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Key Features of Regional Lending Operations across IFls

KEY FEATURES OF REGIONAL LENDING OPERATIONS ACROSS IFIs*

WB IDB AsDB AfDB
Program 2003 (for IDA countries as | 2005/2011 1994 1996 (formalized in 2000
Launch part of replenishment) framework)
Strategy/Key IDA Replenishment, mid- Grant financing only (2005); IDB Regional Cooperation Economic Cooperation and
Documents term reviews, and Support to Global and Regional Policy (1994), Regional Regional Integration Policy
dedicated IDA reports on Integration in LAC (2010); Sector Cooperation and (2000); Regional Integration
Regional Operations (2003- | Strategy to Support Competitive Integration Strategy Strategy 2009-2012; Strategic
2018) Global and Regional Integration (2006); Operational Plan and Operational Framework for
(2011) and 2012 Action Plan; for RCI (2016) Regional Operations (2008);
Guidelines for the Classification and Regional Integration Policy and
Validation of Operations Eligible for Strategy 2014-2023 (2015)
the GCI-9 Regional Cooperation
and Integration Lending Priority
(2013)
Corporate Priority for IDA/ One of five strategic corporate Emphasized in Strategy Priority for ADF/ concessional
Priority concessional financed priorities; target of 15% lending for | 2020 with lending target | financed countries

countries

Regional Operations (2011)

of 30% by 2020

Comparative

Country and regional

Honest integration broker; access

Finance; knowledge;

Leadership role for continental

Advantage engagement dialogue to regional networks and external capacity building (for initiatives; knowledge broker
underpinned by analytic resources; ability to bring together | national and regional and strategic partner for
work; leadership and regional actors; high technical and bodies); honest broker regional integration
convening power; operational standards; trusted (catalyst and coordinator
experience with design of partner; regional knowledge; for regional cooperation
complex projects regional ownership of IDB and integration

Defining Spillover effects— Cross-country focus; regional Direct or indirect cross- Benefits are superior to

Characteristics

generating positive
externalities or mitigating
negative ones across
countries. Require a
concerted action from a
group of countries for all
benefits to accrue

additionality; national subsidiarity;
compensation of coordination
failures

border economic, social
or environmental net
benefits

individual country operations or
a multi-country operation;
projects with regional impact
and positive cross-border
effects

WB

IDB

AsDB

AFDB

| Xipuaddy
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Number of Minimum 3 countries Single-country with regional Single-country with Single-or multiple country with
Participating (2003); or 2 countries if spillovers, or multi-country. regional spillovers, or cross-border benefits.
Countries one is FCS (2011); or single multi-country.

country project if deemed

transformational (2014/15)
Type of Investment Project Regional policy-based lending and Investment lending; Investment lending; grants
Instruments Lending; grants investment lending; grants grants
Loan Both multiple single- Predominantly one single country Predominantly multiple Predominantly one single
Structure** country sequenced loans loan and multiple single-country single-country sequenced | country loan and multiple

and multiple single-country
coordinated loans

sequenced loans

loans and also one single-
country loans

single-country sequences loans

Dedicated/top

Dedicated window for IDA

Grant funding; launched in 2015 a

Set-aside for ADF

Dedicated envelope for

up Funding countries; each RO funded | modest set-aside for global and (concessional) countries; | concessional countries requiring
with 1/3 PBA and 2/3 RO regional integration began with 5%, later 1/3 from PBA and 2/3 from
window. Cap of 20% raised to 10%, of overall dedicated RO envelope (with a
annual PBA for ROs for ADF resources. 50% from | 10% ceiling on PBA for small
small countries (2009); PBA and 50% from set- countries); grant funding
grant funding aside. Ordinary Capital
Resources (OCR), i.e. non-
concessional, country set-
aside introduced in 2015
with $500 million pilot;
grant funding
Lending $14.1billion cumulative $14.5billion for regional integration | $26billion 2003-14 $3.8billion 2009-17
volumes 2002-18 and $103million for regional public

goods

Sector focus

65-85% infrastructure; 7%
agriculture

Primarily transport, energy and ICT;
<1% agriculture

Primarily transport and
power; 1% agriculture

Primarily infrastructure, with
>50% transportation and
energy; significant agriculture in
early 2000s but since declined
to 4%

WB

IDB

AsDB

AfDB

| Xipuaddy
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Evaluations The Development Potential Support for Regional Fostering Regional Integration
of Regional Programs Cooperation and in Africa: Evaluation foo AfDB
(2007); Approach Paper Integration (2015) Multinational Operations 2000-
(2017) for evaluation of 2010 (2012)

WBG support for fostering
regional integration
(evaluation forthcoming

2018)
Evaluation % satisfactory outcomes Performance of RCI ROs rated satisfactory at 96%
Findings was higher for regional projects on average 81% | for relevance and 86% for
projects than overall successful compared with | effectiveness compared to 80%
average AsDB average of 61% and | and 78% for single-country

non-RCl of 59% operations. 63% rated
satisfactory for efficiency and
sustainability compared to 46%
and 56% for single-country
operations

* Each IFI has a specific name and acronym for its regional activities. The information in this table is culled from available documents, some of
which have not been updated in recent years.

** Spectrum of Regional Operations (operational structures used in varying amounts by each IFl)

Several single country Several single country
One single country loan loans sequenced over time loans coordinated at the
for an investment that has for an investment that has same time under an

regional integration regional integration umbrella regional
dimensions dimensions supporting a agreement with one
common objective common objective

| Xipuaddy
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Challenges of Regional Lending Operations. The challenges noted across the IFIs are relatively consistent, stemming from the technical complexity of the
operations and the additional coordination and financing challenges inherent in multi-country operations. Challenges include:

Lengthy timelines and higher project costs. One estimate'® suggests that preparation and supervision costs for RLOs can be as much as 1.5 times
that of single-country projects. Another estimate™ suggests that RLOs are 73% more expensive to design and 36% more to supervise.

ROs often generate very complex safeguard-related issues which require close and lengthy monitoring processes to ensure that affected people and
concerned sites are dealt with in accordance to highest international standards.

Procurement and financial management is complex, especially due to the number of counterparties involved.

Additional support is needed for capacity building of both regional and national institutions.

Risks from unexpected events (e.g. civil disturbance, political crises) in one or more countries can cause delays in the overall project.

There is significant legal complexity, including multiple legal processes for each loan in a multicountry RO, which can delay project effectiveness and
project start.™®

Donors wrestle with the complexities of supporting regional programs, and donor coordination and alignment issues are considerable.

Regional institutions are key to implementing ROs but in many cases their political commitments have exceeded their capacity to deliver complex
regional investment projects. The enabling environment for market integration is critical as is the framework for regional cooperation through eg
Regional Economic Communities (SADC, SAARC, OECS) and sector/project specific regional institutions.

Coordination between participating countries and regional organizations serving as implementing agencies can be challenging. Strong leadership is
needed by national and regional champions as are strong and clear implementation and governance arrangements.

Internally, the IFI business model remains a single-country operation model and is not well-adapted to the requirements of multi-country
operations. This affects issues such as systems needed for tracking/monitoring regional projects, and how projects are rated upon completion."’

Key lessons learned: A number of lessons appear to emerge from the review of IFlI experience, including: (i) defining and drawing on IFI comparative
advantage and role for RLOs; (ii) country alignment and ownership; (iii) defining the role of regional organizations; (iv) timing and project duration; and (v)
internal IFl capacity and resources.

4 AfDB 2008 “Strategic and Operational Framework for Regional Operations”, 2008

> WB “IDA14 Mid-term Review of the IDA Pilot Program for Regional Projects”, Nov 2006

'8 egal issues identified by the World Bank included: Agreeing on Protocols, International Legal Relationships Between Countries, Legal Status of the Regional Organization, Legal
Covenants for Implementation, Assuring Commitment of Member States, Cross-effectiveness, and States under Provisional Status. See IDA14 Mid-term Review of the IDA Pilot Program for
Regional Projects (Nov 2006).

7 |FIs need to determine the weight of individual project ratings and how they affect the overall project rating. For instance, if the Completion Report for a four-country project suggests a
Satisfactory in three countries but an Unsatisfactory in one country is the overall project rated Unsatisfactory?

| Xipuaddy
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The Concept of Regional Public Goods

1.

A good or service is defined as "public" when it satisfies the two criteria of being
non-rival and non-excludable.®

(a) Benefits are non-rival when each individual’s consumption of such a good
leads to no subtraction from any other individual’s consumption;

(b) Benefits are non-excludable when they are available to all would-be
consumers once the good is supplied and it is infeasible to price units of a
good in a way that prevents those who do not pay from enjoying its benefits.

These two properties of pure public goods give rise to market failures that may
require either government provision or some form of cooperation among the benefit
recipients. Non-exclusion results in a market failure because a provider cannot keep
non-contributors from consuming the good’s benefit (the free rider problem). Once
the public good is provided, consumers have no incentive to contribute because
their money can purchase other goods whose benefits are not freely available.
Thus, the public goodwill be either undersupplied or not supplied. Benefit non-
rivalry means that extending consumption to additional users results in a zero
marginal cost. Exclusion based fees are inefficient because some potential users,
who derive a positive gain, are denied access even though it costs society nothing
to include them.

Figure 1
The nature of Public Goods

it is not possible to
prevent anyone from non

enjoying a good, onceit | excludable
has been provided

when the good is consumed,
> | the amount available for
others doesn’t reduce

FREE RIDER PROBLEM
there is no incentive for people
to pay for the good because
they can consume it without
paying for it

Common Pool Resources (CPRs)

> Club Goods
| = inefficiencies
= market failures

need for public funding

Pure regional public goods are those services or resources whose benefits are
shared by countries in a region and that satisfy the two above-mentioned
conditions (non-rivalry and non-excludability). For purely public regional public
goods, intervention by a global institution, regional organization, or other collective
is required for provision.

'8 The theory of public goods was first postulated by Paul Samuelson in “The Pure Theory of Public Expenditure”, The
Review of Economics and Statistics, Vol. 36, No. 4, November 1954.
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Figure 2
Public Goods and their provision level
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4. Regional efforts produce regional public goods (RPGs), and therefore are subject to
the free-rider problem of financing public goods (and to market failures). Except for
the largest countries, which have an incentive to supply themselves with these
regional public goods, countries may seek to benefit from the investment of others.

5. The under provision of RPGs is related to the reluctance of countries to devote their
national resources to supranational projects whose spill-overs are often not clearly
identifiable, nor quantifiable. In many cases, in fact, the RPG itself does not
generate direct revenues, but it only has an indirect positive influence. It is
precisely here that a Regional or a Multilateral Development Bank (MDB) has a
major opportunity to step in, since it can both coordinate as well as contribute to
the financing of these essential regional capacities. To effectively exercise a
leadership role, MDBs need to develop mechanisms for financing RPGs that do not
depend solely on individual country borrowing decisions.*®

Regional Public Goods in Agriculture

6. Apart from tradable commodities, such as food, fibre and fuel, agriculture also
provides non-commodity outputs. The former production outputs are usually
defined as the agricultural economic function. In contrast, the latter are referred to
as environmental and social externalities of agriculture, which include agricultural
landscapes, farmland biodiversity, water quality, water availability, soil
functionality, climate stability (greenhouse gas emissions, carbon storage), food
security, food safety, rural viability and farm animal welfare. Agricultural activities
impact upon environmental functions, such as soil function, water purity, air
quality, landscapes and biodiversity, resulting in either positive externalities (public
goods) or negative externalities (public bad).?°

' pingali, P. and Evenson, R., Handbook of Agricultural Economics, Vol. 4, North Holland, Elsevier 2010, p. 3582-3583.
% Chen, Q., Sipilainen, T. and Sumelius, J., "Assessment of Agri-Environmental Externalities at Regional Levels in
Finland", Sustainability, n. 6, 2014.
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Audit and Financial Management in Regional Lending Operations

Financial Management Assessment
1. Effective oversight and governance of IFAD’s financial resources is vital to the

Funds’ ability to achieve its objectives and to be accountable to its stakeholders.
In accordance with IFAD policies and procedures, the proceeds of IFAD financing
can be used solely for the purposes intended under the financing agreements.

2. The purpose of this annex is to set some of the principles of financial management
arrangements in RLOs. The non-country regional grants financial management
requirements are covered by the existing grant procedures.

3. IFAD’s Financial Management Services Division (FMD) will be responsible for
carrying out a Financial Management assessment and associated risk for each
participating country and proposed Project Implementation Units (PIUs) involved
in the management of RLOs. The assessment will be performed in accordance
with the risk based approach as documented in IFAD’s Financial and
Administrative Manual.

4. The assessment will also consider the degree of adequacy and efficiency in the
following areas: (i) staffing and organisational structures; (ii) budgeting (systems
of annual budget preparation and execution); (iii) funds flow and disbursement
arrangements; (iv) internal control; (v) accounting systems, policies and
procedures; (vi) reporting and monitoring; (vii) internal audit; and (viii) external
audit arrangements.

5. As part of the financial management assessment, the opportunity to use country
systems will be evaluated and promoted where appropriate standards exist?'.

Interim Financial Reports
6. Unaudited Interim Financial Reports (IFRs) will be required to be submitted to
IFAD by each participating country individually. The content and format of IFRs
will be prepared in accordance with IFAD Handbook for Financial Reporting and
Auditing of IFAD-financed Projects. The opportunity to prepare and present to
IFAD consolidated IFRs will be evaluated during design, and the relevant roles and
responsibilities among participating countries will be identified and agreed.

7. The frequency of submission and period covered by IFRs, as well as any additional
requirement to the minimum content of IFRs will be determined at the design
stage in consultation with the participating countries. The requirements relating
to the IFRs will be established in the respective financing agreements and/or
letters to borrower/recipient.

Annual project financial statements and external audit arrangements
8. Borrowers/recipients of participating countries will be required to submit to IFAD

unaudited and audited project-specific financial statements annually, within four
months and six months respectively from the end of the fiscal year. Each

2L IFAD has a strong commitment in the context of the Accra Agenda for Action to use country systems when
appropriate standards exist
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10.

11.

12.

participating country under RLOs will prepare and deliver separate unaudited and
audited financial statements. The opportunity to prepare and present to IFAD
consolidated unaudited and audited financial statements will be evaluated, based
also on the nature of underlining operations of the RLOs, during the design phase,
and the relevant roles and responsibilities in this respect among participating
countries will be identified and agreed, including the appointment of the auditor
and the payment of its services.

The individual project’s financial statements to be delivered by each participating
country will be prepared in accordance with acceptable accounting standards® to
IFAD. An alignment of the accounting standards adopted for preparation of
individual financial statements will be encouraged.

In the event that a project’s consolidated financial statements are prepared, a
unified accounting standard acceptable to IFAD will be adopted for preparation of
the individual and consolidated financial statements, and similarly for the auditing
standards to be adopted for conducting the external audit.

The financial statements reporting period is generally twelve months and it
expected to coincide with the participating countries’ fiscal years. In the case of
consolidated financial statements, an alignment of the reporting period will be
determined in consultations with participating countries during the design.

As a general principle for RLOs, IFAD will require the use of consolidated IFRs,
unaudited and audited financial statements whenever feasible and in agreement
with participating countries.

Disbursement performance

13.

The implementation of RLOs may be affected by the increased complexity of the
projects, which could potentially result in slow disbursements and/or the need to
extend the implementation period beyond the original time-frame. This risk will
have to be taken into account during design and close monitoring and support will
be required during implementation. In this respect, lesson learnt from the RLOs
pilots will be documented as part of the findings which will presented to Executive
Board.

Supervision and implementation support

14.

15.

FMD will carry out annual supervision missions and implementation support
missions as required to identify risks and mitigation measures, follow-up on
actions needed as appropriate and support the project management to ensure
that effective financial management arrangements are in place. The learning from
the pilot phase of RLOs will be documented and relevant procedures will be
updated to incorporate lessons learnt and best practices as appropriate.

Similar to the arrangements indicated in paragraph 38b.a of the concept note,
RLOs will ideally be managed by one IFAD Finance Officer, in coordination with the
other IFAD Finance Officers assigned to countries participating in the RLOs.

22

As per IFAD Handbook for Financial Reporting and Auditing of IFAD-financed projects



