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EXECUTIVE SUMMARY

The GEF has supported conservation trust funds in several countries as a means of
providing long-term funding for biodiversity conservation. This evaluation was carried
out by the GEF Secretariat’s monitoring and evaluation unit in order to determine to what
extent the potential advantages ot these trust funds have been realized, how the concerns
expressed about them have been addressed, what conditions appear 1o be necessary for
funds to function effectively, and what can be said from the experience to date abouit theiy
impact on conservation and sustainable use of biological diversity.

The evaluation team analyzed the experience of 12 funds m an attempt to distill
lessons learned and make recommendations to the GEF regarding future assistance to
conservation trust funds The evaluation focused on GEF-supported funds. as well as six
others selected to give the portfolio geographical balance, provide opporunities to
analyze the relative advantages of funds of various sizes and types, and provide insights on
particular aspects of interest, such as innovative funding mechanisms. It should be noted
that the GEF experience to date is largely of trust funds implemented by the World Bank.

This repon is addressed specifically to the GEF, responding to concerns raised by
the GEF Council at its Octeber 1996 meeting about the success of trust funds as a means
to achieve GEF purposes. that is. to finance the incremental costs of protecting globally
significant biodiversity resources. There may be instances where a conservation trust fund
is not appropniate in the GEF context but may still be a useful mechanism to address
national conservation objectives. That notwithstanding, it is important to bear in mind that
the GEF is currently the major source of international funding available for the
capitahization of trust funds

The evaluation showed clearly that there is no “typical” conservation trust fund
The funds’ structure, scope of activities, priarities, and procedures vary according to their
purposes, and the situation of the country they serve. However, 1t was useful in analyzing
the funds’ experience to group them into two general categories. “Parks” funds support
specific protected areas within a national protected areas system. (The majority of GEF-
supporied funds fall into this category.) “Grants™ funds channel resources to target
groups (typically NGOs and community-based organizations) for a broad range of
conservation and sustainable development projects, and often include the development of
civil socjety institutions among their objectives  These two types of funds tend to have
significant differences in their relation to national strategies. in their governance structure,
program management, and the ways and case with which they meet GEF criteria  This is
discussed n detail sn Annex D.

Summary of Findings and Conclusions

The team concluded that trust funds are not simply financial mechanisms, but must
be viewed as institutions that have several roles to play, in addition ta channeling funds.
These include roles as key actors in the development of national conservation strategies,



as technical experts who can work with public and private agencies to develop agile and
effective management approaches, and in some countries, as capacity-builders and
nurturers of an emerging group of non-governmental organizations becorming involved in
biodiversity conservation. To succeed, these institutions need more than financial
management systems and skills They need governance structures, staff. and technical
support to enable them to proactively influence the environment in which they work. and
to maintain transparency and support for participatory approaches to conservation and
sustainable development.

The team found that trust funds have made impressive accomplishiments in the
areas of (a) supponing protected areas, including enabling the creation ot new national
parks, expansion of existing areas, and providing a basic “resource security” for their
operations: (b) generating and managing financial resources; (c) enabling the participation
of civil society institutions in resource conservation; (d) increasing the level of scientific
research applied to conservation issues; and (e) increasing public awareness of
conservation issues. Uncerlainty remains, however, about trust funds’ ability to
demonstrate long-term biodiversity conservation impact. In part, this is due to the
difficulty of measuring biodiversity impact, and of attributing impact to a particular
intervention, especially over the short term It is also true that trust funds generate
relatively small amounts of resources in relation 1o national conservation needs.

The twe 1ypes of trust funds address these concerns in distinct ways. “Parks”
funds have shown some ability 1o create a basic sense of “resource security” for protected
areas, enabling managers to focus on conservation rather than the endless scramble for
financial resources. Several “grants” funds have chosen a programmatic or geographic
“niche” m which to focus their activities to achieve maximum impaci.

The funds have generally met GEF criteria. Specifically,

* Most of the funds studied, and al} of the GEF-supported funds, have focused
their programs to achieve global environmental benefits in the GEF’s
biodiversity focal area

¢ Al of the funds studied fit within GEF’s operational programs, usually
supporting activities in several of the ecosystem types that define biodiversity
operational programs (forest ecosystems, mountain ecosystems, arid
ecosystems, freshwater and marine ecosystems).

o All of the funds studied are comnrry-driven (ie., governments and other sectors
show strong commitments to fund objectives), reflect broad public
involvemen: and participanon, demonstrale innovation, and have leveraged
additional rexources for global conservation.

o Although the funds examined were largely Pilot Phase projects not subject to
the incremental cost criteria, their programs illustrate ways that future funds
can meet these critena: in the case of protected areas, through up-front
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agreements on the percentage of suppon to be provided by the government
and by the fund, and in the case of grants to NGOs and community-based
organizations, through requirements for counterpart and matching
contributions

Trust funds have leveraged substantial additional funding for conservation. This
has been true at the level of the fund itself -- for example, the six GEF funds with
operating experience have raised more than $33 million in non-GEF contributions -- and at
the level of projects financed by the tund, which generally include substantial counterpart
contnbutions by the recipient organizations However, only one of the funds studied has
met its objeciives for raising additional endowment funding. Most of the money raised has
been shon-term project financing or 6-10 year sinking funds. This has important
implications for the design of future trust funds, as discussed in the team’s
recommendations. (See especially recommendations 5, 6, and 7.)

The majority of the funds studied were set up as non-governmental institutions
with mixed public-private governing bodies. Non-governmental representatives on the
governing body typically held the majority, with government often restricted to one or two
seats The team found several advantages of larger over smaller boards, in particular, the
ability to establish working committees 10 deal with the diverse issues that funds must
address: financial management, fundraising, technical oversight, etc  Also, governing
boards whose members are elected in their personal capacity, as opposed to formal
representation of organizations, agencies or sectors, tend to develop a stronger sense of
“ownership” of the fund as an institution, and work more effectively to implement the
fund’s mission. The more formally representative boards tend 1o see their role in terms of
allocating resources among their various agencies and sectors. Few of them do zn
adequate job of reporting back to their constituencies and keeping them involved.

Most of the funds studied have been able to keep their operating (non-program)
costs in the 25-30 percent range (and some below 20 percen1). However, there has been
no ctear guidance from GEF or its implementing agencies on acceptable levels of
operating costs, or the basis on which those costs are calculated. Most of the funds at the
high end of the operating costs range were either (1) operating on such small endowment
income that even minimal operating costs constituted a hugh percentage or {2) not
segregating different types of costs. Operating costs include both costs of an
adminisirative nature (project identification, selection, supervision) and the costs
associated with funds’ roles as institutions (e.g., costs of board operations. fundraising,
constituency building, participation in policy dialogue). However, funds also incur costs
for program suppors such as technical assistance to grantees and wmstitution building of
the fund itself (staff training, technical support for development of policies and
procedures) that are not properly considered operating costs

The GEF-supported funds have successfully applied an asset management and
asset manager selection mode! developed by the World Bank. This includes development
of investment guidelines that reflect a conservative risk strategy and portfolio
diversification: competitive, international selection of experienced, professional asset
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managers; and regular, active oversight by the fund’s board of directors of investment
performance compared (o standard benchmarks. The GEF-supported funds have generally
established spending rules or practices that preserve capital over the long term by building
cushions when returns are good for program support in times of market downtum.

The activities of all trust funds studied were consistent with national environmental
or biodiversity strategies and/or action plans. and with the Convention on Biological
Diversity However, since the range of activitics consistent with these broad guidelines is
generally wide, it js difficult to imagine a trust fund supporting projects oufside these
frameworks Trust tunds in countries with participative sirategies and planning processes
generally had good links, while other trust funds had hmited contact, often due to the
planning process being inaccessible, stalled, sverturned by a succeeding government, or
otherwise of limited relevance

Some countries have established a single, national trust fund: others, one or more
trust funds of limited geographical or programmatic scope. Where there is a clear need
and strong local support (Uganda, South Aftica) the site-specific funds have been
effective. In general, except in the largest countries, the team observed a limited pool of
national talent available to be tapped for governance, asset management, and policy
oversight, and a limited pool of potential {inancial supporters for whom multiple funds
would compete There appear to be significant advantages of scale in combining multiple
purposes or “windows" in a single fund.

Finally, trust funds are only one of an array of financial mechanisms and
nstitutional arrangements used to address biodiverstty issues. The ream identified key
conditions ndicating when a trust fund is likely to be the appropriate mechanism, and
influencing the fund’s ability 1o function as an institution and carry out its mission
(Chapter [V). In particular, the team identified several factors that affect calculations of
the “opportunity cost™ of establishing a trust fund, and when other approaches might be
more suitable (Box 10) It bears repeating. in conclusion, that must_funds are more than
Sfinancial mechanisms, and are generally appropriate when the issue to be addressed is
long-term in nature Where threats to biodiversity are serious and immediate, and can be
effectively addressed by the rapid mobilization of relatively large amounts of funding,
traditional project funding may be more appropriate.

The recommendations arising from these findings and conclusions are summarized
in Box |

GEFR FINANCING OF TRUST FUNDS

GEF should conlinue 1o finance conservatian trust funds when the necessary circumstances arc mel.
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Four conditions are cssential:

. ‘The issue 10 be addressed requires a commitment of at least 10-15 years;

. Tlere is aclive govermment suppott for a pubhc-private scctor mechanisim oulside direct governmeni
control;

) A critical mass of people from diverse sectors of sociery can work together 10 achieve biodiversity
conservation and sustainable devclopment. and

. Theee 15 a basic fabric of legal and financial praciices and supponing institutions (including banking.

auditing and contracting) 1 which people have confidence

The ininal capilalization. together with other resources available on a recurrent basis, should allow a meaningfni
prograim in the chosen arca of focus. over a significant period. keeping operaling costs within a range of 20-25%,
Trust funds should not be created without commitments for this nunimum amount of capital (rom e outscl

GEF suppor should be sinictured to provide inceptives to encourage raising addivional capital and assistance in
developimg vnovative capitalizauon approaches.

GEF and its implementing agencics should explore wavs in which they conld provide resources 10 sustain
partnerships with trus( fund “graduates™ bevond the supervision period.

DESIGN [SSUES

The concept of conscrvabion trust funds as independent organizations that are more than financial mechamisms
should be reflected in staffing partterns, governance struclures. recritinent critenia for board members and stafl.
and rechnical support provided by outside donors and paruers,

GEF projects snpporung Lrusl funds should wake provision for traming and 1echinical assistance.

GEF support [or recurrent cosls of protecied arcas through “parks” funds should include a siralcgy for increasing
other resowrces for Lhese costs and seeking ways ceriain activiues or areas could become sell~financed. Individval
conservation. sustanabic use, and education projects supported by “grants™ funds should have prospects for
suslainability and/or achieving their objcctives in a reasonable period with no need for continuing funding

GEF’s implementing agencies should apply clearcr :and niore consistent guidance on operating costs.

GEF's implemenung agencies should consider (he sinpact on trust fund agility and responsivericss, as well as
operaling costs, of prescibing complex procirement or adminisiralive procedures.

The GEF should conlinue to apply as standard pracuice for its capilal conlributions 10 trust funds the successtul
asset management and assel manager selection model developed by the World Bank

GEF support for conservation trust funds. espccially for the creauon of new funds, should cncourage the
development of partnerships with international NGOs with expenience and recognized abilitics in this arca, as well
as the exchange of information antong lrust funds.

GEF and its implementing agencices should provide increased support to help trust funds define their intended

impacts on biodiversity conservation and sustainable nse and 10 develop performance indicators and simple. useful

moniloring and cvaluation sysiems 10 measure progress toward these objectives and feed back experience into
rogram improvemens and management decisions




1. INTRODUCTION AND BACKGROUND

1. More than thirty environment funds have been created over the past decade. Seven have
received GEF support and assistance; ! S more are under design or active consideration.
Generally, these funds aim to provide a fong-term source of funding for biodiversity conservation
and sustainable development They are often seen as vehicles for bringing many stakeholders
together to prioritize conservation actions that respond to local needs The Study of GEF's
Overall Performance and the Study of GLF Project Lessons, both conducted in 1997 as part of
the Secretariat’s monitoring and evaluation program, also recommended increased GEF support
for conservation trust funds

2. Others have raised questions about GEF financing of conservation trust funds Concerns
mclude the extent to which trust fund-supported activities meet GEF’s criteria on global
environmental impacts and incremental costs, the “opportunity cost” of providing relatively large
sums of GEF grants to capitalize endowment funds, and how to assure the performance of the
funds 1s adequately monitored and cvaluated. The GEF Council in October 1996 requested the
Secretariat 10 prepare a paper examining issues related to trust funds and the experience of World
Bank-supported funds. This evaluation was designed to inform that paper and the further
discussion on thss topic by the Council at its October 1998 meeting.

3. This evaluation examined the expenence of 13 conservation trust funds, seven ol which
received GEF support (in Bhutan, Brazil, Mexico. Peru, South Africa, Uganda, and the Eastern
Carpathians region of Poland, Slovakia and Ukraine). GEF projects in Bhutan and central Europe
have recently been completed, the projects in Uganda and Peru are approximately at the mid-point
of their implementation, the project in Brazil has been in operation for about two years, the
Mexico project has just begun (in January 1998) to operate under a restructured design which
involves a trust fund, and GEF activities have not yet begun in the Table Mountain Fund in South
Africa (approved in early 1998). Iixcept in South Africa, these projects are from the GEF Pilot
Phase The other six funds were selected to complement the sample of GEF-supporied funds with
respect to size, type of program, sources of financing, and geographic distribution.

4. The evaluation was designed to answer the following questions:

* 10 what extent have the potential advantages of environment trust funds been realized in
practice, and have the concerns expressed about them been minimized or overcome?

o what conditions are needed for conservation trust funds to succeed and what conditions
are likely 10 hinder success?

e what evidence is there to date of the impact of these funds on conservation and sustainable
use of biological diversity?

« what lessons and good practices can be identified from this experience that could usetully



be applied by other current or future funds®

e what recommendations for GEF policies result from a review of this first generation of
conservation trust funds that would help guide future assistance to conservation trusl
funds”

5 To help answer these questions, the evaluation team looked at the strategic and national
context within which conservation trust funds operate. their governance and management
structures, how funds set their program objectives and manage their activities to achieve them,
and their asset and financial admunistration performance. The team also looked at disbursements
and visited projects financed by trust funds. The complete Terms of Reference for the evaluation
is ncluded as Annex A to this report

6. The evaluation was carried out under the direction of the GEF Secretanat’s momnitoring and
evaluation team  Scott E. Smith was the team leader The evaluation team included three GEF
staff from the two implementing agencies that have supported conservation trust funds--Martin
Krause and Kevin Hill from UNDP and Kathleen Mikitin from the World Bank, Walter Lusigi
from the GEF Secretariat biodiversity/international waters team, and two outsrde consultants
independent of the GEF, Ruth Norris and John Pielemeier. 1n addition, a reference group was
forined to provide guidance to the evatuation team. Tts 17 members included task managers and
other implementing agency staft who have experience with trust fund projects, NGO
representatives, current and former ofticers of environment funds, a member of the World Bank's
evaluation staff, a member of the Convention on Biological Diversity secretariat, and
representatives of other donors with an interest 1 conservation trust funds.

7. The evaluation team conducted interviews with task managers and reviewed documents
(evaluations, supervision reports, project implementation reviews, project designs and related
analyses. other articles and reports) on projects which include GEF-supported consesvation trust
funds. They also reviewed reports from international and regional fora on environment funds and
other docunients relating to the experience with GEF-supported and other environment funds, and
intesviewed people knowledgeable about this experience Seven funds in six countries were
visited Brazil, Jamaica, Mexico. Peru, Slovakia (Eastern Carpathians) and Uganda Local
consultants participated in these field visits in four countries: Lovelette Brooks in Jamaica: Mana
Allegretti in Brazil; Silvia Charpentier in Peru; and Maria Hajnalova in Slovakia. Following the
fieldwork, the team met to synthesize its findings, discussed them with the reference group, and
prepared a draft of the evaluation report. The drafl report was then reviewed with the GEF
implementing agencies and secretariat. the NGO community, and others. Their input is reflected
in this final report.

8. Chapter Il of this report provides an averview of the 13 trust funds included in the
evaluation. (Summary descriptions of the funds can be found in Annex C.) Chapters 111 and [V
present the findings and conclusions of the evaluation team. Chapter V describes the implications
of these findings and conclusions for GEF and mcludes the team’s 13 recommendations.

9 A list of the many people contacted during the evaluation is contained in Annex B. The
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evaluation team recognizes the valuable inputs made to this study by all of these people, and
wishes to warmly thank them--especially the extremely busy board members, directors and staff of
the seven funds visited--for giving of their time to contribute 10 our understanding and learning.

10. It is our hope that this evaluation report will be but one step in a continuing process of
learning about and from conservation trust funds and the contributions they are making to the
conservation and sustainable use of biological diversity in their countries. This report is only one
of a senes of products envisioned from this evaluation. We encourage feedback from readers,
your suggestions on the kind of information and communication media that would be most helpful
to you, and/or additional experience you would like 10 pass on related to conservation trust funds.
You can contact the GEF Secretariat’s monitoring and evaluation team at
geflessons@gefweb.org.



1. SUMMARY OF FUNDS INCLUDED IN THE EVALUATION

11.  There are various types of environment funds Those supported by the GEF have been set
up as trust funds (in countries whose legal systems are based on British or US models) or (in
most civil law countries) as foundarions In either case, these funds legally set aside assets (e g,
GEF grants) whose use is restricted to the specific purposes set out in a legal trust instrument.
They can be structured financially in three ways. When an endmwment js created, the financial
assets of the fund are invested 10 earn income and only that income is used to finance agreed-upon
activities Sinking funds are designed to disburse their entire principal and investment income
over a fixed period of time. usually a relatively long period. e.g.. 15 years. Revolving funds
provide for the receipt of new resources on a regular basis--for example, proceeds of special taxes
designated to pay for conservation programs--which can replenish or augment the original capital
of the fund and provide a continuing source of money for specific activities. Any particular
environment fund can combine these features depending on its sources of capital.

12, The evaluation showed very clearly that there is no “typical” trust fund. The funds’
structure, scope of activities, and procedures vary according to the purposes for which they were
set up and the situation of the country they serve. Some are national, some regional, some
dedicated to a particular biodivessity resource. Only two of the funds studied are actually national
environmental funds (NEFs) in the sense of having 2 mandate 1o support the full range of
activities, governmental and non-governmental, included in national conservation plans or
strategies — although many conservation trust funds have quite broad mandates and the defining
characteristics that would qualify a fund as an NEF have not been agreed upon. The team did not
visit any environmental funds covering both “brown” and “green” agendas.

130 TIndescribing the main features of the funds studied, the team found it useful to divide the
Tunds info two-groups, according (o the types of activities they support, since several of the
findings and conclusions apply particularly to one group or the other. “Parks” funds support



either national protected areas systems, or a specific protected area or group of protected areas.
“Grants” funds channel resources to target groups (typically NGOs and community-based
organizations) for a broad range of conservation and sustainable development projects, not limited
Lo protected areas.

14 There are several important ways in which these two types of funds often differ. Annex D
analyzes them in more depth, but generally they include:

» their role within a national biodiversity or environment sorategy;

» governance: the extent of government involvement and the importance of representative
mvolvement of stakeholders:

s grant management procedures for activities financed;
* the ways and ease with which funds meer GEF criteria; and

o financial 1ssnes such as the fund’s structure, life expectancy and resource mobilization
strategy.

15, Box 2 shows the typology of the funds studied -- at best an approximation. since several of
the funds actually span the two groupings -- together with information about their founding dates
and GEF funding A brief description of each of the funds studied can be found in Annex C.



Fund Name, Countrv

Mexican Nawre Consenvation Fund (FMCN)
PROFONANPE. Peru
Jamaica National Parks Trust (INPT)

Mgahinga-Bwindi Impenetrable Forest
Consenvation Trust (MBIFCT). Uganda

Foundalion for Eastern Carpathian Biodiversity

Conservation (Poland. Slovakia. Ukraine)
Protecied Areas Consernvauon Tnust. Belize
Table Mountain Fund. South Africa
Bhutan Trust Fund for Environmental
Conservation

Foundation for the Philippine Environment

National Environment Fund (FONAMA). Bolivia

Environunental Foundation of Jamaica (EFJ)

Brazilian Biodiversity Fund (FUNBIO)

Conservation Trust of Guatemala (FCG)

Estahlished

Tvpe of Fund

1994 (patks
fund 1997)
1992

1991

1993

1994

1993

1993

1991

1992

1990

1992

1995

1991

Loitia)lx grants. parks

fund added

Parks

Parks

Parks (grants window

for buffer zones)

Parks

Parks

Parks

Primarilv parks fund

Granls

Grants fund within
larger agency

Grants

Grants

Grants

GEF Funding
Received

endowment (§16 5
million)

endowment ($5.2
million)

none

endowmenl ($4.3
million)

cndowment
(5300.000)

none

endownment ($5
million)

endowment (810
million)

none

project

none

sinking fund ($10
mullion disbursed.
additonal $10
million committed)

nonc




. FINDINGS AND CONCLUSIONS

16 To address the five key questions in its terms of reference (see paragraph 4 above). the
evaluation team examined several aspects of conservation trust fund performance. These included
the strategic and national context in which funds operate, their governance structures, program
management, financial and asset management, activities financed, and their relationship to GEF
programs, implementing agencies, and application of GEF cnteria. This section begins with a
review of trust fund accomplishments overall, and then presents findings and cenclusions on each
of these topics. Lessons, best practices, and other points of special interest are highlighted in
boxes.

A. Accomplishments and Impact to Date

17. Conservation trust funds have recorded impressive accomplishments during the first 2-3 vears
that most of them have been in operation. At the same time, their ong term success, and in
particular their impact on biodiversity cooservation, is still not assured, and several of the funds
examined have suffered setbacks and disappointments.

18- Although conservation trust funds are generally seen as vehicles for achieving positive
impact on biodiversity conservation and sustainable use, the objectives descnbed in project

- documents for.the first generation of GEF-supported trust funds often lacked specifics about
conservation outcomes, Box 3 lists these cobjectives for the six projects for which there is



significant implementation experience In each case, the onginal project objectives focused, in
one form or another, on the establishment of the trust fund mechanism itself. References to
biodiversity impact are in most cases indirect.

19, Two of these projects, in Bhutan and the Eastern Carpathians. are now completed. In
Bhutan, objectives have been formally achieved as all key benchmarks were met. Most of the
activities supported by the fund since its inception were those designed as part of the original
project. There has been little testing vet of the ability of this trust fund to serve as a grant
mechanism to support conservation field activities. Given the ability of the fund to attract
endowment capital from a variety of sources and the attention that is now being given to
developing program management procedures, the prospects for achieving this appear promising,
however. 1n the Easiern Carpathians, project objectives have been only paruially achieved
Although the mechanism itself has been established. the fund’s extremely limited capital has not
allowed it to become operational in more than the most basic sense The trust fund has recently
decided to hire a limited staff and make a major fundraising effort. If this effort proves successful,
prospects will improve,

20. Two other projects--in Uganda and Peru--are basically at the midpoint of their implementation
period. The stated project objective for the MBIFCT in Uganda appears to have been achieved,
at least to the extent that grants to community groups and support for park management and
research have been funded and the trust fund’s capital has grown substantially through
reinvestment of interest income In Peru, PROFONANPE has been extremely successful at
serving as a mechanism for debt swaps. With the benefit of hindsight, the objective of
strengthening the capacity of the government Natural Resources Institute (INRENA) through a
private trust fund appears to have been overly ambitious, and is not likely to be achieved under
present circumstances. The viability of PROFONANPE as a long term and predictable source of
financing the management of priority protected areas has been parually achieved, although limited
by its inability 10 date to attract more endowment capital, and by government domination of its
governing board and a difficult transition between executive directors. However,
PROFONANPE now seems poised to move forward effectively, with recent legislation changing
the composition of the government’s representatives on the board and a new director who is
actively bulding bridges to the private sector and seeking to diversify its programs.

21. The remaining GEF conservation trust fund projects, FMCN/FANP in Mexico and
FUNBIO in Brazil, appear to be off to an excellent start afier a major restructuring away from
government execution to implementation through the fund (Mexico) or a protracted design period
(Brazil). Both of these projects have more specific biodiversity conservation objectives. and in
this area there has been less measurable progress to date.



|. FUNDS INCLUDED AS COMPONENTS OF LARGER PROJECTS

Brazilian Biadiversity Fund (FUNBJO}

1. Provide long-term and sustainable support for conservaton and sustainable tse of biological diversity
in Brazil.
2. Support the establishment and development of a Brazilian Biodiversity Fung that sould administer a

Jong-term grants program {0 promole conservation and sustainable use of biodiversity.

Foundaltson for Eastern Carpathian Biodiversitv Conservation (Poland, Slovakia. Ukraine)

Establish a three~country mechanism through the development of an international trust for biodiversity
protection whose income would be used to protect 1the biodiversity of this transboundany arca.

2. "STAND-ALONE"™ FUNDS

BH1TAN TRUST FUND FOR ENVIRONMENTAL CONSERVATION

1. Assist government of Bhuian tn consening its forestry and preserving rich biological diversity.
2. Test the feasibility of trus( funds as a mechanisny for providing long-1crm and suslainable supporst for
conservation of biological diversity

Mexican Nature Conservaton Fund (FMCN)

1. Prolect umque biodiversity in eligible biosphere and special biosphere resenves

Z2. Strengihen protecied areas management al Uie reserve level

3. Promote locat participation. including indigenous commuynities, in the unplementation ol protected
arcas operaling and management plans

4 Ensure long-tern recurrent cost financing for core protection and conservation activities

PROFONANPE, PERU

1. Provide a long-term and predictable sowrces of funding for the protection of Peru’s biodiversity through

the establishment of a (rust fund. the income of which would be used for financing the management of
priority protecied arcas

2. Improve the Natural Resource Institute’s (INRENA's) capacity to protect and manage Peru’s protected
arcas

3. Provide Lhe country with a reliable inslitutional iechanism (o channel debt donatons for sustainable
development and conservation through bilateral and commercial debt-for-nature swap agrecments

4 Test the viability of trust funds.as mechanisms for providing long term and sustainable funding for

" biodiversity conservation

MGANINGA-BWINDI IMPENETRABLE FOREST CONSERVATION TRUST (MBIFCT), UGANDA




Support brodiverssty conservation in the BINP and MGNP both directly. by providing increirental support for
park management and related rescarch acuvilies. and indirectlv, by funding grants to help local community
groups develop economic activities which will provide afternative means of meeting needs which were
traditionallv met by harvesting forest resources. ‘

22.  Beyond their specific objectives, the evaluation team noted a number of significant
accomplishments achieved by these GEF-supported conservation trust funds and the others
included in the study-

e National, permanent civi/ sociery institutions focused on biodiversity have been created and
gained credibility, brdging the public and private sectors (most funds).

s There has been hroad parncipation of stakeholders in the design and operations of trust
funds, and they demonstrate strong “ownership” of the funds (most funds). However,
continuing to get this input on a sysiematic basis will require work.

o A successful model for asset management characterized by good retums on investments,
transparency and integrity is used by most funds

o Jery highly gqualified people have been attracted 10 lead trust funds (boards and staff). The
excellent reputations of board members, from all sectors, have strengthened a generally
positive public image of most trust funds

o Additional financial resonurces have been directed to biodiversity conservation activities.
Funding has come from contributions to endowment or sinking funds (especially in Bhutan

and Peru), complementary project financing, and in some cases through additional government

funding (Mexico).

e New national parks have been created and park systems expanded. The rehability of financing

from trust funds has encouraged even budget-strapped governments to authorize new
protected areas (one new park in Ukraine, creation/expansion of park system in Jamaica).

o A basic sense of “resource securify” has begun to be felt by managers in some important
protected areas. This allows them to focus on broader conservation issues (and additional
sources of support) beyond just trving to meet basic staff and operating costs. It also leads to
greater staff continuity, an imponiant ingredient to building relationships with stakeholders
essential to participative management. (Mexico, Jamaica, Uganda).

e Trust funds have established effecrive, ¢fficient and transparent mechanisms for transferring
resources 1o field activities, and have encouraged new management regimes (NGO
" partnerships) in protected areas (Mexico, Bolivia. Jamaica, Belize).

e Trust funds have helped government agencies and NGOs improve their ability (o carry out
| field activities and gel project funding. (Mexico, Jamaica, Uganda).
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Scientific work has been carried out, including resource inventories, zoning and mapping. that
help measure changes in biodiversity (Uganda, Brazil, Mexico, Eastern Carpathians).

New NGOs have been established and the roles of existing NGOs expanded. The funding
opportunities provided by the Bhutan fund stimulated the creation and expansion of that
country's first two NGOs. EFJ is the main source of project funding for most young
environmental NGOs in Jamaica.

o Ceruin types of biodiversity projects have had access to grant funding for the first time. This
15 especially true for projects which tend to fall between sectoral cracks or are new areas of
endeavor. In Brazil, FUNBIO has funded agro-biodiversity projects which the agriculture and
environment ministries saw as beyond their responsibility, and has helped find funding for
medicinal plant projects which the ministry of health would not fund.

= Environmental education activities have been financed. In Jamaica, where conservarion
avareness was low, this has almost certainly had a cumulative positive impact on community
involvement as reflected in the growing number of small NGOs which now embrace
environment among their objectives.

33, Inaddition, the team observed a few initial examples of how conservation trust funds have
had upstream impact on policy or institutional operations:

¢ FMCN/FANP (Mexico) participates in the review of protected area annual operating plans.
Along with the Mexican park service. it receives and assesses field reports and makes
recommendations for improvements. It is using its financial role to advocate for more
participatory park management. FMCN also helped finance and participated in a process that
resulted in the 1dentification of the priority areas for biodiversity conservation in Mexico.
Funds in Guatemala and Bolivia have participated in national biodiversity strategy
development.

o Although FUNBIO in Brazil is a relatively new institution, some of its institutional
procedures are aiready being replicated. A government fund uses elements of FUNBIO’s
grant review process. NGO board members are trying to replicate the rigorous and efficient
system of operations established by the FUNBIO board.

24,  These accomplishments are reasonably impressive, especially for new organizations. But is
this enough? At what cost were they achieved? Approximately $56 million has been committed
by the GEF to the six trust funds with implementation experience, although $10 million of this
amount (in Brazil) has not yet been disbursed. That said, at least this amount is actually stil]
available in endowments or sinking funds in these six mstitutions from the GEF grants, as are
additional contributions (some $33 million to those six funds) made by other donors.

25.  Comparisons of the success of conservation trust funds with other GEF projects were

“beyond the scope of this evaluation. The cost-efficiency of donor investments in conservation
trust funds is particularly difficult to measure because the stream of benefits from trust fund
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invesitments goes on for long periods. or in the case of endowments, potentially forever.
However. the evaluation team found that the sample of GEF trust funds projects has performed at
least as well as the overall GEF biodiversity portfolio, as summanized in the /997 Project
Implementation Review:,

26. ltis clear. nevertheless. that very hittle can be said about the impact funds are having on
actual conservation or sustainable use of biodiversity on the ground, Clear definition in project
design of the problems addressed would have been heipful. Also, measuring the biodiversity
impact of any program is difficult primarily because indicators of biodiversity status are hard to
measure and typically change very gradually over long periods of time. Finally, it is very hard to
attribute biodiversity impacts to a particular activity in many cases, so the impact of a fund’s
programs may not be distinguishable from the impact of others. So far. with the exception of
FMCN in Mexico, addressing the issue of biodiversity impact has not been a priority for the funds
examined, Most have not defined specific biodiversity impact objectives, indicators, or
monitoring and evaluation systems.

27. In general, even the resources of weli-endowed conservation trust funds are small relarive
to the broad challenges of biodiversity conservation. “Parks™ funds typically do not have enough
resources to fully address the management and conservation problems of the protected areas on
which they focus. The national “parks’ funds examined are, at best. able to reach only a smal)
portion of their countries’ protected areas with significant biodiversity resources And while
ensuring that a basic level of staff and operating costs are provided annually is important. it is not
enough to guarantee long-term conservation.

28.  For “parks” funds to have sigruficant impact, their resources must be regarded as catalytic,
not just a rehable, continuing source of funding for recurrent costs. Their support needs to be
framed within the broader management plans for the protected area or system. and needs to
actively seek to bring other resources to bear on conservation activities. Most of the “parks”
funds included in the evaluation have not vet reached this point. In fact some, such as
PROFONANPE in Peru, have been deliberately discouraged by the government from looking at
how their funding relates to and supports the broader management and operating plans of the
parks it supports.

29. The biodiversity impact of “‘grants” funds appears to be a function of the fund’s focus on a
specific set of problems or program areas. All of the “grants” funds studied have very modest
resources compared to the huge challenges that they might address. Most were overwhelmed by
responses to initial requests for proposals, and have gone through a sequence of events Jeading to
a greater focus of their limited resources on one or more program “niches.” This process
occurred afler four years of EFJ operations and one funding cycle in Brazil, and began in the
second year of FMCN’s grant program in Mexico. Program focus has not yet occurred in Bhutan
and is still quite broad in the Philippines. As mentioned above, even “grants™ funds that have
tightened program focus still have not defined indicators for conservation impact, although several
are beginning to employ the logical framework methodology.

30. The evaluation also found that the biodiversity impact of conservation trust funds is closely
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correlated with the effective demand for resources. The operational capacity of NGOs.
businesses, academic and government institutions is limited in all countries studied. To achieve
impact, most “grants” funds need to adopt (a) a long-range strategy of building the capacity of
user groups through small grants and technical support; (b) a more immediate strategy of
providing fewer grants, to institutions already relatively strong, or (c) a combination of the two
approaches. The long-term strategy requires that institution-building activities lead to a defined
biodiversity impact.
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B. Conservation Trust Funds Are More than Financial Mechanisms

31. Conservation trust funds were initially established in the late 1980s when relatively Jarge
amounts of money became available through debt swaps. They were seen as innovative financial
mechanisms to absorb these “lumps” of capital. invest and manage the resources wisely, and
disburse appropriate amounts to cover recurrent costs of national parks or small grants to NGOs
The design focus was primanly on establishing the necessary financial and legal mechanisms and
asset management systems. and ensuring adequate flows of resources to cover administration and
program activities.

32, It was generally assumed that other issues were secondary or would need Jess atiention: (a)
funds would follow national strategic and policy directives. (b) necessary governance structures
could be established, (c) effective demand for grants would exist and grant-making procedures
could be easily established; and (d) highly skilled personnel could be attracted to the board and

staff of the trust fund.

33. The evaluation team found that the financial management aspects of GEF trust funds have
been almost universally successful. Asset mangers are achieving investment results above their
benchmarks, and revenues are being efficiently passed along in small amounts. However, the
experience of the past decade has clearly demonstrated that trust funds have also needed to focus
their attention on the other ingredients noted above.

'S4.  National environment or biodiversity strategies, or master protected area management
plans, did not exist in many countries (Mexico, Jamaica, Peru, Bolivia, Brazil) and trust funds had
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to establish their own strategic priorities and interact regularly with government and other
organizations to help focus their programs.

35 Some of the boards established for the early conservation trust funds were constructed
more to allocate resources among various stakeholders than to govern independent institutions.
As a consequence, they did not have the membership needed for this broader role. In all countries.
governments had Jittle experience waorking with independent institutions such as trust funds.

Most trust funds were governed by representatives from several sectors of society (the NGO
community, the private business sector. government and academia) in a completely new
arrangement. Governance demanded a good deal of time and creativity from all concerned parties.
the board. the executive secretanat, and the donors.

56. Many funds found 1hat effective demand for their grants did not meet expectations. “Parks”
funds initially had to work with government administrative procedures that were not appropriate
for field activities involving a large number of small. difficuli-to-invoice purchases. The number
of NGOs that could prepare and manage good project proposals was limited (Jamaica, Bhutan,
Mexico), and trust funds often had to provide or arrange for technical support to potential grant
recipients. Establishing efficient grant application and review procedures did not come easily.
Several funds (Jamaica. Brazil. Mexico. Uganda, Philippines) were initially overwhelmed with
poorly written proposals. Transparent procedures to review and approve grants were not
commonly available for simple replication and needed to be established. An overlay of donor
requirements regarding procedures also complicated the project selection process.

37.  Many funds were not adequately staffed to carry out their many functions. Typical staffs
were largely administrative and financial personnel. Most funds found they also needed technical
capacity to establish a program strategy. direct project selection, monitoring and evaluation, and
have a voice in national policy. Staff also needed knowledge and skills related to working with a
multisectoral board, fundraising, and communications.

58.  In summary. trust funds set up primarily as financial channels tended to be inadequate to
respond to the range of challenges they encountered. Trust funds are complex institutions that
must carry out a variety of functions simuitaneously. They must function as self-governing
institutions, as grant-making organizations, and as participants in the conservation policy arena.
[n addivion, conservation trust funds have ofien had to strengthen the capacity of recipient
organizations. To succeed. conservation trust funds need to be more than just financial
mechanisms.



C GEF Program Linkages and Meeting GEF Criteria

39. This section presents the findings and conclusions of the evaluation team on three areas
related to GEF financing and support for conservation trust funds: (a) how well trust funds fit
with the special nature and criteria of the GEF: (b) how trust funds relate to other GEF-financed
activities; and (¢) implementing agency oversight and supervision of trust fund projects.

GEF CRITERIA

40 GEF has defined a number of specific criteria which projects must meet to be eligible for
inancing. GEF projects. by definition. support the agreed mcremental costs of projects designed
10 have global environmental benefits in one of four focal areas, in this case conservation and
sustainable use of biological diversity. GEF has described ten operational programs within which
its projects must generally fit. In addition, GEI emphasizes that its projects must be country-
driven and reflect broad public involvement and participation. As a new financial mechanism
with limited resources relative to the problems it addresses, GEF places a premium on projects
which are innovative and ideally leverage substantiat additional resources for global
environmental objectives as a result of GEF support.



41. Of the 13 trust funds studied for this evaluation, seven have received GEF support (in Bhutan,
Brazil. Eastern Carpathians. Mexico, Peru, South Africa and Uganda). Implementation of all of
these projects appears to be generally consistent with GEF’s objectives and crniteria. However.
except in South Africa, these projects were approved during GEF’s Pilot Phase, before the full
efaboration of operational programs and current policies and procedures, especially with respect
to defining global environmental benefits and incremental costs. Therefore, it 1s not appropriate
to evaluate them against these standards. Nevertheless, implementation of these projects, and the
acuvities supported by them and other conservation trust funds. provide insights into how well
GEF’s current eligibility criteria might be applied to similar funds in the future.

42 With respect to achieving global exvironmenial benefits. “parks™ funds which aim directly to
support specific protected areas or protected area systems easily meet this standard as Jong as the
global significance of biodiversity is a szlection criterion for the areas which the fund supports
with GEF resources. The GEF projects which capitalize “parks™ funds--Eastern Carpathians,
Mexico, Peru, South Africa, Bhutan, Uganda--all meet this test. One potential issue with funds of
this tvpe regards suppon for projects which respond to community initiatives in and around
protected areas. As the team observed in Uganda, community priorities are not always clearly for
those activities which produce global environmental benefits directly. Therefore. there may be
some tension in the short term berween local and global priorities when funds are responsive to
stakeholder input.

43 For “‘grants” funds, meeting the global benefits criterion is more challenging, and requires that
the types of activities for which grants are made. or the geographic areas in which they will be
carried out, are determined to be of global significance in terms of biodiversity. This is clearly
possibie. FUNBIO in Brazil, the only “grants” fund in the current GEF portfolio of trust fund
projects, has defined five categories for its grants, all of which are consistent with priorities
identified in the Convention on Biological Diversity, including sustainable use and
agrobiodiversity. In addition, FMCN jn Mexico, using non-GEF resources, operates a major
erants program which is focused on areas determined to be of high priority for biodiversity
conservation. The Foundation for the Philippine Environment also focuses grants in priority
conservation areas

44 A simple, common-sense approach to incremental costs can also be applied relatively easily to
activities supported by “parks” funds. This would require that trust fund contributions be
additional to, and not substitute for, resources that others (including the government) have
already been providing for the management of globally significant protected areas. That this can
be done is demonstrated by experience in Mexico, where the government is financing five core
staff and an increasing share of basic operating costs of the ten protected areas receiving
assistance from FMCN/FANP, supported by GEF. Experience to date in Peru and Uganda is not
as clear, however. There is some evidence that PROFONANPE resources in Peru are financing
activities previously supported by government and others in some protected areas. In Uganda,
resources generated by MBIFCT are actually less than the amount of visitor fees generated by the
two parks where its activities are focused. All of these fees are treated as general revenue by the
parastatal wildlife agency. Only a very limited amount finds its way back into budgets for park
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management and surrounding community development in Mgahinga and Bwindi parks. As with
the global environmental benefits critenon, incremental costs are likely to be more difficult to
define for activities supported by “grants™ funds.

45 ldeally, these basic GEF criteria relating to global significance of biodiversity and assessment
of incremental costs would be satisfied in advance for the entire program of activities to be
financed by a GEF-supported conservation trust fund as pan of the project design. The fund’s
operational manual (objectives and eligibility and selection criteria) should reflect the focus on
globally significant biodiversity and projects in which the GEF resources were matched by local or
national contributions in cash or in kind. If this could not be done, and if either of these tests
would have to be applied for individual fund-supported actjvities, then simple. straightforward and
understandable procedures would be essenuial. The trust fund would also require resources
beyond GEF contributions to finance complementary and/or “baseline” activities not eligible for
GEF financing.

46. All of the conservation trust funds studied are very much country-driven. The governance
structures of trust funds reinforce countrv ownership in a way that traditional project
implementation arrangements often do not. Simularly, trust funds have generally been very good
vehicles for advocating for greater siakeholder involvement and participation. 1n two Latin
American countries where the GEF has supported “parks™ funds, these funds have been effective
in encouraging government agencies to consult more actively and widely with community groups
and others with a stake in the management of protected areas, often in the face of government
reluctance. While in both cases improvements are still possible, significant if gradual progress is
being made and, in the process. government attitudes more generally may be changing

47. While some of the conservation trust funds studied have a focus on one or a few specific
protected areas that would fit one of GEF’s four biodiversity operational programs, most support
acuvities in many ecosystems. Examples include several “parks” funds that support park sysiems
whose individual protected areas include mountain, forest, and wetland ecosystems; and “arants”
funds that have chosen thematic niches such as agro-biodiversity or medicinal plants. that
encompass many ecosystems. Therefore, strict application of a policy that GEF projects must fit
only one operational program, rather than the entire biodiversity operational strategy, would
distort the country-driven project selection process and add another layer to already complex
program administration, and therefore not be appropniate for trust fund projects.

48. The evaluation found that conservation trust funds are mechanisms that are potentially
innovative and flexible, able to respond to local conditions with agility. However. as noted in the
program management section (TI1. F), in practice much of this potential is not yet being realized,
as trust funds struggle under the burden of complex administrative and accounting procedures,
some of them imposed by the GEF implementing agencies and other donors. The funds studied
for this evaluation, particularly.in Bhutan, Peru and Uganda, have done very well at attracting
additional funding tor biodiversity conservation as a direct result of GEF support, even if much
of it has not gone into permanent endowments. In fact, the evaluation team has documented an
additional $33 million in resources that have been mobilized beyond the $46 mitlion in GEF
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disbursements to date 1o six funds (excluding South Africa, which has just begun implementation).

LINKAGES TO OTHER GEF ACTIVITIES

49. Most GEF conservation trust fund projects to date have been implemented through the World
Bank, although UNDP played an important role in the design of the Bhutan trust fund, a UNDP
project helped establish another conservation trust fund, and UNDP has several new trust fund
projects under design. UNDP’s GEF Coordination Unit was instrumental in forming the
Interagency Planning Group on Environmental Funds in 1993 and has provided leadership and
services to this group since that time. The [PG is a broad-based group representing multilaterals,
bilaterals, foundations, and NGOs which (a) promotes communication among environmental
funds and donors and (b) sponsors capacity-building activities for funds. GEF resources from
both UNDP and the World Bank have supported IPG activities.

50. In general, GEF-supported conservation trust funds appear to have only limited linkages to
other GEF programs or enabling activities in their countries. Sometimes they are the only regular
GEF biodiversity project in implementation. Knowledge of the funds by GEF national focal
points and in-country UNDP offices varies considerably. In one Latin American couniry, UNDP
has recently had a number of productive contacts with the GEF-supported fund, while in another
the local UNDP office seemed basicallv unacquainied with the fund even though it was
considering new GEF projects in the same area in which the fund was working. In Poland and
Ukraine, the Eastern Carpathians fund was basically ignored by the GEF implementing agencies
from birth.

S1. An exception to thus general picture is a frequent linkage observed between trust funds and the
GEF Small Grants Programme. In at least four of the funds studied--in Mexico, Belize.
Guatemala and the Philippines--there are on-going relationships. They inciude SGP-funded
activities carried out in conjunction with protected area management activities supported by the
trust fund, and coordinated support and/or co-financing to community organizations and NGOs
from both SGP and the fund. There is a formal agreement between the Foundation for the
Philippine Environmenr and the Small Grants Programme whereby the SGP screens and selects
projects for FPE funding. PACT in Belize and MBIFCT in Uganda are represented on SGP
national steering committees. Conservation trust funds are also increasingly involved in
discussions with organizations interested in submitting medium-sized grant proposals for GEF
consideration. These proposals often complement or build on fund-supported activities.

IMPLEMENTING AGENCY OVERSIGHT AND SUPERVISION

S2. The approach of the implementing agency to monitoring, overseeing and supervising
conservation trust funds has a significant effect on a fund’s success. Task-managers cannot be
expected to be trust fund specialists. Furthermore, trust fund projects are complex and involve
many different elements, and no one task manager is likely to be able to backstop them adequately
alone. Therefore, those who bring in specialized expertise in supervision in a context of mutual
commitment by the fund and the donor fo build expertise and find solutions have been more
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successful Supervision which the fund finds facilitative and supportive of the achievement of
program objectives, which helps the fund operate flexibly but responsibly as an independent
organization, and which reinforces the leadership and accountability role of its governing body,
brings positive results Examples of this approach are illustrated in Box 4 below. Indeed,
“supervision™ missions have sometimes been a primary source of guidance on important issues
confronting a fund, such as asset management or fundraising. On the other hand, an approach in
which task managers involve themselves in the details of accounting, compliance with
implementing agency procurement procedures, and routine reporting--which was also reported to
the evaluation team in some cases--has been less productive

The tasks involved in managing a trust fund are varied and complex, and usually at least some are
outside the scope of the task manager's own expertise. Several World Bank task managers have

responded 1o this challenge by using the supervision process to bring in experts from a variety of

disciplines to assist the trust fund. Examples.

. Luis Constantino, task manager for the Mexico Natural Protected Areas Fund. included
consultants experienced in fundraising and ecotourism in the first supervision mission, and
experts on mining and fisheries for the second mission. These consultants helped the fund
analyze the potential costs, benefits, feasibility, and probable outcomes of activities under
consideration. In some cases. they suggested modifications to projects or different types of
projects better suited to achieve similar objectives. The fund considered their reports and
briefings very valuable to its decision making process. :

. Agi Kiss. task manager for the Mgahinga-Bwindi Impenetrable Forest Conservation Trust
im Uganda, brought in a financial management expert from WWE-US who had been involved -
in the design of the Bhutan fund, to assist MBIFCT develop its asset management guidelines
and supervision procedures. The same expert joined the midterm review team, and duning

| the review, presented a workshop on asset management for members of the MBIFCT board.

53 The evaluation team concluded that, in most cases, if trust funds are given adequate
organizational support, a supervision period of five years is likely 1o be enough to assure that a
functiomng governance system is in place. that several grant cycles have been completed, and that
the fund is able to continuc to manage its program and finances adequately on its own. Devoting
more explicit attention and resources to institutional strengthening of GEF-supported funds than
has been provided 10 date would increase the chances that this supervision perniod would be
sufficient. '

54. Several of the funds visited expressed a desire 1o maintain a continuing partnership relation
with the implementing agency beyond the “official” supervision period, focused on sharing of
expenence and lessons learned. There would also be value for the GEF in establishing an ongoing
monitoring relationship with conservation trust funds, since the time required to document
biodiversity conservation impacts generally exceeds the normal supervision period.
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D. Strategic and National Context

DRIVING FORCES

55 The international conservation community, particularly NGOs, have been strong advocates
of trust funds. But national governments, local conservation leaders, and donors have also
proposed and helped set up trust funds. In Bhutan. a government official initiated the idea of a
fund (using the Philippines as a model), and quickly received support from a leading NGO and
UNDP The Bolivian government invited an international NGO to assist in establishing a fund. [n
Brazil, the availability of GEF funds encouraged govemment and the national NGO community to
work together to establish a2 tund. Donors have played a kev role in ensuring that trust funds
received initial capital through direct provision of resources (GEF, several European donors.
USAID) and by negortiating national government contributions linked to debt reduction (US
Treasury Department. GTZ). Local NGO and government officials, as well as business leaders,
participate in trust funds as board members. [n some countries (Jamaica. Brazil, Mexico),
representatives of the academic community are also sncluded.

56. The key supporters of “parks” funds include government and NGOs closely involved in
elements of the protected area system (e.g., park management, programs in buffer zcnes) The
critics of “parks™ funds tend to be NGOs and other groups associated with protected areas not
benefiting. An example is the Jamaica National Parks Trust. whose only NGO board members
represent organizations managing two existing national parks Several NGOs with plans to
manage new national parks hope to establish new, park-specific trust funds rather than be

minonty members of the JNPT board.

57. The main supporters of “grants™ funds are the potential users. Often a “grants™ fund is the



only flexible source of funds accessible to local and national NGOs, over which they can exert
policy and management influence. The team observed two cases in which government views a
“grants” fund as “the NGO fund” and 1ends not to play an active role. Critics also include NGOs
not benefiting from the fund. and environmentalists who would prefer to see resources
concentrated 10 achieve impact on 2 priority problem.

58. The business sector has played an active role in many trust funds, mostly in governance and as
a source of expertise for financial management. Most funds have had no trouble in recruiting
business leaders and representatives of business orgamzations (Chamber of Commerce, national
business council, tourism industry association) to their boards. These representatives have played
effective leadership roles on board investment committees. Except in Guatemala, they have been
less effective in establishing fundraising strategies and in raising funds among their colleagues.

59. In two cases. this basic business sector role was amplified. In Belize, the tourism industry
association was an initial supponer of establishing a new trust fund and currently serves on the
board. although there was a period when its support was withdrawn over the issue of the level of
the tourist tax. FUNBIO was established in Brazil with an explicit objective of encouraging
participation of the business sector in biodivessity conservation. Four board seats (of 18) are set
aside for business representatives. The board chairman is a highly respected banker. The first call
for proposals encouraged projects which demonstrated a partnership between the business sector
and government. an NGO. or an academic institution. Much of the business sector (including
Jarger enterprises which FUNBIO hopes to target) has, however, found FUNBIO grants too small
and the FUNBIO bureaucracy too heavy to warrant their interest. FUNBIO i1s now designing a
new partnership program to artract this target group.

60. Trust funds proposed in several countries in the late 1980s were seen primarily as financial
mechanisms to channel proceeds from innovative fundraising strategies such as debt-for-nature
swaps into protected areas. In the pened leading up to the UN Conference on Environment and
Development, trust funds were proposed as means to provide resources for the implementation of
national environmental plans and Agenda 21. Most of the conservation trust funds reviewed in the
evaluation were established as integral pans of broader strategies. Examples of these linkages
include:

¢ The Bhutan fund is virtually synonvmous with that country’s national environmental strategy.
having financed many of the key components

s  FONAMA (Bolivia) provided both intellectual leadership and financial suppor 10 a
consultative process for a national environmental strategy -- although the strategy was not
adopted by the government succeeding the one that created the fund.

» Jamaica’s national parks trust fund was designed as an element of a broad USATD project that
supported a national protected areas strategy and strengthening the conservation NGO
community. '

¢ The Belize fund was conceived as a financial mechanism to provide recurrent costs of a
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national protected areas svstem, and retains that objective among others -- all consistent with
national environmental prionties -- developed during design.

¢« FUNBIO in Brazil was funded by GEF through the same project which supported the
development of a national biodiversity strategy, although the synergy between the two
components has not been as great as expected.

61. There are some differences between “'parks™ funds and “grants” funds in linkages to national
strategies. Since the government owns the land where “parks” funds operate, it is essential that
the fund work cooperatively with government and support a national sirategy when it exists.
Advantages include increased legitimacy, complementary funding from government budgets, and
sometimes support in fundraising. Working within such a national strategy also provides
opportunities for trust funds to have upstream impact. In Mexico. for example. FMCN
participates in the review of protected area annual operating plans, and has worked with the park
agency to develop a more participatory mode of park management, adopted in the entire national
system.

62. Expenence in Peru demonstrates, however, that park fund operations can be affected
adversely by government officials unwilling to allow the fund to play a meaningful role in broader
management issues, and by the absence of a strategic framework for protected area management.
The Eastern Carpathians fund has also been disadvantaged by the failure of one of the three
governments to participate actively.

63. “Gramis™ funds are typically less directly tied to national strategies. However, some “grants”
funds find it beneficial 1o focus on one or more elements of a national strategy, as they define
“niches” in which they can maximize impact. In Mexico, a povernment-led prioritization process,
which FMCN helped finance, has enabled the fund to focus its grants on priority areas for
biodiversity conservation. In Brazil, FUNBIO hopes 10 take the lead in linking the business sector
to a new national biodiversity strategy. In Jamaica. EFJ plans to concentrate its environment
resources on conservation “hot spots.”

64 The “grants™ funds studied include high-ranking government officials on their boards and
generally, the activities they support fall within the range of whatever national strategy has been
adopted. However, most national strategies are quite broadly written; a conservation trust fund
with a coherent strategy oufside such objectives would be difficult to imagine.

FINANCIAL CONTRIBUTION TO BIODIVERSITY CONSERVATION

64. Most trust funds were established with the intention to leverage additional funds for
conservation. In most countries studied, NGOs and businesses had no access to national sources
of grants for environmental activities prior to establishment of a trust fund. So, for private sector
conservation activities, trust funds represent a significant new source of funding, at a level that
almost certainly exceeds $10 million per year on a global basis.
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Country GEF § IOther $ (snurces)

Jamaica NPT 0 $437.000 (USAID. debt swaps).

Jamaica EFJ 0 $9.2 million (US Enterprise for the
Amencas)

Belize PACT 0 $500.000/ycar (tourist tax)

E. Carpathians $300.000 $300,000 (MacArthur Foundation)

Uganda MBIFCT $4.3 million $4 million (USAILD. Dutch bslateral)

Peru PROFONANPE  $5.2 miltion $17 million {debt reducuons and direct

bilateral assistance: $500.00 in endowment
¢apital from Canada, Finland. Netherlands)

Brazil FUNBIO $10 million disbursed FUNBIO musl raise $5 million to “1ngger”
$10 millien more comntined sccond tranche
Mexico $16.3 million FMCN has commitied 10 raise $5 million for

endowment; park funding requires
government 1o expend certain basic amounis
10 qualifv for trust fund funding

Bhutan ~$10 million $11.4 million
South Africa £3 million none 1o date (Jusl starting)
TOTAL $61.3 miltion $52.5 million

65. Most initial “parks” fund designs anticipated that the funds would eventually raise enough
capital to assure the basic financial viability of a national park system or selected key components.
The design process in many cases provided an opportunity for a full discussion of the issue of
financial sustainability for protected areas and sustainable development priorities -- including
issues such as capturing user fees for management activities: revisions in tax policies to allow for
the collection of special taxes and to provide incentives for personal and corporate contributions
to nonprofit conservation organizations; government support to fundraising efforts, particularly by
facilitating support from international donors; and policies for “graduating” certain areas from full
trust fund support to a mix of fees, appropriations, and other sources. With the exception of
Mexico, these kinds of far-reaching discussions were rarely held. However, in two cases (Bhutan
and Brazil), GEF contributions were set up to encourage the establishment of enabling policies or
the generation of additional funding, by disbursing in tranches, with the second disbursement
dependent upon the achievement of benchmarks, :

L
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66. To date, the GEF has committed $61 million to conservation trust funds (and disbursed $46
milfion to the six with operating experience). These six established funds have raised or secured
commitments for an additional $33 million that flows through the trust fund budget. Most trust
fund-supported projects also include a cash or in-kind contribution from the recipient. Some trust
funds, notably the Foundation for the Philippine Environment, have formed partnerships with
other funding organizations in an effort to increase the flow of funding to conservation. The team
was not able to document the specific total amounts of additional funding leveraged by these
means, but estimates that rrust fund disbursements in total are increased in value by at least 50
percent by other contributions.

67. Government contributions to grants funds have been provided in different forms. Mexico
agreed during preparation of the original FMCN project to provide $10 million to the fund over a
period of vears. with $1 mullion given the first year. Belize allocates funds from its tourist tax to
PACT. Other governments have not contributed funding except through payments linked 1o debt
reduction agreements, which channel an obligation that the government formerly owed 10 a bank
or foreign government to the conservation fund.

68. The record is mixed on whether government contributions to biodiversity conservation and
protected areas systems have increased or decreased since the establishment of funds. [n most
countries, governments provide some budget resources to national parks. In Mexico the
government shares financing of the operating costs of 10 parks with the trust fund based on a
formula established during project design. assuring that the baseline does not diminish. The Peru
fund finances some budget items previously paid by government, while the government has
increased spending on other park-related costs. In Jamaica, the trust fund has financed most costs
for the country’s first two parks The government has not met its commitment to provide annual
contributions to the endowment, but it has provided some operating costs of two parks. In
Uganda. biodiversiry funding has recently increased, but mostly due to the large number of GEF
and other external donor projects.

LINKAGES TO OTHER GEF ACTIVITIES

70.  The majority of GEF trust funds have been “stand-alone™ projects Exceptions are (a)
Brazil, where the trust fund is one of two components; and (b) the Eastern Carpathians, where al)
three countries had larger biodiversity projects (the trust fund was administratively a component
of the Slovakia project). In the latter case, the trust fund was designed with clear Jinkages to
other GEF activities. The GEF Slovak Republic Biodiversity Project finances management
activities in the Slovak portion of the Biosphere Reserve, and the project coordinator served as
president of the trust fund. The Ukraine project also supports the Ukrainian portion of the
reserve.

71.  In most countries, the GEF-supported trust fund is the only fund of its nature. In Peru and
Uganda, there are government National Environment Funds that exist on paper, but do not have
capital. In Mexico and Brazil, a national biodiversity council manages a small, non-endowed grant
fund. CONABIO in Mexico finances biodiversity research and pilot projects. [n Brazil,
PROBIO’s GEF-supported small grants fund may also finance biodiversity pilot projects. In
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theory. both of these funds could finance some of the same activities as the trust funds. In
practice, demand far exceeds supply, and informal coordination between the funds has avoided
any competjtion or confusion. In Brazil. several government-managed project funds provide
grants to state and local entities, including NGOs and community-based organizations. but they
do not invest and manage capital as endowment or sinking funds.

72.  Another example of cooperation between two funds is the Foundation for the Philippine
Environment and the Foundation for Sustainable Society’s formal memorandum of understanding
encouraging co-financing and information exchange.
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E. The Governunce of Conservation Trust Funds

;hqu' role in -of all cmmg Tesources aing
doan adegn b f;reporu 'g to their con

73. Building a strong, influential, cohesive board of directors that is representative of a
conservation trust fund’s diverse constituencies, that can serve as an influential voice for
biodiversity conservation. and that can provide strong, sound direction and oversight for the fund
is perhaps the single most important element in a trust fund’s long-term viability and success. For
this reason, the evaluation team examined closely how trust funds are governed, and how their
governing svstems have worked in practice

74, Conservation trust funds are typically governed by boards of directors or a group of
trustees, depending on their legal basis. Even in the few that have general assemblies or other
broader bodies (e.g.. Mexico. Guatemala, Jamaica EFJ), the boards are the principal decision-
making bodies. These boards vary in size. between relatively Jarge ones in Mexico, Brazil, and
the Eastern Carpathians (14-18 members) to smaller ones (5-9 members) in Bhutan, Peru,
Uganda, Guatemala, Belize, South Africa and JNPT and EFJ.

75.  Who is involved in the governance of trust funds? Except for the funds in Bhutan and
Bolivia, wlich are government organizations, the funds studied are private institutions and have
governing bodies with members from the public and private sectors. Even the government funds
have taken, or are planning to take, steps to bring non-governmental groups into their governing
structures: FONAMA’s administrative committees (which oversee its various “windows’”) include
NGOs, and the Bhutan fund board will include business and national NGO members by 200}, Of
the funds evaluated, only FCG in Guatemala has no govermment representatives on its governing
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body (administrative committee)

76 Government members of boards represent specific positions, e.g., the minister of
environment, director of the protected areas system. Even though they are private organizations,
two of the “parks” funds evaluated (Pent. Uganda) require that the board president be one of the
government representatives, although the government does not make up a majority of the board
membership. Government officials formally name all fund board members in Belize. EFJ and
Peru. In Mexico and Brazil, however. government representation is liunited to one or two
members of relatively large boards. In South Africa, the trustees of the Table Mountain Fund
include government representatives although they serve in their individual capacity.

77 Non-governmental members sometimes formally represent NGOs, business, academia or
other sectors (for example in Peru, EFJ and Uganda), and are often elected by their constituency
organizations. [n other funds. however, board members are individuals serving in a personal
capacity. selected to reflect the needs of the fund and the diversity of its constituencies (e.g..
Mexico. Brazil, NPT and the Eastern Carpathians). Most of the funds studied also include at
least one representative of a donor agency, although not always with voting power.

78 In addition to governing boards. the team observed a varety of other mechanisms used by
conservation trust funds to involve key acrors and stakeholders. Board commuttees that focus on
specific aspects of a fund’s program or management often include outside members. Several
funds. including those in Mexico, Uganda and Brazil, involve a number of people within the
conservation community in the review and evalvation of grant proposals. The MBIFCT in
Uganda receives input from local steering and advisory committees that include broad
representation of communities and academic organizations with a stake in conservation and
protected area management. PROFONANPE in Peru has a technical committee which makes
mput on its annual work plan. FMCN in Mexico has an “intemational committee,” which serves
as a vehicle for exchange of information between the fund and intermational NGOs and donors,
and a source of support to the fund from these organizations

79.  The evaluation team found that for a conservation trust fund to realize its potential, it is
imporiant that its board see itself as the directors of an independent organization with institutional
objectives, not just a forum for deciding how to divide the fund’s resources. The team concluded
that boards made up of individuals reflecting the needs of the fund and the diversity of its
constituencies--but serving with a primary obligation to the fund itself, and not to the sectors they
represent--work better than boards whose members are elected 1o formally represent the interests
of the sectors or constituencies that nominate them The latter can increase political influences
and decrease the board members’ sense of ownership in the fund itself

80 A key attribute for successful boards is the integrity of its members and the respect within
the community that comes from this. The team also found that boards made up of members
drawn from diverse sectors (e.g., Mexico, Brazil) are able to cover within the board membership a
wider range of functions than boards with limited sectoral expertise. This diversity of membership
is a key factor in establishing effective specialized committces that are linked directly to the fund’s
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governing body This has been especially imporant in the area of financia) and adminustrative
oversight. Some funds have tried to put in place other mechanisms (e.g.. technical commitiees) 1o
provide access to a broader range of expertise. While this has been important in relieving
pressures on otherwise very busy board members and in expanding the pool of talent on which the
funds can draw, the absence of formal linkages 1o the govemning structure has sometimes limited
their effectiveness. The active participation and leadership of promunent business people who
bring a private-sector management perspective has proven extremely important for the successful
operation of conservation trust funds

81  Although trust funds are generallv private organizations, the government remains a
significant actor in almost all of the funds examined by the team. This has been an important way
that trust funds have maintained linkages to public policies and programs. On the other hand,
several funds have been adversely affected by the nature of government participation in their
governing bodies. In Peru, a fund originally intended to suppon both government and NGO
activities related 1o protected area management has been dominated by the government
membership on its board. Funding during PROFONANPE's first two years of operation has gone
almost entirely to activities carried out by the government agency headed by its board president.
in some cases, government representatives on trust fund boards have shown little interest in the
fund and their responsibilities as board members, or have changed frequently as different
individuals were assigned to the positions represented on the board.

82  The boards of several funds evaluated include formal representatives of non-governmental
groups. Even where this is not the case, at least the initial board membership was selected as a
result of broad consultative processes with a large number of stakeholders, often carried out
across the country or area of focus of the fund. Most funds also reach out beyond their boards of
directors to include others in technical committees or their project selection processes. Nowhere
did the evaluation team observe, however, a governing structure of a conservation trust fund
explicitly functioning as a forum for continuous discussion among vanous stakeholder groups as a
means of creating better understanding around issues related to biodiversity conservation and
sustainable use. Several of the funds give an important emphasis in their programs to education
and awareness, and to involving community and other groups in conservation and management
activities, but there is little evidence of the funds’ governing bodies themselves playing this role in
an active way. In fact. in those cases where boards do operate on a representative basis, In
general more attention by these board members is needed to providing feedback to, and receiving
input from, the constituencies they represent

83. Because most of the funds studied are still relatively young, they have not yet experienced
transitions in leadership. Based on the experience of some other funds, this would appear to be an
area where continued attention is warranted. EFJ in Jamaica and MBIFCT in Uganda are
presently undergoing a change in their executive directors, and their experience will provide
insight in how transitions affect-achievement of objectives, and interesting lessons for other trust
funds. Where transitions have occurred in board leadership or in the executive management of the
funds included in the evaluation, they appear to have gone smoothly. The exception was in Peru,
where a difficult transition between executive directors set the find back by at least a year.

1
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PROFONANPE also faces 2 maior chanze in aimos: all of the members of its board of directors
this vear.

84 One particulariy impoeran: facio aficcting the anitine of boards 1¢ make smooth transtions
is the planned frequency of ro:zation of taon-governmental) members and the wavs new members
are selecied. Bringing new people omce boards at regular imenvals 1s an important way to build
awareness of and “ownership” n a fund as well as to ge: fresh perspectives and ideas into the
leadership of the organizauion However. care needs 10 be taken to provide continuity by
stagpering terms  Based or (hz experience of the funds examined by the evaluanon team. it
appears that boards which themselves nominate new members based on the fund’s needs and
critena reflecting the diversity of their constituencies are more able to weather membership
transinons than those whose members are formally elected by specific organizations or networks
tandzor whose boards include many gdovernment representatives whose renure is not predictable)
Funds thai have various commutiess with @ role in vovernance issues are ofien able (o draw on
these groups for candidates {7 »aarc inembership. as committee members who are not on the
board have an opportunity 1o asvelop reiaitonships with the trust fund and demonstrate what thev

can contribute

85 Donor agencies have cenerally plaved a helpful and facilitating role when represented on the
boards of conservation trust tunds  However, 1t 1s important that donor represeniatives have the
fund’s interest foremosi in mind wher serving as 2 board member  The team observed a situation
in which 2 donor agency’s owr: interests i programs impicinented through or associated with the
fund. and with beneficiaries of the fund ¢ programs. reportedlv influenced its representative to
vote In a manner that was not necesszrily in the interests of the fund’s long term mission and
objectives Periodic yotation of donor represeniatives also would appear 1o be a good idea.
although 1o date this has not accurred in the funds observed. Finally. the extent to which donors
exercise control over key dectsions about how a fund’s resources are used affects the ability of
boards to become true leadersiip bodies for their orgamzations.

86.  The leadership and manzgemem skills that boards and executive directors have brought to
consenvation trust funds have varied greathy. Tt probably goes without saving, but the reiationship
between the board and stafi. especialiv the execurive direcror, is extremely important 10 the
effective functioning of a trus: fund  Where a harmonious and svnergistic relationship has been
present. the fund has excelled. \Where ii has not. the fund has floundered  An ingredient that is
essential for this relationship 1o wark well is a cleariy-articulated ser of responsibilities for each
which reflects a balancing of'iiwe leadership and management workload between the two. This
does not come easily, but it ereatly helps define the skills needed by both the board and the
executive leadership of the fupd. [n this regard. the experience of the finds examined for this
evaluation indicates that manzgement skilis are more important for fund executive directors than
technical background in biodi ersitv conservation. That said. it has proven to be very important
for a fund to have technical people on its staff.

87. The funds with larger boards made up of individuals (rather than elected representatives) in
countries with diverse and robust economies, e.g., Mexico and Brazil, have tended to have within



their board membership the skills and resources needed 1o oversee the complex variety of fund
acuvities and governance responsibiltities  Funds with smaller boards and in countries where there
i1s less diversity of expentise 10 call or. have had more difficulty in this area,

88. In severai of the funds studied (EF). PROFONANTPE, FONAMA's EAl fund) boards have
limited their focus o oversight of the grant selection process. or in other respects have not fully
developed their pobey or strategic planning roles. Most of the boards studied have yet 1o take, or
were just beginning to take, an active role in fundraising. Board development. focused on
building govemning bodies that carry out the full extent of their roles and responsibilities, is a
capacity-building need expressed by several of the funds. However, there has been little in the way
of training or technical assistance provided to boards as part of GEF or other support 1o
conservation trust funds. even though the explicit objectives of these projects were often 1o
support the establishment of the fund  This is an area in need of more attention in the future.
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F. Progrum Managemenr

KEy Pwm:s

It is“éasier for a’ parks" fund thao a “gmnts” fund to establmh a strategu: focus because :
ofithe _‘ﬁparks” fund s:diréct link to selected protectediareas and strategic-planping for the
pr'é'iec d area:system; How evér, “grants” funds havein ‘several cases. demonstrﬂtcd an |
' select progrant: “mches’ in whtch 10 focus for biediversity.imp: Rt

-ab:lm

Tmst”funds have made:major achzeverncnts_ | establishing trans
processes. Agile adnumstrzmeprocedures haw: been d:f'ﬁcnli 10 Lﬂablish in sevecal
cases, often due to donor requirements. - ;

Trust ﬂmdc have atiracted bighly qualified; persomwl but still: rtqmn eapamf:_y buildmg
assistance to devek)p their potential as msmutmns e

Most funds have becn ab]e to keep operating cost: i} the 20—24 pcrcent mngc. Hnwwer,
there has been no:clear, consistent guidauce from the GEF on what is an acceptahlo lcve!
and what costs are mduded in the calculation.

The overwhelmmg maJontv of the funds studned do not mclude analysns of blodxvers:iv
impact in -their: momtormg and evaiuation activities. '

STRATEGIC FOC1ig

§9.  Generally. "parks™ funds are beiter equipped than “grants™ funds to target program
activities on biodiversity conservation impacts. because thev have a pre-defined geographic focus
and links 10 master plans for prolectec areas or proiected area svstems. On the other hand,
“oarants” funds are more likelv 1o {inanzs innovation and catatviic activities, and have the
advantave of reaching a more diverse constituency of recipients. “Grants™ funds have in several
cases demonstrated an ability 1o seiect program “niches™ in which to focus for biodiversity impact.
Mexico. Uganda. and Brazil provide sxamples.

00, Factors that make it difficult for funds to proactively seck out activities that help advance
their biodiversity strategy include weaknesses in national strategies that leave the fund without
clear guidance: under-staffing due 10 limits on overhead costs, resulting in tack of time 10 support
the board in strategic pianning or spend time in the ficld seeking out potential partners and
projects: rchance on a limited “universe” of capable recipients that have their own priorities; and
the nature of their design (mulu-stakeholder participation in governance and selection processes).
Participative processes often set the fund up for “dividing the pie” such that all stakeholders get a
piece. with consequent {ragmentation of program emphasis.
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BOX-6: CREATING 4 STRATEGIC FOCUS FOR & 'GRANT-MAKING PROGRAM:

The Mexzan Nature Conservation Fund huts i, broac niission-- “1e zongence Uic brodrvarsis of Maxiee

and ensure Lthe sustainable use of natural rasources through: the prometion of siviicgic acuions and medwm ¢

o long-term financial suppent 7 Civil saciety organtzahons compaiz {or granl awards on an annuil bases. |

with a stnwle call for proposals 1ssucd cacl Aprid Tive exolution of tus trust fund’s sirateeic fozus

through three funding ¢ cies provides ar example ol hiow 1 fund a1 refing e erena and proccdures o

aive 118 program coherence and increase Lhie cliances of achieving impact \
.

The Tirst Sail for proposals {19961 brough: tn more than (wice as smany proposais from rescarch
nstations as froni NGOs and commuanny eroups. whom FMCN fad expecied 10 be 1he priman project
mipicmenters. To change this balance. 1he sezond call focused on activiues thal would produce results
froni the fizid. and looked for hinkagees 1o consenvation prionnes esiablished 1n ¢ mamonal prosess partialis
tunded by FMCN and led by 1the Navona: Counct! for lanowledes and Use ol Biodiversity (CONABIO)
I the inervemng penod FMON ziso funced orgamizatnons whe could assist NGOs and commumn
orcamzations i the design 2nd preparahor: of projecie i Prioruy 4rsus

By the tine the third call o proposals was issued su 1998 FNMON Liad inereased 1he imkage of it

fundinyg 1o the CONABIO process. had deveioped o strateriz pian had used feedbach. from the first twe !
eveles 10 refine both the call for proposals and the szlection process. was worksng on z logical frameworh |
for the grants progran icenufiing biodiversin consenvanon and mstitutional sirengtirciny objeciin es and
how ta mcasure results, and was courdmatng with CONABLO and other orgamzanons that finance
projezis to avord dunheation o preacels and share infornmiation abou' proposine oreaiZaiions

ADMINISTRATION OF GRANT PROGRAMS

91 Trust funds have made major achievements in cstablishing transparent processes {or
developmg program priorines and selzction of project actnvities The Mexican Nature
Conservation Fund 1s an outsianding example. and severa: others. inciuding funds in Uganda,
Belize. Boiivia. Brazil. and Jamaica. have made subsiantia. strides in developing transparent
processes. surpassing the normal procedures of government agencies and private organizations in
therr respecnive countries

G2 In geperal. the more focused programs have more erlicient selection processes. while
broader-purpose funds that mamntain “open doos™ poiicies 1o any qualified project proposer ofien
struggle to process large numbers of applicavons  Severai of' the funds visiied were considering
limits on the number of new projects 1o take on (i e . focusing on fewer. larger projects rather
than many small ones) due o limited staff for supervision and monnoring

93 Several of the funds studied have exceedingly burdensome and bureaucratic adminisirative
procedures. of a rvpe niore suitable for large government agencies than for the agile private
institutions funds were envisioned to be. These procedures increase administrative costs. as well
as transaction costs for potential recipients. In some cases they are a barrier 10 access by potential
recipients. Semetimes extremely close supervisian and insistence on application of World Bank
procurement and disbursement management policies may be necessary because of the situation in
the country, but i some cases these procedures have been adopted at the insistence of the donor
when national conditions did not seem 10 warrant such action. Brazil is an example of a fund

34



established in an existing institution, where it would have been appropriate for the implementing
agency (World Bank) to review and cerify that institution’s administrative, financial management,
grant management, and procurement procedures, rather than imposing its own. In some
countries, rather than establish grani-making procedures “‘de novo,” trust funds have the
opportunity to adopt elements of small-grant making procedures successfully used by private
foundations and donors (e.g.. Jamaica’s Green Fund and the Boticario Foundation in Brazil).

“Parks" fund

] Protected area swall prepare annual operating plans and budgels. involving stakeholders in
consullations.

. Trust fund delermines eligible acuvities and allocates resources according to prioritics for each
protccted arcas (may be detzrmined at design or by board in ongoing oversight),

. Disbursement scheduvle agreed: disbursements made according to schedule, with recelpt/rcvnew of

financial and technical reponts generally required before cach subsequent disburscment.

“Grants” fund

D Board determines funding priorities and amouwnt available for current cycle. Call for proposals issued.
. Concepl papers or full proposals reviewed by lechnical conuntlice: recommendations made (0 board
. If concepl papers werce reviewed/approved, proposing organizations prepare full proposals, technical

review and rccommendations siep repeated. Some funds provide techimical or financial assistance lo
organizations preparing full proposals from approved concept papers.

. Board approves projects. Grant agrecments or contracls prepared: funding disbursed according to
schedule. with periodic review of financial and teclmical reports.

SKILL.S AND TRAINING

94. Generally funds have been able to recruit locally for technically qualified professional staff
(although external assistance has been important in some cases to help them develop their roles as
institutional leaders). Funds need to strike an appropriate balance between paying enough to
attract good people and creating conditions in which their own staff exhibit dedication and
commitment commensurate with that of their grantees. This is a difficult balance to strike, and a
few funds have experienced image problems when grantees (financially struggling local
organizations) perceive that a large share of available finding i1s spent on the salaries of capital-
city staff.

95. The GEF has not systematically provided training and capacity-building for trust funds, and
the helpfulness of task managers has varied. Uganda’s task managers were, together with in-
country USAID staff, the primary source of technical assistance, while in-the Eastern Carpathians,
frequent turnover in project masagement and lack of coordination among the three GEF/World
Bank projects meant that the Foundation got litule help or advice on its management and -
development. The funds visited expressed a strong desire for additional training and networking
to build their own capacities in such areas as board development, fundraising, project appraisal,
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monitoring and evaluation, and capacity-building among grantees.
OPERATING COSTS

96. Most funds have been able to keep their operating costs in the 25-30 percent range (and
some below 20 percent) but this has come at some cost 10 the funds as institutions. particularly in
their ability to develop technical expertise. The range among the funds studied was 10 percent
(Jamaica National Parks Trust, which pays an administrative fee of 10 percent of trust income to
its home institution. the Jamaica Conservation and Development Trust) to more than 30 percent
(Uganda’s MBIFCT, which operates essentially as an intermediary NGO itself, providing
extensive project support to recipients, the Eastern Carpathians Foundation, whose tiny
endowment generates only $30,000 in revenues per year; and Bolivia’s FONAMA. whose
operating costs were running at $850,000 per year in 1995). In general. the smaller the
endowment, the more difficult it has been to stay within operating cost ceilings.

97. The analysis of operating costs was complicated by the lack of clear. consistent guidance
from the GEF on theissue. Different “ceilings,” as well as different criteria for setiing those rates.
have been applied to different funds. In addition, the definition of what is counted as
administrative or operating costs has varied.

98 The evaluation team applied the following criteria.

o Operating cosis are the day-to-day “costs of doing business™ for a trust fund. These 1ypically
include the annual costs associated with basic trust fund operations: staff salaries. board
meetings, office expenses, equipment and maintenance, costs associated with managung the
endowment. and program management (project selection. supervision, and evaluation)
Operating costs also include the costs associated with a fund’s role as an institution. These
mnclude participating in the development of biodiversity strategies and policies, constituency
building for biodiversity conservation, coordination with other funds and biodiversity projects,
dissemination of experience and lessons learmed, networking, and fundraising.

¢ Institution building costs are generally start-up costs incurred primarly in the fund’s first
year or two, although training and consultations may continue even as the fund matures.
These costs include training of the trust fund’s own personnel, development of an operations
manual and other key documents, legal fees related to applications for tax exemption,
orentation for board members. and similar activities.

e Program support costs are the services provided 1o build capacity of recipient organizations,
share technical expertise. and support recipients and potental recipients in ways other than
direct supervision. In some cases, development of the absorptive capacity of NGOs or other
potential grant recipients is the role of institutions other than the trust fund (e g., an umbrella
NGO organization in Jamaica). When a trust fund decides to provide support for increasing
recipient capacity, it typically does so either (a) through project funding, making grants or
entering into contracts witﬁ_organizations skilled in that area (an approach used by FMCN in
Mexico) or (b) through direct technical assistance (Uganda, Philippines) provided by trust



fund staff.
MONITORING AND EVALUATION

99  Trust funds generally carry out project monitoring by reviewing periodic reports, making
field visits and, in some cases, requinng approval of even minor changes from original plans.
Report requirements are quite detailed and focus on tracking expenditures and meeting target
dates as set out in proposals and project plans. Reporting requirements generally are standard,
whether the recipient is a young, small orgamzation receiving $50.000, or an experienced
organization receiving a much larger grant. Several representatives of seasoned organizations
interviewed by the team felt that the administrative burden of trust fund reporting requirements
was excessive.

100. Few funds conduct technical monitoring of activities or focus their monitoring on outputs
and overall objectives. The abilitv of funds 1o visit project sites s a function of staff size and the
number of projects financed.

101. Comprehensive project evaluations are rare. End-of-project reports are normally prepared
by the grantee. Of the trust funds studied. only FMCN (Mexico) uses a logical framework to
provide a consistent basis for project appraisal, monitoring and evaluation. The Bhutan fund
established and met benchmarks for establishing “the legal, nstitutional. and technical framework
ffor conservation] and expanding implementation capacity” in its first five years of operation;,
however. during these years, it was financing a detailed program of activities spelled out at
design, rather than selecting projects and activities proposed by government or pnvate
organizations. FONAMA (Bolivia) designed a rechnical monitoring system, but it was not
functianing well at the time of the independent evaluation. PROFONANPE (Peru) contracted
independent evaluations of three NGO pilot projects funded by Germany, but has no system for
monitoring impacts in the park system. Among the funds visited. only FMCN had detailed plans
to carry out impact evaluation. building impact indicators into both NGO projects and protected
area activity plans.
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G. Asset and Financial Management

FUNDRAISING AND GENERATION OF ASSETS

102. Four of the GEF-financed conservation trust funds have raised substantial financing from
other sources (see Box 5). but except in Bhutan, very little of this is endowment capital that will
contribute to their long-term sustainability as trust funds. PROFONANPE (Peru), for example,
received $5.2 million from the GEF and has raised an additional $17 miliion, primarily through
debt reduction agreements and direct bilateral assistance. This funding would not have been
available for conservation if PROFONANPE had not pionecred the debt swap mechanism for
conservation in Peru However, less than $500,000 of the additional funding generated has been
added to the endowment (FONANPE). The remainder comprises sinking funds with 6-10 year
horizons.

103. The fund most successful to date in raising endowment capital from sources in addition to
the GEF has been Bhutan, which received $10 million from the GEF and raised additional
endowment capital of $11.4 million from WWF, Switzerland, the Netherlands, Norway, Finland,
and Denmark. Although many factors were involved in this fundraising success, including the
Royal Government of Bhutan’s integrity in managing the trust, a clear set of achievable
conservation objectives, and existing links with Scandinavian aid agencies, it was also useful that
the World Bank’s grant agreement established the GEF disbursements in tranches. Release of the
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first rranche was conditioned upon. among other considerations. securing $2 million in other
donor contriputions (The second pavment was conditioned upon meeting policy and park
estabiishment iargets )

104 There is not much diversitv in the donor base. Half a dozen bilateral donors (US. Canada.
Germany. Netherlands. Switzerland. Finland) have provided funding poimarily through debt
reduction agreements. although some have provided direct donations. The John D and Catherine
T MacArthur Foundation has contributzd endowment capital to one fund and funding to expand
ihe project porifelio of several others

105 Future fundraising prospects are mixed Few donors are willing 1o provide endowment
capital, aithough funds and their donors hepe that if it is demonstrated thar funds are sound
mechanisme for achieving consenvation. some donors who have previously adopted a “wait and
see’ atiirude mav support endowmenms  Trhere are prospects for addirional debt negotiations in
some countries (particularly i the Asia Pacific region) thal could generate endowment capital.
The most promising areas al present are innovative local sources such as tourist raxes and user
rees. and siruciuning non-endowmen: co-financing so thar it returns interest te the endowment

{zes Box §)
ANNUAL FLow 0f FUNDING QzNERET)Y INVESTMENTS ANTY RET! IRNS

106 Generaliv. investment income of GEF supponed funds has been adequate to cover
administranve costs and initiate program activities Every GEF fund except the Eastern
Carpathians met its 1argeted annual total return objectives through 1997 Part of the non-GEF
portion of the Mexico porifolio. haweaver. has been a low performer for several vears. and the
(non-GEF) Jamaica funds. after ininally receiving high returns, are currently suffering from the
downturn in the Jamaican economy and stock market [t 15 ymporant io bear in mind. n the
analvsis of two to five vears of returns. tha: the past three vears have been excepional in terms of
performance for international financial markets and that US inflation. an imporant facror in
targeting returns for GEF-supported runds. has been very low Investing substantial amounts in
emerging marke:s - a practice not ustallv consistent with the conservative investment principlies
of the World Bank model -- is an issuz panicularly for PROFONANPE (Peru), both lamaica
funds. and the Table Mountain Fund (South Africa).’

" Current volaubty i rvernational fimncial markers will furtlier 1est the validiy of the consen auve investment
strategy with actine portlolio management approach adopted by many of the GEF-supported funds. Under this
approach. funds can mees their program objectives by achieving a 1otal return in the § percent range:  asset
manager performance is moniored against i simulated low-risk porifolio, creating a strong incentive for
investmen( managers o prompily correcl conrse in light of the current situation. Funds’ short ferm programs are
unlikely 1o be affected by the corrent volatitiey sifice the funds (1) are not yer spending their endowmenit income
and/or (2) have accumulated reserves cither becanse of slow spending start-up or investiment performance
cxceeding objeclives through carly 1998,



. The Protected Area Conscrvation Trust of Belize raises $500.000 per vear through a $3.75 1ax on
lourists cpiering the countny by plane or cruise ship.

- The Mgalunga-Bwindi linpunetrable Forest Trust of Uganda raised project funding from bilateral
donors 10 support its operalions and grant portfolio duning s firsi scven vears. so thal income on the
endowimnent capilal provided by the GEF could be added 1o the endowment rather than spent. The initial
GEF cndow ment capita) has grown fram $4.3 muillion 10 $5.6 million (expected 1o reach $7.5 million by the
e the bilatcral funding conciudes).

- The Foundauon for Eastern Carpathian Biodiversity Conservation and e Foundation for the
Philippine Environment raised funds from the US-based John D. and Catherine T MacArthur Foundation
10 support opcrations during the saart-up phase and (o find an early tranche of projects. which gnabled them
10 have a morce diverse portiolio and bwld a better track record carly han they woutd have been able 1o
accomplish Jiving solcly on camings from endowment.

. PROFONANPE in Peru agrecd with two of its donors 10 capitalize interest income (rom debl swaps and
traditional projects  In part 10 ofTsel ar uncxpected devaluavon apphied to a debit swap. Finland agreed 10
provide PROFONANPE a small grant contrbution (0 its ecndowment and 1o allocale all interest earned on
the swip proceeds 10 the endownient. Similariv. GTZ agreed (o disburse up-froni the entire amount of a 6-
vear project and to investit. in effecL as a sinfkang fund. PROFONANPE expects this will allow project
activilies o be extended to 10 vears and sull lcave substantial interest income for s permanent endowment.

U Funding innovations ou(side the group of funds examined bat brouglit (o the 1cam’s ariention by
rclzrence group members and oliers includad a new fund starting in Ecuador that wil) consenve the
watershed that supplics the capital cily. using funds raised from a fec added 1o water bills.

107 Professional asset managers, drawn in all GEF cases except Peru from major inernational
investment firms. have performed as well or better than the benchmark indices against which
funds monitor their performance.

108 Early investment strategies (Bhutan. Uganda, Peru) were desizned in large part by the asset
management firms The general indices (broad world or local indices) for evaluating performance
were usually chosen by the asset manager Tnitially, reporting by investment firms was selective
and did not always facilitate performance monitoring by funds. Funds were often slow to respend
to advice from asset managers, generally because they did not fully understand invesiment
performance and the value of asset management services. Neverthcless, funds were generally
satisfied with the level of their investment earnings.

109. There were several instances of inappropriate initial investment strategies (Bhutan, Eastern
Carpathiang, Philippines). In some cases. overly conservative strategies resulted in insufficient
revenue 10 carry out full program activities (Bhutan is the notable example, although the Bhutan
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fund had an adequate alternative source of funding to carry out its programs during the period
when endowment income was low.) Other funds did not diversify their portfolios, or exposed
their assets to high nsk. particularly by concentrating all investments in one market (the fund’s
own country) or a region (e.g., Latin America). It was necessary for the World Bank 1o provide
considerable financial expertise to Peru’s PROFONANPE and its asset manager, in pant because
the investment profession was newly formed following privatization of the Peruvian banking
sector and because of the higher risk inherent in emerging markets.

110.In 1996, a review” of funds’ preparation of investment strategies and selection of asset
managers concluded that while fund investments had achieved their target total return, and asset
managers had attained their contractual investment performance indices, better performance is
possible when (a) investment strategies are more explicit in setting goals appropnate to long-term
investors, (b) initial and annual cash needs (net income) are more rigorously determined: (¢)
benchmarks or simulated portfolios with market and asset class specific indices (rather than a
general world index) are used to monitor investment performance; (d) asset manager contracts
and reposting address funds’ specific situations and monitoring needs; and (¢) target performance
for asset managers is set above the benchmark results. These principles of “active management”
were applied to the Brazil and Mexico GEF porifolios with excellent results. Those portfolios
have outperformed their benchmarks and market performance overall.

111.A lesson highlighted by the case of Peru is that investment strategies should be rewvisited
regularly, panticularly in high-risk markets. and action taken promptly by the fund’s board when
conditions change. Peru’s investment strategy. which placed hard cusrency capital ir an emerging
market, was considered during design to be lower risk than the possible attachment of its capital
by creditors of the insolvent government  When Peru came under the Brady Plan, risk factors
should have been revisited. PROFONANPE hesitated 10 make changes (and the World Bank did
not emphasize the urgency of revisiting the strategy in its supervision of the project). due in pan
to continuing high local market returns. This proved costly when the Peruvian market suffered a
downturn in 1997. This has significantly lowered annual returns. Liquidation to reinvest in lower
risk financial markets of OECD countries will lead to losses,

? Financed by Canada through the Censuliant Trust Fund managed by the World Bank for the global environment.
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Fund Tarcet Return Markets Asset Manager Total Returp
Location (1997 annual)
Bhutan US lnflation + 6% 80% US
20% Int*] {(non- Netherlands/US 16.35%
cmerging)
Peru Average dollarized 80% local (Peru
) serurmn over d-vear doilarized) Peru 9.2%
period: 3% above US  20% US
mflation
Eastern 6.6% tolal remmn us Switzerland 5.43%
Carpathian
Brazil US InNation + 6% 95% US UK 10.8%
3% Brazil**
Uganda US Inflaton + 6% Int1 {non-US) UK/Chanrel 7.96%
US= Istands
Mexico US Inflauon + 6.5%  US uUs 13.6%***

Note: US inflation for 1997 waus about 2%

* Agof 1998. invesunents in the US markets were growing us a share of the 1otal portfolio.
** FUNBIO's investmen( gwdehnes permit up 10 15 percent of assets to be invested in Brazil.
**x¥GEF funds were first invested 8/97. rcrumns shown through 6/98.

SELECTION OF ASSET MANAGERS

112. World Bank-supported funds investing in major internatsonal financial markets (Mexico.
Bhutan, Uganda, Brazil) have selected assel managers based on competitive proposals sought

from a nationality-diversified list of internationally recognized investment firms. Both industry
standard and the World Bank’s QCBS (Quality and Cost-Based Selection) practices have been
used with equally satisfying results.

113, Funds investing Jocally have used local competitive searches (South Africa, Eastern
Carpathians, Peru). For local currency endowments, in the absence of deep capital markets and a
fully functioning investment profession in the home country, funds often rely on banks (generally
1dentified through relations with board members) for advice and tend to invest in short-term
instruments such as treasury bills (Guatemala). In the case of Peru, a nascent private banking
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sector limited the number of cancicaies for asse; manager  The (nree candidate banks/investment
firms were so dissunilar that thers was no basis for comparison

TECINICAL ASSISTANCE N Cata, 277y =Bl DING

114, Bhutan. Brazil. Uicanda. Soutk Aurica. and Mexico all benefited from international financial
experlise to assist with preparation of initial mvestment strategies and guidelines as wel) as
selection of an asset manager Assistance was provided 1o the Eastern Carpativans Foundation by
WWF and the MacArthur Foundation but was limited to selecting a bank to invest the
foundation's capital. Given the smali size of the capiral. the focus was on fee minimization rather
than a strategy 1o achieve a 1argetec return with an acceptable level of risk.

15, Funds in s2veral cases have & imitad pool of in-countr expeitise upon which they can draw
to ensure a sophisticated leve! ofins estmen: knowledge at the board. fund director, or staff levels
Several funds have had 10 rel\ on outsids advice 10 monito: invesument and asset manager
performance. with littie expertise 07 their own to evaluate the advice or 10 analvze investment
strategizs in the face of dyvinanuc mar+2: siteations. Their ability to monitor effecuvely is limited
not only by their own experuss. but also in several cases by less than full responsiveness by asset
managers The World Bank proviazc ininial assistance with esiablishing euidelines but imade no
provision ro continue financial coursziine as pant of fund operations. Mexico and Brazil. however
(the two funds able 10 call on the most sophsticated pool of knowledge from their board. staft.
and advisors), have engaged at 1hei- own expense professionai financial advisors 10 supplement
theirr m-house expentise.

116, In the case of Mexico. 1he World Bank provided technical assistance 1o review FMCN's
vestment management practices at the time the Mexico Protected Areas Project was
restructured 1o operate through z fund  FMCN. a fund whose board includes considerable
financial axpermise. recognized the vaiug of professional counsel and hived 2 (inancial advisor to
help with the re-structuring of 1ts portfolios. guide investing of USALD funds (§19.5 million).
prepare investment guidelines for the GEF capital (§16.5 million). monitor pecformance of
FMCN's three asset managers. Keep its investment strategy cuirent. and assist with debt swaps.
This same approach couid provide z cast-efiective solution for any fund that cannot maintain the
required Jevel of experntise on 1is boarc or staff. Normally. this assistance should be considered a
legitimate cost of doing business. and operating cost targets should not be so restrictive as 10
preclude 1t

117 Donor-provided technical assistance to prepare an investment sirategy and select an assel
manager has generally provided little fasting knowledge of asset management within the fund,
because it focused on the process of preparing guidelines and selecting an asset manager., and
assumed all investment needs would be met by the asset manager Client responsiveness of asset
managers has been Jess than expected and levels of knowledge in funds very limited in general.
This points to a need in most funds for (a) financial expertise in addition to asset managers; and
(b) financial training for key staff and board members to ensure they are well informed in making
decisions and understand principles gumding their investment strategy.
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RISPORSIHLE ov: aTn

I1& The evaluation tean: notec wnat miany o6 ine junds analvzed are imerested in “responsible’” or
“ureen’ Investing. dui have imued canacm 1o develop such ¢ strategy This is due 1o several
factors

I

There 15 iittle actua’ experience with this concept. bevond in a few cases specifving to the
ASSET Manager certain Stocks or categornies of stocks in which they did nor wish 10 invest
(logeing. toxic wastes

In the early vears. most funds must maximize income (for a given level of risk) 1o ensure
operating funds. making restrictive guidelines counter-productive.

Pracrica! gindelines for establisiung and impiementing a “responsible” investment strategv are
not available  Princinles and ummemeniation of responsible investng praciices have been
noted as & Prionty far capecin -nuiidine by nauonal environmental funds parucipating in
Interagency Plannine Group workshops in both Latin America and Asta/Pacific

10 Bhatan and Mexico have snecilic clavses i their mvestment vuidelines 10 ensure their

investment philosophy s consisien: wih their insitunonal mission Bhutan's board s charged
with developing responsible investmen: cuidelines for use by the assel manager. FMCN's
gwdelines minimize investmenis in comnanies with poor soctal and environmental records and
delegate individual investing dzcisions ¢ the investment manager
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IV. CROSS-CUTTING CONCLUSIONS

A.

Advantages and Challenges of Conservation Trust Funds

120 The terms of reference for the evaluation listed a senes of advantages and drawbacks or
challenges ofien attributed 1o conservation trust funds. This section presents the team’s findings
on each of those hypotheses.

121, Ofihe frequently cited strengths and advantages, the evaluation generally confirmed that:

Funds can absorb major amownts of funding and dishurse it over time consistent with the
ahsorptive capacity of vecipient orgeonzations. tn virtually all of the “grants” funds studied,
the ability 10 time and size grants to meet -- and build -- absorptive capacity of governmental
and non-governmental organizations was cited as an advantage over traditional ways of
implemenung projects.

Funds often have participatory structures that involve a wide range of stakeholders-- ¢.g..
governing boards, technical advisory commiitees, and or project selection commitiees that
inchude representatives from indigenons peoples groups, community organizations, local and
national government agencies, privare businesses. the academic community, and
mernational donor or NGO represcentanves. Even the government or government-
dominated funds (Bolivia, Bhutan, Peru) had established some level of participatory structure
-- techmical advisory commuttees. sub-account administrative councils. requirements for
participatory planning processes by grantees. Uganda's MBIFCT. the Environmental
Foundation of Jamaica, and the Mexican Nature Conservation Fund are outstanding examples
of meaningful stakeholder participation in decision making processes.

Funds can be politically independent of particutar administrations or parties, and can
provide continuity from one government 1o another. Not all of the countries studied had
experienced a change of administrations or parties. In only one case -- Bolivia, a government
fund -- was a turnover of government disastrous to the fund’s ability to continue its programs,
and in that case, the problem is being addressed in part by setting up the major grant-making
account as a separate, private foundation.

122, There was limited evidence in suppon of the following:

Funds can provide a stable, long-term sonrce of funding for biodiversity conservation, not
only 1o cover recurrent costs, but also to smooth out year-to-year fluctuations in project
Sunding. This can also provide a betier basis for long-term planning and siraregy
implementation. In general; the team concluded that it was too earty-to tell whether this
advantage will be borne out over the long term, although it appears to be the case for most
“parks” funds. (Mexico and Bhutan, and a probable outcome in Uganda and Belize.)

Funds are able to artract a diverse range of national and international funding sources. The
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Fal

runds studied fended 1o have ong 1o four sources of funding A few -- notabiv Peru -- had
attracted non-endowmen: funding from a vanety of sources (but largely a single mechanism.
i e debt reduction agreementst  There are examples of funds capturing funding from:
mnovative and national s. 1vces cnotably Belize) but none of a fund fully tapping the diverse
range of sources theorencaliv avallabie. particulariv for endowment capital

Environment funds can aperalc duek s and responsively 1o a varieiv of organizations that
have relatively hmnted mstnniona: capaciy, avording much of the bureaucracy of large
donor or financial agencies. Saveral funds have highly bureaucratic administrarive
procedures. often at the insistence of the donor. However. there are also examples of funds
that have been highly responsive to NGOs and local communities. in particular. the Mgahinga-
Bwindi limpenetrable Fores: Conzenvation Trusi and the Foundation for the Philippine
Environment,

~

oreamzaiions vy deiniung rndme prioriies, and for consiructive cugagement with the
privee commer el sector Mexico. Brazil. Guatemala. South Africa. and the Eastern
Carpathians are examples of funds that do facilitate such collaboration and constructive
engagement  Thetwa gevernmizn funds and one governmeni-dominated fund studied dié not
achieve this result

“unds can provide aveincle for Coliahorane ) roverymen! ond non-covernmeriad
Fundx can provide a veiucie fo fcchoranon amene covernmens and oover 1

~~

23 Ofithe mosi freguentiv cited challenges and porential dravwbacks. the team found that

three are significant problems. at least in some funds. These are

Drust funds caonr te 1y sursqntian amounts of scavce resources for conservation and
development 1o generare often modesr amonnts of meome, some of which. in mrn. is speni on
adnnnisterng the fund. 1roapyang dus questuon 1o each of the funds studied. the most
common answer was “Yes but 7 (a) most funds have invested their endowment capital
wiselv and have generated returns nearly equivalent (o the opportuniry cost of capital. (b)
operaung costs vary but a~e provably not substantiallv greater than the tnuc admintstrative
casts of project management ar.. ¢) tving up this capital extends the benefit stream for many
more vears rhan a project nenefit stream

The addinonul amd siead: flow of resources from environment funds can relieve pressure for
contmiumg or mereased government or donor expendinaes on conservation and susianiahble
developmem, resufung ne decreased government or donor spending and comminmeni 11 these
oreas. This1s a problem in the Jamaica National Parks Trust. and potentially a problem in
Peru. Mexico provides a case study where the trust fund has actueally leveraged increased
government commitments 1o protected areas. Jn Uganda, MBIFCT has “picked vp™ some
community development projects that the government had planned to support but dropped
when it reduced the amouni of funds available for community revenue sharing

I the GEIS context, it mey be difficnlt in practice 10 pass on to individual activiies financed
by trust funds GEF-specific crirveria such as incremental costs and achieving global

46



environmental benefits. As discussed in Chapter II1.C, “parks” funds have an easier time of
meeting this standard than “grants” funds. However, all of the GEF-financed “‘parks™ funds,
as well as the Brazil “grants” fund, were in fact focusing their programs on areas identified by
the Convention on Biological Diversity as giobal priorities.

124.Challenges and drawbacks that have in practice proved to be surmountable include:

Funds require highly technical and sophisticaled managemeni skills io safeguard the fund's
capital, provide a predictuble income stream in sometimes volatile economic environments,
and create a participative and transparent governance structure involving mulliple
stakeholders. There are two dimensions 1o this issue. On the one hand, the funds studied
have generally been able to recruit nationally for staffs, boards, and advisory committees with
gobd technical qualifications. On the other hand. funds have needed technical and capacity-
building assistance related to their functioning as institutions — governance, fundraising,
capacity-building for recipients, and investment oversight. This assistance has been available
to some extent, but the demand still exceeds what 1s available.

There can be enormous pressure to dishurse funds, particularly after lengthy stari-up phases,
which can lead to an erosion of capital assets and excessive project-focus, financing a
profusion of activities without developing clear strategies. There are no documented cases of
erosion of assets due to pressure to disburse. However, the “grants” funds in particular often
struggle with a profusion of proposed activities and difficulty in developing clear strategies.
The Mexican Nature Conservation Fund 1s an example of a trust fund addressing the
“profusion” problem by iteration of increasingly strategic program priorities, iinked to
conservation outcomes (see Box 6). Another example is the Foundation for the Philippine
Environment, which concentrates a large percentage of its activities in geographical areas
setected for their biodiversity imponance in order to maximize impact. Belize’s Protected
Areas Conservation Trust is an example of a fund that has focused thematically, on activities
such as protected areas, eco-cultural tourism. and archeological sites.

Funds can be overwhelmed with demands for resources from a variery of sources (often well
beyond the environmental groups originally involved), and with efforts to effectively
accommodate the involvement of a large mumber of diverse stakeholders. This, too, is more
of a problem for “grants”™ funds than for “parks” funds. Several funds initially overwhelmed
by demands have developed effective measures to define a niche and structure participation
and selection critena. In addition to the examples discussed in the preceding paragraph. the
Mgahinga-Bwindi Impenetrable Forest Conservation Trust -- which received 4,750
applications in response 10 its first call for community proposals, when it had intended to fund
50 -- demonstrated an adaptive response. The trust fund’s Local Community Steering
Committee, which was charged with recommending to the board which projects to fund,
responded by deciding on’a thematic focus for the grant cyc!e notifying proponents that only
those types of activities would be considered in the first round, and proceeding 1o short-list
150 for full consideration. In the second round, the committee has proposed setting up
screening processes at thé parish level so that local councils select three priority community
projects to submit.
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» Funds give direction and control of potentially large sums of resources to independent
organizations (although governments and donors may be represented on their boards), and
activities financed can lack coordination with national environment srrategies and priorities.

Funds have generally done well in managing large sums of money with integrity and
transparency. “Parks” funds generally take direction from park system master plans and
protected area unit plans. “Grants” funds in two cases (Guatemala and Bolivia) have been
active supporters of national environmental strategies, providing both funding and technical
expertise. The fund's degree of coordination with national environmental strategies depends
to a great extent on whether a coherent national strategy exists, or whether there are
competing strategies and a broader lack of coordination at the national level.

B. Conditions For Success

125, Taking all of the findings into account. the evaluation team concluded that it is possible to
identify certain key factors associated with trust fund success. Some of these factors determine
whether the conservation objective is best addressed by a trust fund or another approach. Some
affect the fund's prospects of becoming a viable institution While it is not necessary for all the
conditions to be met, some “critical mass™ appears to be a prerequisite for success, and the
absence of more than a few would greatly increase the risk of delays, difficulties, and failure to
meet objectives. The “critical mass”™ will vary according to the type, size, scope, and objectives of
the fund in question. However, when any of the key factors is missing or only partially achieved.
there are risks that need to be clearly addressed in the design process.

FACTORS IMPORTANT FOR ES1ABLISHING A TRUST FUND

a) Existence of a valuable, globally significant biodiversity resource whose
conservation is politically, technically, economically, and socially feasible. Absence
of major, urgent threats requiring mobilization of Jarge amounts of resources in a
short time period (i.e., the conservation action required is long term and addressable
with the flows a trust fund could produce). The importance of the resource on a
global scale affects the fund’s ability 10 attract international financing.

b) Government support of the concept of a fund outside government control, that
bridges the public and private sectors. The support should be active and broad-
based, from the President to regional and local bodies, extending beyond
environmental ministnes and departments to include ministries of finance and
planning. A reasonable financial contribution from government, if not directly to the
fund, then to co-financing of project activities. This condition often takes a long
period of advocacy during the design and start-up phases

c) A legal framework that permits establishing a trust fund, foundation, or similar
organization. Tax laws allowing such a fund to be tax exempt, and providing
incentives for donations from private contributors.
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d)

g)‘

h)

A critical mass of people with a common vision. People from NGOs, the academic
and private sector, and donor agencies -- the environment community” — who can
work together despite their different approaches to biodiversity conservation. The
support and involvement of business leaders is crucial to bring in private sector
management skills, especially skills in financial management.

A basic fabric of legal and financial practices and supporting institutions (including
banking, auditing and conrracting) in which people have confidence.

Mechanisms to involve 2 broad set of stakeholders during the design process, and
willingness of stakeholders to use these mechanisms.

Availability of one or more mentors -- a donor agency with good program support,
a partnership with an international NGO, “twinning™ with another, more experienced
trust fund -- who can provide both moral and technical support to the fund during
the start-up and program implementation phases.

Realistic prospects for attracting a level of capital adequate for the fund to support
a significant program while keeping administrative costs to a reasonable percentage.
In most cases this means having clear commitments from other donors beyond the

GEF. or debt swap mechanisms established, before starting the fund.

An effective demand for the fund’s product, i.e. a client community interested in
and capable of carrying out biodiversity conservation activities on the scale
envisioned, and sufficient to achieve significant impact.

FACTORS IMPORTANT POR SUCCESSFUL TRUST FUNID OPERATIONS

)

k)

)

Clear and measurable goals and objectives. A “learning organization”™ mentality
and environment. oriented toward results and achieving objectives, and flexibility
to make adjustments in objectives or approuch based on feedback and experience.
FMCN (Mexico) provides the best example of the benefits of this approach. The
team concluded that most funds would have benefited from more detailed attention
to the articulation of goals, objectives, and indicators in operating manuals during
design.

A governance structure with appropriate checks and balances, conflict of interest
provisions, and succession procedures. “Ownership” of the fund by its board and
other governing bodies, indicated by members' commitment of fime, engagement in
policy and leadership, and building support of the fund with varied constituencies.
The Foundation for the Philippine Environment, FUNBIO (Brazil), FMCN
(Mexico), and PACT (Belize) provide the clearest evidence of what can be achieved
when this condition is met, while PROFONANPE (Peru) illustrates the difficulties
that can ansc when it 1s not.

Linkage benveen the trust Sund and the leadership bfany national biodiversity

49



n).

0)

P)

q)

strategy: or environmental action plan. Most of the “parks”™ funds organize and
focus their funding priorities through panicipation in or guidance from planning
processes of their partner agencies. FMCN's ability to focus its “grants™ program
through linkages with national priority-setting processes best illustrates the
advantage of this factor

Abiliny to atiract dedicated. competent staff. particularly a strong executive
dwector. Harmonious and productive board-siaff relationships. The best examples
of the benefits of highly qualified. strong leaders in the executive position working
well with diverse. supportive, influential boards are FMCN (Mexico), FUNBIO
(Brazil). and the Foundation for the Philipptne Environment.

Basic technical and other capahilities that permit the fund to become a respected
and independent actoy in the community. Access to, and consiructive use of.
traming, mentoring, and echnical assistance programs to build capacity. The
Mexico and Uganda funds illustrate this point. Bolivia also provides an object
lesson: although FONAMA s loss of influence in 1993-95 was primarily due to
political changes. the fact that those political changes also caused the organization
10 lose its technical capacity was what precipitated a crisis of donor confidence.

Constructive refationsinps with relevant government agencies, with intermediary:
orgamzarions that provide services (o granices, and with other organizations in the
commumnty. The fund should avoid becoming an execunng agency itself.
MBIFCT"s ability to relv on CARE as a technical assistance provider to grantees in
Uganda has been essential to the commumity grants program’s progress. FMCN
(Mexico) and the Foundation for the Philippine Environment are examples of other
trust funds that have made 1t a prionty to develop partnerships and working
relationships with key organizations to extend their reach and assure greater local
acceptance of acuivities

Fmancial admmistrative discipline combmed with program flexibility and
transparency; and procedures that support this and are consisiently applied. Most
of the funds studied exhibited this attnbute 10 some extent. Again, FMCN is the
best example of a fund that sets a high standard of financial discipline, while stil)
maintaining the flexibility 1o deal with extraordinary circumstances -- both in
adapting to the circumstances of its grantees and in making funds available 1o cover
unforeseen bur crucial needs. MBIFCT in Uganda is another good illustration.

Mechanisms for continuing 1o involve a wide range of stakeholders in the fund’s
programs and direction, with enough clear vision and leadership to avoid being
pulled in many directions and program fragmentation. FMCN (Mexico) and
MBIFCT (Uganda) are examples of funds demonstrating this attribute. Recently,
FONAMA has provided an example of the problems a trust fund that does not pay
attention to this priority can encounter.
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r) Assel management compeniveh selecied: drersinied portfolio of ninesmen!s:
Sinamcral expert io provide reguiar reporiing and oversight-comparison 10
henchmarks. As discussed in Chapter 111.G. mogt of the GEF-supporned trust funds
have adapted this moage. -

5 A supporiive. purturmg Impicmennng 4gency task manager. able 1o bring in the
resources and experiine needed, T s discussed in Chapter [THC

C Deciding Benween Trust Funds or Tradiional Projecty

126, The GEF is sometimes faced with: the decision of whether 1o support a conservation trust
fund or 10 finance biodiversity activitizs through a more traditional project mechanism. Although
this evaluanon ony studied GEF (anc othier) projzats wiizh financed trusi funds and does not
inciude a comparaii e view o!f doth funding modalities, a projzct approach was senously
considered during the project design prase in Brazil and the GEF-rfunded Mexico trust fund
replaced an ineffective traditional proiect. i additon. kev informants were asked to provide their
assessments of the advantages of both rrust funds and tradivonal projects. Our findings suggest
several factors which should be carefuliv considered when the GEF i1s reviewing alternanives for
financing biodiversity conservarion prosects These factors are closeiy associated with the
conditions for success discussed in the previous section

127 A primary concern expressed o some aboult trust funds is that they tie up substantial
amounts of scarce donor resources for consenvation and development m endowinents which
aenerate only modest amounts of income  From a purely financial perspective. the primary
question is whether trust funds are the best use of capiral, aiven its opportunity cost Several
factors influence the answer tc this question  First. although it is verv difficult to compare the
benefits from trust funds and those from projecis. in theony trusi funds should uenerate more
benefits, ceteris paribus, because the tenefit stream from an investment in a trusi fund 1s much
longer than from a S-vear project. and will potentialiv continue forever if the endowment is well
managed Second. the cosss of trust funds mav be higher than traditional projects over the short-
run (3-5 vears) However. endowment capiizl is invested and generates revenues which are
equivalent 1o at least a porton of the opportuniny cost of capnal In 1997, tor example. three of
the six GEF trust funds generated endowment revenues larger than the 10% opportunity cost of
capital normallv used in World Bank rinancial analvses. While these gains from endowment
mvestment may hot continuc a: similar levels over the life of the trust fund. they arc usually
signficant and must be considzred in comparative analvses

128  This evaluation found,that trusi funds can normally be administered with operating costs
between 20-25% of the annual revenues generated from the endowment. However. these costs

are probably onfv modestly greater than the real administrative costs of traditional projects if all
costs are included, and have the advantage of generating much longer-term benefit streams.

129, Fimancral analysis is only one factor that should be considered in choosing whether to
finance a trust fund or a traditional project. In many ways discussed in this report, trust funds
provide the opportunity to generate long-term benefits which are more systemic and sustainable
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than benefits from traditional projects For trust funds included in this study, the decision to use a
trust fund modality focused heavily on non-financial factors. These include (a) the time frame
needed to address threats to biodiversity (often long-term); (b) the absorptive capacity of recipient
organizations (often Limited); (¢) the incentives to spend large amounts of money quickly that are
ofien associated with projects and the frequent difficulty of sustaining this level of expenditure
following project completion; (d) the value and need to provide a venue for non-government
entities such as local NGOs and the business community to work in harmony with government to
address biodiversity issues; and (e) whether using private sector procedures, rather than
government procedures, will improve the efficiency of conservation funding. The additional
benefits from trust funds clearly must be weighed against the nsks and costs associated with
establishing or expanding a complex institution. For the vast majority of individuals interviewed
as part of this evaluation ~ people involved directly with trust funds and independent observers ~
the trust fund experience is assessed very positively, and viewed as bringing many long-term and
systemic benefits that have not been available from traditional projects.

130. A summary of several key factors 10 be considered in the decision on whether to finance a
conservation trust fund or a traditional biodiversity project are summarized in Box 10
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Threa( 10
Bicdiversitv:

Funding neads:

Recipienl
Absorptive
Capacily:

Common Vision

Progranm
Efficiency:

Enabling
Conditions:

Collaboration:

Demand for

grants fund
resources:

Demand for parks
fund resources:

Trust Fund

Threat is ong-term. Best addressed over 10-
L5 vear period

Problem best addressed through modest
amounts of funding provided over many vears
in periodic increments

Can only effectively manage modest amounts
in penodic increments with gradual increase
over Ling

Critical mass of people wili common vision
for biodiversins objeclives and willingness 1o
participate in trust fund governance

Need to create more efficient funding and
operational mechamisms in bicu of existing
(normully government) bureaucracy.

I.cgal basis and other cond:tions for trust fund
operations (e.g. incentives for fund raising)
cxist or can be quickly established

Basic fabnc of legal and financial practices
allows for transparency.

Desirable to create a vehicle for government
aund non-government (NGO. privale seclor)
collaboration

NGOs and other user groups have capacity or
can gradually build capacity to use annnal
funds generaled from endowment.

Framework of nalionat parks system
established. some parks exist with reasonable

Project

Immediate and surong. Best addressed over a 3-5
vear time frame.

Funding needs are Jarge and/or lumpy. Level of
aclivify can be sustained once project funding
cnds in 3-5 vears.

Can efficiently manage and effectively spend
major infusion of funds over 3-5 years.

Lack of commion vision regarding trust fund.
Collaborative management of biodiversity
program lcss cffictent than management by a less
complex institution.

Existing burcaucracy functions efficiently and
does not constrain achievement of biodiversity
objectives X
Legal and other conditions for fund operation do
not exist and are untikely 1o be quickly
established.

More dircct donor supervision of resources
required to ensure approprial: use of funds.

Such opportunitics for collaboration already exist
Or are not appropriate.

1) Efective grant-funding mechanism exists 2)
NGOs and other user gronps have very limited
capacity to mmanage even small amounts of
funding. Project to build capacity may be
prercquisite to trust fund.

1) Nascent national parks system.
2) Recurrent costs assured by government or

degree of government support

other sources. Parks need capital improvenients.

.



V. IMPLICATIONS FOR GEF AND RECOMMENDATIONS -

GEF Financing of Conservation Trust Funds

131.While most of the conservation trust funds examined have had three years or less of full
program operation and several have experienced setbacks and growing pains--some of them
serious--the basic conclusion that emerges from this evaluation is that, under ceriain
circumstances, trust funds have proven to be effective mechanisms for support to activities
designed to achieve global environmental benefits.

132. Recommendation 1: GEF should continue 1o finance conservation trust funds when the
necessary circumstances are mel. GEF is one of the few significant sources of capital for
conservation trust funds today. Its leadership in financing funds has catalyzed substantial
additional resources--both financial and intellectual. Trust funds, particularly those that focus on
protected areas, show great promise of evening out the typical “boom-bust” cycle of traditional
projects and the related perverse incentives to spend large quantities of money quickly. They are
providing resources through transparent. participative processes to groups and for important
acrivities that have not previously had access to financing. Trust funds supported by GEF and
others are making tangible progress in increasing involvement of community groups, NGOs,
private businesses and others in decision-making on conservation issues in which they have a
stake. Some are contributing to policy discussions on conservation and sustainable use based on
their program experience. The prospects for doing this in other places beyond the handful
supported to date appear to be good.

Conditions for GEF Support

133. Conservation trust funds are not always the mast appropnate response to the issues of
biodiversity conservation. In some aircumstances, a more traditional project approach may be
appropriate. In Chapter I'V.B. above, the evaluation team outlined the factors it has found to be
conducive for conservation trust funds to succeed. These can be used as a checklist for project
designers or reviewers when new trust fund projects are considered. Where a cntical mass of
these factors is not present, other approaches which have a shorter-term perspective and imply a
more limited commitment to a specific approach or institutional arrangement are indicated

134. Recommendation 2: The team believes that four conditions are essential for the creation
and/or capitalization of conservation trust funds, and recommends GEF support only when they
are mel:

o The biodiversity conservation issue to be addressed requires a long term commitment—at
least 10-15 years:;

e There is active government: suppor{--not just agreement—for creating a mixed, public-private
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sector mechanism that will function beyond direct government control;

e There is a critical mass of people from diverse sectors of society who can work together
despiie their different approaches to biodiversity conservation and sustainable development;
and

o There is a basic fabric of legal and financial practices and supporting institutions (including
banking, auditing and contracting) in which people have confidence.

135, Recommendation 3: The concept of conservation trust_funds as independent
organizations that are more than financial mechanisms should be reflected from the outset in
staffing patterns, governance structures, recruilment criteria for board members and staff, and
technical support provided by ontside donors and pariners. This evaluation has shown that
conservation trust funds are complex and demanding to establish and sustain. The effort to create
and support them is justified only if they are viewed from the beginming as independent institutions
that have a long-term role to play. Although most trust funds supported by GEF have been seen
pnmarnly as financial mechanisms, the evaluation team found that they are more than that. To
succeed, they need more than financial management and accounting systems and skitls. They need
to be able to monitor the performance of their programs; 1o feed back experience into strategic
plans, program improvements and broader policy discussions; and to work closely with recipients
and other organizations to ensure a quality portfolio that complements other activities in their
areas of focus. In shont, they need to proactively influence their environment and adjust their
programs o fit.

136. Recommendation 4: GEF projects in support of trust funds should make provision for
fraining and technical assistance, or assure that they are provided by other parmers. Trust
funds need to give more explicit attention than has been given to date to training and technical
assistance to help build the abilities they need to operate effectively as independent, long-term
institutions. This need not be through separate grant funding; in fact, in at least two cases
observed during the evaluation. this kind of assistance was effectively provided as part of
implementing agency supervision missions,

Financial Sustainability

t37. This concept of conservation trust funds has implications for the minimum amount of
resources needed for a fund to be financially viable. The evaluation team found that, in general,
trust funds have so far been unable to raise sizable additional capital contributions beyond those
provided by the original donor. Most of the resources they have been able to attract are for
specific project activities which, while consistent with their objectives, often do not provide them
with the financial security or degree of flexibility needed to achieve their long-term organizational
goals. e -

138. One dimension of thisissue is whether a permanent endowment is needed to accomplish a
trust fund’s mussion, or whether a sinking fund (that could be replenished at some future point
based on experience) is adequate for this purpose. In general, the evaluation team concluded that
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permanent endowments are more likely warranted for “parks” funds, while a sinking fund that
disburses over 10-20 years may be appropriate for “grants” funds. In looking at this issue, it is
imporiant 10 consider not only large capital contributions from donor organizations. but also
government policies enabling flows to the fund of locally-generated resources (e.g., from tourist
taxes. park entrance feeds, concession fees or other user charges), as well as tax laws regarding
charitable giving by the private sector

139. Recommendation 5: The inirial capitalization of a conservation trust fund, together with
other resources available on a recurrent basis (e.g., proceeds from tourist 1axes or park entrance
Jees) should be large enough to allow a meaningful program in the fund's chosen area of focus.
over a significant period of time, while keeping operating (non-program) costs within a range of
20-25%.* Trust funds shonld not be created unless there are tangible commitments for this
minimum amount of capiial from the ousetr.

140 Four variables interact to define the munimum amount of capital needed:

¢ the amount of money needed on an annual basis to carry out a significant program in
whatever area the fund focuses on:

¢ the amount of other (non-endowment) funding regularly available:

o the expected return on investment, and whether the fund can draw down the capital to
meet current expenses (sinking fund) or uses only retums (endowment); and

¢ the mimmum level of operating costs needed for the fund to function.

[41. Recommendation 6: Beyond the mopumum amount, GEF suppor! should be structured 1o
provide incennves 1o encourage raising additional capital (e.g., through tranching or maiching
provisions) and assistance i developing innovative capitalization approaches. Ultimately, a
trust fund’s best fundraising tool is a record of success with its imtial project cycles. In some
cases, the best strategy may be 10 prowvide bridge financing or allow a first tranche of financing to
be used as a sinking fund. with endowment capital provided once a track-record is established.

t42. Recommendation 7: GEF support for recurrent cosis of protected area management
through “parks” funds should include a straregy for increasing the provision of other resources
Jor these costs and for looking for ways certain activities or areas could become self-financed.
Individual conservation, sustainable use, and environmental education projects supported by
“grants” funds should have prospects for their own susiainability and/or achieving their
objectives in a reasonable period of time with no need for continuing funding. Establishing a
conservation trust fund that 1s itself financially viable does not guarantee the financial
sustainability of the activities jt_"'supports. Even if a fund has an assured, long-term source of
funding, it is important that its resources be used in strategic and catalytic ways, filling gaps and
leveraging other contribution\sl_through the choice of activities it supports.
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Operating Procedures and Costs

143. Recommendation 8: GEF s implementing agencies should apply cleurer und more
consistent guidance on operating costs for the conservation trust_funds it supports. Operating
costs should be defined as the “cost of doing business,” including board operations: maintenance
of an office and basic financial, accounting and technical staff. program planning, constituency
relations; fundraising; project selection and supervision; and program monitoring and evaluation.
Program support costs, such as technical and capacity-building assistance to grantees, shouild be
calculated in separate line items and excluded from “operating” costs. Normally, the trust fund
should seek to externalize these program support costs by contracting or providing grants to
other organizations who would provide the service, if such organizations are available. Based on
this definition, a ceiling of 20-25% of net revenues for operating costs appears to be a reasonable
target for trust funds to meet. Generally, funds with larger endowments and/or program activities
should be able to operate at the lower end of this range. while funds with smaller endowments
and/or programs may be at the high end. Projects should include parallel financing (not drawn
from endowment earnings, but provided by GET or other donors) for initial institution-building
costs. including board development, staff training, consultant assistance, and design of monitoring
and evaluation systems.

144, Recommendation 8 GEF s implementing agencies should give greater consideretion fo
the impact on must fund agility and responsiveness, as well as on operating costs. of prescribing
complex and elaborate procurement or administrative procedures. Thev should generally seek
10 help develop, and then certify. a fund's own procedures that are appropriate 10 the
environment m which 1t operaltes, rather than impose the implementing agency's standard
procedures, which were developed for very different circumstuances. This is especially true when
a trust fund is created within another. established organization. Any specific criteria that trust
funds are required 10 apply to determine the eligibility of specific projects or activities for GEF
financing (1.e., with respect to incremental costs or global environmental benefits) should
specifically bear in mind their implications on adniinistrative costs and fund responsiveness. and be
as simple, straightforward and understandable as possible.

Asset Management

145. Recommendation 10: 7he GEI should continue to apply as standard practice for its
capital contributions to trust funds the successful assei management and asset manager selection
model developed by the World Bank. This includes development of investment guidelines that
reflect a conservative risk strategy and porifolio diversification; competitive, international
sclection of experienced. professional asset managers; and regular, active oversight of investment
performance compared to standard benchmarks by a fund’s board of directors, preferably with the
benefit of periodic, expert advice.
Partnerships

K
146. Recommendation 11: GIF support for conservation trust funds. especially jor the
creation of new funds, should encourage the development of parinerships with international
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NGOs with experience and recognized abilities in this area, as well as the exchange of
information among trusf funds. The evaluation demonstrated the benefits to a trust fund of having
relationships with other funds, international NGOs, and more than one donor agency.

147. Recommendation 12: /n addition 10 support provided through mdividual projects to
information exchange and nerworking among conservation trust funds, GEF and its
implementing agencies should explore ways inwhich they could provide a small amount of
resources to permit thew staff 1o sustam ongoing partnerships with rrust fund “graduates’
beyond the normal supervision period. An ongoing relationship berween trust funds and the GEF
and its implementing agencies beyond the normal 4-5 year period of supervision would also be
beneficial. This would allow GEF and its implementing agencies to gain a richer knowledge of
trust fund expenence and conditions for success, 1o apply lessons learmed to future projects, and
1o venfy that trust funds are achieving conservanon impact and continue to support GEF priority
activities over the long run

Monitoring Biodiversity Impact

148. Recommendation 13: GEF and its implementing agencies should provide increased
support 10 help trust funds define their intended impacts on biodiversify conservation and
sustainable use and 10 develop performance indicarors and simple, useful monitoring and
evaluation systems 10 measure progress toward these objectives and feed back experience mto
program improvements and management decisions. As part of this process. GEF should insist
that all current and future conservation mrust fund projecis have fully developed logical
frameworks. At the same time, GEF could benefit from--and therefore should actively seek out
and apply--the expenience of some trust funds. e g . FMCN in Mexico. in defining its own
biodiversity program-level performance indicators  Given the generallv nascent state of the an of
performance and results measurement for biodiversitv programs. this 1s an ideal area for
partnership between the GEF and conservation trust funds.



Annex A
TERMS OF REFERENCE

GEF EVALUATION OF EXPERIENCE WITH CONSERVATION TRUST FUNDS

Background and Rationale

The FY98 work program for the GEFSEC's monitoring and evaluation team includes an
evaluation of GEF’s biodiversity acrtivities. One specific set of biodiversity projects has received
considerable attention within the GEF, including in the Overall Performance study and the 1997
PIR. These are projects which have supported and/or established conservation trust funds An
evaluation of GEF’s experience to date with such funds would be timely and would meet an
expressed need of the Council. implementing agencies, and the NGO community interested in the
GEF.

More than thirty environment funds have been created over the past decade, and twelve
have received GEF support. Generally, they aim 10 provide a long-term source of funding for
biodiversity conservation and sustainable development. They have often also served as vehicles
for bringing multiple stakeholders together 10 prioritize conservation actions that respond to
community and other local needs. The Biodiversity Convention and the NGO community have
strongly endorsed this approach and encouraged GEF to expand its financing of such funds. The
Overall Performance Study also recommended increased GEF supporn for conservation trust
funds, and suggested that GEF’s comparative advantage might be in providing technical
assistance and initial seed capital to get funds started. while leveraging other resources for the
funds’ capital itself,

Others have raised questions about the merits of this mechanism, however. Some Councll
members have voiced concerns, in particular about the extent to which GEF’s eligibility criteria
related to global environmental impacts are met for activities financed by environment funds, the
“opportunity cost” of providing relatively large sums of GEF grants to capitalize endowment
funds, and how to assure the performance of the funds is adequately monitored and evaluated.
The Council requested the secretariat to prepare a paper examining these and other issues related
to environment funds. That paper is now planned to be submitted to the Council at its meeting in
October 1998. This evaluation will make a direct input to this policy paper. It will also
contribute to the 1998 PIR and provide the basis for an issue of the GEF Lessons Notes series.

There are various types of environment funds. Those supported by the GEF have
sometimes been set up as frust funds (in countries whose legal systems are based on British or
U.S. models) and sometimes (in most civil law countries) as foundations. In either case, these
funds legally set aside assets (e.g.. GEF grants) whose use is restricted to the specific purposes set
out in a legal trust ifstrument. (In the balance of these Terms of Reference, both types of funds
are referred to as “trust funds™.) They can be structured financially in three ways. When an
endowment is created, the financial assets of the fund are invested to eam income and only that
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income 1s used to finance specifically agreed-upon activities Sinking funds are designed to
disburse their entire principal and investment income for agreed-upon activities over a fixed
period of time, although this could be a relatively long penod, 1.e., 1S years. Revolving funds
provide for the receipt of new resources on a regular basis--for example, proceeds of special taxes
designated to pay for conservation programs--which can repienish or augment the original capital
of the fund and provide a continuing source of money for specific activities, Any particular
environment fund can combine these features depending on its source of capital.

Advantages and Potential Drawbacks of Trust Funds

Environment trust funds offer a number of potential strengths and advantages. Among
them are:

e Funds can provide a stable, Jong-term source of funding for biodiversity conservation, not
only to cover recurrent costs, but also to smooth out year-to-year fluctuations in project
funding. This can also provide a better basis for long-term planning and strategy
implementation.

o Funds are able to atiract a diverse range of national and international funding sources.

s They can absorb major amounts of funding and disburse it over time consistent with the
absorptive capacity of recipient arganizafions.

e Environment funds can operate quickly and responsively to a variety of organizations that
have relatively limited institutional capacity. avoiding much of the bureaucracy of large donor
or financial agencies.

e They can provide a vehicle for collaboration among government and non-governmental
organizations in defining funding priorities, and for constructive engagement with the private
commercial sector

e Funds often have participatory structures that involve a wide range of stakeholders-- e.g |
governing boards, technical advisory committees, and/or project selection committees that
include representatives from indigenous peoples groups, community organizations, local and
national government agencies, private businesses. the academic community, and international
donor or NGO representatives.

e Funds can be politically independent of particular admirnustrations or parties. and can provide
continuity from one government to another.

On the other hand, creation and implementation of environment funds present a number of
7 - . .
challenges and potential dravvbacks. including:

o Trust funds can tie up substannal amounts of scarce resources for conservation and
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development to generate often modest amounts of income, some of which, in turn, is spent on
administering the fund.

They require highly technical and sophisticated management skills to safeguard the fund’s
capital, provide a predictable income stream in sometimes volatile economic environments,
and create a paricipative and transparent governance structure involving multiple
stakeholders.

The additional and steady flow of resources from environment funds can relieve pressure for
continuing or increased government or donor expenditures on conservation and sustainable
development, resulting in decreased government or donor spending and commitment in these
areas.

There can be enormous pressure to disburse funds, particularly after lengthy start-up phases,
which can lead to an erosion of capital assets and excessive project-focus, financing a
profusion of activities without developing clear strategies.

Funds can be overwhelmed with demands for resources from a variety of sources (often well
beyond the environmental groups originally involved), and with efforts to effectively
accommodate the involvement of a large number of diverse stakeholders.

Funds give djrection and control of potentially large sum of resources to independent
orgamzations (although governments and donors may be represented on their boards), and
activities financed can lack coordination with national environment strategies and priorities.

In the GEF context, 1t mav be difficult in practice to pass on 1o individual activities financed
by trust funds GEF-specific criteria such as incremental costs and achieving global
environmental benefits.

Issues thar the Evaluation will Address

Annex 1 lists the environment funds that have received GEF support to date, those that

are presently being designed or under active consideration, and additional funds that may possibly
be supported in the future. The evaluation will examine the experience under these GEF projects-
-and selectively under environment funds assisted by other donors--to determine:

(1) to what extent have the potential advantages of environment tvust funds been realized in
practice, and have the concerns expressed about them been minimized or overcome?

(2) what enabling conditions are necded for conservation trust funds to succeed and what
conditions are likely to hinder success?

(3) what evidence is there 10 date of the impact of these funds on conservation and sustainable
use of hiological diversiry?
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(4) what lessons and good practices can he idemified from this experience that could usefully be
applied by other curvent or future funds?

(5) what recommendahions resull from a review of this first generation of trust funds for GEF
policies that would help guide future funding of and wechnical assistance 1o conservation trust

SJunds?

Specific Scope of Work

Within the framework of the five questions Jisted above. the evaluation team will assess

the following specific issues:

N~

FUND ADMINISTRATION AND ASSET/FINANCIAL MANAGEMENT

How much additional funding for conservation trust funds has been leveraged with GEF
resources? From what sources have these resources been provided? What are the prospects
for further fund-raising in the near furure?

In practice. what has been the annual flow of funding for biodiversity conservation and
sustainable use activities generated by GEF-supported funds? Has there been a good match
between projected resources and those actually generated?

How has the trust funds’ capital been invested? How has the real return on the assets in these
funds compared to market averages and investments by similar organizations during the same
period?

What skills and resources were required to manage the funds’ assets? Have the funds used
professional asset managers? [f so. how were they selected and how has their performance
been evaluated? Did fund managers and board members have the skills and experience to deal
adequately with assets management issues? What training or other capacity building
assistance was provided in this area (by GEF or others), and what impact have they had”

How much is spent on adsninistrative costs? Were ceilings on these costs respected in
practice? What are the components of the funds’ costs”?



1.

111,

PROGRAM MANAGEMENT

Are the funds guided by a specific strategy for selecting the activities they will finance? Are
their grant programs targeted to have a particular impact on conservation and sustainable use
of biodiversity? Has this strategy given focus to the activities financed? Has it stood up to
pressure from stakeholders (o fund other activities that are not within priority programmatic
areas? To what extent do the funds proactively seek out activities that help advance their
biodiversity strategy? Based on experience 1o date. what impact does it appear that the funds
are having on biodsversity conservation and sustainable use?

What monitoring and evaluation systems are in place for activities financed by the funds?
Have the funds identified progress and performance indicators for individual activities and
their overall programs? How are they being used in practice?

What procedures are in place for selecting and administering the funds’ grant programs? Are
decisions about selection.of individual activities made in a transparent and consistent manner”?
How are these procedures regarded by fund managers. recipients and donors? How many
administrative layers do proposals have to pass through before they are approved? What
authority do field staff have to make adjustments in projects based on implementation
experience?

What procedures were implemented to assure that GEF criteria and CBD guidance, inter alia
with respect to incremental cost financing and selection of activities intended to produce
global environmental benefits, were passed on 1o activities financed by the funds? Were these
procedures followed? Does the implementation of these activities 10 date support the
rationale for funding them with GEF resources”

What skills and resources were required 10 manage the funds’ programs? Were people
available locally or was it necessary 10 hire them from outside the country? What training or
other capacity building assistance was provided in this area (by GEF or others), and what
impact have they had?

GOVERNANCE

Who 1s involved in the governance of the funds? What governance structures are in place and
how well do they function? How wide a range 'of stakeholders are involved in a meaningful
way? Have the funds’ governance structures led 10 a better understanding among all
stakeholder groups. especially on issues related to biodiversity conservation and sustainable
use?

How independefit are the governance structures of direction by any one set of stakeholders or

interests? of the professional management of the fund? of the political processes in the
country? Do board members and others involved in fund decisions (e.g , technical selection
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committees for projects) represent their own institutions, sectors or interests, or do they act
for the benefit of the community of stakeholders as a whole?

What provisions exist for the regular and orderly change of board members and professional
fund managers? Have funds experienced a transition in the members of their governing
bodies? Have they experienced a change in managenal Jeadership? How have these
successions been handled? How have the organizations fared as a result of these successions?

What skills and resources were required to manage the panicipation of a large number of
stakeholder groups in the funds’ governance structures? Do board and other members of
governing bodies have the necessary skills to carry out their roles? Do they devote the time
necessary to perform their expected roles? What trairung or other capacity building assistance
was provided in this area (by GEF or others), and what impact have they had?

STRATEGIC AND NATIONAL CONTEXT

Who are the driving forces {or setting up the trust funds the GEF has supported? What
linkages exist between the funds and government and NGO activities, particularly those
supported through GEF projects?

What contribution do GEF-supported funds make to overall funding for biodiversity activities
in the countries in which they are located? Are there other environment funds operating in the
same country? How is their mission and program different from the GEF-supported fund”?

To what exteni are the funds’ program strategies based on national biodiversity action plans
or related strategies? How do national priorities influence the selection of sites and activities
financed by the funds? How do national governments view the funds?

To what extent have fund managers contributed to the development and/or monitoring of
national biodiversity strategies, and/or to other national fora in which biodiversity priorities
are considered? What influence have the funds had on national or local policies, laws and
institutional constraints? Have the funds served as an effective voice for biodiversity
conservation and sustainable use within their countries?

Have resources allocated to biodiversity conservation and sustainable vse activities by national

governments and/or others. in addition to those supported by the funds themselves, decreased
or increased as a result of the creation of the GEF-supported funds?
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V. GEF'S ROLE
Based on the experience of the funds currently supported

» What are the basic requirements and enabling environment needed for a conservation trust
fund to be established? What are the factors that influence the optimal size of a trust fund,
and sequencing of support to one?

s Under what conditions should GEF consider assistance to new or existing conservation trust
funds? What niche can GEF best fill in supporting the creation and growth of conservation
trust funds? What implications does this have for the comparative advantages and roles of
GEF's implementing agencies?

*  What kinds of activities and/or objectives are most suitable to be supported through
conservation trust funds, as distinguished from other general or multipurpose funds or direct
funding of specific activities?

» How have GEF-supported projects strengthened the orgamzational skills and capaciry of
assisted conservation trust funds to carry out their responsibilities?

e What kinds of monitoring and evaluation systems are appropriate at the project/ implementing
agency/GEF level for conservation trust funds? What are the long-term requirentents for
monitornng the performance of conservation trust funds to determine their impact on
biodiversity conservation and their management and financial sustainability?

EVALUATION APPROACH

There is considerable expenience and expertise within the GEF family on environment
funds. For exampie, an Interagency Planning Group (IPG) on Environmental Funds involving a
wide range of donor (including GEF) agency representatives, foundations, and NGOs is chaired
by Jane Jacqz, a member of the UNDP/GEF staff. The IPG has sponsored a number of global and
regional fora that have brought together fund managers, donors and NGOs to exchange
experiences beginning in 1994, The World Bank published in 1995 a paper on “Issues and
Options in the Design of GEF Supporned Trust Funds for Biodiversity Conservation™ prepared by
Kathy Mikitin, a member of its ENVGC staff. A number of the international NGOs most actively
involved with the GEF--including The Nature Conservancy, World Wildlife Fund-US, and
Conservation International--have a high level of interest in and experience with environment
funds.

Therefore. while the evaluation will be carried out under the direction of the GEFSEC
M&E team, it will involve the active participation of GEF staff from implementing agencies, the
secretariat and the NGO community The approach to conducting the evaluation. and schedule for
carrying it out. that will be followed is described below:
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o The assessment team will be made up of seven people: Scott Smith, 2 member of the GEFSEC
M&E team, will serve as team leader, Kathy Mikitin from the World Bank’s GEF
coordination unit, Martin Krause and Kevin Hill from UNDP’s GEF coordination unit, Walter
Lusigi, a member of the biodiversity/intemational waters team from the secretariat, and two
outside consultants independent of the GEF.

o A reference group will be created to provide guidance to the evaluation team. 1t will be made
up of 15-20 people representing task managers with expenience overseeing projects which
include trust funds, environment fund and biodiversity specialists in the implementing agencies
and GEF secretanat. NGO representatives. members of implementing agency evaluation staff,
and representatives of other donors with an interest in environment funds. In addition, current
or former officers of environment funds that will not be evaluated under the study will be
included. The reference group will review the evaluation team’s implementation plan for the
study, help identify and obtain materials for the evaluation team, facilitate arrangements for
project visits by the team, and review and provide additional input on drafts of the team’s
reports. The group will not meet physically with any frequency, but will perform its functions
by individual conversations with the team, telephone conference, electronic mail. or other
forms of correspondence.

o In addition to the core team members, local consultants will be hured in counties to be visited
as part of the evaluation to help prepare for the field visits and participate actively in them.
These consultants will be employed through UNDP, with funding from the M&E budget for
the evaluation.

METHODOLOGY
The evaluation will be conducted in three steps:

o First, the team will conduct interviews with task managers and review documents (e.g.,
evaluations. supervision reports, project implementation reviews, project designs and related
analyses, other articles or reporis) on projects which include GEF-supported conservation
trust funds. They will also review reports from international and regional fora on environment
funds and other documents relating to the experience with GEF-supported and other
environment funds (including funds in the Philippines. Jamaica, and Belize), as well as
interview others knowledgeable about this expenience. On the basis of this desk review and
interviews, the team will prepare a progress report identifying the team’s preliminary findings
and the key issues on which the rest of the study (especially the field visits) will concentrate.
The team will also prepare interview guides to be used in all of the field visits in order to
assure that comparable information is collected systematically in all of the trips.

o Second, the team will visit 5-6 funds supporied by GEF and, 1deally. 1-2 others. Teams of
two members will travel to two countries each for approximately three weeks. Each trip will
include a major field wvisit from 10-12 days in duration to a GEF-supported fund, and involve
visits to subproject sites In each of these countnes, team members will be joined by a tocal
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consultant. Each trip will also include another country where the 1eam wit] make a shorter
visit (3-5 days), primarily limited to visiting the funds’ headquarters. These shorter trips will
seek to complement and/or update material available from project evaluations and other
reports, and wil) include at least ore country with environment funds not supported by the
GEF.

The GEF has made substantial investments in trust fund equity in five countries to date: Bhutan,
Brazil, Mexico, Peru, and Uganda. The GEF project in Bhutan has just been completed and a
final evaluation and completion report has been prepared. It is likely that the evaluation team
can benefit from a current assessment of the project without a field visit. The trust fund in
Mexico just began operating with GEF funds in January 1998. Therefore. the countnes
tentatively selected to be the major field visits are Brazil. Peru and Uganda.

Of the other funds supporied by the GEF. no contributions were made to equity in Bolivia or the
Seychelles. GEF projects supporting the Central American Fund (FOCADES) and trust funds
in Malawi, Mongolia, and South Africa have not yet begun implementation. Thus, mnor field
visits are tentatively planned to Mexico and the Eastern Carpathian funds, as well as to two
funds in Jamaica which have not received GEF suppon but offer some interesting experience
for the evaluation,

While these wisits are being made. 1-2 background papers on issues related 1o the evaluation will
be prepared by other team members and/or representatives of U.S.-based NGOs with
considerable experience and important perspectives on conservation trust funds. These papers
will be available to the full team by the time all of the field visits are completed.

o Third, following the field visits, the team will meer together to synthesize their findings,
discuss them with the reference group and others. and prepare the draft of the evaluation
report. This draft repon will then be reviewed with the implementing agencies and secretariat,
the [PG members, the NGO community, and others. The evaluation report will be revised
based on the input received from these consultations and presented to the Council at its
October meeting,.

SCHEDULE
The evaluation team will hold its first meeting from Aprl 15-17. 1998. This meeting will

be devoted to developing working relationships among team members, elaborating a specific plan
for carrying out the evaluation. and dividing responsibilities among, the team members.
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While the specific implementation plan for the study will depend on the outcome of this
first meeting, it is expected that the general scheduie for the evaluation wil) be:

= April 20 - May 8: desk reviews/research of evaluations. mid-term reviews. supervision
reports, and other documents; discussion with task managers. sharpening of issues:
confirmation of the projects to visit in the field: and logistical ptanning for field work.
May 15: completion of progress report.
May 18 - July 17: field work (three visits of approximately three weeks each, which
will include a total of seven funds. by teams of rwo members); continued desk reviews
and interviews. Tentatively. the funds to be visited are (1) Brazil-FUNBIO (10-12
days) and Jamaica--iwo funds not financed by GEF (4-5 days), (2) Peru-FONANPE

- (10-12 days) and Mexico-FMCN (4-5 days): and (3) Uganda-Mgahinga/Bwindi (10-
|2 days) and Eastern Carpathians (2-3 days).
July 20 - August 7- team meetings and drafling of report.
August 10 - September 16. discussion of draft report with 1As, biodiversity task force,
NGOs, IPG. others Input made into policy paper GEFSEC prepares for October
Council meeting  Draft of evaluation report sent to Council o/a September 16
September 16 - October |: finalization of report
October 14-15. presentation to Council
December 31: final report translated, printed. and distributed.
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