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| Foreword

. With the merging of ?gggggoﬁ%ns

ggg (SSATP) series. These studies ggﬁmﬁggg
specialized audiences,

FE&SB.. Ms. Jeri Larson, a consultant with the former Environment Division, ex-
plores the use of trust funds, endowments, and foundations for financing biodiversity
conservation. It is impossible to know whether the current "boom" in international financing
for conservation will last, and at what level. gugggﬂogag

One funding source—the Global Environment Pacility (GEF)—is a cae.ngnga
g%%&aivgoagg. Finding new sources of financing will
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On March 12, 1992, the Regional Environment Divisions and the Global Environment
Facility Administration in the Environment Depariment sponsored a one-day workshop.
Conservation professionals, financial and legal specialists, and Bank operational staff in-
volved with biodiversity, particularly Global Environment Vacility (GEF) projects, gathered
to discuss trust funds, endowments, and foundations as a means of providing long-term,
continuous funding for biodiversity conservation. Following this, another workshop focus-
ing on trust fund design for GEF biodiversity prajects was held on July 992.

This paper outlines the main issues and operational lessons from both workshops. It is
divided into three sub-headings. The first section deals with issues in setting up a long-
term financial mechanism; the second section addresses special considerations for the GEF,;
and the third summarizes conclusions from both woikshops.

B
I. Why these workshops
were organized
The establishment of long-term financial mechanisms such as trust funds, endowments, and
foundations are operationally important because it is impossible to predict whether the
current *boom" in international financing for consesvation will last or at what level, particu-
larly during thess financially unstable times. One source of this funding-the Global Envi-
ronment Facility-is itself a unique international concept. The GEF also presents a challenge
for the international community to think through new funding mechanisms in order to
avoid placing additional burdens on governments—which already have problems dealing
with the recurrent cost budgets of high priority projects. If new financial mechanisms which
address the long-term commitments and assurance of recurrent cost financing can be found,
an important contribution will be made to international development financing.

Trust fonds, endowments, and foundations! are also important to institutional develop-
ment. They can absorb large amounts of money and release it as a reliable, if modest, flow
over a long time (theoretically, in perpetuity). They ensure that institutions and national
programs are not flooded with a rapid, short-term influx of capital and can develop accord-
ing fo anatural cycle which enables institutions and programs to grow over the long term.

Without the involvement of local people, NGOs, and the private sector, the protected ar-
cas will suffer progressive deterioration. Long-term financial mechanisms can provide
opportunities for local people and groups to participate in funding decisions that affect their .
communities. .

For the last five years, conservation organizations have been secking alternatives to
traditional ways of financing conservation projects. Beginning primarily in Latin America
as ways to manage money from debt for nature swaps and the Enterprise for the Americas
1 For the purposes of this paper, & trust fund is defined as money or property that is held in a
separate account for a designated beneficiary or (beneficiaries) and has a specified purpose. The
trustee is the person(s) or institution that holds legal title to the assets. The trustee, or frequently
Board of Trustees, has a fiduciary responsibility to follow the terms of the trust and to comply with
applicable laws. An endowment is essentially a gift or a grant. While an endowment may have
conditions attached, it is the property of the beneficiary. There are no trustees and there is no
fiduciary responsibility. A fowndation is a permanent fund established and maintained by
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Financial Mechanisms for Sustainable Conservation

assigned with little regard to loc-d participation and the actual needs of the area. GCA
persouns! hive icamned to ugagggmﬁégzﬂogg
and to accept responsibility for their programs. TL> endowment has provided for a long-
term vision, and attitudes within the GCA have changed. Instead of spending excess funds
immediately, GCA now sets them aside in order to build the endowment.
Finally, the proposed Peru Trust Fund for Conservation Units Project has three goals
g?%%uggaﬁggm&?gg

* The project would test the viability of a trust fund mechanism to provide long-term
and sustainable funding for biodiversity conservation.

B. Issues in setting up
a long-term
financial mechanism

I. Governance issues

Governance is critical in setting up a long-term financing mechanism, and there are a
number of issues which must be resolved—for example, (a) decisionmaking; (b) selection of
the institutions and parties represented on the governing board; (c) replacement of board
members; (d) responsibilities of the parties; (¢) accountability; (f) developing the bylaws; (g)
defining the relationship between the financing and operations of the conservation fund;
and (h) the fund's formal relationship to other governmental and nongovernmental entities.
The organizational processes and structures developed must minimize conflicts of

interest and susceptibility to political pressures for the Board of Trustees while ensuring the
active participation of the local people who must ultimately conserve the natural resources.
Listed below are brief summaries of the board compositions of the five financial
mechanisms outlined in Annex. I. Although each one has a different board composition,
they all have one common goal: to manage their natural resources with the most effective
combination of services.

The Bhutan Trust Fund (BTF) will be governed by three senior officials of the govern-
ment and one member each from UNDP and WWF-US. There will be no representative
from the World Bank on the Board. It was decided that this might raise the possibility of a
conflict of interest. For example, in what capacity would the Bank representative sit on the
Board? As trustee of the new fund or as trustee of the Global Environment Trust (GET)?
Another potential conflict is between the Bank as trustee for the new trust and as lender to
Bhutan for other environmental projects. In theory, the Bank could be underwriting
policies as the lender that go against the activities financed by the trust fund.

The tasks of the BTF's Management Board are (a) to provide policy and program
guidance; (b) to approve the annual work program and budget; (c) to provide an estimate of
annual expenditures to UNDP (which serves as trustee) in order that UNDP can provide the
BTF with needed funds while achieving the most efficient cash management of the trust
fund; (d) to appoint the program coordinator; (e) to review the financial condition of the
trust fund and approve the needed adjustments to the program; and (f) to receive and review
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The BTF Management Board will meet at least once a year to approve the work program
and budget but, if warranted, may meet more often. The Management Board may also ap-
point a Board of Advisors made up of donors to the trust fund and experts in environmental
conservation and development assistance as consultants to the Management Board without

The Bolivia National Fund for the Environment (FONAMA) currently has eight mem-
bers on its Board of Directors. They are (1) the Chairman, the Minister of Agriculture and
Rural Affairs; (2) the Secreiary General of the Environment; (3) the Minister of Planning
and Coordination; (4) the Minister of Finance; (5) the Executive Director of the League for
the Defense of the Environment; (6) the Executive Director for the Friends of Nature
Foundation; (7) the President of the Indigenous Confederation of the Esstern Lowlands; and
(8) the Executive Director of FONAMA. However, Bolivia's new Gencral Law of the
Environment will change this current composition of the Board of Directors in two ways.
First, the Secretary General of the Environment will now be the Chairman; second, the
Board will have regional representation. The three primary functions of FONAMA's Board
of Directors are to (1) ensure that FONAMA's programs meet national priorities; (2)
approve the establishment of new accounts; and (3) approve FONAMA's operating budget.

The Guanacaste Conservation Area is managed by a team of on-site specialists and ad-
ministrators who work within the framework of annual work plans and budgets approved by
a Regional Board of Directors and the Costa Rican Ministry of Natural Resources, Energy,
and Mines.

Under Peru's proposed project, the trust fund (the National Fund for the Natural Areas
Protected by the State, or FONANPE) would be governed by a Board of Directors composed
of three representatives from the Peruvian government, three representatives from Peruvian
conservation NGOs elected by the Peruvian Environmental Network (an umbzella group of
conservation NGOs), and a representative from an international cooperation agency.
FONANPE's bylaws were drafted by a working group comprised of representatives from the
Directorate of National Parks, seven Peruvian conservation NGOs, and environmental law-

yers.

The Board would meet at least twice a year to decide policy issues, to review the reports
of the project coordinator, and to carry out other responsibilities as specified in FONANPE's
bylaws. The Board would be advised by an independent technical committee composed of
scientists and natural resource management experts experienced in park and wildlife man-
agement, This committee provides an additional forum for relevant conservation NGOs to
contribute substantially to the project. Decisions about the allocation of the resources within
each conservation unit would originate at the local level and be reviewed by the Board.
Each conservation unit would have its own advisory board comprised of local government
officials, NGOs, and indigenous groups where appropriate.

At the time of the March 1992 workshop the Foundation for the Philippines
Environment (FPE) was governed by an interim Board of Trustees. This interim Board was
composed of eight leaders from the NGO community, the Secretary for the Department of
Eavironment and Natural Resources, and a representative from USAID. The interim
Board's two main tasks were to (1) develop the articles and bylaws for the FPE, including
the process for selecting the final Board of Trustees; and (2) implement the interim grants
program—a program designed to provide $500,000 in Philippine pesos to the Philippine
NGO community during the first year of operations prior to the generation of earned income
from the endowment—with help from WWF and the Philippine Business for Social Progress.
The FPE charter and bylaws have now been finalized. The Board will be charged with (a)
appointing or electing all employees of the foundation (except junior officers); (b) managing
the foundation's funds; () approving the annnal budget; and (d), from time to tims,
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delegating any of the Board's powers which can be delegated to any standing or special
committes and appointing any persons to act as agents of the foundation with such powers
and terms that are fitting. The final Board will be made up of eleven recognized
leaders—three members will come from the majcr regions of the Philippines (Luzon,
Visayas, and Mindanao); and two trustees will be representatives of international envi-
ronmental or development organizations.

Initially, the FPE intetim Board planned that a membership organization (comprised of
NGOs and other organizatians) would elect a Board of Trustees who would decide on the
awarding of grants. However, some concerns were expressed that this could conceivably
foster a conflict of interest if grantees are electing the grant makers. It was agreed by the
interim Board that more information and a broader perspective was needed to finalize the
issue of the foundation's governance structures. To gain a better perspective on international
foundation management, the Ford Foundation, along with WWF and the MacArthur
Foundation, financed and helped arrange a study tour for the interim Board of Trustees and
¢ technical assistance team from WWF to visit foundations in the United States. Over a
ten-day period in March 1992 this group visited 17 different foundations in Washington,
D.C., New York, and Chicago. Their conclusions are not only relevant for the FPE's gover-
nance structure but also for other financial mechanisms. These conclusions® are:

* The importance of transparency and clarity. The constituency must be fully apprised
of the processes for selecting the Board members; the criteria aad guidelines for the
awarding of grants: and other policies.

« The need to involve the nongovernmental constituency in setting the direction of the
policies and management of the foundation. This participation can take many forms such
as Board membership, advisory panels, and regular consultations.

* The need to minimize conflicts of interest and political pressure on the Board. Some
governance models include advisory panels or distribution committees that make the grants
in cooperation with the professional foundation staf¥, while the actual Board members focus
on areas such as policy making, approving work plans, and budgets.

* The importance of formulating a strategic vision over time, and pro-actively working
with the nongovernment community to implement this vision. This means being responsive
to the expressed needs of the community.

* The need to develop a professional staff which supports the Board.

* Finally, the need to recognize the complexity of governance issues and proceed with
caution in choosing the most appropriate model for the country according to the local needs,
cultures, and situations. No one model or formal structure can solve all the potential
problems. Proceed with care, but also be willing to learn from and build on mistakes.

il. Financial considerations*

L. Selection of a tax exemption option

The aim of all the financial mechanisms outlined in Annex I is to maximize the income
available for program expenditures. Thus, the financial mechanism chosen should
minimize or eliminate tax liabilities on the investment income and capital gains, and allow
tax-free contributions. There are two ways to achieve this goal:

3Case8tndyFomuhumForlePhﬂlppmeannmm.

4 The information in sections 1.,2., and 3. is from a paper circulated at the July workshop,
*Batablishing a Trust Fund" by Francisco A. Tourreilles, Director, Conservation Finance, Latin
America Division, The Nature Conservancy.



AFTES Working Paper No. 1

* Setting up the account in a tax haven location. Bstablishing a trust fiund account in a
tax haven location is relatively simple, but, in many cases it wilt have drawhacks. For
example, it may not provide full tax protection for a range of investment instraments (e.g.,
U.S. tax withholding on dividend payments to non-residents); or it may restrict the range of
investment alternatives, and risk/return options. Also, this action may raise ethical
questions.

* Applying for a tax exemption in the jurisdiction where the account is established. Re-

questing a tax exemption in ggﬂggﬁggagg

option for funds used in support of "public interest” activities. A tax exemption will

minimize or eliminate tax liability on investment income and capital gains for a broad

range of financial instruments in the *home" jurisdiction. It will also validate a “public

intorest® precedent that can be used to request tax exemption status in other jurisdictions.
Developing an investment

management strategy

After defining the tax exemption strategy, the next step is for the trustee/asset manager to

work with the fund to develop and execute an investment strategy that will do several

things:

o Identify objectives and funding needs, and deveiop a risk profile. In planning and
executing an investment strategy, a risk profile must be developed to help establish the
investment parameters. gggavg%&gggggag

%gg g%ﬁ@?&gu
 Determine an optimal asset allocation among stocks, bonds, and cash, based on the
stated investment aims and risk profile, and the asset manager’s view of investment market
éggggﬁg%gg §§
economic and market conditions, this assets allocation must be reviewed and modified

@k&?%&i&&s&ﬁ?gﬁ& the portfolio. After the asset allocation
gggﬁnﬁgggﬁaﬂnﬁu&g%% to be
in

* Review a§§§§§8 Evaluating investment performance is an integral
uﬁ&%gggggﬁgg consistent with the program’s
needs and objectives. Not only should the portfolio manager’s performance be reviewed
internally but also by the fund's Board of Directors. For example, under Bhutan's Trust
Fund for Environmental Conservation, UNDP's Treasury Department will periodically
provide to the Board statements of investment incoms, charges, and withdrawals from the
trust fund.

As already stated, the aim of the fund is .. *ve the portfolio the maximum return,
including interest, dividend income, and capital appreciation of bonds and equitics, and
reliability. Higher returns mean higher volstility. However, the longer the assets are held,
the more likely that the “good” and "bad” years will balance out. Therefors, it 18 important
that capital gains available for disbursement are subject to the limitation of the "spending
rule.” This means keeping disbursements relatively stable and building up reserves in the
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“good" years through a conservative spending rule (at most S percent) based on a three- to
five-year moving average of the portfolio value. A portfolio review will verify that the
performance moets all needs and analyzes the value added by the investment manager.

The following table is prepared by J. P. Morgan for the performance of major asset
classes 1971-1990

AverageReturn T4% 2.1% 1.9% 18.1%

* All return amounts are snnualized, based on monthly data, and assume a 12-month holding pericd.

US Cash US Bonds US Large Cap Equities Non-US Equities

0.8 7.2 16.2 17.8

Volatility is measured by the standard deviation of thege returns.

3. Selecting a trustee/investment manager

At the July workshop it was recommended that in order to ensure a reasonable net income
and alleviate portfolio risk, the minimum amount for a trust fund managed in the private
sector offshore by professional fund managers should be US$4 million (below this amount
mutual funds are one investment option). In selecting the trustee/investment manager the
following should be considered:

» Investment performance. The trustee/investment manager should have a well-es-
tablished record of superior investment pesformance~although past results do not guarantee
future performance.

* Global coverage. Superior investment management involves research, structuring, and
trading expertise in major capital markets, as well as in high growth emerging markets.
Global investment opportunities are very important for a fund that receives contributions
from international donors.

» Competitive fees, Since the aim is to gain maximum funding for program expendi-
tures, administrative costs and fees should be low. However, in assessing investment
management costs, it is important to examine financial results net of management fees
rather than at absolute fee levels.

« Trust expertise and reputation. The trustee's reputation and experience in managing the
funds can bear directly on raising financial resources.

4, Recurrent revenues from local sources

Recurrent costs are the hardest to raise from donors, who like to support projects with a de-
fined start and finish. While the financial mechanisms outlined in Annex I have been set
up through GET grants or debt for nature swaps, the World Wildlife Fund is working on
new prototypcs which provide money by recurrent revenues from local sources.

For example, in Belize the government recently endorsed a proposal to establish a pro-
tected area trust fund. This fund will be financed by a new $20 fee charged to all in-coming

5 “Realizing Investment Objectives Through A Morgan Diversified Portfolio® By Judith F. Lee, Vice
President, C. Walter Nichols TI, Vice President, and Anthony D. Pennetti, Vice President, J P
Morgan.
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funds and management of the entity (i.c., who is gsgg%ags

ARBITRATION FROCEDURES, ?gagggégo&aﬁg
on dispute resolution. Under the Bhutan Trust Fund, disputes which cannot be settled by
conciliation are referred to the rules of the International Chamber of Commerce for arbitra-
tion.

V. Administration of the fund

Where will the trust's principal be located? How will it be managed? What are the
means for obtaining income from the trust and protecting the capital? Who is accountable
What are the reporting systems? And what is the conservation fund's relationship to the
government? The financial mechanisms outlined in Annex I show different ways of
administering these funds.

Bhutan

The Bhutan Trust Fund will be administered by UNDP's Treasury Section under the rules,
regulations, and procedures applicable to UNDP trust funds. Any contributions to the trust
fund may be paid in cash or through an irrevocable standby letter of credit and will be

deposited in a bank account designated by UNDP. Eﬁogﬁg
g?ngosggwaow WWEF-US, and UNDP requires 2 minimum of US$10

dmgﬁauogoaomzszgu Enﬁgﬂ%gﬁawﬂug
Egggﬂéssggguésggeg

agement Board audited financial statements on the funds advanced by UNDP to the RGOB
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recommendation of the Regional Vice President. If adequate progress is being made
osing date later than the tentative date of July 1, 1997 may be established by the Bank in
consultation with the RGOB.

The BTF will be terminated if, after giving six months written notice to the other parties,
any party decides to withdraw from the Memorandum of Understanding. After the termina-
tion and settlement of obligations, any property then located in Bhutan will be vested to the
country, and any remaining funds will be returned pro rata to the donors.

Bolivia

* FONAMA is an umbrella fund composed of different accounts each with its own aims de-

termined by the source of its funds. FONAMA's three functions—~technical, adminigtrative,
and fundraising-are carried out by three teams of professionals supported as needed by
consultants.

The technical coordination unit is %?ga_?%%
by FONAMA into a %3&51&9 then integrated into a %3558.

The administrative coordination unit is responsible for managing all accounts and
FONAMA's general operations. This unit prepares budgets, disburses the funds, handles
ggggggaﬁxﬂ%g

.—._6\55 gggéﬁgggga&g
This unit is responsible for identifying funding opportunities, preparing proposals in
coordination with the technical coordination unit, and reporting to the funding ageacies
with help from the technical and administrative coordination units.

Costa Rica

At the end of each year an estimate is made of the funds available for the Guanacaste Con-
servation Area for the coming year. These funds are derived from interest on the endow-
ment (about US$3.3 million), direct donations, and income generated by the GCA through
services. Funds are budgeted according to the forecasted expenses of the coming year with
an allocation made for inflation. Each program in the GCA writes a plan for activities
ggﬁgggggﬁggﬁgggs

%éagﬁﬂggggog%g%g programs
and departments in the GCA). After several days of discussion, a budget is prepared.

This process is used to plan major expenses and report to the donors on how their funds
are being spent. The annual plan and budget are then discussed and approved sequentially
by the Regional Committee (effectively the Board of Directors for the GCA), The Ministry
of Natutal Resources, Energy, and Mines (MIRENEM), and the Trust Fund Committee
Aggﬂaggggﬁgggagmg
for National Parks (FPN)) for the proceeds of the debt swap. Once the budget has been
approved by these parties, each program or department takes the responsibility for using the
funds allocated to it. The finance managers try to keep available funds which are needed on
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This is a complex situation because in Costa Rica funds are deposited in a variety of ac-
counts. If laige modifications are needed in the budget, the GCA Director will make the
necessaty adjustments. Awdits are undertaken by both inside and outside bodies to meet
donor requirements and to ggggg?ﬂi%ﬂo%&g
of the financial management for GCA, the accounting task is now being handled by the
GCA accounting office; and this office will soon be handling the entire financial
responsibilities. It is assumed that the endowment will be maintained in perpetuity.

Peru

A Supreme Decree issued by Peru's President Alberto Fujimori will establish the trust fund,
FONANPE. It is proposed that GET would provide an initial grant of US$4 million for the
trust fund. US$20 million is targeted to the trust fund to ensure the income needed to cover
the costs of protection for Peru's key conservation units. The trust fund's principal, hel
offshore, would be invested by a financial management firm which will also provide trustee
services. The Board will not authorize expenditures which exceed an agreed 5 percent
based on a three- to five-year moving average of the value of the portfolio (see previous
discussion of the spending rule). This is to deal with the possibility that annual fluctuations
in the rate of return of the portfolio may result in a reduction of the income available for
project funding from one year to the next. The portion over and above the average rate of
return would be set aside for use in lower performance years.

Philippines

The gﬂ?%%mg%g%gug%

financed through a debt for nature swap. The endowment fund is invested in special series
Central Bank notcs (interest on these notes is about 20 percent). F%vgmzsﬁ&gv
which established the endowment, the Central Bank required investment in these notes.
Thus, the financial management decisions of the endowment are limited. Only the interest
on these notes may be used for Foundation purposes. The use of the principal requires the
mutual agreement of WWF and the Central Bank, Presently, the Central Bank notes are in
the name of the World Wildlife Fund, which has fiduciary responsibility for the funds. As
experience is gained, these notes will eventually be transferred to the FPE itself.

The Foundation's financial records will be subject to an annual audit by an independent
auditor designated by the Board of Trustees. Records may be verified annually by the com-
missioner of internal revenue or his representative to determine whether the Foundation
continues to meet the requirements for its status as donee and tax-exempt foundation, In
the event that the Foundation dissolves, all assets remaining after payment of liabilities will
be turned over to any qualified Philippine foundation engaged in activities similar to those
of the Foundation's or to the Republic of the Philippines or any of its agencies, instruments,
or political subdivisions for a public purpose as the Board of Trustees may decide.

From these examples, as well as from workshop discussions, it is clear that a number
of important elements must be considered in administering a conservation fund:
« The fund should have the ability to aggregate resources from different areas. No one
source will be able to provide for the long-term funding of conservation in any country. The
preceding examples of trust funds, endowments, and a foundation have received funding

through diverse resources, such as debt-for-nature swaps, the Global Environmental
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Facility, or private donations. Thus, in order to bring together resources from different
a

the actual management of its structure. One component that makes the FONAMA model so

ggggggggg&sggg

?ggg program or project activities. Time and coordination
are needed for parties to work together in a new eavironment.

» Capital must be protected. Few countries in the non-industrialized world have the
capital market capability to handle large amounts of money or to diversify risks to the extent
necessary for safeguarding capital. Eggﬂﬁgaggg
are a combination of gg&g&g The laws and policies of a country, as

Activities funded by trust funds, endowments, and foundations vary considerably. The
Jollowing program and project activities are funded by some of the financial mechanisms
outlined in Annex I.

d—o&gggééggqsgﬂgﬂg?ﬁg

The MB, however, is bound by the Memorandum of Understanding which outlines the types
of activities eligible for funding. Indications are that during the first five years the activities
emphasized will be:

Upgrading the Department of Foresiry’s Wildlife Division to a Nature Conservation
gggggggﬁg plan and manage a
Bnoﬁ_ggﬂgggog in biological diversity

« Establishing a national system of protected areas by identifying arcas for protection;
a&gggggggag

« Gazetting four priority protected areas and developing a detailed management plan for
one to serve as a model for other areas
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Finally, information must be exchanged and activities collaborated among the governm-
ent agencies, NGOs, and the local people independent of this new source of funding. The
fund's project or program activities cannot operate in a vacuum and must be fully integrated
into the country's economic and social development.

VI. Monitoring and evaluation

Monitoring and evaluation are vital components. Some of the questions raised are: Have
survey and inventory programs used standardized methods and research in order to compare
activities with and without trust fund assistance? Is a baseline analysis provided o monitor
change over time? What works and what doesn't?

Monitoring and evaluation are important for several reasons: for determining if fund
aims are on track; for reporting back to the donors; for creating an information system for
management, project staff, and the beneficiaries; and for developing operational lessons and
models for other counties that may want to initiate a long-term financial mechanism for the
conservation of biodiversity.

C. The GEF context

Currently, there are eight projects which deal with the establishment of trust funds in the
GEF pilot phase. Some points to consider are:

* Procurement is difficult. International bidding is likely to be inappropriate in many
circumstances when establishing GEF trust fund projects. Technically, selecting a trus-
tee/investment manager is engaging services; therefore, the Bank's procurement rules are
not applicable~but the guidelines on the hiring of consultants are applicable to the imple-
menting agencies. Should there be more emphasis on price competition in the selection of,
for example, a trustee/investment manager? As stated in Section II (3) in assessing
investment management costs, it is important to consider financial results net of manage-
ment fees rather than at absolute fee levels. How the financial market is chosen will
determine where to look for the trustee/investment manager.

« Terms of Reference for lawyers hired under the trust fund must be cleared with the
Bank's country lawyer.

* The World Bank's requirements for reporting, financial statements, and auditing
apply.

D. Conclusions
from the workshop

General

« In the short history of conservation funds it is already clear that no one solution works
for every country. These are tailored, individual instruments.

« Although many ingenious mechanisms are being tried, more time is needed before les-
sons can be gained.

* The financial mechanism must be structured in such a way that it can buffer the
changes in government, policies, and individuals that happen frequently in every country.

« It is essential to find the right balance in each country which puts money in the field
immediately and, at the same time, begins to build the policy and planning coordinating

14
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Financial Mechanisms for Sustainable Conservation

Design and implementation
of programs and projects funded
through trust funds, endowments, and foundations

« Stakeholders (government, NGOs, universities, and the local communities) must be in-
volved in the decisionmaking and funding of program/project activities.

* The programs/activities fanded must be compatible with the country’s capacity to exe-
cute them. Therefore, training and institution building are important components of these
activities,

* There must be an exchange of information and collaboration among goverament

of

agencies, NGOs, universities, and indigenous people about activities independent of the
fund. The fund's activitics cannot operate in a vacuum and must be integrated with the
host country's economic and social development.

e Monitoring and evaluation is another essential component of individual pro-
grams/projects. The aims are to determine if the conservation fund's goals are on track; to
report back to the donors; to begin to create an information system for management, project
staff, and the beneficiaries; and to begin to develop lessons and models for other countries
that may want to develop a long-term financial mechanism for biodiversity conservation.
GEF context
Within the context of GEF, trust funds are one option for addressing the problem of —8«
term and recurrent cost financing for protection of biodiversity, Conservation funding is
ofien not a high national priority. Trust funds ensure sustained resources for conservation
that local administrations can count on beyond the life of the project for long-term
planning.

A trust fund managed in the private sector offshore by a professional asset manager
should be funded at a minimum of US$4 million to ensure reasonable net income and port-
gaﬁg gtggggagggggg

is proving difficult to gain matching funds from donors independent of the Global
mnaagaaa. ‘This implies that the only way to move forward is to inject GEF funds
up front even if this constitutes 100 percent of the fund held in the trust in the first instance.
In addition, the high start-up costs must either be covered independently or require a higher
initial capitalization of the trust fund.

Finally, the sustainability of the financial flow of income is important; but it is not the
objective of the exercise. The objective of the exercise is sustainability of conservation
efforts. This calls for innovative programs and institutional mechanisms, as well as
innovative financial mechanisms,
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Annex |

Project implementation

The responsibility for the day-to-day implementation of project activities will fall largely to
the Department of gu&a&%%éﬂsﬁ& National Conservation Division
(NCD). Although NGOs are eligible to apply for BTF funds, NCD, as the division
gg—om&%ﬁ%ﬁ&ﬂggégg%ﬁ
projects proposed for the first five years. In the planning of an expanded protected area
management system, the NCD will be particularly sensitive to the needs of the people who
live in close proximity to the areas and depend on the forestry resources. Close consulta-

The BTF will be administered by UNDP's Treasury Section under the regulations, rules, and
procedures applicable to UNDP trust funds. The costs of services supplied by UNDP are as

The accounting services are priced at

* 3 percent of expenditures up to US$500,000 a year

* 2.5 percent of expenditures for amounts in excess of US$500,000.
The investment management fee is

* 0.3 percent of 1st US$10,000,000 principal

« 0.2 percent of next US$10,000,000

* 0.1 percent of amounts over US$20,000,000,

other sources.

The MOU includes a covenant that the RGOB will use its best efforts to maintain Bhutan's
forest cover at its current percentage of the country's area, as determined by a survey to be
ing. If B 's

specific vegetation and land use types, will be stipulated in an appendix to the documents
establishing the trust fund.
Fifteen days before each calendar quarter, the RGOB will contribute matching funds
8.5»?.3 ten percent of the budgeted disbursements for that quarter as approved by the
Board. This contribution may be made in either local currency or in kind (such as land,
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It is the RGOB's intention to sustain the conservation program supported by the GEF
E&g The major proportion of the project’s expenditures will be on the recurrent
ch

?gﬁaﬁaggwig&%ggg The Bank's
project completion date is expected to be about July 1, 1997. If the conditions are not sat-
g&&eo%oggggssogggsg&

upon the recommendation of the Regional Vice President. If adequate progress is being
made, a later closing date may be established by the Bank in consultation with RGOB.
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BOLIVIA NATIONAL FUND
FOR THE ENVIRONMENT?2

International assistance has become an important source of funds for Bolivia in
implementing development initiatives, and now environmental programs. The National
Fund for the Environment (FONAMA) has evolved through three well-defined stages to
coordinate all of Bolivia's investment in the environment. FONAMA was set up in 1990 as
ggggg and complete debt swaps to support conservation and sustainable devel-
opment projects. In the secand stage, FONAMA's role was expanded to raise and manage
funds. Debt swaps continued to be one of the mechanisms, but other options were explored
such as concessional credits from multilateral agencies. The third stage, increased
FONAMA's role to include the organization of all investment in conservation, sustainable
development, and environmental quality in Bolivia. As these stages evolved, it was realized
that an efficient and effective mechanism was needed to coordinate the activities of the
ggagg

In early 1991 the newly created General Secretariat of the Environment (SEGMA)
initiated a Bolivian Environmental Action Plan (PAAB). Ewaaw to sct up and sup-

the population. PAAB defines policies and priorities. FONAMA then adopts the PAAB
products, identifies needs and actions in consultation with mmmg?gaga&wﬂ.
g%a&%ﬁﬁag%%gw This process is one in which society
participates in %Egéﬁgﬁooﬁggg

Fiduciary agent
FONAMA itself is the fiduciary agent.

to create a climate in which decisions about the use of funds includes the input and par-
ticipation of FONAMA, SEGMA, the funding agency, and the implementing organizations.

FONAMA's functions

FONAMA's three functions—technical, administrative, and fundraising-—are carried out by
gg&ﬂgwg needed by consultants. The fechnical
coordination unit is responsible for incorporating all the projects received by FONAMA
58 ?&auﬁmo_mo.szo__ géﬁﬁo%?ﬁg% 3&9&3%

The administrative coordination unit is responsible for managing all the accounts and
FONAMA's general operations. This unit prepares budgets, disburses the funds, handles
the financial accounting and internal audits, and other a’ ministrative tasks.

2Bgsed on the Case Study: Bolivia's National Fund For The Environment, A g_aza.gﬁa
effort 1o organize investment in the environment. By Carlos E. Quintela, Executive Director
November 1991.

AU
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.:a.a.e.a coordinating unit g&s%ﬁgﬁag&uﬁ&ag
unit is responsible for identifying funding opportunities, preparing proposals in

FONAMA currently has eight members on its Board of Directors: (1) the Chairman, the
Minister of Agriculture and Rural Affairs; (2) the Secretary General of the Environment;
(3) the Minister of Planning and Coordination; (4) the Minister of Finance; (5) the

. Executive Director of the League for the Defense of the Environment; (6) the Executive

Director of the Friends of Nature Foundation; (7) the President of the Indigenous Confed-
eration of the Eastern Lowlands; and (8) the Executive Director of FONAMA.
g.»ggggsomgag%g?g&g
in two ways. First, the Secretary General of the Environment will now be the chairman;
second, the Board will have regional representation. These changes will not 958:&
alter the operation and purpose of FONAMA. These changes are aimed at securing
SEGMA's position as gggﬁsﬁa&gwgg%g
tions with a greater access to decisionmaking.
gsgﬁgnﬂ:&o&@qﬂo 'AMA's Board of Directors: (1) to ensure

this is the responsibility of each administrative council.
Examples of FONAMA's accounts
gggﬁ?ﬂég October 1990 the United States

from two transactions. The first transaction under PL-480 reduced US$38.4 million of debt
owed by Bolivia to the United States to US$7.7 million. The Bolivian and United States
Governments agreed to credit the interest on the cbligation, about US$200,000 per year to
FONAMA's Enterprise for America's Initiative (EAT) Account to support environmental
programs.

The second transaction reduced all USAID debt in Bolivia (US$341.3 million) under
sections 124 (c) of the ggﬁa~8_§§&§§§
ggggg%ﬁ»ﬁ% 1989. In exchange, the
Government of Bolivia committed to issuing a US$17.2 million bond that would yield USS$1
million every six months for ten years. Although this second transaction was not
gg%%?%&ﬁ?%%&c&?ﬁ



(NGOs) and communities in defining and implementing a national environmental agenda.
The EAI administrative council will be composed of representatives from SEGMA (the
chairman), FONAMA, the U.S. Government, and four representatives from NGOs and
ggﬁ% the government representatives). Among the adminis-
trative council's tasks are to review project proposals and reward grants within the Envi-
ronmental Framework Agreement negotiated between the Governments of Bolivia and the

co-financing agencies. gg%wagéggaggﬁ

assistance project with four goals: (1) strengthening government and nongovernmental
institutions; (2) setting up zges-mwaoa of Protected Areas and supporting its activities
angggg%ggggggggg

858.588_&5&8_.8?»3 ) supporting urban water quality projects.
from SEGMA, FONAMA, the World Bank, and future co-financing agencies who may

design activities carried out by SEGMA, FONAMA, the League for the Defense of the
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FOUNDATION
FOR THE PHILIPPINE ENVIRONMENT?

On September 28, 1990 the United States Agency for International Development (USAID)
and the Philippines Government signed a Natural Resources Management Program grant
agreement. This US$125 million program was designed to support ecologically sound
economir. growth in the Philippines. Within this program US$2$ million was set aside for a
ggg%ééﬁn&aﬂsgsg&
&gaﬂﬂggggg cooperation with local and U.S.-

On April 22, 1991 WWF signed a cooperative agreement with USAID to provide
technical assistance to set up the Foundation for the Philippine Environment (FPE) and to
complete the first US$S million debt-for-nature swap out of the planned US$2S million. In
July 1991 WWF also signed a cooperative agreement with the Philippine Business for So-
cial Progress (PBSP) to help organize the Foundation.

The three main goals for the FPE are (1) conserving the Philippine's biological
diversity; (2) enhancing the technical skills and capabilities of NGOs and other groups in
order to improve the ability to carry out effective environmental and sustainable develop-
ment projects and programs; and (3) promoting community-based sustainable natural re-
source management issues,

The Board of Trustees will be the sole policy-making body. It will: (a) appoint or elect all
officers and employees of the Foundation, except junior officers, and define their duties; (b)
purchase or acquire for the Foundation rights and privileges, and manage its funds; (c)
?E%&nﬁmﬁ&oﬁg@ﬁ:g delegate any of the

to

including the process for selecting a final Board of Trustees; and (2) implementing the in-
terim grants program with help from the WWF and the Philippine Business for Social Pro-
gress,

Financial trustee
Bank of the Philippine Islands.

3Based on the Case Study: Foundation for the Philippine Bavironment; the Articles of Incorporation
for the Philippine Environment Inc.; and the Bylaws of the Foundation for the Philippine
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Management committee

The Board of Trustees may create a Management Committee, with not less than five
members, to perform functions delegated by the Board.

Foundation officers

The officers of the Foundation will e a President chosen from the members of the Board;
Vice Presidents (as many as deemer, necessary); 8 Secretary; a Treasurer; and an Auditor.
Other than the President, the other officers may or may not be members of the Board.

Foundation mechanism

The Foundation will be maintained through a number of sources (such as gifts, bequests,
grants, donations, contributions and endowments). Not more than 20 percent of the total
donations, and 2§ percent of the income from the existing assets of the Foundation for the

taxable year, can be used by the Foundation for administrative purposes. The remaining
balance will be used for the projects and activities to further the Foundation's goals.

from two sources: (1) the U.S. Agency for International Development provided US$S
million to é@nug.no?gg“wa@gwﬁwom Tokyo donated

for
the Foundation. The principal may be used upon the mutual agreement of WWF and the
Central Bank. The Central Bank notes are now in the name of the World Wildlife Fund,

which has fiduciary responsibility for the funds. In time these notes will be transferred to
the FPE itself.

Use of the funds
Funds withdrawn, by check or any other instrument, require the signature of the treasurer
and countersignature of the President of the Foundation. The Board of Trustees may

The first round of interim grants were awarded in April 1992, It is anticipated that as
3.&88 gained and a final Board of Trustees is in place, the interim program will
become the FPE formal grants program.

23



?é?ﬁoggg,gggﬁogg?aﬁ“

The Foundation does mot contemplate pecuniary gain or profit to its members and

(BIR) as a certified donee and tax-exempt institution dedicated to cultural and educational
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GUANACASTE CONSERVATION AREA4

In 1971 the Guanacaste Conservation Area (GCA) began as the 10,800 ha Samta Rosa
National Park supported and staffed entirely from the national budget (National Park
Service). In 1986 a plan was developed for Santa Rosa National Park to expand to the cur-
rent Guanacaste Conservation Area (GCA)—-110,000 ha of tropical dry farest and adjacent
rainforest in northwestern Costa Rica. The GCA's three national parks, one forest experi-
g.a&oﬁa&oﬁu&zoagggg percent of the country. The

GCA's goals are (a) to conserve a large enough arca to ensure the long-term survival of a

dry tropical forest ecosystem; (b) to restore the tropical dry forest ecosystem before fires,

logging, hunting, agricultural, and other land use eliminate most of its 300,000 species; and

Cagﬁugégﬁggomeg?
such a way that the local people are its primary supporters.

The changes from a small, traditional national park to a large, multiple-use conserved
wildlands required a number of changes, such as (a) raising enough money to meet the
initial capitalization costs (buildings, land, equipment, training), oeasgwsaaaﬂ_»na.
gﬂ%ﬁvﬁnsosgmg&ggsgg%

ageggggﬁngggg@
increasing permanent staff from 15 to 85, as well as an additional 20 temporary or as-
sociated personnel; and (¢) changing the administrative structure from a centralized gov-
ernment office issning directives to an administrator and park rangers, t0 a decentralized
process in which the GCA is managed by a team of on-site specialists and administrators
who work within the framework of annual work plans and budgets approved by a regional
Board of Directors and the Ministry of Natural Resources, Energy and Mines (MIRENEM).

Sources of funding

While the GCA had strong political approval from the Arias administration, a large past of
the initial funding came from the international donor community. About $31 million in
cash, bonds, and direct land donations were contributed by more than 2,500 private donors,
the Costa Rican government, four foreign governments, and more than 40 foundations and
conservation organizations.

In the United States, The Nature Conservancy was the conduit for private and
foundation donations to the GCA.
Debt swaps
ds%%agggggéggggg The large debt
swap, US$3.3 million, was conducted by Solomon Brothers (New York), and the Costa
Rican Central Bank with a donation from the Swedish Government to the GCA between

late 1988 and April 1989. A breakdown of this $3.3 million is as follows:

Purchase  Amount Price  Cost

$7,503,478.20 1230  $937,934.78
$7422,844.44 1325  $983,526.89

$5,581,248 1400  $781,374.72
—$4,000,000 1500  $600,000
Total $24,507,570.64 $3,302,836.39

4Based on the Case Study: Guanacaste Canservation Area. By Johnny Rosales. March 1992,

30
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The first quarter of results were paid in cash in June 1989, and the remaining three
quarters on January 1990, 1991, and 1992. Unexpired bonds paid about 15 percent annual
interest thus approximately matching annual inflation in Costa Rica. The uses of these
funds were referred to in a master agreement signed by the Government of Sweden and
Costa Rica (and appendiced with a letter of agreement from the Central Bank).

The two smaller debt swaps were from different donor sources and conducted with
GCA funds. The proceeds from these swaps were used according to the donors' wishes.

Management of the funds
Funding for the GCA was managed by the Foundation for National Parks (FPN). While the

FPN still does a portion of the financial management for GCA, the accounting task is now

being handled by the GCA accounting office, and this office will soon be handling the
entire package of financial responsibilities.

Establishment of the endowment

From the start it was anticipated that an endowment should be established from a debt swap.

Since a debt swap generates local currency, some of the endowment was kept in dollars and
other currencies in order to diversify the portfolio and, to some degree, avoid the inflation
and devaluation of the Costa Rican colon. Beginning in late 1986 ali dollars raised were
used as oollateral for loans in colones from different Banks in Costa Rica. These colones
were used for such items as land purchase, salaries, and operations. The dollars, used as
collateral, continued to eamn interest. In 1990-1991, as the Monetary Stabilization Bonds
gvgggn&gg&%&ggggggsg
off the loans. This freed up the dollars for the endowment. About US$3.3 million was
raised by the GCA endowment portfolio.

In the course of fundraising for the GCA, land donations were made by a rice-growing
company. One of these donations (Orosi, 4000 ha) became part of the Guanacaste National
Park. Two other land donations were outside the GCA boundaries. They have been
maintained as the Junquilla! Recreation Area and the Horizontes Forest Experiment Station.
These two areas are destined for uses other than forest restoration. Both propetties are part
of the GCA endowment, and may generate future funds for GCA.

At the end of each year an estimate is made of the funds available for the coming year.
These funds are derived from interest on the endowment and direct donations. Part of the
income generated by the GCA through services also goes into the endowment. For
example, 5 percent of the budget for each basic science research project conducted in the
GCA is a direct donation to the endowment.

Funds are budgeted according to the expenses of the previous year with an allocation
for inflation. Each program in the GCA writes a plan for the activities that will be

a
Technical Committee (made up of the three directors and chiefs of each of the 13 programs
and departments in the GCA). After several days of discussion, a budget is generated.

The result of this process is used both to plan major expenses and to report back to the
donors on how their funds are spent. This plan is approved by the GCA Director and Tech-
nical Committee before it moves on to the next stage.

The annual plan and budget are then discussed and approved sequentially by the
Regional Committee (effectively the Board of Directors for the GCA), MIRENEM, and the
Trust Fund Commiitee (made up of a representative from the Bank of Costa Rica,
MIRENEM, and FPN) for the proceeds of the debt swap. Once the budget has been ap
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proved by these parties, cach program or department takes the responsibility for using the
funds allocated to it. The finance managers attempt to have on hand funds which are
needed on a monthly basis. This is a complex situation because in Costa Rica the funds are
deposited in a variety of accounts. If large modifications are necessary within the budget,
the GCA Director will make the necessary adjustments.

Audits
Audits are done ¢ “sasionally by both inside and outside bodies, for the donors, and to ensure

that the internal bookkeeping is organized.

Institutional support

The Costa Rican Ministry of Natural Resources, Energy and Mines, the National Parks
Foundation, and the Neotropica Foundation provided the primary in-country institutional
support.

Time frame
It is assumed that the endowment will be maintained into perpetuity and will sufficiently
grow to cover both inflation and program expansion.

32



This proposed project would have three main goals: (1) provide a long-term source of

funding for the protection of Peru's globally important biodiversity by setting up a trust fund |

the country’s conservation units; (2) improve the Directorate of National Park's (DPN)
capacity to protect and manage Peru's conservation units; and (3) test the viability of a trust
fund mechanism to provide long-term and sustainable funding for biodiversity conservation.
approved, the Global Environment Trust (GET) would provide an initial grant of US$4
million for FONANPE. )
Trust fand bylaws
The bylaws governing the operation of FONANPE were drafted by a working group
comprised of representatives from DPN, seven Peruvian conservation NGOs, as well as
environmental lawyers. This working group also developed criteria for the selection of key
conservation units that would be the initial recipients of the trust fund annuity. These cri-
teria included (1) the global importance of the area for biodiversity conservation, in terms
species diversity and endemism; and (2) the relative feasibility of on-the-ground
management. Although several of Peru's conservation units meet these criteria, given re-
source constraints, four or five key conservation units would be selected for initial support
by the trust fund. A short list may include Manu, Pacaya-Samiria, Rio Abiseo, Cerros de
Amotape, and Machn Picchu, among others. As FONANPE's capital increases, other pri-
ority conservation units would be integrated into the program based on the criteria described
above, These bylaws will also stipulate spending rules for the trust fund.
Governance
FONANPE would be governed by a Board of Directors composed of three representatives
from the Peruvian Government, three representatives from the Peruvian conservation NGOs

elected by the Peruvian Environmental §A§§§%§ NGOs),

reports E%Egﬁggg and auditors. During these
§E§E%§§B§a§§§n§§€

the conservation units and carry out other responsibilities as specified in FONANPE's by-
laws. Project management and administration would be done by a project coordinator
appointed by the Board and working within the DPN. The Board would be advised by an
independent technical committee composed of scientists and natural resource management
experts experienced in park and wildlife management. This committee is an additional fo-
rum in which relevant conservation NGOs can contribute substantially to the project.

Since the project would try to foster a community-based, participatory approach
conservation, decisions about the allocation of resources within each conservation unit
would originate at the local level. To ensure a balance in priorities, each conservation unit
digenous groups where appropriate. Each year the conservation unit managers, in con-
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BACKGROUND PAPERS FROM WORKSHOPS

Kamugasha, Ben N. "Institutional Arrangements in GEF Projects in Africa: Some Points
to Ponder”,

Lee, Judith F., Nichols IIT, C. Walter, and Pennetti, Anthony D. "Realizing Investment
Objectives through a Morgan Diversified Portfolio.” The World Bank Second Trust Fund
Workshop. July 31, 1992.

Quintela, Carlos E. "Bolivia's National Fund for the Environment. A joint public-private
effort to organize investment in the environment." November 1991.

Roque, Celso and Edwards, Dick. “Case Study: Foundation for the Philippine Envi-
ronment”,

Rosales, Johnny. “Guanacaste Conservation Area (A Case Study)." March 1992,
Tourreilles, Francisco A. "Establishing A Trust Fund.* July 31, 1992.
Wells, Michael. *Trust Funds And Endowments as a Biodiversity Conservation Tool." The

World Bank Environment Department Divisional Working Paper No. 1991-26. November
8, 1991.
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Workshop on Trust Funds and Endowments

March 12, 1992
World Bank
Room F 1244

9:00 - 9:10

9:10 - 9:20

9:20 - 9:40

9:40 - 10:00

10:00 - 10:20

10:20 - 10:40
10:40 - 12:00
12:00 - 1:30

Opening Remarks:
Leif E. Christoffersen, Division Chief, AFTEN.

Introduction to the workshop objectives:

-Susan Shen, ASTEN.

Case Study Presentations:

Philippines Foundation for the
Environment:

Celso Roque, Senior Fellow, WWF, and the former
Under Secretary for Environment and Natural
Resources, the Philippines

and Dick Edwards, WWF Country Representative,
the Philippines.

lGuanaeasteConservationArea:

Johnny Rosales, Director,
Guanacaste Conservation Area, Costa Rica.

Bolivia National Fund

for the Environment:

Carlos Quintela, Executive Director,
Bolivia National Fund for the Environment.
Coffee Break

Discussion

Lunch -



1:30 - 1:50

1:50-2:30
2:30 - 2:50

2:50 - 3:10
3:10 - 3:50
3:50 - 4:10

4:10 - 4:40
4:40 - 5:00

5:00 - 5:10

5:10 - 6:00

s

Operational Elements of the Trust
Fund or Endowment:

Generating the Income:

Barbara Hoskinson, Director of Conservation
Finance, WWF

and Barry Spergel, Legal Advisor, Conservation Finance,
WWF.

Discussion

Administration of the Income:

Randy Curtis, Director of Conservation
Finance, The Nature Conservancy and
Francisco Tourreilles, Director of Conservation
Finance, South America,

Coffee Break

Discussion

Using the Income:

Kathy Saterson, Director, Biodiversity

Support Program, WWF/WRI/TNC.

Discussion .

Considerations for the World Bank

as administrator and implementer of the GEF:

Barbara Lausche, ENVAP, Ben Kamugasha, AFTEN,
and Ken Newcombe, ENVGC.

Summary of the Main Issues and Next Steps:
Agi Kiss, AFTEN.

Reception



Second Trust Fund Workshop
July 31, 1992

World Back

Room S 5-023

9:30 - 9:45

9:45 - 10:00

10:00 - 10:30

10:30 - 11:00
11:00 - 11:30
11:30 - 12:00

12:00 - 12:30
12:30 - 1:00
1:00 - 1:45

1:45-2:15

2:15-2:30

Introduction:

Description of the Peru Trust Fund:
Claudia Alderman, LAITF.

Legal Structures:
Rudy van Puymbroeck, LEGLA.

Discussi
Coffee Break

Financial and Taxation Issues:

Francisco Tourreilles, The Nature Conservancy
(via videotape), and

Michele de Nevers, LATEN.

Di .

Working Lunch

Investment Strategy and
Services:

Management :
Judith F. Lee, C. Walter Nichols III,
and Anthony D. Pennetti, from J P Morgan.

»



