vauable experience in processng small projects through implementing
GEF Enabling Activities. UNDP implements 78% of the GEF Climate Change Enabling Activitiesand
62% of the GEF Biodiversty Enabling Activities. A Recent reviews by the GEF on Enabling Activities
in both focal areas notes the progress the agencies have made in expediting Enabling Activities.

“During the period 1995-1998, there was a significant decrease (60%) in the
amount of time taken to process a project—from an average of 499 days in 1995
to an average of 188 days in 1998....UNDP has made efforts to remove the
bottlenecks affecting the project processing cycle over the past five years.”

38. UNDP has further responded by introducing procedures to speed up the processing time for the
Enabling Activity “top-ups’ while maintaining financid accountability and contral.

Operational Focal Point Support Initiative

39. In the context of the OFP initiative UNDP was chosen by 87% of al 105 countries to disburse
fundsin an expedited way and provide services to the GEF foca points. This could be interpreted as an
indicator of UNDP s ahility to handle smal amounts of money in an efficient manner. UNDPisusing a
moddity cdled “ extra- budgetary funding mechaniam” that dlowsto transfer funds quickly to country
offices. Accountability is being ensured through the regular audit procedures.

40. One reason for the success of the initiative has been the streamlined procedures for delivering
funds

@ once selected, the CO agree with the OFP on the set of services required;

(b) an annud work plan and budget, aong with an annua report on the previous years
expenditure is prepared and submitted to HQ; and

(© disbursements are made based on the work plan, and satisfactory reporting on
expenditures.

V. UNDP sProJECT CYCLE— KEY MILESTONES

41. UNDP has extremdly flexible arrangements for the design and execution of projects. These
arrangements are for ddivering smal technical assistance projects responding to country needs identified
during a consultative process with the host government and other stakeholders and experts. Financia
authority to gpprove projects is delegated to the Resident Representative once the Country

Cooperation Framework (CCF) is approved. The CCF isthe basic planning framework, including
substantive direction and focus, as well as an indicative financid envelop, for a UNDP Country Office's
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nationa programme for the coming 3 years. This give the Resident Representative the authority and
flexibility to respond to emerging nationd circumstances.

Project Preparation and Development

42.  Thereare only 3 mandatory stepsin project preparation and development. Any appropriate
techniques and processes can be used to identify and develop a project idea. Once defined, UNDP can
release funds for Project Preparatory Assistance (PPA), to collect data and verify the feasbility of
project idess.

11



Approval of Project Preparatory

UN Resident Representative approves PPA,
after consultation with Gov. and stakeholders.

Assistance

Local Appraisal Committee

v

Project document signature

Project Implementation

b

Disburse, manage and recorc
the use of project funds

Certify use of project
resources and UNDP project
management

Tripartite meeting of UNDP, Host Government
and designated institution appraise to
developed projects.

Project document approved by signature of UN Resident
Representative, gov and designated institution.

UNDP verifies expenditures against the project
work plan and project progress and disburses
funds quarterly as requested by the executing
agency; verifies the request against expected
costs of the work plan; and keeps an account of
disbursement and expenditure.

Auditors audit UNDP management systems and
certify they are adequate to ensure appropriate
use of UNDP resources. In doing so, they audit
project records and certify resources are being
used according to the SBAA.

Monitoring and Evaluation

UNDP reviews project
progress annually

Projects are evaluated
independently

The executing agency prepares an Annual
Project Review Report (APR), in consultation
with the stakeholders, highlighting issues and
solutions. UNDP, the host government and the
executing agency hold a Tripartite Review (TPR),
based on the APR assess project progress, and
recommend improvements.

UNDP ensures that projects of more than USD 1
million are independently evaluated at least
once, to ensure accountability, provide a basis
for decision making, and to generate practical
lessons from projects. For projects of less than
USD 1 million an independent evaluation is
recommended but not mandatory.
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ANNEX C

WORLD BANK MECHANISMS AND ARRANGEMENTSFOR THE DISBURSEMENT OF GEF FUNDS FOR
SMALL PROJECTS

l. INTRODUCTION

43.  Thisreport responds to the GEF Council’ s request to the Implementing Agencies in November
2000 “to provide areport to the Council at its next meeting on the mechanisms and arrangements
through which they can expedite the disbursement of GEF funds for smdl projects’.

44, Based on GEF Council and Secretariat guidance, as well as client country needs, the Bank has
adapted its operationa policies and procedures in order to expedite the processing of, and
disbursements, for smdl projects. In particular, the Bank undertook a mgor initiative in 1997 to
streamline procedures for GEF Medium-Sized Projects (MSPs). As part of its mainstream operations,
the Bank aso introduced in 1997 new investment lending instruments called “adaptable lending
indruments’ with the objective of dlowing the Bank to adapt effectively to the changing needs of dients
and the changing nature of development. Most recently, the Bank, the GEF and a mgor NGO,
Conservation Internationa, established the Critical Ecosystemn Partnership Fund with the purpose of
creating anew biodiversty funding instrument that combines technical and financid strength, field
knowledge, and adminigrative agility and flexibility. The World Bank Group, through the Internationa
Finance Corporation (IFC), dso administers anumber of private equity funds or fund-like instruments,
which have procedures for rapid approval of sub-projects and quick disbursements to qudified financid
intermediaries or small and medium scade enterprises. Moreover, the Bank has taken aleadership role
in the design and supervison of conservation trust funds, which are effective, transparent and efficient
mechanisms for transferring resources — often in rdaively smal amounts— to fidd activities

45, Mechanisms and arrangements for each of these modalities are described below. 1t should be
noted that the overd| eapsed time for projectsis affected by a combination of factors. Bank procedures
(where there is continued scope for streamlining), client response time (which is beyond the control of
the Implementing Agency), and the GEF Secretariat’ s review/clearance period (where thereis aso
scope for reducing processing time). Expediting disbursements for smal projects will require atention
to al three groups of factors.

46.  Asof April 2001, the World Bank Group's GEF-approved portfolio consisted of 46 MSPs.
The Bank is the Implementing Agency (1A) for the largest number of MSPs in the GEF portfolio. In
addition, the Bank’s GEF portfolio consisted of 14 projects with atotd project cost (GEF grants plus
co-financing) between $1 million and $5 million. The Bank is dso the GEF Implementing Agency for 27
Enabling Activitiesin Biodiversity and Climate Change. These projects congtitute about 40% of the
Bank’s GEF-approved projects

13



1. WORLD BANK PROCEDURES FOR MEDIUM - SIZED PROJECTS

47. M SPs have provided an effective instrument for the Bank to establish partnerships with a broad
range of groups and individuals on smaler projects which address the GEF sfocad areas. The
sgnificant development of the Bank’s M SP portfolio has been facilitated by the adoption of procedures
which seek to respond to the business practices and needs of these projects proposers and executing
agencies, thus reducing the barriers to entry for not only NGOs, but aso private enterprises,
government agencies and others that undertake smaler projects.

48.  The GEF operationa guiddines for M SPs established expedited procedures for projects of $1
million or lessin GEF grants, and envisaged corresponding actions by the IAs to streamline their
procedures for processing MSPs and to provide project proposers with supplementary information on
these procedures. In November 1997, the Bank issued an Information Kit Supplement for Medium-
Sze Project Proposers Working with the World Bank to help project proposers provide the
information necessary for expedited Bank processing and approval of MSP grant agreements. The Kit
is based on the recognition that awareness and information on the part of project proposers and
executing agenciesisacritical factor in ensuring timely disbursements.

49.  Asafirg step in expediting the processing of MSPs, gpprova authority for these projectsis
ddegated to the Country Director. Consstent with GEF streamlined procedures, the additional internal
Bank documentation requirements for CMU approvd are significantly lighter than for full-sized projects
(no PCD or PAD isrequired), and hence thereislittle or no appraisa work after GEF CEO approva
of the project brief.

50.  Thelnformation Kit Supplement covers the following areas in which standard Bank operationa
policies and procedures have been streamlined for the purpose of Bank management approval of MSP
grant agreements and subsequent disbursements to the executing agency:

Financial Management Systems, Reporting and Auditing

51. Toassd the project proposer in providing information, the Information Kit sets out the
principles of financid management, recording and reporting that the Bank expects dl M SP project
proposersto follow. Each project proposer is requested to briefly describe the interna controls,
accounting system, accounting/finance gaffing and audit arrangements of the ingtitution seeking the MSP
grant. MSP grant recipients are expected to periodicaly? provide an expenditure report and summary
of uses of the MSP grant, aswell as aforecast of cash needsin order to receive grant funds during the
life of the project. Sample formats of the two financia reports and the forecast are dso included for

2 An expenditure report and summary of use of the grant, aswell as a narrative account of progress of the grant-
funded activities will be provided each time the grant recipient is seeking arelease of grant funds. This could be
quarterly, semi-annually or annually.
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information. These are recommended formats, and other reporting formats currently used by the
project proposer can be considered by the Bank, to the extent they can clearly identify the source and
uses of the MSP grant funds. Audit reports are required on the receipt and use of the GEF grant funds;
the receipt and use of the project’ s funds; and the local implementing agency.

Projections of Grant Disbur sements

52. TheBank disburses funds for M SPs as advances based on projections and expenditure reports,
rather than ex-post reimbursements for expenses, thus reducing the up-front costs for executing

agencies (many of which tend be smdler organizations with limited resources) and facilitating ther efforts
to submit project proposasto the GEF. The executing agency is requested to prepare aforecast of the
use of grant funds over the life of the project, in order to establish how the grant funds will be released.
The use of funds should be detailed by project activity. The Bank recommends that the table dso
incorporate the physica sub-activities that will account for how funds are spent; these “ activity targets’
are the basis for the forecast use of funds and help monitor disbursements as they relate to progressin
carrying out the activities.  Funds may be disbursed quarterly, semi-annudly or annudly depending on
the nature of the project.

53. Disbursement of grant funds, other than the initid disbursement, are made based on the grant
recipient’s submission of an officid withdrawal application together with supporting evidence on how the
funds have been used. Reports are dso required on progressin achieving the activity targets
corresponding to each disbursement period as well as the financid reports and forecast referred to
above.

Procurement Under the Medium-Size Project

54. It is expected that the small size of MSP grants will result in small packages for procurement of
goods and works for which the Bank’ s standard guidelines dlow flexibility for the use of shopping, and
smaller size sarvice contracts or other arrangements that fall outside of QCBS practice?.

55. Information provided by the executing agency is intended to help the Bank understand what
procedures will guide the everyday purchase of goods and services and contracting for works. Itis
important for the Bank to be certain that a grant recipient is cgpable of purchasing goods or services
efficiently, economicaly and with trangparency, and follows competitive practices whenever feasble, in
order to make the best use of MSP grant funds awarded to it.

56.  Toassd the project proposer in preparing an annex to the MSP Project Brief on how goods
and services financed by the M SP grant will be purchased and contracted, a guidance note titled

% Quality and Cost-Based Selection. This selection method is used for contracts exceeding $100,000 and requires (i)
preparation of consultant terms of reference, cost estimates and budget, (ii) advertising, (iii) preparation of ashort list
of consultants, (iv) issuance of a Request for Proposals, (iv) evaluations of technical and financial proposals received
and (v) contract negotiations and award.
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“Information on Procurement of Goods, Services and Works’ isprovided. The guidance note
summarizes key principles that should be applied by the project proposer when the latter is deciding
how to select and purchase goods and services, and in many cases will provide dl information needed
by the project proposer. Should the project proposer wish to have more information than the guidance
note offers, copies of the Bank’s Guidelines for Procurement and Guidelines for Selection and
Employment of Consultants are aso included.

Compliance with the Bank’s Operational Directives and Operational Policies

57. Because dl GEF-supported projects receiving World Bank funds or funds administered by the
World Bank must comply with the policies and directives of the Bank, al project proposers are
required to attest to the compliance of their project with these policies and directives. A summary of the
Bank’ s key environmental and socid policiesis provided to assist the project proposer in determining
whether the proposed project involves any issues associated with these policies.

Elapsed time between M SP project cycle steps

58. For the 18 Medium- Sized Projects approved by Bank management in FY 00, the average
number of days from GEF CEO gpprova to Bank management gpprova was 138 days (by
comparison, the average e gpsed time from GEF Council approva to Bank Board approva for full-
sized projects was 490 days in FY 00). It should be noted that there was a large standard deviation
amog entirdly due to the significant delaysin three MSPs— dl of which took more than 300 days —
caused by uncertainty about the signing authority in the government for MSP grant agreements, a matter
that has now been settled. Seven out of 18 M SPs gpproved in FY 00 were within the range of the
service norm of 8 weeks proposed by the GEF.

59. For the 16 medium-sized projects that became effective in FY 00, the average el apsed time
from Bank management approva to effectiveness was 45 days in FY 00. The mgority of projects took
less than three weeks to become effective after Bank management approva. By comparison, full-szed
projects that became effective in FY 00 required an average of 215 days.

Learning and Innovation Loans (LILS)

60.  To-date eight Bank GEF projects are associated with LILs, and this number may grow as more
LILs enter the Bank’s pipeline. LILs provide a Sgnificant opportunity to expedite disbursement of funds
in smal GEF projects. The objective of the LIL instrument (capped a $5 million) isto provide
structured support for smdl, time-sensitive projects to pilot promising development initiatives based on a
sound developmental hypothesis, or to experiment in order to develop localy based models prior to
larger-scae interventions. Thisis consstent with the objectives of many GEF projects.

61. TheBank'sobjectiveisto processalLIL within 3 to 4 months between the Bank’ s decison on
the concept and the Signature of the Regional Vice Presdent (RVP). A key outcome expected from the
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adoption of LILswas the reduction in the commitment of money and time to the preparation of
operations that, by their nature, are not amenable to precise design and planning. A review of thefirgt
year of experience with LILs showed that the average elgpsed time from identification to approva was
5.5 months and that most LILs were signed within two months of gpprova. The review confirmed that
preparation of LILs has been completed in lesstime and at less cost than other types of operations
(athough a key challenge has been the need to meet the standards of the Bank’ s fiduciary and safeguard
policies while keeping LIL processng on afast track. Many clients reported that the LIL had dlowed
them to begin implementing projects much more quickly and at much lower cods than in the past.

62. Interms of procedures, the flexibility inherent in current procurement policies has been gpplied
in most cases to select non-1CB procurement methods that are most appropriate to the small scale of
the operations. Mogt of the LILs have been assigned environmentd rating of “C”. The economic,
financid and some other andyses normally completed ex ante for the Bank’ s conventiond investment
lending are not expected in such detall in LILs, particularly in cases where these andyses were to be
carried out during implementation in order to demondrate feasbility of the gpproach being tested.
Simplified PCD and PAD formats for LILs have been introduced to help Bank teams focus on the
development hypothesis to be tested or approach to be piloted, and on the methodology for testing or

pilating.

63. However, the potentid benefits of LILs have not fully materidized for GEF-financed projects
due to the fact that current Bank policy requires al GEF projects to be submitted to the Board.
Discussions are now underway to explore the possibility of delegating Bank approval of GEF LILsto
the RVPs, amilar to mainstream Bank operations.

Critical Ecosystem Partnership Fund (CEPF)

64.  The CEPF represents an effort by the World Bank and the GEF to partner with Conservation
Internationd (Cl) and other ingtitutions to create a new biodiversty funding instrument that combines
technicd and financid strength, fidld knowledge, adminidrative agility and flexibility, and a knowledge
gystem to fadilitate information communication. The combination of these strengths will dlow the CEPF
to provide aSgnificant tota amount of targeted funding in smdl- to medium-sized fidd projectsin a
more streamlined fashion than has been possible to date.

65.  The CEPF introduces a new, flexible approach to disbursement to the field. Under the CEPF
agreement, Cl acts as the managing partner and is responsible for grant disbursement within the strategic
funding direction approved by the CEPF Council and ddineated in hotspot-specific "ecosystem
profiles." Once an ecosystem profile is gpproved by the CEPF Council, Cl advertises grant availability
viaavariety of mechanismsincluding its own networks, country offices, and the internet.

66. Cl mantains saff especidly dedicated to interacting with gpplicants. When the prospective

gpplicant has access to the internet, the process is fully automated. The gpplicant enters an interactive

web page through which digibility isimmediatdy determined. If the proposd is digible, the applicant can
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then "navigate" through a series of screensto fine-tune digibility and ensure full compliance with Bank,
GEF, and CEPF safeguard and other policies. If compliance is determined this way, the applicant can
submit the grant application on line. Depending on the Sze of the grant, Cl makes adecision (based on
the fit of the proposa with the dtrategic priorities in the ecosystem profile) within anywhere from 2 days
to 2 weeks. When the applicant does not have access to the internet, the above process takes place via
regular mail or in person through Cl'sin-country offices.

67.  Oncethe grant is approved, disbursement occurs directly from the "CEPF Account” maintained
by Cl. The CEPF thus represents an gpproach that balances compliance with donor policy
requirements with agile decison-making and disbursement to the field.

Internal Finance Cor por ation-administered Funds

68.  ThelFC adminigters severd private equity funds or fund-like instruments which have
procedures for rapid approval of sub-projects (many of them relaively smdl) and disbursementsto
financid intermediaries and/or smal and medium scale enterprises. Examples of such funds include the
Small and Medium Scae Enterprise Program (SME), Renewable Energy and Energy Efficiency Fund,
Solar Development Group, and Photovoltaic Market Transformation Initiative.

69.  The SME project is characterized by disbursements to small sub-projects, since the funding
provided in any one caseislimited to $250,000. SMEs are defined as enterprises with assets vaued at
less than $5 million During the Pilot SVIE project, the average sub-project size financed by the various
intermediaries ranged from $661 to $240,000. Limiting the amount per intermediary and per SME
provides agood incentive to keep the sze of the firms amal.

70.  Thebasc feature of the SME Program is that it operates primarily through intermediaries.

These intermediaries are selected by IFC on the basis of their experience with SMEs, their financia
viahility, and their financia and environmenta technica cgpabilities. The intermediaries identify, andyze,
finance and monitor GEF digible SME projects and in the process assume the risks inherent in these
projects through the provision of loans or equity investments. The intermediaries receive along term,
low interest rate loan from the Program but combine their own and other sources of funding to complete
the financing requirements of the eligible SME projects. Working through intermediaries permits the
SME Program to reach alarger number of smdler SMES, increases efficiency, enhancestimdinessin
Program implementation, and reducesrisk, by tapping into their client networks and their knowledge of
the local business environment

71.  The procedures of the SME Program require that al intermediaries present their projectsto a
Review Committee and an Advisory Pand. Once the Review Committee and the Advisory Pandl are
convinced that an intermediary can identify, andyze and structure SME projects that are commercidly
viable and that address GEF objectives, then that intermediary is authorized to finance projects without
Committee approva. The intermediaries must advise the Program Task Manager of the details of al
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projects financed according to a standard SMIE Program reporting format. The Advisory Panel reviews
and confirms the globa environmental benefit descriptions of each project.

72.  All loan funds dlocated to intermediaries must be or+lent within two years or they must be
returned to SME accounts. This has created a good incentive for intermediaries to draw on their
alocaionsin atime frame that is condgstent with developing and managing a pipeline of projects

[1. CONSERVATION TRUST FUNDS

73.  The GEF has supported conservation trust funds in severd countries as a means of providing
long-term funding for biodiversity conservetion; the World Bank is the Implementing Agency for most of
these projects. Conservation trust funds can assorb mgor amounts of funding and disburse it over time
consstent with the absorptive capacity of recipient organizations. These fundsinclude “parks’ funds
that support protected areas and “grants’ funds that channel resources to target groups (typicaly NGOs
and community-based organizations) for a broad- range of conservation and sustainable devel opment
projects. Conservation trust funds legally set aside assets whose use is restricted to the specific
purposes et out in alegd trust ingrument. They can be structured financiadly as endowments, sinking
funds or revolving funds. The mgority of the funds are set up as non-governmentd institutionswith
mixed public-private governing bodies.

74.  TheBank, in adeparture from its sandard disbursement procedures, disburses up-front the full
amount necessary to capitalize conservation trust funds. Adminidration of the grant program isthe
responsbility of the fund's management, based on agreed procurement and disbursement procedures
which can be designed to ensure timely disbursement of smal amounts of funds at the field leve. In
particular, this mechanism alows for specid congderation to be made for communities to access funds.

75.  The GEF sreview of Conservation Trust Funds concluded that the funds have made mgjor
achievements in establishing trangparent salection processes, and in some countries trust funds have had
the opportunity to adopt dements of smdl-grant making procedures successfully used by private
foundations and donors. However, the sudy dso found that that agile administrative procedures have
been difficult to establish in severd cases, often due to donor requirements. In seeking the appropriate
ba ance between fiduciary accountability and operationd effectiveness, the Bank reviews the financid
management and procurement procedures of recipient ingtitutions to ensure that they are congstent with
itsfiduciary policies, while considering the impact of such procedures on trust fund agility and

respons veness.
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V. CONCLUSION

76. Smadll projects are asgnificant part of the Bank’s work on the globa environment. Substantial
progress has been made in developing instruments and partnerships to expedite disbursements for such
projects. At the same time, the Bank recognizes the need to continually explore ways and meansto
further streamline project processing, as well as disseminating and replicating lessons learned from
mechanisms adopted in avariety of GEF projects.
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