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Appendix I EB 2018/125/R.38

Lessons learned from IFAD’s experience and other
multilateral development banks

I. IFAD experience
Over time, IFAD has used the following instruments to try to address these delays:

2. Special Operations Facility (SOF). From 1985 to 1994, through the Special
Programme for Africa, IFAD provided 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 were discontinued when
IFAD started direct supervision. SOF and FFA grants were executed by IFAD.

3. 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funds that can be withdrawn immediately upon the entry into force of financing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.

4, Country-specific grants have been used to fund start-up activities. However,
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.

5. The main lessons from these experiences are:

o Country programme managers appreciated the flexibility of IFAD’s use of
grant resources for supporting implementation-readiness activities;

o Retroactive financing does not provide liquidity to Member States before
project entry into force, which is a crucial limitation in LICs and MFS;

o Parliamentary ratification is an important cause of start-up delays;

o Single PMUs coordinating all IFAD operations in a country reduces start-up

delays by ensuring the continuity of project staff, management and systems.

6. 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 new design process internalized in 2018 foresees
that preparatory activities will be completed as part of project design whenever
possible, thereby shifting disbursement conditions into design requirements.

! 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.

2The 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 may also need grants to fund essential
activities related to, for example, capacity-building ...” (paragraph 51).
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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
workplan 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.

development banks (MDBs)

7. IFAD conducted a benchmark analysis to compare its mechanisms for facilitating
project start-up with those of other MDBs. 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
and from there to the countries within each region. The procedures for country-

Summary of benchmarking analysis with other multilateral
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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. IDB places 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 country level.

11. The World Bank, IDB, AsDB and the Green Climate Fund 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 project staff recruitment and salaries.

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 Board-approved ceiling borrowers; used in fragile

US$10 million 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 IDA,

funds for mostly for environment and

design 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 country US$10 million over 10 years be drawn; used rarely; borrowers
level prefer technical assistance grants
Technical US$882 million approved in Ordinary capital and special | Substantial technical assistance
assistance 2017; active grant financing funds funds for borrowers that are well
grants portfolio in 2017; 1,633 appreciated by borrowers
operations of US$2.1 billion

Green Grants and Total of US$40 million made

Climate repayable available for initial phase of

Fund grants 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. World Bank experience has shown that financing facility
advances should be large enough to cover early activities 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. A needs assessment has been conducted to estimate costs to cover for start-up and
project preparation activities under PFF. The cost estimate suggests a range ceiling
between US$ 0.5 million and US$ 1.5 million per project.

Table 1
Cost estimates for PFF
(United States dollars)

Estimation Full Minimum
Percentage share of annual PoLG 2 14
PFF ceiling 70 000 000 50 000 000

After 40 years of implementing its 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 an advance facility with a requirement that any advances be
refinanced from the related loan. The World Bank Board increased the PPF ceiling
progressively with the increase in its lending programme. Applying this percentage
share to the US$3.5 billion programme of loans and grants (PoLG) for IFAD11, this
would result in an overall ceiling of US$70 million for PFF and 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.

3. Technical Assistance for Project Start-up Facility (TAPS) cost estimates.
Only LICs, MFS and SIDS are eligible to access TAPS funding. Two TAPS cost
scenarios have been developed on the basis of an IFAD11 PoLG of US$3.5 billion.
Under the “full” scenario, about 30 projects would be eligible as LICs, SIDs and MFS
to access implementation-readiness support by TAPS during IFAD11. Under the
“minimum” scenario, only projects to be financed under DSF terms during IFAD11
(i.e. 11 projects were considered). Under this "minimum" scenario, IFAD will need
US$ 6.8 million and under the “full” scenario, US$20 million will be needed to cover
TAPS requests. With a ceiling of US$0.5 million for a single TAPS transaction, the
total demand for IFAD11 should not exceed US$20 million

Table 2
Cost estimates for TAPS
(United States dollars)

Purpose Full scenario Minimum scenario

Analytic and advisory services 8 500 000 2 800 000

Delivery capacity 11 500 000 4 000 000
Total 20 000 000 6 800 000




FIPS Results framework

Table 4
Result Indicator Year 1 Year 2 Year 3 IFAD11 targets
Outcome at Portfolio level
#1 Number of projects using PFF* 6-8 6-8 6-8 'Fl;la::;getd#llé & t303ta| Of. 1 - ZIT prOJ_?_;tPsSwt;II use
Number of projects using TAPS 4-11 4-11 4-11 Clnle) 2125 = Sie [pleafeess Wil e 7
end of IFAD11.
Target#2: Decrease by two months, from 17
#2 Reduced average time lag between 17 months | 16 months | 15 months months to 15 months between Executive Board
EB approval and first disbursement approval and first disbursement by IFAD11, and
to 12 months by IFAD12.
#3 Increased disbursement rate of 339 349 3509 Target#3: Increase by 2% of disbursement
portfolio average ** ° ° 0 portfolio average by the end of IFAD-11.
#4 Decreased share of actual problem Target#4: Decrease by 2% of actual problem
projects due to early implementation 28% 27% 26% projects due to early implementation issues by

issues

the end of IFAD-11.

*Only green and yellow countries are eligible to access PFF.

** Only LICs, SIDS and small states and MFS.

*** |[EAD currently uses the disbursement rate as a performance measure, defined as "the percentage disbursed of the net financing amount", as the main indicator for assessing

disbursement effectiveness.

**+x Project that are an actual problem project3 in their first three years of implementation, due to unsatisfactory rating of their overall implementation performance.

3 An actual problem project is defined when at least one of the following two indicators is rated unsatisfactory (below 3): 1. Assessment of overall implementation performance; 2. Likelihood of

achieving the development objective.
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Projects using PFF

1.

The first indicator of the FIPS facilities is the actual use of the PFF itself. IFAD
currently designs around 24 new projects per year in green and yellow countries.
With the shift to design bigger projects, the total number of projects is expected to
decrease per year. This means that 72 new projects in yellow and red countries will
be designed by the end of IFAD11.

Portfolio-level Outcome Indicator#1: The target is that by the end of IFAD11,
up to 30 per cent of new projects will use the FIPS, expecting between 18 - 24
projects accessing PFF and 12 - 33 accessing TAPS. This will be recorded in ORMS
dashboards displaying number of project using PFF and/or TAPS.

Shorter time lags

3.

The second expected result from the introduction of the FIPS facilities is the
reduction of time lags between EB approval and first disbursement. As shown in
IFAD's disbursement study, when time periods are shorter, loans disburse more
consistently and quickly throughout the project's life.*

Portfolio-level Outcome Indicator #2: The aim is to reduce the average time
from project EB approval to first disbursement from 17 months to 12 months.> By
the end of IFAD11, IFAD's portfolio will consist of 40 per cent new projects with 30
per cent requesting FIPS resources. Due to the portfolio composition, the target will
be reached gradually. By the end of IFAD11, the time lag between EB approval and
first disbursement is expected to be reduced to 15 months and a continuous
decrease is expected beyond IFAD-11.

Improved disbursement rate

5.

The key assumption underlying the FIPS results framework is that shorter time lags
have a positive effect on the project and its disbursement rate performance,
translating into better portfolio quality. This assumption is based on a portfolio
analysis comparing historic disbursement rate of groups of projects with different
start-up periods.

Graph 1. below shows that projects® with a shorter project start-up period have on
average a higher disbursement rate compared to projects with long start-up periods.
Projects with short start-up (less than 8 months) disburse almost 50 per cent of the
loan by the implementation's mid-point compared to only 21 per cent disbursement
rate for projects with long start-up (more than 2 years). IFAD's current
disbursement rate at mid-point is at 33 per cent.

4 IFAD Disbursement performance, no 14 Research Series, 2016.

® Report of the consultation on the Eleventh Replenishment of IFAD’s Resources: Leaving no one behind: IFAD’s role in the
2030 Agenda, 16 January 2018 IFAD11/5/INF.2 para 17.

® Projects which have been approved since 2010 and which are either closed, disbursable or expired.
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Graph 1. Average disbursement rate by project start-up period
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Portfolio-level Outcome Indicator #3: The red line simulates the set target for
FIPS to increase the overall IFAD disbursement average rate from the current 33 per
cent up to 38 per cent at mid-lifecycle. This target will be reached gradually; it is
expected to increase to 35 per cent by the end of IFAD11 and continuously beyond
IFAD- to reach target.

Decrease of actual problem projects

8.

Projects with a longer start-up periods are more likely to be actual problem projects
compared to projects with shorter start-up period. A portfolio analysis of the last ten
years shows that around 28 per cent of all projects (69 out of 244) have turned into
an actual problem project’ in their first three years of implementation, due to
unsatisfactory rating of their overall implementation performance.

Portfolio-level Outcome indicator #4: The aim of the FIPS is to improve
implementation readiness of projects in the first years of the project cycle.
Therefore, it is expected that FIPS will have a positive effect on preventing projects
from turning into problem projects in the first three years of implementation. The
portion of 28 per cent of problem projects on the overall portfolio will decrease by
the end of IFAD11 down to 25 per cent.

 An actual problem project is defined by one of the two indicators is in the unsatisfactory range (below 3) 1. Assessment of
overall implementation performance and 2. Likelihood of achieving the development objective.



