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|. INTRODUCTION

1 This report provides an update to the GEF Council on the financial status and
management of the GEF Trust Fund (“the Trust Fund”) as of April 15, 2003. Included in this
report isinformation on the status of GEF-3 Instruments of Commitment (10Cs) and Qualified
|OCs and payments by Contributing Participants as required under the GEF-3 Replenishment
Resolution? (“the Resolution”). The report also provides an update on developments and issues
related to the fiduciary function of the Trustee role.

Il. Statusof Funding of the GEF Trust Fund

2. The GEF-3 became effective on March 24, 2003 when Contributing Participants
deposited with the Trustee I0Cs or Qualified |OCs totaling not less than SDR 1,086 million (i.e.,
60% of the total donor pledges). Thirty-two donors pledged atotal of SDR 1,797.5 million
(USD 2,280 million?) in new funding to the GEF-3. To date, 23 donors have submitted 10Cs or
Qualified 10C to the Trustee, with atotal commitment of SDR 1,556.9 million (USD 1,973.9
million). 10Cstotaling SDR 240.6 million from nine donors have yet to be submitted to the
Trustee. Table 1 presents the status of the IOCs and Qualified IOCs for the GEF-3.

3. Of the 23 donors who have submitted 10Cs or Qualified IOCs for the GEF-3, 15 donors
have paid USDeq. 287.9 million towards the first tranche of their GEF-3 contributions. Eight
donors are expected to pay USDeg. 196.8 million for the first tranche by April 30, 2003. Ireland
has paid the first tranche but the funds are held in a suspense account within the GEF Trust Fund
pending submission of its IOC?. The status of Contributing Participants payments to the GEF-3
ispresented in Table 2.

4, With respect to past replenishments, 99.7% of total donor contributions of SDR 1,444.3
million to the GEF-1, and 89.7% of total donor contributions of SDR 1,445.3 million to the
GEF-2, have been paid. Donorswho are in arrears on payments have made specific
arrangements with the Trustee to clear arrears.?

5. Upon the effectiveness of the GEF-3 and subject to donors' exercise of the pro rata right,

if applicable, any payment received by the Trustee for the GEF-3 contributions become available
for the work program, the administrative budget of the GEF, and any other expenses approved by
the Council. Such resources currently available amount to USDeq. 340.5 million. Thisincludes
USDeg. 287.9 million as payments for the first tranche of the GEF-3, but excludes USDeg. 141.0

¥ Pursuant to paragraph 2(c) of the Resolution, at every Council meeting, the Trustee will inform the Council of the
status of 10Cs and Qualified |OCs deposited with the Trustee; pursuant to paragraph 3(f), the Trustee is required
to make regular reports to the Council on the status of Contributing Participants’ contributions.

Z Calculated by using the average daily exchange rate over the period from May 15, 2001 to November 15, 2001, as
agreed by the donors at the May 7, 2001 GEF-3 replenishment meeting.

3/ Upon submission of its IOC, Ireland's first tranche payment will become available for commitment.

¥ Italy, Pakistan, and the United States are in arrears for their GEF-2 contributions; Argentinaand Egypt arein
arrears for their GEF-1 contributions.
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million of GEF-2 fourth tranche payments withheld by three donors (Austria, France and Japan)
due to the exercise of their pro ratarightsin relation to the GEF-2 arrears of the United States.®

6. The Trustee expects to receive an additional USDeqg. 289.9 million by the end of

June 30, 2003. Thisis composed of USDeq. 196.8 million from donors who have submitted
|OCs for the GEF-3 but have not yet paid, and USDeq. 93.0 million from donors who have not
yet submitted 10Cs.

7. Consequently, assuming awork program of USD 328.0 million at the May 2003 Council
meeting, the funding situation at the end of FY 03 is projected to be USDeq. 302.4 million
(Table 3).

8. The Trust Fund investment portfolio amounted to USD 939.6 million as of

March 31, 2003. Investment incometotaled USD 25.1 million from July 1, 2002 through
March 31, 2003, and the Trustee received cash totaling USD 484.0 million from cash installment
payments and note encashments against promissory notes. Disbursements amounted to

USD 431.3 million, resulting in anet cash flow of USD 77.9 million through March 31, 2003.

0. Due to delayed effectiveness of the GEF-3, the Trustee was unable to request
encashments on GEF-3 promissory notesin FY 03 as set out in Attachment 3 of the Resol uti on.?
Nevertheless, the Trustee has started to notify donors of the necessity to bundle FY 03
encashments with FY 04 encashment requests.

Financial and Risk M anagement

10.  Onaregular basis, the Trustee undertakes an assessment of the financial risks and
controls associated with the resource management of the Trust Fund. Through this process, the
Trustee seeks to reduce unnecessary business and financial risks, improve the integrity of data,
enhance the Trustee' s ability to project commitment authority and liquidity needs, and strengthen
business processes.

11. Over the years, the Trustee has implemented a robust and effective automated system to
handle business processes and accounting for the Trust Fund. More recently, the financial
reporting system was completely revamped to clearly reflect the separate activities of the Trustee,
the Implementing Agencies (“the |As) and the Secretariat. The COSO workshop conducted in
1999 and 2002 with the 1A’ s and the Secretariat played a key rolein identifying issues and
potential weaknesses in the control framework.

12.  TheTrustee, the IAs and the GEF Secretariat conducted a joint effort to reconcile and
validate common data, such as Council allocations, Trustee Commitments, and commitments by
thelAs. Todate, the maority of the data has been reconciled, and the final validation is under

¥ The U.S. has paid 60.1% of its GEF-2 contribution, with USD 171.6 million in arrears.

€/ Pursuant to paragraph 3(c)(ii) of the Resolution, the Trustee shall encash notes or similar obligations on an
approximately pro rata basis among Contributing Participants. Donors agreed to an indicative encashment schedule
which was included as Attachment 3 in the Resolution.
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way to complete this exercise. The Trustee recognizes that the successful completion of this
exercise required a tremendous amount of effort, determination and commitment from all parties
involved.

13. In addition, the Trustee further systematized its controls for monitoring and reporting on
commitment authority. This additional module was recently completed and eliminates manual
reconciliation.

14. In FY 03, the Trustee, in consultation with the |As and the Secretariat, streamlined
financial procedures on commitments and disbursements. This includes more formal procedures
for commitment of funds by the Trustee, cash transfer requests, quarterly and semi-annual
financial reporting on actual commitments made, and reporting of investment income earned by
the IAs and the Executing Agencies (“the EAS). This streamlining enables the Trustee to fulfill
itsfiduciary responsibilities and aims to improve the integrity of data and achieve consistency
across al |As and EAs and to accommodate changes in business processes. The updated
financial procedures will also be the basis for al the Financial Procedures Agreements entered
into between the Trustee and the recipient agencies of the Trust Fund.

15. Most recently, the collaborative partnership amongst the Trustee, the IAs and EAs, and
the Secretariat facilitated the identification of a potential misuse of GEF resources. In April
2003, the Trustee notified the Council, through the Secretariat, that an investigation, led by the
World Bank, is currently underway in three recipient-executed GEF grants in two projects for
which the World Bank isthe lA. Looking forward, the Trustee will deepen this collaboration by
convening annual financial consultation meetings with the agenciesto: a) discuss key issuesin
connection with reporting requirements on financial and compliance audits; b) share knowledge
and best practices of the financial management of GEF activities; c) explore waysto enhance
accuracy and transparency of financial reporting; and d) assess and evaluate existing controls and
procedures to improve the control framework for GEF funded projects. The first such financial
consultation meeting will take place in June 2003.

16. The Trustee and World Bank’s Treasury Department have embarked on the periodic
review of the liquidity strategy for the World Bank’s Trust Fund Portfolio, which includes the
GEF Trust Fund, to assess the appropriateness of the investment strategy in the current
investment climate. The Trustee will also be exploring ways to mitigate financial risks
embedded in the management of the Trust Fund, namely the currency mismatch between
promissory notes and project commitments. The Trust Fund is exposed to the risk of currency
fluctuations from the time a promissory note is deposited until it isfully encashed. Thus, the US
dollar value of total donor contributions for a replenishment is uncertain until all promissory
notes are encashed.



Table 1: Status of GEF-3 Insttruments of Commitment

and Cualified Instruments of Commitment
as of April 15, 2003

fire S0 meillicees)

I. Insttruments of Commitment Received:

Pledge

Country as Soreed
Soustralia 27 a0
Belgium 32.97
Canada 50,91 af
China a.44
Cote d'Ivoire .00
Czech Reublic 4. .50
Drentmnark 2795
Finland 2094
France 125.84
Gerrmany 231.62
Gresce 4.50
India F.o9
Japat 333.41
Korea 4. 35
Iiezxico .00
Mew Zealand .00
Migeria 4,50
Motrarasy 19.96
Slowvernia 1.13
Sweden L. 98
Turkew .00
TInited Kingdom 149 .91
TInited States 394.36 &
Total Commitments Received: 1.556.86

II. Instruments of Commitment Not Yet Received:

Fledge
Country as Soreed
Soustria 1770
Ireland 4. .50
Ttaly 82.99
Luzxembours .00
Metherlands Az 39
FPaldstan .00
Fortugal .00
Spain 15.12
Switzerland 45 94
Total Commitinents Mot Yet R 240.64

af Canada deposited o COualiffeod T in the amoiret of A0 FAE OF million.,
of whick CAD 20 FF million is wngiiafified The wpgiiafifed amoiiest
represemnts the first tranche ofitse (FEF- 3 combritdtion (2596 afite captribiation)
b The Ukited States deporsited a Cualified IO in the amount of UST 500 milliors,
o whick U P07 5 million is wpngiiafified. The wpgiiafifed amoiismt reprosemnis
oo First imstallmerst ofits GEF-F coptribiubion (25 593 of its comtribation).




Contributing
Participanis

Australia
Austtia
Belgium
Canada
China

Cote dTvoire
Czech Republic
Detunatl
Finland
France
Getmatiy
Greece

India

Ireland bf
Italy

Japan

Kotrea
Luxembourg
Mezxico
Methetlands
Mew Zealand
Migetia
Motway
Pakistan
Portuiagal
Slovenia
Spain
Sweden
Switzetland
Tutkey
United Kingdom
United States

Total

Tabhle 2: Status of Contrihuting Participanis® Contributions io the GEF-3
as of April 15, 2003

{Amount expressed i millions )

I0Cs received and I0Cs received and I0Cs yet to he received

Commitment Installment Paid Installment Amount due ¥ Installment Amount expecied
Cumrency  Amount Amount USDEqY % Amount  USDEgY % Amount  USDEgY %

AUD 62.16 17.04 1024 250%

EUR 2438 6.10 634 250%

EUR 41598 10.50 1126 250%

CAD 15394 2074 713 250%

DR 750 135 234 246%

XDR 400 400 546 1000%

DR 400 100 132 250%

DKE %18 74.55 050 250%

EUR 2000 379 364 126% of

EUR 164,00 4100 405 250%

UsD 29367 73.42 T34 250%

EUR 573 143 154 250%

INE 42639 10660 224 250%

EUR 573 143 1354 250%

EUR 11250 2973 ilsE 250%

JPY 4373433 12,138.58 10170 250%

UsD 551 Lop 108 197% of

EUR 573 143 154 250%

usD 507 127 127 250%

EUR 9276 2319 2487 250%

NzZD 1214 305 167 250%

XDR 400 100 136 250%

HOK 2832 5708 7E0 250%

XDR 400 100 136 250%

EUR 573 143 134 250%

XDR 100 025 035 250%

EUR 2167 542 581 250%

SEK T6467 191.17 21T 250%

CHF 9907 2477 1795 250%

XDR 400 L.00 136 250%

OB 11723 2946 4634 250%

UsD 500,00 107.50 10750 215%

9302

28789

196.84

af Valued o the basis of March 31, 2007 exchange rates.

b Ireland has paid the fivst tranche of its GEF-3 confribufion but has not pef deposited ifs I0C with the Trusfee. Thus, ifs first franche 15 nof pet available for commitment.

o Finland and Forea have made arrangements with the Trusfee fo pay the balance of the first franche alomg with fhe next franche on November 30 2003,
Finland will pay EUR 2.71 million (eq. USD 3.28 million, valued on the basis of March 31, 2007 exchange rates) and Korea will pay USD 0 29 million.

& Refers fo insfallment amownt due by April 24, 2002,

& Trusfee expects I0C and corresponding first installment payments by June 30, 2003,




Table 3: Schedule of Projected Availahle Resources
as of April 15, 2003

Based on Curnulative GEF Counctl Approved Waork Program and Corporate Budget
(Expressed in USD eg. millions) af

Projected Funding
Station through
30-Jun-2003
1. Cumnulatve GEF resources avalable for Council allocation 48695 o
2. Amount approved by the Councal for the wotk program and
Corporate Budget of the GEF as of Aprl 15, 2003 4.529.2 of
3. Net Funding Situation at April 15, 2003 {(1-2) 340.5
4. Work program, 14 fees & corporate budget scheduled for May 2003 3280
5. Estimated additional resources projected to be paid and
become avalable by June 30, 2003 2399
5. Projected Funding Situation at June 30, 2003 {3 - 4 + 5) 302.4

al Valued on the basiz of March 31, 2003 exchange rates.
b Includes pramissory notes, cash, note encashments, invesiment income and exchange
rate fosses from all GEF Replenishments, but does not inchude arvears ar deferved contributions.
ef Includes cumulative project allocations, cancellations, carparate hudget allocations,
Implementing Agency feas, and a ong-time Implementing Agency fee provision
df Includas the work pragram, IA fags & corporate budget sehedilad for the May 2003 Council meeting




