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Historic milestone achieved in the 9th M eeting of Adaptation Fund Board

By Alpha O. Kaloga and Sven Harmeling, April 2610

Summary

In Copenhagen the progress achieved by the Adapt&iund Board in the last years towards its full
operationaliation was explicitly appreciated by tRarties to the Kyoto Protocol. Thereafter this
year’s first meeting, the 9th meeting of the AdigtaFund Board (AFB) which took place in Bonn
from March 2% to 25", was expected to deliver progress towards enterning ihe state of project
and programme implementation.

Thus, the accreditation of the first National Implenting Entity (NIEineant a decision, which can be
considered a milestone in international climateificd. The accreditation of the Centre de Suivi
Ecologique (CSE) from Senegal has a symbolic charaas it is now for the first time possible for
developing countries to attain direct financial popt from a multilateral climate fund without the
need to take the detour via the World Bank or simiultilateral institutions. Applications for NIEs
from several other developing countries are ingipeline. Nevertheless, through the accreditatibn o
UNDP and the International Bank for Reconstructeomd Development as Multilateral Implementing
Entities (MIE), also other countries can now subpribjects. On April 9, the Board has send out
Invitation Letters to Eligible Parties to submitdpect and Programme Proposals to the Adaptation
Fund Board in order for the first projects and pragimes to be submitted and financed. It is
worthwhile mentioning, that a Memorandum of Undamging has been decided upon by the Board
and the Implementing Entities, which will serveagsreliminary contract and should be applied until
the legal capacity process is realised in the Germgavernment and Parliament.

The Adaptation Fund Board has also continued werlkadresult Based Management (RMB) in order
to attain steadfastness and sustainability of feijorojects, which should guarantee the coherende an
quality of the Adaptation Fund Portfolio of Projecin developing countries. The Board has also
introduced its new members and unanimously elddied-arrukh Igbal Khan as Chair (Pakistan —
Non-Annex |) and Mr Hiroshi Ono as vice Chair (JapaAnnex ). Finally, the AFB also decided to
explicitly invite, based of the CMP decision in €npagen, developed countries to contribute
resources to the fund, given the insufficient amthgenerated by the CDM levy.

Due to this comprehensive agenda the last meetaw strongly attended both by members of the
Board as by NGO.

The accreditation of the first National Implementing Entity realises direct access
(AFB/B.9/4)

The principle of direct access aims to simplify aamtelerate the process by which resources for
adaptation flow to developing countries. Vulneradiveloping countries can nominate domestic
national institutions for accreditation by the Atatpn Fund as National Implementing Entities
(NIE)>. The countries also have the possibility to use services of Multilateral Implementing
Entities (MIE) like the World Bank or UNDP, includj going through the MIEs while preparing an
NIE application.

It should be noted here that the way the AFB desigthe direct access process is unique in
international environmental governance, the onlyilar example is the Global Fund to Fight

! Contact: kaloga@germanwatch.org; Germanwatch acleumes the support from Bread for the World (www.bEa-
the-world.org) for its work on the Adaptation Fumkdirther documents on the Adaptation Fund can bedat
www.germanwatch.org/klima/af.htm; the original domnts of the AF at www.adaptation-fund.org

2 «National Implementing Entities (NIE) are thosdional legal entities nominated by Parties thatraoegnized by the
Board as meeting the fiduciary standards establisgegtie Board. They may include inter alia, minesriinter-ministerial
commissions, government cooperation agencies.” (A=R/4)
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HIV/Aids, Tuberculosis and Malaria which the AFBotointo account in its approach. As part of the
5" replenishment debate under the GEF, the GEF iiisiiilly proposed to pilot direct access in a
similar way as the AF is set up néwiowever, looking at the documents of more recesgtings of

the 8" replenishment, it becomes obvious that this amistiapproach has not survived and there is no
more reference to any expansion of direct accebi$fe?

In order that an institution nominated by a goveznincan be accredited by the Adaptation Fund as
implementing entity, it must undergo the accrettitaprocess. Therefore an Accreditation Panel (AP)
was established, which consists of two Board membad three independent expersccording to

the accreditation process, the Secretariat forwaftisr a pre-screening, the accreditation apjidinat

to the AP. The AP reviews applications and forwatsisecommendation to the AFB for a decision.
The review by the AP should ascertain whether thglieations are consistent with the fiduciary
management standards set up by the Board. Thas#astks, which are contained in the “Operational
Policies and Guidelines for Parties to Access Ressufrom the Adaptation Furfdinclude (i)
financial integrity and management, (i) institutgd capacity, and (iii) transparency and self-
investigative powers. The established fiduciary aggament standards are a kind of security check in
order to guarantee that the contract partners @fARB have the capacity to manage the supplied
financial means appropriately.

The AP has recommended in its report the accramlitatf the first NIE, the Centre de Suivie
Ecologique du Senegal (CSE), and two MIEs, Unitedidsis Development Programme (UNDP) and
the International Bank for Reconstruction and Depeient (IBRD) as part of the World Bank
Groupé. The AP recommended the accreditation of CSE fRenegal with reservation, since it
identified some deficiencies ie with regard to nsnagement. Due to inexperience in implementing
and executing large size projects and programme®#mel suggested to the Board to apply special
care, when financing projects larger than US$ 1lidfil This proposed condition was a reason for
prolonged discussions among the Members of thedB&2m the one hand one wanted to be sure, that
the proposals of CSE for projects above US$ 1 Mfillivould face additional hurdles, in order to
assure that CSE is able to administer this mondly tmiist. On the other hand an accreditation with
reservation could be seen as an indication thafidiieiary standards, which have been installedh wit
special care, are insufficient, or can be usedthgroNIEs as an argument to justify its insufficien
fiduciary standards towards the Board.

An additional safeguard can be found in para 4éhefmost important document of the Fund, the
Operational Policies and Guidelines. It says: “Bmard may instruct the Trustee to disburse funds fo
programmes in tranches based in time specific mites, and may require a progress review from the
Implementing Entity prior to each tranche disburseti This para provides an additional guarantee
in the case that problems with the NIE occur durthg implementation of a project (e.g. its
insufficient capacity becomes obvious), since ttomey is not transferred at once but rather step-by-
step according to the progress of implementation.

Furthermore it emerged from the discussion thatBbard should not apply micromanagement by
determining everything to the smallest detail, asthblishing additional reporting requirements woul
also increase the workload for the Secretariatelsag the implementing and executing entitiesarath
than focusing on the appropriate implementatiotnefproject.

Eventually, the Board with consensus accepted thecditation of CSE without reservations. Both
MIE (IBRD and UNDP) were accredited as expectedokding to the recommendation of the AP the
application of UNDP will be presented on the honggpas an example for a good accreditation

% See the document “Draft GEF policy, institutioreg governance reforms” prepared for tffen2eeting of the
replenishment; http://www.thegef.org/gef/sites/fearg/files/documents/GEF.R.5.15.pdf

4 The documents prepared for tHeahd %" meeting only mention that the status quo shoulkepe which allows the seven
multilateral executing agencies to maintain digetess to GEF resources: http://www.thegef.ordifibf/replenishment
°See e.g. AFB/B.9/4, Report of the Accreditation Panel

6 Operational Policies and Guidelines for Partie8doess Resources from the Adaptation Fund. Acagdit of
Implementing Entities, para 32-33.

" See Germanwatch Briefing on th8 Mleeting of the Adaptation Fund, www.germanwatatykiima/af
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application which other applying multilateral ingtions should take into account.

The accreditation of CSE from Senegal has an impbymbolic, groundbreaking character, as it is
now for the first time possible for developing cties to attain direct financial support to address
climate change without taking the detour via therd/@ank or similar institutions. In the past, this
has often lead to a long time deferral, high expsrend often the feeling of patronization. With the
accreditation of the first National Implementingtinthe long discussed direct access has become
reality. Other national institutions from developinountries have already applied and it is curyentl
being reviewed, whether they fulfil the fiduciataisdards of the Board.

It remains to be seen in how far countries willchadditional capacity building efforts to succefigfu
fulfil the applications, an issue which was alsecdissed in the AFB meeting, due to certain reduest
some developing countries. UNEP and UNDP, instingi which have a long history of capacity
building in developing countries, reported thatytheceived similar requests and are considering how
to support. While latter ones could potentiallyypkn important role in building capacity for this
process, at least theoretically a conflict of iagtrsituation may arise. Both envisage to functien
Multilateral Implementing Entities, but at the santene would advise developing country
governments how to successfully become less deperidem them through the accreditation of
National Implementing Entities. However, if suctppart would be focused on the specific demand
and limited to the NIE process if governments deghis, there is a potential for a valuable
collaboration which could accelerate the implemioiieof direct access for many countries.

Call for project and programme proposalsissued (AFB/B.9/6)

The Invitation to Eligible Parties to submit prdjemd programme proposals to the AFB is the logical
next step after the accreditation of first impleti@n entities, both national and international ones
The AFB adopted the document which was preparechamahded for the third time by the Secretariat
in advance of the meeting without much debate. Téteer will be sent to the permanent
representatives of the countries to the UN in NewkYand the UNFCCC focal point.

According to the Operational Policies and Guiddirfeach Party shall designate and communicate to
the Secretariat the authority that will endorsebehalf of the national government the projects and
programmes proposed by the implementing entitige.far it has not been reported that any country
has designated such authorities, so the menticthdssees sound logical. However, there is also the
concern that within governments the Adaptation Fand the direct access procedures have not yet
received the attention they deserve. Given thesectafting nature of adaptation which affects many
economic sectors, and also the high workload ofymi#\FCCC focal points, some governments may
prefer to nominate others than the UNFCCC focahtsoio be the authority to endorse projects and
programmes. This remains to be seen when it comist project applications. This letter, issued o
April 9" does not contain information on a financial cap hmw much a country or a
project/programme may attain from the AF until 204Rich could function as a guidance to countries
to not propose too big projects. However, answethig question was postponed until the next
meeting.

L egal capacity still awaiting finalisation

According to the decision 1/CMP.4, para 11 of tlomf€rence of the Parties to the Kyoto Protocol the
Adaptation Fund should be conferresuth legal capacity as necessary for the discharhés
functions with regard to direct access - in partarulegal capacity to enter into contractual
agreements and to receive project, activity andgpronme proposals directly and to process tliem

In its eighth meeting, the AFB decided to acceptdffer from Germany to legally host the Fund in
Bonn. A delegation of the German Government attératerequest of the Board the last meeting and
informed it on the status of the legislation pracasd the conducted initiatives. The Federal Mipist
for Economic Cooperation and Development (BMZ) peepared a final draft law, which it has sent
to different ministries for inspection. According this, the AF should attain a legal status, whidh
allow the Board to contract with third Parties, anavill protect the members in its activities and
during the meeting of the Board from any kind obgecution. They hence will attain so called
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indemnity and immunity.

Mr Frank Fass-Metz from BMZ made it clear that da@ would and should be kept simple and should
be similar to prior decided laws. For example, Be&gman government already granted legal capacity
to the UNFCCC Secretariat. It has not been fedngetthe parliamentary process since the BMZ saw
the need to respond to comments by the AFB menibéhés meeting. The full realisation of the legal
capacity is primarily a timing issue since the Gannparliamentary process to pass such a law usually
takes around a year. However, this timing causegesconfusion since it appeared that most Board
members assumed that it would take one year fretry&ar’s decision for Germany as the host, while
now the BMZ representatives pointed out that itldotake a year from the point where the
Parliamentary process has started (in fact so@n tifis meeting, but 5 months later than the dewisi
taken at the last meeting). After taking note @f tieport the Board requested the German government
to do everything possible in order to clarify thegal Status of the Board as soon as possible.
However one has to note that the ministries themsehave limited possibilities to influence on the
Parliamentarians, but indeed there are other clhatmenake the Parliamentarians aware of the need
to accelerate the process, such through NGO cantact

Memoranda of Under standing (MoU) as preliminary solutions (AFB/B.9/8)

Until the problem of the legal capacity is solvid Board will be unable to contract with third jest
because it doesn’t have legal capacity. To avomhby of this problem and be able to finance preject
the AFB Members have agreed upon the preliminasy osa Memorandum of Understanding
(MoU)% "Thus the secretariat will draft contracts, Meamta of Understanding (MoU) and /or other
necessary agreements with implementing entitiespaodide these agreements for signature by the
Chair or any other member designated to sign thesements." During the AFB’s discussion on the
exact framework of the declaration of intent resipety a basic agreement, the Board Members
criticized that for example each conclusion of atact with a National Implementing Entity would
require a state guarantee, which would have te $tett if the funds are wrongly spent it cannot be
called into account. Others have pointed out thahére were no guarantees then it would be
necessary to introduce a report every 6 monthstiétgoal of avoiding that the money is badly spent
Of course it is crucial for the credibility of tifeund and the AFB to minimise the risk of wrong
spending of the resources transferred by the Fahdplementing Entities.

Intensive discussions have shown that the MoU Ig annemporary solution until the legal capacity
problem is solved and therefore will not be seem dimal contract. Thereupon the Board asked the
secretariat to formulate a final draft contractilu®eptember which should reflect the critical
comments raised and suggestions stated at the Boeeting, hoping that the German government
will have solved the board’s legal issue.

Further work on the Results-based Managment (RBM) required

In advance of the meeting ti&ecretariat prepared a document which outlinedratesgfic results
framework for the Fund with objectives and measigratiidicators, in order to design a performance
monitoring and reporting system and to integrat@ation as a key performance t6blThe Board's
discussion showed that it is felt necessary to gnee@ result framework which can be used as a
general evaluation indicator for all projects. Titlea is to introduce a system that fits for mosthef
implemented projects. The Board agreed that theepted document would be too complicated and
demanded to make the RMB simpler and more transpaed thus more understandable. It was
decided that the Board Members” suggestions coimgethe RMB’s changes should be prepared and
handed in until the 24th of April.

Initial funding priorities: country prioritization stays on the table (AFB/B.9/5)

The Secretariat prepared a document which outimethods and options of how the resources can be
distributed fairly among vulnerable developing cini@s, given the challenge that if distributed agnon
149 countries (developing country Kyoto Partie® dévailable resources would only suffice for very

8 For detailed Information see e.g. Germanwatch’sefiy on the 9th meeting of the Adaptation Fund Boar
® AFB/B.7/4, Draft operational policies and guidesirfer Parties to access resources from the Adapt&iind paras 42
10 See Germanwatch’s Briefing on the 9th meeting efAHaptation Fund Board
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small projects. The discussion about the initialding priorities addresses an important, but also
controversial aspect of the climate debate, nantedy identification of the countries particularly
vulnerable to the negative effects of climate cleany has been shown that there is no straight-
forward solution to this challenge. The Board hapgeeted helpful insights from the IPCC work, but
participation of an IPCC member had to be delapdtié next meeting. The Secretariat’s document is
quite helpful through providing concrete ideas anftulations for different approaches on this issue
which also remains controversial under the AWG-Ldlgcussions on adaptation.

The deliberations also have shown that even withoge efficient and fair division of the Fund’s
recourses among the vulnerable countries the AHdnidkely not even be able to finance 1/3 of the
149 countries because of its scarce financial resdi. This underlines again that it is of utmost
importance to increase the funds. Against this famknd, the Board followed the CMP
recommendations made in Copenhagen and initiatembpaal for financial support by the Annex |
countries in order to receive financial supporteTétter will now be prepared and sent by the Chair
and co-Chair as legal representatives of the Fund.

However, it remains an important challenge nottédl the adoption of projects just because thiggss
remains unresolved. To some extent the Board willy have to work on a first-come-first-serve
basis, but keeping an eye on the resource consti@gnvell as taking serious the other qualityedit
and strategic priorities it had agreed for the gidopof the project and programme applicationsnirro
a people’s and human rights perspective in pastidhle strategic priority that countries shouldegiv
“special attention to the particular needs of thestmvulnerable communities” and the meaningful
inclusion of stakeholders are crucial criteria, lbaf which appear also in the project proposal
templates.

State of AF resources

As in every meeting the World Bank, as Trusteehef Fund and responsible for the monetization of
the CERs, gave an update on the financial stattleedfund. The presentation showed the estimates of
the potential resources available for the AdapEand from January 31, 2010 to December 31, 2012.
These range from approximately US$ 254 Million t&$J443 million. Using the medium case
assumptions results in a potential value of appnakely US$ 342 million. This new estimate again is
a proof for the volatility of the CER market. Thege currently is at its lowest point (ca. 11 Eper
Tonne) since the beginning of monetarisation of €BRthe Fund last year. However, despite certain
uncertainty factors, such as the unclear post-2@gal architecture and the future of the Kyoto
Protocol and the fall in emissions due to the eatincrisis, there has not yet been a market break,
which shows how complex the market is. Neverthelibgsvolatility of this sole funding source of the
AF remains a problem, and additional sources ayeimed. That is also why the AFB members in
their discussion briefly referred to the work o€&tHligh-Level Advisory Group on Finance
which the UN Secretary General has initiated.

Communication strategy

Another item on the agenda was the Communicaticatesjy of the Board. This is about developing a
professional promotion strategy in order to inceeawareness of the AF. Possible elements of such a
communication strategy could be the productionndbrimation material; development of a power-
point presentation template on the work of the Bpan outreach plan to the media etc., according to
the preparatory document of the Secretariat. Theudsion showed that the Board sees the need for
professional help in order to develop a well-ainaed adjusted strategy for the AF. The Board has
suggested to the Secretariat to find such peoplet@ragree with them on a temporary extendable
contract of six months. The current homepage ia pfeliminary nature until the final one will be
approved by World Bank experts after a securitckhe

11 See e.g. Germanwatch’s Briefing on the 9th meetfrige Adaptation Fund Board
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Increase in observer participation and upcoming challenges

The 9th meeting was attended by a higher numbebsérvers than before, both from international
and UN agencies as well as several NGOs. This Isigihet the AF now enters the state of
implementation and is increasingly taken serious.

Two accompanying dinners, one organised by the f&ao Capacity Building Initiative (echi)and
one by the UNDP department on Gender and Climaen@# provided opportunities for exchange
beyond the core discussions of the Adaptation RBoatd. As part of the ecbi dinner, the AF received
an additional voluntary donation (185 Euros) frohe t185 participants of the 4th International
Conference on Community-based Adaptation which flake in late February in Tanzanta.

Approaching the state of project implementationoalscreases the relevance of observer and
stakeholder engagement on the levels below the talap Fund Board meetings. When projects are
identified nationally, meaningful stakeholder irgin is required. When National Implementing
Entities are starting their work as administratofsprojects, they could benefit from civil society
experience with project development and executiothe ground, and some NGOs may even play a
direct role as executing entities.

When projects and programmes are being submittddreviewed by the Adaptation Fund Board,
when it comes to the crux of the matter, the AFB ave to show that it continues with its open and
transparent working mode. During the 9th meeting controversial discussion on the accreditation of
implementing entities was held closed, which imgipile may be reasonable in certain instances, but
should not become the rule. Also there is the tigk key decisions will be predetermined in the
committees - in particular the Project and Progranfteview Committee - without the high level of
transparency that has been achieved in the AFBimgset

Furthermore, an important tool to ensure transpgres well as to function as a potential safeguard
for projects criteria such as stakeholder inclusiod the focus on the most vulnerable communities
still awaits implementation: namely the websiteilfties to allow for public comments on the
proposed projects before their adoption, a tooktvithe AFB asked the Secretariat to develop in the
7" meeting. Such a tool has proven to be very imporia the CDM context. According to the
Secretariat, the facilities are in preparation, sebuld be very important that these are in planee

the first project applications will be examinedthg Project and Programme Review Committee.

Upcoming review of the Adaptation Fund

Finally a matter which has not been discussedeatrtbeting should be addressed, namely the review
of all matters related to the Adaptation Fund whgkupposed to happen by COP 16. In advance of
the upcoming Subsidiary Bodies meeting in JuneanrB Parties and Observers had the opportunity
to submit their views by 22 March. So far the sudsitins have not been made public by the
UNFCCC Secretariat, but it will be interesting teeshow Parties will address this, given the
significant progress that the AFB has achieVfefihis would also provide an opportunity to have a
closer look at the potential role of the AF in thegotiations on the overall financial architecture.

The next meeting of the Adaptation Fund Board télheld in conjunction with the June sessions of
the Subsidiary Bodies to the UNFCCC, from JunB 16 17", where the accreditation of additional
NIEs and MIEs and possibly the first projects aggiions will be discussed.

12 http:/iwww.eurocapacity.org/public/chronicle.shtml

13 http:/fwww.iisd.ca/download/pdf/sd/ymbvol135nunse.

¥ The network of more than 500 environment and dmrmknt NGOs, the Climate Action Network Internatipatso
submitted its views, a document which can alscobed at the Germanwatch AF website www.germanwaitgtklima/af
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