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Appendix I EB 2018/124/R.34

Lessons learned from IFAD experience and other
multilateral development banks

I.
1,

IFAD experience

Project start-up delays are not a new problem. IFAD has addressed these delays in
different ways:

Special Operations Facility. From 1985 to 1994, through the Special Programme
for Africa, IFAD provided Special Operations Facility (SOF) grants to cover project
formulation, start-up and initial implementation expenditures. The SOF was
subsequently transformed into financing facility agreements (FFAs) targeting
countries that benefitted from highly concessional lending terms; FFAs continued
until 2007. SOF and FFA grants were executed by IFAD.

IFAD also has two mechanisms related to loans that aim to foster rapid project
start-up. Retroactive financing allows governments to pre-finance project-
related expenditures upon - or just before — project approval, which are then
reimbursed after disbursement conditions have been fulfilled. Start-up advances
comprise funds that can be withdrawn immediately upon the entry into force of
financing agreements to fund the establishment of project management units and
other readiness activities pending fulfilment of disbursement conditions. Demand
for retroactive financing has been low since borrowers/recipients normally cannot
pre-finance activities without budget approval (which in turn depends on financing
agreements). Used only in a minority of cases, start-up advances do not provide
liquidity to finance expenditures for implementation readiness before entry into
force of financing agreements.

In a few cases, country-specific grants have been used to fund start-up
activities. Only “green” countries under the Debt Sustainability Framework (DSF)°
are eligible for country-specific grants.!® Given competing priorities and the limited
availability of IFAD grant funds, country-specific grants are not an ideal instrument
to address start-up delays.

The main lessons from these experiences are:

o Country programme managerss appreciated the SOF tool as it provided
flexibility to execute grant resources aiming at improving implementation
readiness

o Retroactive financing does not provide liquidity to member countries before
entry into force what for LICS and MFS is a crucial limitation

o Parliamentary ratification is one important cause of start-up delays

o New design process focus on implementation readiness requires has shifted

disbursement conditions into design requirements.

In the past, the SOF and FFAs helped to address start-up challenges, but these
instruments were discontinued when IFAD began direct supervision. None of the
options listed above provide the scalability needed to promote faster
implementation across the entire IFAD11 portfolio. The table below gives a
comprehensive overview of all IFAD’s current and past mechanisms for
accelerating project start-up.

° The DSF uses the debt-distress “traffic light” framework (“green”, “yellow” and “red” countries) for determining repayment
terms. If a country is “red” or “yellow”, it is eligible to receive a grant or loans on blend terms.

0 The Corporate Level Evaluation of the IFAD Policy for Grant Financing (2014) recommended that, “All IFAD borrowers,
rather than "green" countries only, should be eligible for grants. "Red" and "yellow" countries also need grants to fund essential
activities related to capacity-building ....” (paragraph 51).
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Table 1

IFAD's experience with project start-up and project preparation
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Mechanism

Description

Effectiveness

Constraints

Special Operation
Facility (SOF)

« Established in 1985

* Special grants programme for
implementation-readiness
activities

* Ceiling of US$100,000, in
1999 reduced to US$60,000

* Only for highly concessional
loans

» US$1.5 million spent on
average each year for 15 to 20
SOF grants

» SOF funds were directly
managed by IFAD

* The facility was appreciated by
country programme managers

* Provided flexibility to improve
implementation readiness

» Implemented before IFAD direct
supervision

* Lack of administrative
procedures and reporting

» Financed by supplementary

funding, which is difficult to
mobilize

Retroactive
financing

+ Applies to expenditures to be
incurred before entry into force
of projects with Executive
Board approval

« Amount not to exceed 10
per cent of financing

« Eligibility starting with project
design date

* Not well known in IFAD

» Seldom used across the
portfolio

» Does not provide liquidity prior
to entry into force

* In-country regulations often do
not allow loan proceeds to be
used before projects’ entry into
force

Start-up advance

+» Can be used once financing
agreement has entered into
force

+ Can finance expenditures to
be incurred before the annual
work-plan and budget has been
approved and other conditions
have been satisfied

« Eligible activities include
project implementation
manuals, accounting software,
procurement and staff
recruitment

« Start-up advances have been
used relatively little

+ Average amount is US$260,000
ranging from US$10,000 to
US$600,000

* No positive impact on speeding
either first or second
disbursements*

« Starts after entry into force

» Some countries do not request
any start-up advance because of
legal barriers

» Does not provide any liquidity to
the project before approval

* Project preparation activities
have been moved to the design
phase

Country-specific
grant

* The purpose must be in line
with the IFAD Policy on Grant
Financing and is not specifically
for project readiness

* Used to finance a component
of a loan-funded investment
projects in “green” countries
under the performance-based
allocation system (PBAS)

* Grant-approval process is part
of the loan-approval process

* Three cases of country-specific
grants used for project start-up
have been identified

* Case studies have pointed to
positive experiences with
completing activities, but
indicated limited effectiveness in
speeding up time to first
disbursement

» The main purpose of the Policy
on Grant Financing is not project
preparation

» The approval process is the
same as that for the attached
loan, which can be too lengthy for
start-up activities

» Can only be used for a small
fraction of IFAD “green” countries

* According to IFAD's study on disbursement performance.

II. Summary of benchmarking analysis with other

multilateral development banks

7. For this FIPS proposal, IFAD conducted a benchmark analysis to compare its
mechanisms for facilitating project start-up with those of other multilateral
development banks (MDBs). All other MDBs have project preparation facilities or
technical assistance programmes in place to accelerate start-up and improve
implementation readiness. In addition to a desk review, project-preparation
experts from the World Bank, Inter-American Development Bank (IDB), Asian
Development Bank (AsDB), Green Climate Fund and Global Environment Facility
were interviewed.

8. The World Bank’s Project Preparation Facility (PPF) was established in 1976 as a
revolving fund using capital from its programme of work to support speedy start-
up of project activities. In 2017, the PPF ceiling was US$750 million or about 2
per cent of the World Bank'’s lending programme. The agricultural sector receives
the largest share of PPF funding. Approximately 87 per cent of PPF financing goes
to International Development Association (IDA) countries; countries in Africa
receive about 66 per cent. PPF funds are generally allocated at the regional level
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and from there to the countries within each region. The procedures for country-
level PPF allocation and approval can be completed rapidly. Pre-financing funds are
used to finance project design and start-up; these initial expenditures are repaid
by the borrower/recipient once the loan is effective and the first disbursement has
been made. In addition, the World Bank has US$250 million in technical assistance
funds, of which about one third is used in IDA and International Bank for

Reconstruction and Development countries; the greatest share is devoted to
environment and climate activities.

9. In 2016, the AsDB approved US$317 million through its technical assistance
programme, representing 1.8 per cent of its programme of loans and grants.
Approximately half of these funds were allocated to project preparatory work in
low-income countries. AsDB manages these funds and there is no cost recovery.
However, AsDB does not have pre-financing funds for accelerating project start-up.

10. The founding documents of the IDB place special importance on technical
assistance for project preparation. In 1989, IDB put in place a Project Preparation
and Execution Facility (PROPEF), establishing a revolving credit line at the country
level.

11. The World Bank, IDB, AsDB and the Green Climate Fund all provide substantial
non-reimbursable technical assistance funding for project design as well as pre-
project-effectiveness financing covering: technical studies; environmental, social
and climate assessments; detailed feasibility work including pre-engineering
studies; participation in national policy dialogue; the establishment of project
management and execution systems; and funds for the recruitment and salaries of
project staff.

Table 2

Overview of project-preparation facilities at other MDBs

Institution | Type Amount and terms Source Comments

World PFF for US$750 million repayable from | Earmarked at 2 per cent of Good country demand;

Bank design and loans provided in amounts lending programme with no Board approval; managed by

start-up between US$5 million and Executive Board-approved borrowers; used in fragile

US$10 million ceiling situations and emergencies;

about 87 per cent of funds to IDA
countries

Technical US$250 million, provided in Supplementary trust funds Grant resources are declining;

assistance amounts up to $1 million only 30 per cent used for World

funds for Bank/IDA, mostly for

design environment and climate
projects

AsDB Technical US$320 million in grants to Share of capital income and | Provided as a technical

assistance member countries provided in | allocation from lending assistance grant procured and
for design amounts up to US$1 million programme and Japan managed by AsDB, and
supplementary funds, along | allocated internally
with cofinancing; 1.8 per cent
of lending programme
IDB PROPEF — US$150 million repayable from | Ordinary capital from lending | Board approves 10-year line of
line of credit | loan in amounts up to programme credit, from which advances can
at the country | US$10 million over 10 years be drawn; used rarely; borrowers
level prefer technical assistance grants
Technical Technical assistance: US$882 | Ordinary capital and special | Substantial technical assistance
assistance million approved in 2017; active | funds funds for borrowers that are well
grants grant financing portfolio in appreciated by borrowers
2017; 1,633 operations of
US$2.1 billion

Green Grants and Total of US$40 million made

Climate repayable available for the initial phase of

Fund grants the PPF; each request subject

to a cap of US$1.5 million
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Estimated demand for FIPS funds

1. Project pre-Financing Facility (PFF) for faster implementation of project
start-up cost estimate. Experience gained by the World Bank has shown that
financing facility advances should be large enough to cover activities expected to
be financed, and to justify their management costs to IFAD and governments.
Experience has also shown that countries facing disaster or coping with fragile
situations may require very large initial advances. Since completing initial
procurements early on is a critical element of reducing start-up delays, the funding
must be enough to cover contract costs before any request for bids — particularly in
countries where procurement can only be initiated when the availability of funds is
confirmed.

2. After 40 years of implementing its Project Preparation Facility (PPF) and increasing
the ceiling a number of times, the World Bank set the ceiling for its revolving fund
at the equivalent of approximately 2 per cent of its work programme. Like the PPF,
the PFF is not a stand-alone facility, but a revolving facility with a requirement that
any advances be re-financed from a follow-up loans. The World Bank's board has
increased the PPF ceiling as its lending programme has increased. Applying this
percentage share to the US$3.5 billion programme of loans and grants (PoLG) for
the Eleventh Replenishment of IFAD's Resources (IFAD11) results in an overall
ceiling of US$70 million for PFF. This amount would provide an average pre-
financing ceiling of US$1.5 million per project. An average project pre-financing
amount of US$1 million would require a ceiling of US$50 million. Once the level of
the ceiling has been approved, it can only be raised through a request by IFAD to
its Executive Board.

Table 1
Cost estimates for PFF

Estimation Full Minimum
Percentage share of annual PoLG 2% 1.4%
PFF ceiling US$70 000 000 |US$50 000 000

3. Technical Assistance for Project Start-up Facility (TAPS) cost estimates.
Two TAPS cost scenarios have been developed on the basis of an IFAD11 PoLG of
US$3.5 billion and the preparation of approximately 30 new projects per year.
Under the “full” scenario, IFAD would undertake activities to fulfil its IFAD11
commitments: about 30 to 50 per cent of projects would benefit from funding
studies of cross-cutting themes and policy engagement. All planned Social,
Environmental and Climate Assessment Procedures (SECAP) activities will be
carried out and all projects could receive implementation-readiness support. Under
the "minimum” scenario, only between 17 per cent and 30 per cent of projects will
benefit from advisory and analytical services. Funding for SECAP costs will be
reduced by between 30 per cent and 40 per cent, while implementation readiness
funds will be reduced by 33 per cent. Under the “full” scenario, IFAD will need
US$10.7 million and under the "minimum” scenario it will need US$7.15 million (or
US$357,000 and US$237,000 per project respectively).
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Table 2

Cost estimates for TAPS

Purpose Full scenario Minimum scenario

Analytic and advisory services 100% of projects with mainstreamed 50-75%  of  projects  with
thematic areas mainstreamed thematic areas

Environment and climate assessments  All projects in compliance All projects in compliance;
with full technical background less substantive work

Delivery capacity Average budget includes advance  Average budget does not include

project management unit (pMU)advance PMU recruitment
recruitment

Analytic and advisory services US$2 495 000 US$1 265 000
Environment and climate assessments  US$3 770 000 US$2 880 000
Delivery capacity US$4 500 000 US$3 000 000

Total US$10 765 000 US$7 145 000




