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A. Project Development Objective

1. Project development objective: (see Annex 1)

The project’s global objective is to promote the conservation and sustainable use of biodiversity in Mexico
through the consolidation of the National System of Protected Areas (SINAP). Project devel opment
objectives are to:

1. Conserve globally important biodiversity in selected areas of SINAP;

2. Promote the economic, social and environmental sustainability of productive activities in selected
protected aress;

Promote socia co-responsibility for conservation; and

4. Promote theinclusion of biodiversity conservation and sustainable use criteriain development projects
and other practices affecting selected PAs

The project will institutionalize significant advances made over the past five yearsin the policy framework,
institutional arrangements, and sustainable flows of financial resources directed toward the conservation of
Protected Areas (PAS) in Mexico, and increase the number of PAS, as well as the representativeness of
ecosystems, coming under improved management. The project will extend the PAs program initiated with
GEF funding in 1992 and restructured in 1997 (project SINAPL), by adding 4 new PAs to the program,
with 8 more areas to be incrementally included to the current project (see Annex 14 for details). It will
support new activities of socia participation and biodiversity mainstreaming for sustainable use,
addressing not only the immediate causes of biodiversity loss, but also some of the root causes.

2. Key performanceindicators. (see Annex 1)

The following are project-level categories of indicators. For each of them, actua baseline and target values
are protected-area specific, and are therefore defined in logical frameworks at the protected area level
(these are available in the project files).

A1l  Frequency of observations of selected indicator species

A.2  Rateof habitat conversion in each area

B.1 Proportion of area under sustainable management relative to the total area with potential for
sustainable use

B.2 Proportion of land users applying sustainable practices relative to total land usersin the PAs
(0%} Number of participatory forums functioning effectively

C.2 Number of conservation initiatives where local communities participate in the design and/or
execution

C.3 Number of NGOs, universities, research centers and socia sector organizations participating in PA
management

D.1  Amount of funds from non-environmental agencies directed to conservation and/or sustainable use
initiatives

D.2  Number of PAswith development projectsor intersectoria initiatives that incorporate
biodiversity-friendly criteria



B. Strategic Context

1. Sector-related Country Assistance Strategy (CAS) goal supported by the project: (see Annex 1)
Document number: R99-92, IFC/R99-82Date of latest CAS discussion: 06/08/99

The joint IBRD/IFC Mexico Country Assistance Strategy identifies three core themes for World Bank
Group assistance to Mexico: social sustainability, removing obstacles to sustainable growth, and effective
public governance. Within this broad framework, the CAS identifies priority areas for Bank involvement in
the environment sector. The proposed project supports al of the environment sector goals. In particular, it
is expected that the project will contribute to the improved management of biodiversity resources, and
institutional development directed towards improved environmental management.

The CAS aso emphasizes opportunities for pursuing sector objectives through access to GEF financing,
particularly to assist Mexico in mainstreaming global environmental concernsinto regular devel opment
programs. A pipeline of projectsis currently under development to implement those CAS provisions.
Different approaches are being tested, including support to conservation efforts by indigenous communities,
development of mechanisms for conservation in private lands, and establishment of a network of biologica
corridors in the productive landscape (see section D).

la. Global Operational strategy/Program objective addressed by the project:

Estimates suggest that Mexico harbors more than 10% of the biological diversity of the planet. Technical
reports indicate that Mexico is the country with the highest diversity of ecosystems for a country in the
Americas, and that it isakey center of origin of agricultural crops. Yet Mexico has aready lost more than
95% of its humid tropical forests and more than half of its temperate forests, as well as more than half of
the original cover of arid aress.

The proposed project addresses the Biodiversity focal area, Operational Policy (OP) 3, forest ecosystems, a
good representation of arid and semi-arid ecosystems (OP 1), coastal, marine, and freshwater ecosystems
(OP 2), and mountain ecosystems (OP 4). The objectives of all four of these Operational Programs are the
conservation and sustainable use of biological resources, specificaly:

e Conservation, or in-situ protection, through protections of systems of conservation areas; and

e  Sustainable use management attained by combining production, socioeconomic, and biodiversity goals.
The Operational Strategies call for arange of uses from strict protection on reserves through various
forms of multiple use and full-scale sustainable use.

The project supports these objectives by including in the protected area system representative examples of
globally significant ecosystems of all four types; assuring active in-situ protection of those areas; and
promotion of appropriate sustainable productive usesin buffer zones and surrounding areas.

2. Main sector issues and Gover nment strategy:

The high biodiversity of Mexico is constantly been threatened by deforestation, over-exploitation,
uncontrolled tourism, accelerated economic development and arbitrary settlement policies. 1n response
to threats to biodiversity, the Government of Mexico (GOM) developed a strategy for protecting critical
habitatsin the late 1980s. The main policy goalsincluded: (a) integration of protection and sustainable
development of natural resources with social, economic, and modernization processes needed for
development; (b) making ecosystems conservation compatible with the need for rational natural
resources use to support sustained community development; and (c) ensuring the recovery, protection



and conservation of natura resources and the equilibrium of ecosystems.

As one instrument to meet these objectives, the GOM created the National System of Protected Natural
Areas (SINAP) (1986) comprising parks, reserves, and monuments. SINAP was designed to (a)
preserve natural settings; (b) safeguard genetic diversity; (c) ensure rational utlization of ecosystems, (d)
provide areas conducive to scientific research; (€) promote rational and sustained resource utilization
and preservation; (f) establish forest zones to protect human activities in mountainous flood zone
regions; and (g) protect cultural heritage SINAP isakey element of Mexico's strategy for conservation
of biological diversity. There are currently 127 PAs, totaling 17,056,606 hectares (12,949,170 ha
terrestrial, 4,107,435 ha marine).

In the early 1990s, GOM and the World Bank began to explore ways in which Bank financing support
could assist GOM in achieving its environmenta objectives. In 1992, GEF granted US$ 25 million to
GOM to ensure the conservation of ten priority protected areas (PAS) in Mexico. Project implementation
did not start until 1994. Further delays were caused by institutional rearrangements, since the ingtitution
responsible for the project, the Ministry for Urban Development and Ecology (SEDUE) was modified
into the Ministry for Social Development (SEDESOL). This again was restructured giving rise to the
Ministry for the Environment, Natural Resources and Fisheries (SEMARNAP), which assumed the
project implementation. From 1994 to 1996 the project funds flowed with difficulty and delay to the PAs
due to complicated disbursement arrangements. Both the World Bank and SEMARNAP decided in 1996
to restructure the project to address the problems encountered.

In 1996 SEMARNAP invited the civil society to participate in the restructuring process of the GEF PA
project. Two NGOs (Pronatura and The Nature Conservancy) conducted a thorough analysis of the
project. This analysis was further complemented with an extensive consultation process that included
approximately 80 people and organizations with experience in PA management. The result from this
process indicated the need to transfer the remaining funds to a private organization to ensure efficiency
in the disbursement and continuity through different public Administrations. Further, the consulted
groups agreed that an endowment fund should be established with the remnant of the funds (US$ 16.48
million). An endowment would ensure long-term support to the ten priority PAs, aswell as dowly build
the planning and spending capacity of the personnel at the PASs.

One key group that participated in the restructuring process of the GEF project was the National
Council for Natural Protected Areas (CNANP). The CNANP was created in 1996 as part of the efforts
by SEMARNAP to include the different sectors of society in the management of the environment.
CNANP is an advisory body composed of members of all sectors of society (social, private, academic,
NGOs) with proven experience in PA management. It is independent from SEMARNAT (SEMARNAP
changed to SEMARNAT under the current Administration), and has become the highest advising
authority in PAs. After reviewing the results from the analysis and consultation on the GEF project,
CNANP decided not to create a new organization to receive the remnant of the funds. Instead, CNANP
considered the already existing organizations that could house a PAs endowment and selected the
Mexican Nature Conservation Fund (FMCN). FMCN was established in 1994 as the first environmental
fund in Mexico. In 1996 it managed US$ 20 million from USAID and US$ 10 million from the GOM as
an endowment. The interest of these contributions is yearly channeled to projects selected after acall for
proposals. Today FMCN supports 380 conservation projects all over the country.

The restructuring of the first GEF project in PA in Mexico (termed SINAP 1 for being the first GEF

project to support the National System of PAS) resulted in the creation of the Fund for Protected Areas
(FANP) within FMCN. CNANP, SEMARNAP and FMCN worked in the institutional arrangements
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and project cycle, which are described in detail in an Operational Manual that rules the everyday SINAP
1 project operation. The yearly interest is channeled to the PAsvia NGOs that are in charge of
accounting and hiring personnel according to Annual Operating Plans designed by the reserve personnel.
The latter consult the local Advisory Committees (CAS) of the PAswhile drafting the Plans. These CA
include local representatives from all stakeholdersin a given PA. FANP personne oversee the
administration and application of the funds. A central coordination (CC) unit within SEMARNAT
serves as alink between the GOM and FMCN, providing oversight of the technical implementation with
the support of GOM personnel. FANP personnel report to the Technical Committee for the Fund for
Protected Areas (CTFANP), which is composed of seven members named by CNANP, which represent
the different sectors from society. CTFANP obtains the support from another committee within FMCN,
the Administration and Finances Committee (CAF) for management decisions on the endowment.

SINAP 1 project began its operation in 1998. Shortly after the start of operations, GEF conducted a
study on environmenta funds in the world. FMCN was one of the ingtitutions included in the analysis.
The resultsindicated that FMCN and its newly created FANP were models to follow. Endowments, in
the case of PASs, address the immediate need to provide basic support for the operation of a PA. They
work in synergy with traditional funds provided by GOM and other donors, and they attract additional
funds. Continuity in time alows PA personnel to plan and develop systematic management schemes for
conservation. An independent evaluation of SINAP 1 project in 2000 revealed also that it was a model
to follow. Both studies identified the mixed public-partnership nature of the project as a key component
of itssuccess. For afull description of the lessons learned from this first project refer to Section D.3.

Along SINAP 1 project, positive developments have taken place in the GOM and the conservation
community. The public funds channeled to the federal PA System increased 15-fold from 1994 to 2000.
Today, 56 PA have dedicated staff paid by the GOM out of atotal of 127 PA, and 27 PA have a
published Management Program. Ten years ago, no PA had permanent officia staff. Under
SEMARNAP, the administration of PAs was under the Coordinating Unit for PAs (UCANP) within the
National Institute of Ecology. In June 2000, the National Commission for Natural Protected Areas
(CONANP) replaced UCANP, acquiring independence from the National Institute of Ecology and
increasing its status. National Regulations for PAs have been published and CONANP is now working
on turning these regulations into law. Within the conservation community, FMCN has increased its
endowment from US$ 30 million when it was chosen by CONANP to house FANP, to US$ 57 million.
Aside from the initiatives in PAsthat are explained in Annex 14, FMCN has recently created the
Mexican Conservation Learning Network, which will provide technical assistance to develop capacities
in the conservation community. FMCN leads today the Network on Environmental Funds of Latin
America and the Caribbean. NGOs in conservation in Mexico have succeeded in the recognition of the
establishment of private natural lands, in the development of local fundraising mechanisms, in the design
of regional approaches to conservation and in the innovation of new conservation schemes with
community groups.

Continuity in time has been tested for SINAP 1 project and corresponding support for PAs during the
recent change of public Administration. The new officials in charge have embraced the protection of the
National System of Protected Areas (SINAP) as a national priority. The extraordinary increase in
CONANP' s budget granted in 2000 (US$ 9 million) was integrated into CONANP's regular budget for
2001. Additionally, the Regional Sustainable Development Program (PRODERS) within SEMARNAP
was transferred to CONANP under the new Administration. This initiative will ensure added support to
sustainable practices within and around PAs. CONANP has added a new director-level unit to develop a
monitoring system for the PA system. This unit is also working on the devel opment of performance
indicators and eva uation methods for PA personnel. Mechanisms to increase local fundsin PAs are



being tested, working in synergy with FANP. Entrance fees in one marine PA are being charged asa
pilot project. If this mechanism to capture local funds succeeds, it will be expanded to additional PAsin
the near future. CNANP has continued meeting regularly, and its membership has been enriched to
ensure adequate representation of all sectors of society. CNANP has provided continued oversight on the
development of SINAP 1 project. ( see Section D.4 for additional information on the new
Administration commitment to the project)

The new Administration recognizes that the work in the last decade has succeeded in the establishment
of a System of Protected Areasin the country. The challenge it identifies for the present and future isthe
consolidation of this system. This consolidation requires the full coverage of PAs with competent
personnel and minimal infrastructure, the development of fundraising mechanisms, the implementation
of innovative conservation mechanisms (purchase of land, co-management schemes with NGOs and
academia, institutional synergy with programs from other public sectors), a communication strategy to
the different sectors in society, adaptive management ensured through regular evaluation of performance
and impact in the field, and the development of local capacity and co-responsibility in communities and
state governments to join in the conservation of PAs. The GEF contribution to these efforts through the
SINAP 2 project is essentia. The expansion of FANP endowment included in SINAP 2 will aid in
increasing the number of PAsthat have a minimum coverage for conservation, while the support to
mainstreaming conservation will aid CONANP in its efforts leading to ingtitutional synergy with
programs from ministries other than SEMARNAT, improve CONANP's communication to strengthen
its constituency, evauate its impact in the field, while strengthening social participation leading to local
co-responsibility in PAs.

3. Sector issuesto be addressed by the project and strategic choices:

The project will address three priorities for action identified by the national biodiversity strategy and action
plan, namely protection of biodiverse ecosystem, sustainable use of biodiversity and improvement of the
knowledge base on biodiversity. It will promote protection by supporting implementation of management
plansin PAs. These are designed to control illegal activities, to implement emergency measures to combat
fires, and respond to other immediate threats to biodiversity. It will support sustainable use by means of
community participation and promotion of adequate technologies in the buffer zone of the protected areas.
Finaly, it will improve the knowledge base by means of targeted analysis (biodiversity assessment, threat
analysis, root-cause analysis, socia assessment, etc.) at CONANP's central level and as an integrated
element in the preparation and execution of management plans.

The project would also support al elements of the SINAP strategy, by:

e Complementing fiscal funding of PAs with permanent GEF endowment-based support for basic
operation, conservation, equipment, community activities, and training.

e  Supporting public-private - social partnerships in each of the PAs.

e Enhancing socia participation and social sustainability.

e Developing institutiona capacity for PA management, including institutional strengthening of the
agency in charge at the national level and of Civil Society Organizations — CSOs (grassroots
organizations, NGOs, communities, producers associations, etc.) participating in co-management
arrangements.

e Improving the PAS ability to address the root causes of biodiversity loss, by fostering inter-ingtitutional
coordination to identify and mitigate potential threats arising from development projectsin other
sectors, and by mobilizing support from other sectors for sustainable productive activities.

e Channeling additional international support to the PAs and creating conditions for further financial



leveraging at the protected area, regional, and national levels.
To address the issues referred to above, the following strategic choices were made:

First, it was decided to retain the key elements of restructured origina project, namely the public-private
institutional framework and the trust fund mechanism. These choices have been validated by experience
demonstrating that the steady, reliable flow of resources for permanent staff, basic operating, conservation,
and community activities have built areliable “ platform” and developed investor confidence sufficiently
that all areas have been able to increasingly generate additional resources from other sources as well.

Second, it was decided to add biodiversity mainstreaming (promotion of socia-institutional partnerships) to
the “menu” of support provided to the PAs. Thisis due to the long-term nature of the program and the fact
that many of the root causes of biodiversity loss are not adequately addressed by traditional conservation
projects. The mainstreaming component will promote partnerships between stakehol ders and institutions at
the protected area level to improve local access to sources of financial and technical assistance for
alternative sustainable livelihoods.

Third, it was decided to prioritize the protected areas to be included in the project. Mexico's 127 PAS span
the impressive diversity of Mexico's natural environment, at the levels of ecosystems, landscapes, species
and genetic diversity. During preparation, criteria were established for guiding consolidation of the
protected area system, and a detailed priority setting exercise was undertaken by leading Mexican scientists
and conservationists under the auspices of the Nationa Institute of Ecology (INE), the National
Commission for the Knowledge and Use of Biodiverstiy (CONABIO) and FMCN to establish relative
rankings among existing and planned PAs. Asaresult of this exercise, 24 PAswere identified as the
highest priorities for protection to ensure adequate coverage of Mexico's arid, forest, mountain and coastal
marine ecosystems (these 24 are in addition to the 10 reserves included in the GEF Pilot Phase SINAP 1
project). This priority group includes 12 reserves that will receive direct financial support from GEF (4
reservesinitially and 8 more that will be added incremetally to the project). The methodology used for the
prioritization exercise is summarized in Annex 13. The expansion of FANP endowment to cover the 12
reserves of the project isincluded in Annex 14.

C. Project Description Summary

1. Project components (see Annex 2 for a detailed description and Annex 3 for a detailed cost
breakdown):

The project costs are presented below. In addition, the costs for the expansion of the Endowment that will
follow through incremental tranchesis presented in Annex 3 and 14.

Indicative Bank % of GEF % of
Component Sector Costs % of financing Bank financing GEF
(US$M) Total (US$M) | financing (US$M) | financing
1. Expansion of the Fund for 0.0 0.0 0.0
Natural Protected Areas
1.1 Endowment capital Other Environment 18.80 31.3 0.00 0.0 9.40 58.4
1.2 Fund-raising Environmental 2.40 4.0 0.00 0.0 1.20 7.5
Institutions
2. Protected area conservation 0.0 0.0 0.0
programs
2.1 Implementation of Other Environment 13.87 23.1 0.00 0.0 0.00 0.0
Mgmt Programs




0.00 0.0 0.00 0.0 0.00 0.0
3. System-wide Institutional
strengthening
3.1 Central Coordination Environmental 1.93 3.2 0.00 0.0 0.20 12
Institutions
3.2 CONANP Environmental 0.17 0.3 0.00 0.0 0.00 0.0
Strengthening Institutions
3.3 CSOs and NGOs Environmental 2.00 3.3 0.00 0.0 0.00 0.0
Strengthening Institutions
4. Mainstreaming Natural Resources 20.95 34.8 0.00 0.0 5.30 32.9
Conservation and Sustainable | Management
Use Policies
Total Project Costs 60.12 100.0 0.00 0.0 16.10 100.0
0.00 0.0 0.00 0.0 0.00 0.0
Total Financing Required 60.12 100.0 0.00 0.0 16.10 100.0

[Note: The present budget reflects funding alr eady approved by the GEF council, which would provide permanent endowment
incometo four protected areas. However, the project has been conceived and designed to be incrementally scaled up and
extended to eight additional areas by means of a " supplemental grant" mechanism, described, along with the budget for the
entire set of 12 areas, in Annex 14].

Component 1: Expansion of the Fund for Natural Protected Areas (Total $21.20m, GEF $10.6m)
This component will support the capitalization of the endowment fund (FANP/Fund for Protected Areas).
GEF funds deposited in the endowment fund will be matched on 1:1 basis. For the first phase $9.4 m will
be deposited in the endowment fund. The rules to deposit the GEF contribution in the Endowment Fund are
spelled out in Annex 14. The investment income of the endowment fund will support basic conservation
operating costs of 4 new priority protected areas not covered in the GEF |, as well asincremental FANP
administrative expenses. Through additional GEF support in future phases, the FANP endowment fund is
expected to be further expanded, so as to generate investment income for 8 additiona new protected areas
(see Annex 14 for detailed description). The process of selection of the 4 initial reserves aswell asthe 8
subsequent onesiis presented in Component 2. Detailed procedures to manage the endowment fund are
spelled out in the Operational Manual (condition of effectiveness) and in Annex 5 and 14. To cover the
first year of operation in each of the 12 reserves, while endowment funds accrue interests, a reserve of
$1.9m has been set aside for the start up costs of the reserves. The rules are spelled out in the Operational
Manua. This component will also support the optimal operation of the endowment fund and will include a
fundraising program. The fund-raising plan will involve the GOM, the FMCN, and alliances with other
nationa and international NGOs. The fundraising program will be executed jointly by FMCN and by
CONANP. GEF will contribute $1.2m and FMCN and CONANP will contribute $1.2m. The targeted
groups of the fundraising activites will include major government/ private firms as well as foundations.

Component 2: Protected Area Conservation Programs (Total $13.87m; income from GEF )

This component will finance the implementation of management at the PA level. Eligible basic conservation
activities in the four PAs included in the project will be supported through a mix of FANP-generated
income, fiscal funds and other sources of financing. Annex 13 contains further information on these areas,
aswell as on the entire group of 12 areas that are expected to receive funding from additional GEF support.
At the reserve level, activities to be covered by the income derived from the endowment will include: basic
operation costs, equipment, conservation activities, community activities, and capacity-building activities.
The GOM has committed to maintain the basic staff and recurrent costs for all 12 areas throughout the
project’ s life and beyond, and to begin to extend basic funding to the next tier of priority areas aswell. In



terms of expenditure categories, this component will finance equipment, materias, supplies, consultants,
training, salaries and operating costs.

Component 3: System-wide Ingtitutional Strengthening. (Total $4.10m ; GEF $0.2m).

This component will include three sub-components: 1) Central coordination sub-component will support
activities involving the endowment-supported PAs as a group, including capacity building and technical
assistance to the PAs, monitoring and evaluation systems and; social participation in the protected areas
program: 2) Government Institutional Strengthening sub-component will support CONANFP stransition to
an effective conservation agency, and the related adoption and execution of strategies for performance,
strategic planning, environmental information, marketing, interaction with donor and NGO sectors,
information technology and systems, human resources, physical resources, communications, and adaptive
management; and 3) NGOs and CSOs Strengthening sub-component will help establish and consolidate a
Mexican Conservation Learning Network (MCLN) for the sharing and adoption of knowledge on protected
areas management, benefitting non-governmental organizations (NGOs) and civil society organizations
(CSOs). All NGOs involved in management activities of the GEF-supported PAswill be eligible to
participate. They will receive direct assistance from program staff, scholarships for courses and
workshops, access to information and databases, and regular assistance with assessment of organizational
development in competencies such as planning, management, leadership, administration, monitoring and
evaluation, and finance. Activities to be financed under this component include: staff, consultancies,
workshops, training, and publications.

Component 4: Mainstreaming Conservation and Sustainable Use Policies. (Total $20.95m; GEF
$5.30m)

This component would promote the inclusion of criteria of biodiversity conservation and sustainable use in
the development programs and initiatives affecting the selected PAs. Details on the activities and budget
for this component are presented in Annex 2. More specificaly, it will: 1) Establish and strengthen legal,
normative and operational tools to mainstream biodiversity conservation criteriain sectoral policies and
programs (e.g., inter-institutional agreements, technical manuals for civil servants); 2) Establish and
promote planning tools and mechanisms to promote sustainable development in PAs (e.g. communication
and education campaigns, community-level sustainable development plans and micro-regiona councils;
capacity building for sustainable development initiatives); and 3) Mobilize funding from sources other than
CONANP for investments in the conservation and sustainable use of biodiversity in PAs (through for
example fiscal incentives, establishment of a group of "business leaders for conservation). This component
will finance activities aimed at producing results at two levels: a) at the central level; b) at the PAs level.
Activities digible under this component include studies and consultancies, workshops and capacity
building courses; publications, audio-visuals, television/radio broadcasts and other communication
material; and incremental operating expenses.

2. Key policy and ingtitutional reforms supported by the project:
Key policy and ingtitutional reforms to be supported by the project include:

1) Strengthening of CONANP with increased autonomy and capacity to develop and implement a
long-term national strategy for SINAP, closely keyed into national development plans; 2) Continued
progress on decentralization of management and decision-making for PAs; 3) Increased participation of
local communities and other stakeholders in protected area management and sustainable use of resources
oriented toward conservation in their zones of influence. Specia attention will be paid to the participation
and equitable sharing of benefits by indigenous peoples and vulnerable groups; 4) Establishment of
strategic partnerships with civil society and the private sector; 5) Development of sustainable financial



mechanisms, including innovative public/private/social sector partnerships. A key contribution to this
outcome will be the project’ s ingtitutional strengthening of local organizations which can institutionaize
funding mechanisms at the PA level; 6) Strengthening of inter-institutional coordination mechanisms at
national and state level; and 7) Adoption of policies and regulation of public use of the PAs.

3. Benefitsand target population:
Benefits

The benefits of the project consist in the continued maintenance of the flow of goods and services provided by the
target protected areas. These include availability of floraand faunafor direct consumption, amenity values for
tourism and recreation, provision of ecological services such as watershed regulation and protection, micro-climate
stabilization, maintenance of air quality and water supplies, generation of biomass and nutrients, control of erosion
and sedimentation, coastal protection, carbon sequestration, storage of information to enhance knowledge on
ecosystem properties, genetic diversity, etc.

Target Population

A rough estimate of the population living in the four initial PAs and surrounding zones amounts to almost 400,000
people. Most of them are small agricultural producersin their own or community land or are engaged in cattle
rearing, fishing or forestry. The use of natural resourcesisimportant for direct consumption, medical purposes, or
handicrafts production. Productivity islow and commerciaization is inefficient and not sustainable. Most
communities are marginalized and live in extreme poverty. The project aims to benefit this population by promoting
sustainable alternatives for better use of their resources combining conservation and poverty reductions efforts.
Through promotion and strengthening of community organizations the project will help poorer stakeholdersto
obtain support from other government agencies. In general, the project will ensure that this population share the
benefits of PAs conservation.

Target Population: Ethnicity and the Project approach.

Around 16% of the total population in protected areas and buffer zones are indigenous people comprising eleven
ethnic groups. In some of the protected areas, like Tehuacén- Cuicatlan, indigenous population represents almost
50% of the total. Eight different ethnic groups, each one with their own traditions, languages and cultures coexist in
extreme poverty conditions. In Chichinautzin-Zempoala the presence of indigenous peoples of Nahua descent is aso
predominant. In spite of outside pressures, they have a strong organization that has helped them to maintain their
culture. In the northern protected areas the situation is the opposite, indigenous population has almost disappeared.
In Cuatrocienegas, there is no ethnic group established. Though the Kickapoo have part of their territory there,

they use it only for ceremonia purposes, because they live in Eagle Pass. In the Golfo-Rio Colorado area, only few
indigenous Cucapa remain. Nevertheless, indigenous people play an important role in conservation because they
maintain a close dependence on natura resources and they own many of the lands in protected areas.

The approach of the project towards indigenous groups fully respects the Mexican lega framework protecting their
rights, and is consistent with Bank's OD 4.20. An indigenous peoples strategy has been prepared to ensure that
indigenous communities participate and benefit from the project. In PAs where indigenous population resides,
Indigenous Peoples Development Plans (IPDPs) have been prepared. Modifications in the structure and procedures
of Consgjos Asesores (CA) in protected areas will ensure that indigenous organizations are fully represented and
play arolein the management of the areas. Annex 11 provides additional information on the approach proposed by
this project, to ensure that stakeholders (especidly indigenous people and other vulnerable groups) share into the
project benefits and are not negatively affected by the implementation of biodiversity conservation regimesin the
areas.
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4. Ingtitutional and implementation arrangements:

The restructured project (SINAP 1) has resulted in a public-private arrangement, which has become an
internationally recognized best practice and an exampleto follow at international levels. The GEF
assessment on environmental funds published in its “Lessons Notes No. 77 (1999) some of the elements
from the current project, which have led to its success. In 2000, an independent evauation of the project
concluded that it sets an example to follow in both administrative and technical areas. Furthermore, recent
achievementsin funds raised (US$ 10.3 million in non-endowment funds, US$ 5 million in endowment
funds as match to the current project, US$ 7.5 million as match to SINAP 2 project) indicate high
expansion capacity. Specifically, this expansion is resulting in interesting new developmentsin protected
areas (PAs), such as innovative compensation mechanisms and the creation of local funds with direct
stakeholder participation. The next step in the consolidation of the National Protected Areas System
(SINAP) isto expand the endowment to cover additional high priority areas, strengthen capacities at the
newly crested CONANP and explore new avenues for inter-institutional synergies with other public
sectors. SINAP 2 project will address these three objectives using the present institutional arrangements
with some additions.

Institutional Arrangements

The project will be executed by two agencies, the National Commission for Protected Areas (CONANP)
and Fondo Mexicano parala Conservacion de la Naturaleza (FMCN). The legal agreement will spell out
detailed obligations and responsibilities of each of the two agencies for the administration of GEF funds.
The table below summarizes the distribution of execution and administration responsibilities among the
different ingtitutions for each component and sub-component of the project. Two operational manuals will
be guiding project implementation and administration. One to execute CONANP portion of the project and
one for the FMCN (this latest Manual will be an up-dated copy of the current SINAP | manual). Outlines
of the draft Operational Manual for CONANP and alist of revised items for the FANP Manua will be
agreed during negotiations. The table below summarizes the distribution of execution and administration
responsibilities among the different institutions.

CONANP NAFIN FMCN/FANP

1. Expansion of the Fund for Protected

Areas

1.1 Endowment Capital Execution and
Administration

1.2 Fundraising Execution Administration | Execution and

(30% of thefunds) |(30% of the administration (70%
funds) of the funds)

2. Protected Areas Conservation

Program

2.1 Implementation of Mgmt. Programs | Execution Administration (POA
financing through
FANP income):
contracting to be
procured to NGOs or
UNDP

3. System-wide I ngtitutional
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Strengthening

3.1 Central Coordination Execution Administration | Administration up to
of M&E funds | 9% FANP income

3.2 CONANP Strengthening Execution and
Administration
3.3 CSO and NGOs strengthening Execution and
Administration
4. Mainstreaming Conservation and Execution Administration

Sustainable Use Palicies.

1. Mainstreaming (GEF $5.3m), fundraising (GEF $0.4m) and M& E components (GEF $0.2m)

CONANP

In order to execute the components and sub-components administered by NAFIN for CONANP, a small
Project Coordinating Unit (PCU) will be fully integrated within CONANP. The Unit will be headed by a
coordinator at the assistant director level, who will be reporting to the Regional Sustainable Development
Program (PRODERS), Genera Director of Conservation for Development. The PCU coordinator will have
one staff member devoted to mainstreaming and another one to the implementation of the social
participation strategy in the project. Additionally, to alow for better integration with the new CONANP
organizational arrangements, the PCU coordinator will have three staff members located within the
Administrative, Strategic Communication, and Monitoring and Evaluation areas of CONANP (see
CONANP s organizational chart, below). The PCU will be technically responsible for the design, execution
and monitoring of activities to be executed by the Commission and administered by NAFIN. They include
the mainstreaming component, one third of the fundraising GEF funds (US$400,000 to raise US$3m) and
US$200,000 for monitoring and evaluation. Implementation at the protected area level is the responsibility
of the Protected Area Director, in collaboration with local stakeholders through bilateral agreements, ACs
and other mechanisms. The PA Director reports to the President of CONANP, to whom ghe is responsible
for plans and objectives. Each Director is assisted by a core group of permanent staff responsible for
coordination, operations, project supervision, and administration. Typically, the core team is complemented
by project managers and seasonal labor hired on a contractual basis. Each year, the Director prepares
annual operating plans (POAS) based on the Management Programs that provide the framework for the
conservation program, including, where applicable, implementation of an Indigenous Peoples Development
Plan.

-12 -



SEMARNAT

CNANP

National Commission for Protected Areas (CONANP)

Conservation for Development General Director

PCU

PCU s

PCU mainstreamin/q/staff

ial part. staff

Administration Director

| StrategiiComm. Director

M&E Director

PCU staff PCU staff A pCuU staff
Mexican Nature Conservation Fund
Central
Board Coordination
| CTFANP
—
FANP |
<

2. Endownment Fund

-13 -

FMCN will manage SINAP 2 endowment fund and will oversee the administration and application of its
investment income based on SINAP 1 arrangements. The administrative cost for FMCN’srole (FANP
costs) will amount to 12% from the investment income. This percentage will allow FANP to gradudly
become independent from the present financia support it receives from other programs within FMCN, as
well as maintain FANP costs at 12% in SINAP 1. FANP will strengthen the present team (one additional
staff member for every four PAs added) to adequately address the additional work load. FANP will




continue reporting to the Technical Committee for the Fund for Protected Areas (CTFANP), which will in
turn report to FMCN’"s board. Members of CTFANP will continue to be named by the National Council on
Protected Areas (CNANP), which serves as an independent advisory organism to CONANP. The costs
assigned to the central coordination in SINAP 2 (which amount to 9% from the investment incomes in
SINAP 2) will be channeled exclusively to studies, workshops or consultancies that pertain to more than
one PA and aid in the strengthening process of CONANP. Such activities will be defined by CONANP,
included in the central coordination POA and subject to approval by CTFANP. The technical oversight of
the income derived from the endowment in both SINAP 1 and 2 (supervision of technical reports, field
visits and activities required to verify the correct application of the funds) will be covered with the
percentage assigned to the central coordination in SINAP 1 (9 to 12% of the investment income of SINAP
1 endowment according to the Operational Manual). The costs and activities will be included in the central
coordination POA and subject to CTFANP approva. The exact annual percentage will be determined by
CTFANP and will depend on the level of technical support required in a given year and the demands from
the donor (both GEF and World Bank in this case).

3. Other non-endowment activities

FANP will manage non-endowment activities as well. These include fundraising activities for up to USD$
0.8 mi. These funds will be channeled to FMCN through a special account. FMCN will be responsible
for raising USD$ 6 mi as a match to the endowment. The fundraising activities by CONANP and FMCN
are described in annex 14.

Project cycle management (for the operation of Endowment Interest)

SINAP 2 will build on the project cycle developed for SINAP 1, which is the result of four years of
experience and has incorporated feedback from al its actors. This cycle starts each June, when the
Committee on Administration and Finances at FMCN informs the Technical Committee for the Fund for
Protected Areas (CTFANP) on the availability of funds to cover the project for the following year.
CTFANP then applies a methodol ogy that considers variables such as size, population, performance and
number of communities to assign the budget for each protected area (PA) included in the project. In early
July CTFANP informs CONANP viathe centra coordination (CC) on the funds available for each PA
included in the project. The CC, in turn, notifies the director of each PA, so that S'he prepares the
corresponding Annual Operating Plan (POA) with the participation of the PA Advisory Committee (CA).
The PAs send the first drafts of POAs by August 15 to the CC. After aquick review, CC sends copies of
these first drafts to other departments within CONANP, to CTFANP and to the World Bank (WB). CC
and FANP also send their respective POAs to WB. CONANP, CTFANP and WB review the drafts and
send their comments to CC. The CC, in consultation with CONANP, reviews the comments and sends them
to the PAs when considered necessary for POA approval. The PA directors incorporate the commentsinto
afina version submitted to CC by September 15.

POA approval, under SINAP 1, depends on three conditions: @) evidence that CAs participated in POA
formulation; b) incorporation of IPDPsinto the POA of those PA with indigenous peoples; ¢) aletter from
CONANP stating that counterpart funds for core personnel and basic operation will be available for the
PAsincluded in the project for the following year. With the expansion of the project under SINAP 2, three
requirements will be added: @) a description of activities within the POA that support the socia
participation strategy of the PA; b) the identification of activities within the POA that require a sustainable
development action plan (SDAP) to mitigate possible socia impacts due to restrictions or changes in the
use of natural resources; c) the inclusion of activities within the POA that address the communication
strategy of the PA. Draft POAs for the year 2002 (both from the 10 PAsincluded in SINAP 1 and the four
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PAsincluded in the first tranche of SINAP 2) already address these new requirements. According to the
project cycle followed in SINAP 1, the final version of POAs isreviewed by CC and CONANP from
September 15 to September 25. The CC integrates the PAs POAs and its own into a Consolidated Budget.
It then submits the POAs from the PAs and its own, as well as the Consolidated Budget to FANP. FANP
adds its own POA to produce an Annual Spending Plan and Consolidated Budget (PAGyPC), which is
reviewed by CTFANP by the end of each October. CTFANP makes sure that the PAGyPC complies with
the guidelines contained in the Operational Manua approved by the WB. It then submits the PAGyPC for
WB approval. Once the non-objection from the WB has been obtained (by November 12), the PAGyPC is
submitted to FMCN’"s board for approval in mid-December. Once this authorization is granted, both
CONANP and WB are informed. The funds necessary to cover the PAGYPC for the following year are
transferred from the endowment account to a local account.

The funds necessary to operate the activities planned for the first four months in the PAs are transferred to
the PAsin thefirst days of January. The PAs and the CC send monthly expense reports (via NGOs or
PNUD) to FANP, which reviews them and makes corresponding observations. The first four-monthly
report from each PA is submitted in early May. The technical section is sent to CC, while the
adminisgtrative report is sent to FANP. The technical report describes the advances made with respect to
the goals and indicators included in each POA. Once the technical report is approved by the CC, and FANP
considers that all administrative observations have been addressed, FANP releases the disbursement for the
next four months. This processis repeated in September. In the following January, the PAs send their
annual reportsto CC and FANP. Once CC and FANP approve these reports, the first four-four monthly
disbursement of that new year is authorized. Under SINAP 2, the disbursement and reporting procedures
will be every six months to coincide with GOM reporting frequency. Every six months, FANP will send
the reports from the PAs, CC and FANP to the WB. These will be reviewed by CTFANP. FANP
administrative personnel will conduct on-site “audits’ of PA accounts every six months. CONANP staff,
CC and FANP visit an average of two PASs per year to observe project implementation (most visits are part
of WB missions). An additional PA will be visited per year under SINAP 2. Asin SINAP 1, independent
auditors acceptable to the WB will review every year the management and use of project funds by FMCN.

Flow of funds

Fund will flow to the project through the following disbursement mechanisms.

a) Specia Account: Regular disbursement with CONANP (Total US$ 5.9 million): The Funds to be
executed by CONANP will be administered by NAFINSA, the chosen Government’ s financial agent,
through a Special Account established by Nafinsa. The GEF funds assigned to CONANP include the
following funds: $ 0.4 million for fund-raising corresponding to CONANP (component 1.2); $0.2 million
for monitoring and evaluation under component 3; $5.3 million for component 4 (mainstreaming).
CONANP will be responsible for the contracting process, from contract preparation and to payment
instructions for payments. CONANP through the financia agent, will receive funds from the specia
account to finance its own eligible expenditures, including consultants and incremental operating costs.

b) Specia Account: Regular disbursement with FMCN (Total US$ 0.8 million): FMCN will establish a
special account in acommercial Bank satisfactory to the World Bank. The reasons this Special Account is
separate from a) is because CONANP special account will be opened within NAFINSA, which isa
government agency, while FMCN is a private organization. Also, the funds from the Special Account with
FMCN will be used to raise USD$ 6 mi funds for the endowment from private donors. The fundraising
activitiesby FMCN are described in Annex 14.

) Asset Manager’s account. Endowment fund: (Total US$9.4m): FANP was legally established within
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FMCN in 1997 and has not changed since then. At that time, the Bank had assessed the legal structure of
FANP and, finding it satisfactory, deposited US$ 16.5 million dollar in an asset manager’ s account whose
investment income has been used to support the Parks of the first SINAP | project. For this new GEF
project, US$ 9.4 mi will be deposited to the FANP endowment that will be administered by FMCN on the
basis of investment guidelines satisfactory to the Bank and a renewed asset manager's contract (for details,
see section E and Annex 14). US$ 9.4 mi (portion of GEF grant assigned to FMCN) will be deposited in
the Asset Manager’s account as the matching requirements of 1 to 1 for the endowment have been fulfilled.
Minimum amounts for deposit will be US$150.000. FANP investment income will be channeled to the
PAsfor financing POAs eligible activities. The administration of the related contracts and purchases will
be handled in one of the following ways. Via competitive bidding for the administration services required
by qualified NGOs that can service agiven PA. Thisisthe system used by the existing project and features
an average administrative cost of 8.5%. During SINAP |1, a sourcing viathe UNDP Mexico offices will
be explored to allow alower administrative fee of 3.5%. Withdrawal out the capital will only be alowed to
finance POA dligible activities in the first year of project implementation (for the PAs added to the project).
The reason for this is that not enough revenue would have been generated to pay for the first year activities.
Therulesfor this one-time capital invasion will be described in the Operational Manual .

Accounting, financial reporting, and auditing arrangements:

a) FMCN/FANP will transmit to the Bank progress reports on financial management/accounting for the
endowment component during project implementation and outcomes every six months, using the already
agreed format. Audits will be provided on an annua basis.

b) CONANP: Theinternal audit of the Commission is currently carried out by an external auditing firm,
while the internal review of the unit is carried out by National Ecology Institute internal controlling unit.
Project audits would follow the agreement between SECODAM and World Bank. Audit reports would be
prepared based on the standard TOR utilized by Bank Projects. CONANP will prepare reports required by
the project administration as well as other agencies (i.e. SECODAM, SHCP, etc.). In addition, CONANP
will prepare project management reports in Bank standard form (PMRS), such reports will not be used for
disbursements.

CONANP and FMCN/FANP will submit to the Bank bi-annual progress reports tracking physical and
financial performance targets by February 15 and August 15 of each year. Once or twice a year after
receipt of the progress reports, the Bank, assisted by independent consultants, would conduct a mission to
jointly review progress made against objectives and monitoring targets.

Monitoring and evaluation arrangements:

The monitoring and evaluation (M&E) system for this project will be an updating and extension of M& E
framework adopted under the existing protected areas project. Based on the ZOPP methodology, the
current M& E protocol uses four genera impact indicators, as well as specific indicators for each of the 10
protected area in the project. The baseline was established in 1999. In extending this protocol to the project
proposed here, care is being taken to integrate within the CONANP monitoring requirements of the GEF
project, as SINAP implements a system-wide M& E program. This with the purpose to avoid creating two
“tiers’ of information management for PA level staff. Data collected for monitoring of supported areas will
be consistent and compatible with information management systems being developed in CONANP and
CONABIO, and will be shared with the Clearinghouse Mechanism. Both for monitoring and financia
reporting, the Project Management Information System already designed for the on-going project will be
expanded to operate in CONANP, while continuing to operate the financial management/accounting for the
endowment component in FMCN/FANP. The Monitoring and Evaluation indicators for the project will be
part of the implementation letter that will be an integral part of the negotiations minutes. The indicators at
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the protected area level are included in the logical frameworks prepared for the 4 PAsincluded in the first
phase of SINAP2.

| mplementation Period

The grant is expected to be implemented over an eight year period, with the possibility to extent it further
for the endowment fund component. Additional phases would have their own duration to be negotiated in
due course. The US$ 16.1 million project will be disbursed in three manners. One is through the regular
disbursement to NAFIN to be supervised by the Government for the mainstreaming component over a
period of 5 years. The total amount for this part of the project is US$5.9 million The second modality is
the disbursement to FMCN for the Protected Areas Endowment Fund component.  The amount of this part
of the project is US$ 9.4 million to support 4 protected areas. During submission of the Project Brief to
GEF, the US$16.1 million for the project were approved, but it was also agreed that additional funds from
GEF (up to US$ 15 million additional) would be made available in the Protected Areas Endowment Fund
in tranches over an 8 years period to support 8 additional Protected Areas. The third modality is aregular
disbursement of non-endowment funds to FMCN to support fundraising activities. The amount of this part
of the project is US$ 0.8 million.

D. Project Rationale

1. Project alternatives considered and reasonsfor reection:

Throughout the preparation process, the following design alternatives were considered but subsequently rejected:

a) Adding 24 PAs to the 10 supported by the original FANP endowment, with arelated request to GEF for $40 -
$50 million. Asthe design progressed, the team realized that this was overly ambitious. Although the SINAP has
made substantial advances in recent years in terms of staffing and preparing management plans for an increasing
number of areas, 12 is a more reasonable estimate of the number that can be ready to join the program throughout
the proposed project duration. The intention is ill to go beyond the initial 12 supported with GEF funds, adding
more PAs to the program as funds are raised, but the project also leaves room for matching funds to extend
conservation programsin the origina 34 areas beyond basics and toward more comprehensive programs addressing
intermediate and root causes of biodiversity threats.

b)Funding the mainstreaming activities from the permanent endowment. It was instead decided to propose financing
vianormal project disbursements. Thisis more cost-effective: $5.3 million viaregular disbursement, vs. $13
million in permanent endowment funds. Also, it is expected that given adequate funding over a medium-term period
(8 years), mainstreaming activities will reach critical mass and become self-sustaining on their own momentum.

¢) Mesting the 1 to 1 capital funds match requirement in different ways. A scenario in which other donors would
match GEF money dollar-for-dollar in basic conservation activities was rejected as unfeasible, given that few if any
other donors are as willing as GEF to support basic conservation operation activities. The option to request $22.5
million in GEF endowment funds and dedicate that portion of the endowment to basic conservation in the first tier
of 12 “urgent priority” areas was selected as the most favorable in terms of investment markets and coherence of
the future fund-raising strategy as well as program clarity and continuity. The $22.5 in matching funds will be used
to extend basic conservation support to more areas (adding an area to the program in order of priority asthere are
sufficient funds to support it) or to go beyond basicsin any of the areas, giving specid priority to conservation
programs that test and demonstrate new instruments and approaches, or programs that help PAs build financial
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sustainability at the local level or local level endowment funds. These programs will serve as learning experiences
for other PAswithin and outside of Mexico. Generally it is expected that government and unrestricted funds would
be used to extend basic conservation to additional areas, and that private and bilateral donors would tend to have
policies favoring donations for activities additional to basic conservation (referred to as “restricted” funds).

2. Major related projects financed by the Bank and/or other development agencies (completed,
ongoing and planned).

The Government of Mexico is devel oping with the assistance of a short terms response measure grant from
the GEF Secretariat a Programmatic Framework for GEF support of biodiversity conservation initiatives
in Mexico over the next 5-10 years. The Framework consists of a comprehensive approach that commits to
measurable progress in conservation and sustainable use, while incorporating biodiversity objectivesinto
the country’ s national development plan. The Mexican biodiversity strategy has four principal areas
(conservation, sustainable use, biodiversity knowledge and natural resource valuation). Each of the
projects in the funding pipeline supports different aspects of the national strategy. The present proposal is
the centerpiece of the SINAP under the conservation component, and focuses on the federal government
decreed natural protected areas administration. The Indigenous and Community Conservation project in
Oaxaca, Michoacan and Guerrero also focuses on conservation but through the indigenous and community
sectors, and protects biodiversity through nonfederal conservation regimes. The federal protected area
approach is complemented by projects such as Biodiversity Conservation and Sustainable Usein Three
Priority ECO-Regions, which focuses on a participatory approach of communities to natural resource
management, the Mesoamerican Biological Corridor project which focuses on re-orienting rural
development investments in the southern states-and the Conservation and Sustainable Use project in the
Biosphere Reserve of Sierra Gorda

Three medium-sized GEF projects complement the strategy by promoting green label markets for biodiversity
friendly shade coffee produced in the vicinity of El Triunfo biosphere reserve (one of the pilot phase areas); by
developing legal and financia instruments for Private Land Conservation, which will be relevant even for the areas
protected by a federal decree since most of the land is privately owned by individua proprietors, gidos and
indigenous communities; and Hillside Management which is arelevant contribution not only to biodiversity
conservation but to prevention of desertification and carbon sequestration.

The proposed project fits well within the World Bank’ s lending. Consistent with its commitment to mainstream the
environment, the Bank’s portfolio in Mexico emphasizes a balance between direct support to the environment
sector, and the integration of biodiversity considerations into development activities not primarily designed to
address environmental concerns.

Latest Supervision

Sector Issue Project (PSR) Ratings
(Bank-financed projects only)
Implementation Development
Bank-financed Progress (IP) Objective (DO)
Conservation and Sustainable Use of  |Protected Areas Program HS S
Biodiversity
Conservation and Sustainable Use of  |Mesoamerican Barrier Reef
Biodiversity (regional project)
(Recently signed)
Conservation and Sustainable Use of  |Mexico-Mesoamerican
Biodiversity Biological Corridor
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(Recently signed)
Conservation and Sustainable Useof  |Gulf of California (Under

Biodiversity preparation)
Conservation and Sustainable Use of  |Indigenous Biodiversity
Biodiversity Conservation (Recently signed)
Conservation and Sustainable Use of  |El Triunfo Biodiversity S S
Biodiversity Conservation through
shade-grown coffee (MSP)
Conservation and Sustainable Useof  |PROCYMAF strengthening S S
Biodiversity local communities for effective

management of natural forestry
resources (Oaxaca, Guerrero,
Michoacén, Chihuahua,
Durango, Jalisco)

Environment Management and PROMAD (under preparation)

Decentralization

Rural Development Marginal Areas S S
Conservation and Sustainable Use of Private Lands Management

Biodiversity (Under preparation)

Other development agencies

Loss of Biodiversity and Environmental |Sierra Gorda Conservation
Degradation, biodiversity conservation |Project (UNDP)

Integrated Ecosystem
Conservation and Sustainable Use of |\ anagement in Three Priority
Biodiversity Ecoregions (UNDP)

IP/DO Ratings: HS (Highly Satisfactory), S (Satisfactory), U (Unsatisfactory), HU (Highly Unsatisfactory)

3. Lessonslearned and reflected in the project design:

The main lessons learned that have shaped the design of this project come from (a) the Independent Evaluation of
the current FANP project (February 2000) and subsequent mid-term review (november 2000), (b) the
Implementation Completion Report of the Mexico Environmental Project, dated February 8, 1999; and (c) the GEF
Secretariat's Evaluation Report No. 1-99, Experience with Conservation Trust Funds.

Findings and L essons from the | ndependent Evaluation (2000)

The evaluation team found that the restructuring of the Project in 1997 resulted in a highly effective design, and
that the three participating institutions are implementing the Project in an efficient manner, with an expectation that
the objectives will be achieved and, in some cases, even surpassed. The evauation concluded that the Project
achievements are a remarkable success, not only at the nationa level, but at the international level aswell.

Key strengths contributing to the success of the Project include:

e A creative design that includes core personnel in every natural protected area paid by the GOM; a seed capita
administered by the FMCN, which generates income to cover basic costs of operation for the long-term
management of the aress;

e Vision, quality, dedication, creativity and technical capacity (know-how) of the staff involved in the project,
both the central level, and the natural PAs level, especialy their Directors;

e Diverse and creative processes of local interaction that have improved of social participation and promoted
interingtitutional cooperation;
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An attitude of solidarity of the PAs personnel towards the communities within and around the reserves to search
together for long-term solutions to their basic needs that have to yet be satisfied; and
Excellent systems to use and control the budget of the Project.

The evaluation also identified aspects that can be improved, and that could be transformed into best practice with
additiona attention. They are:

Norms, criteria and national standards could be increased to define with greater precision the good management
of a protected area, and to identify indicators that can be verified for these norms;

Procedures in financial management could achieve greater stability in the long term with amore realistic
planning of costs, investment diversification, and better local mechanisms to raise and administer funds;

The labor situation of the personnel in the PAs, which is hired under different schemes (GOM, NGOs, donors,
etc) could improve through a process of homogenization and definition of career paths;

Incipient common learning processes on management of PAs could be strengthened and improved;

The perception of the public visit as a threat could be transformed to be seen as an opportunity;

A segmented vision of the natural and human systems of the natural PAs, as well as sporadic use of the
ecosystem focus and social analysis applied to management, could be changed;

Rudimentary infrastructure that does not provide sufficient support to field work should be improved,
Diversified mechanismsto certify compliance with World Bank socia safeguard requirementsin terms of socia
participation and indigenous peoples should be explored; and,

Economic and fiscal alternatives for the owners of the land (gjidos, community and private owners) should be
developed to serve as an incentive to conserve natural ecosystems, especially the core areas of the natural PAs.

All of these aspects have been taken into consideration in the design of the present project and are being
incorporated in the current project.

Findings and lessons from the Mid-term Review (November 2000)

Key aspects that can be improved in the design of the existing project:

Consolidation and improvement of the project’s social strategy through alliances with vulnerable
population in protected areas in order to build a social consensus towards conservation and sustainable
use of natural resources. This process should include seeking financing sources.

Improvement of Advisory Councils (TACs) in protected areas to promote dialogue and stakeholders
participation in priority definition, and in protected areas management.

IPDPs should be integrated within the PA’ s overall strategy to ensure consistency in programming and
budgeting aswell asin ingtitutional responsibilities.

To incorporate socia strategy performance and outcomes in the project’s monitoring an evaluation
system.

Lessons identified in the ICR and Evaluation of Trust Funds

Supervision and monitoring. Very clear, tangible and quantifiable development objectives and indicators are
needed to avoid dispersing the project into activities with little overall impact on the status of the environment.
FANP and CONANP have applied this lesson in the current proposal and have made significant advancesin
identifying planned impacts and monitoring according to consistent program-wide indicators. Staffing and training
at the CONANP central level and PA levels will take into account the need for increased attention to management
practices and outcomes in overall supervision.
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Finances and Fund-Raising. One lesson that emerged from the GEF trust fund evaluation as a challenge was the
possihility that government funding of conservation would actually decrease (by substituting trust fund financing).
SINAP 1 program was cited as a premier example of a government/fund partnership that has actually leveraged
increased government funding to PAs. The GEF evaluation concluded that endowment funds are an appropriate
response to conservation threats and needs that require sustained, relatively low level inputs. Where the problem is
immediate and the need for resourcesto address it in the short term is large, other mechanisms, such as a traditional
project approach, are often preferable. The Mexican experience has confirmed the need to combine both traditional
project and endowment funds. While endowment funds are essentia to provide the basis for permanent management
in the areas, funding mechanisms (including sinking funds) are also important to address specific short and medium
term needs. The GEF trust fund evaluation recommended that GEF support should be structured to provide
incentives to encourage raising additional capital and developing innovative capitalization approaches. “Ultimately,
atrust fund's best fund-raising tool is arecord of successwith itsinitia project cycles’ (GEF 1999). These lessons
have been taken into account by a structured approach to endowment building as described in Annex 14.

4. Indications of borrower and recipient commitment and owner ship:

Government : ingtitutional, policy and regulatory framework

e Over the last decade, legidation has been put in place to formally regulate the protected areas system, including
the LGEEPA (1996) and the Protected Areas By-laws (2000);

e For thefirst time, PAs are a national priority, and have received more than a tenfold budgetary increase during
the past Zedillo administration, which has been respected by the Fox administration .

e Thelnstitutional set-up of the protected area system has been upgraded with the creation of CONANP.

® Ove the last decade or so, a team of committed and professiona protected area managers has been built ,
congtituting a new generation of leadership for the system.

e The GOM's “Program for Natural Protected Areas in Mexico 1995-2000" was the first coherent strategy for
protecting Mexico's rich biological resources in consultation with the nationa community of scientists,
conservationists, and indigenous peoples. A Program 2001-2006 is under current el aboration.

e Inter-ingtitutional agreements and coordinating bodies have been established to identify common goas and
rationalize investments in and around PAs. These include the Technica Council for CONANP and
project-specific agreements, such as for the Mesoamerican Biological Corridor.

Government : Financial Commitment

e The Government has increased annua fiscal support to the SINAP system from US$360,000 in 1994 to US$5
million in 1999. The approved budget for 2001 is $13.4 million. Nearly two million hectares have been added
to the system since 1994.

e The Government made, as a result of high-level negotiations related to this proposal, an “extraordinary”
appropriation of US$9 million to the SINAP system in 2000. The continuation of this level of support, above
and beyond the baseline, will significantly accelerate the rate at which PAs are integrated to the system and
receive in-situ protection. Negotiations in 2000 and 2001 resulted in an institutionalized increased basdline for
fiscal support.

e SEMARNAT has dready contributed with $2.5 million to the program endowment and will continue with
annua contributions of US$1 million to FMCN throughout the next six years (the $1 million for 2001 is
aready included in the budget). During the past Administration, FMCN received a total of $10 million in a
similar arrangement as a match to a USAID endowment fund.
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FMCN commitment and ownership

FMCN has raised more than US$10 million in non-endowment funds for natural PAs since 1998.

From its conservation grants program, FMCN has channelled 78 out of 323 projects to support PAS, for a total
of US$2.63 million, or 30 percent of the total funds granted.

During 2000 and 2001 FMCN raised $14.6 million in endowment funds for protected areas, $9.4 million have
been deposited aready (including $2.5 million from SEMARNAT considered matching funds to the SINAP 2
project). This unprecedented fund-raising effort is the result of a close partnership between NGOs and
SEMARNAT.

FMCN’s srategic plan identifies the protection of PAs as one of the institutiona pillars of conservation in
paralle to the country strategy and SEMARNAT strategy.

SEMARNAT-FMCN commitment to the public-private partnership

In the context of the Programmatic Framework for GEF support to Mexico, the Government of Mexico's
commitment to designate between a quarter and a third of the total resources available to a privately managed
fund, when it could have programmed all funds for public programs, must be seen as a mgor financia
commitment to the public-private partnership and the proposed project.

SEMARNAT has deposited 1.5 million into FANP to permanently guarantee the payment of taxes of the
SINAP 1 project.

5. Value added of Bank and Glaobal support in this project:

The following are some of the key aspects of the World Bank’s value added:

The Bank contributed significantly to the restructuring of the project to its current form/set-up and provided
close, extensive supervision in the initia years of implementation to ensure a successful turn around. In so
doing, the Bank drew on extensive ingtitutional, financial and technical expertise related to designing,
launching, and managing trust funds with similar objectives around the world. This expertise remains largely
intact, albeit dispersed throughout Bank Operations units (rather than centralized in a specialized unit), and can
be drawn upon as needed.

. The Bank is in a position to use its influence in other sectors (socia development, agriculture, etc.) to support

the "biodiversity mainstreaming” component by assuring that projects and agencies receiving funding in those
sectors include biodiversity conservation criteria and actions.

iii. The Bank is well positioned to catalyze additiona support over the long term given its role in aid to Mexico,

and to convince donors to support trust funds;
The Bank has several years of experience in supervising similar projects in many other Latin American
countries with similar ecological and political redlities;

The value added to the GEF relates to:

(i)
(i1)

Its ability to commit permanent endowment fund resources;
Its ability to act as catalyst for the mobilization of additiona resources and to disseminate lessons
learned.

Without GEF involvement, it would not be possible to consolidate the SINAP system within the proposed time
frame.
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E. Summary Project Analysis (Detailed assessments are in the project file, see Annex 8)

1. Economic (see Annex 4):

O Cost benefit NPV=US$ million; ERR = % (see Annex 4)
O Cost effectiveness

@ Incremental Cost

O Other (specify)

The proposed project has been evaluated using GEF incremental cost
methodol ogy.

[Section to be updated]

2. Financial (see Annex 4 and Annex 5):
NPV=US$ million; FRR= % (see Annex 4)

2. Financial

The GEF Evaluation of Experience with Conservation Trust Funds documented the difficulties that most
funds have encountered in raising additional endowment capital: To date, governments have been unwilling
or unable to appropriate funds to private endowments; bilateral donors generally have policies favoring
short to medium-term projects and sinking funds; private donors have to date contributed only small
amounts of funding, and generally these, too are for specific programs and activities rather than endowment
capital. Only one fund (Bhutan) succeeded in raising substantial endowment capital, due to its specia
relationship with several European donors and Peru through debt for nature swaps.

Some funds have developed innovative approaches to capital fundraising, including special management
agreements with donors of sinking funds that allow interest to be captured and converted to endowment,
substitution of short-term funding for regularly programmed expenditures, thus alowing endowment
earnings to be * plowed back,” recurrent income from various sources (fees and levies, voluntary surcharges
and contributions), and other sources. Mexico has, in fact, been aleader among countries with
environmental fundsin meeting ingtitutional challenges (FMCN is the only fund to have received a
governmenta endowment contribution from appropriated funds) and welcomes the challenge of the
ambitious match set forth in this proposal. As afirst step, $ 5 million have been committed already as
matching endowment funds to the current project ($ 1.5 million aready deposited), and $ 7.5 million have
already been deposited in FMCN as an endowment match to the proposed project (see Tables below, for
further details).

The level of additional capital funds foreseen in this project, together with FMCN'’s overall capital
fundraising goals (both USAID and GEF-supported endowments) represents almost an order of magnitude
increase in challenge. Capital fundraising isaspecialized field. 1t must be recognized that the proven
techniques and approaches — including but not limited to planned giving, solicitation of unrestricted
contributions (usualy private individual donations), and establishment of mechanisms for collecting
recurrent income (fees, surcharges, memberships, cause-related marketing, event-based fundraising) — all
have significant costs up front, and often require severa years to achieve their goals. (The normal time
frame for a“ capital campaign” in the USisthreeto five years.) FMCN has secured the assistance of both
WWF and The Nature Conservancy, organizations with a successful track record in capital fundraising,
and launched the beginning of a campaign in 2000 with unprecedented success. To aid in this endeavor,
FMCN has aready alocated $300,000 given by the MacArthur Foundation. Fundraising goals and plans
areincluded in Annex 14. The following sections present the detailed present and future financia
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contribution to the endowment fund. In order to approve the first endowment contribution for four priority
protected areas (PAS), GEF requested that USD$ 7.5 million in endowment matching funds be deposited
before the November 2000 Council meeting. These deposited matching funds are the following:

Project Donor Amount Status

The Monarch Butterfly | Packard Foundation US$ 5.0 mi Deposited in FMCN
Conservation Fund since May 2000

The Monarch Butterfly | GOM US$ 1.0 mi Deposited in FMCN
Conservation Fund since November 2000
Contribution to SINAP | GOM US$ 1.5mi Deposited in FMCN
1 (interest will pay since November 2000
project taxes)

Total US$ 7.5 mi

In order to proceed to the first disbursement in SINAP 2, GEF requested that US$ 5 million be secured
through formal commitments, as matching fundsto SINAP 1 project. The secured matching funds include
the following:

Project Donor Amount Status

The El Triunfo Packard Foundation US$ 1.0 mi Deposited in FMCN

Conservation Fund since January 2001

Strategic Support to two|Fundacién Gonzalo Rio | US$ 3.0 mi Commitment letter from

Priority Watersheds: El |Arronte October 2000,

Triunfo and Manantlan disbursement contingent
upon GEF disbursement

The San Pedro Initiative| Ford Foundation US$ 0.5 mi Deposited in FMCN
since January 2001

The San Pedro Initiative| Packard Foundation US$ 0.5 mi Deposited in NFWF
since October 2000, to
be transferred to
FMCN after PA decree

Total US$ 5.0 mi

The following endowment contributions have been identified as a match
to future GEF disbursements:

Project Donor Amount Status

Banco Chinchorro The Summit US$1.60m Annual disbursements

Biosphere Foundation of US$ 0.2m per year

Reserve-Xcalak Marine for eight years,

Protected Area Fund US$ 0.2m deposited in
FMCN in April 2001

The San Pedro Initiative| Two individual donors | US$0.20m Commitment letters
dated May 9, 2000 and
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August 31, 2000, first
US$10,000
contribution deposited
in FMCN January 2001

The San Pedro Initiative| The Summit US$0.20m Deposited in FMCN
Foundation since January 2001

The San Pedro Initiative| National Fish and US$0.05m Commitment letter
Wildlife Foundation dated August 30, 2000,
(NFWF) transfer to FMCN
depends on PA decree
The San Pedro Initiative |Richard & Rhoda US$0.05m Commitment letter dated
Goldman Fund May 24, 2000, transfer
to FMCN depends on PA
decree

Contribution to SINAP |[SEMARNAT US$1.00m Deposit to FMCN before
2 taxes December 2001 to be
transferred to FMCN
after PA decree

Total US$3.10m

Financial projections were developed during preparation to estimate the flow of FANP investment income
that would be available to finance activities in components 2.1 and 3.1. As detailed in Annex 5, to minimize
volatility and till ensure an annual investment return of 8.5 percent, up to 90 percent of endowment capital
would be allocated to dollar-based investment grade fixed income securities. The remaining 10 percent
would be alocated to high quality equity securities or smilar instruments. 1n addition, more scrutiny of
investment management costs is anticipated, with projected investment consulting and management fees
estimated at 0.3 percent (or nearly half the costs under SINAPL first three years of operation).

Taking into account GOM contributions (to finance tax expenditures) and local interest income, it is projected that
total FANP income available to the project (derived from GEF and matching endowment funds) would be
approximately US$1.3M per year for the first phase of SINAP2. Thiswill be sufficient to cover costs to be
financed by FANP under components 2.1 and 3.1 of the project. GOM will contribute with endowment
contributions (US$ 1 mi per year from 2001 to 2006), part of the interest derived from this appropriation will cover
tax expenditures.

Fiscal Impact:

3. Technical:

Coordination of basic conservation activities. While the independent evaluation counted effective administrative
oversight as one of the original FANP project’ s notable achievements, it also cited a“missing level” in the
supervision and evaluation of protected area conservation, between the very specific objectives and indicators
established at each protected area, and the very broad general objective of conservation of the system’s biodiversity.
The evaluation recommends attention to developing consistent norms, standards, and best practices for defining
good management of a protected area. As noted above, these issues are addressed in the design of the M& E
framework for this project and CONANP's performance evaluation model being installed for their personnel.
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4. Ingtitutional:

4.1 Executing agencies:

The Fund/Gover nment partnership. The partnership has been extremely successful in making possible alevel of
protected area management and conservation not achievable before, and vaidates the emphasis on the
government/civil society relationship in the management of the program. Nevertheless, the “ mixed management”
structure leaves certain key questions unanswered, including (i) who is responsible for fomenting sustainability at
the protected area leve rather than perpetual dependence on FANP; (ii) career development of the protected area
staff — some of whom work for the CONANP, some for NGOs or others, with corresponding differencesin salaries,
benefits, opportunities for training and promotion, and (iii) concerns about the value added at each level of
participation. Human resources being the greatest asset of the system, the partnership needs to focus on devel oping
the field team and making sure that career opportunities are equitably available. Theseissueswill be addressed in
ongoing negotiations and updating of the subsidiary agreement for implementation of the project.

4.2 Project management:

In order to help reporting and monitoring procedures, a consulting company designed a Project Management
Information System. It is expected that the product from the consultancy will be ready by effectiveness. The system
allows the parties involved in the project to access a web page to update budget, field data, and expenses. Annual
Operating Plans, monthly and six-monthly reports will be contained and enable easier access by al usersto al
stages of the project cycle. The system includes four modules: a communication module that connects the different
project components and sends messages of stepsto follow at different points in the project cycle, amonitoring
module that includes data on technical advances, afinancial module with budgets and expenses per component, and
ahistorical database. FANP staff, the central coordination and one protected area will test the system for ayear (a
full project cycle) before training reserve personnel in the ten protected areasin SINAP 1 and the four reservesin
SINAP 2. It is expected that this system will be adopted by the 14 reserves in July 2002, when the project cycle
starts with the elaboration of Annual Operating Plans.

4.3 Procurement iSsues;

A procurement capacity assessment of the project executing agencies has been undertaken. The bulk of
procurement is related to selection of consultants for technical assistance, studies and training. Selection of
consulting firms will follow QCBS procedures. For goods, in view of the small value of the contracts that will be
financed under the reserves POAS, neither ICB nor NCB is expected. Subgrants will follow to the extent possible
for local shopping procedures.

Both FANP and CONANP have expressed their commitment to adhere to competitive selection and transparency in
all activities. The Federal Government Secretariat Control and Administration (SECODAM) has an officein
CONANP that performsinternal audit and FANP is subject to external auditing and Bank’ s supervision. A General
Procurement Plan for the project was prepared, and a detailed procurement plan for the first year of execution is
being finalized.

During the implementation of the first project, FANP maintained a satisfactory record system of all procurement
documentation of the eligible reserves. It has been agreed that FANP will maintain the same system for the
proposed project. CONANP through its Procurement Unit will keep all procurement documentation of the
components to be implemented by them. A covenant in the Legal Documents will require that audit reports, to be
submitted annually to the Bank, should include the review of the record system.

The overall risk assessment is considered AVERAGE. The assessment has taken into consideration that a) FANP
will carry out very little procurement and that its staff has experience with World Bank requirements; b) that the
Natural Protected Areas will manage small contracts for their operations under the supervision of FANP; and c)
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CONANP counts with experienced staff that although they lack specific experience in World Bank procurement,
they will receive training and will manage mainly consultant contracts with no particular complexity. Therisk is
also mitigated with the fact that NAFIN will play an oversight role.

The monitoring and control system is currently been designed and will be ready by effectiveness. A report based on
Annex 4-B to the LACI handbook will beissued. Consequently, the project will be eligible for PMR disbursements
only after implementing a satisfactory monitoring and reporting system.

Procurement supervision should be carried out by a PAS once ayear, and include areview of: d FANP sand
CONANP s capacity; b) procurement plan; c) contract monitoring system; and d) complete records for one in every
ten contracts for works, goods, consulting services and subprojects.

4.4 Financia management issues:

5. Environmental: Environmental Category: B (Partial Assessment)
5.1 Summarize the steps undertaken for environmental assessment and EMP preparation (including
consultation and disclosure) and the significant issues and their treatment emerging from this analysis.

The project is not expected to have any significant negative impacts on the environment. However, there may be
low level impacts related to productive activities and rural development in the buffer zones, in-park infrastructure,
and sustainable devel opment initiatives promoted through the mainstreaming component. To ensure that the
impacts of these activities are fully mitigated, protected area personnel will be responsible for implementation of the
Management Program of the specific protected area and the application of the protected areas law and its zoning
rules. Appropriate impact assessments will be prepared and reviewed in accordance with LGEEPA and the
Protected Areas by-laws supervised by SEMARNAT. Other legidation of importance include: The protection of
threatened flora and fauna (NOM-059-ECOL -1994) and Forestry legidation on use of land
(NOM-062-ECOL-1994).

Project activities that may have some significant environmental impacts are alternative livelihoods initiatives that
reserve directors may include in their annual operating plans (POAS) under components 2 or 4. These activities
would typicaly be geared towards promoting community and indigenous development. In terms of their nature, they
are of three main types. @) maintenance of ecosystem quality, b) restoration and c) sustainable use of biodiversity.
Different procedures for screening and ng the impacts of sub-projects are established in the operational
manual and are described in Annex 15, Environmental Anaysis.

Projects promoting maintenance and/or restoration of ecosystem quality (Types aand b) are expected to have very
low environmental impacts. They would be screened and assessed against a checklist which contains a set of criteria
to be used for identifying possible negative impacts and their mitigation measures where possible. This Checklist is
being finalized by expert staff from Environmental |mpact Assessment, the Wildlife section of INE, and from the
headquarters of CONANP.

Workshops will be held with Directors and staff of the PAs of the project to improve their capacity to evaluate
environmental impacts, implement the legidation and design mitigation measures. The will aso be given an
opportunity to improve on the check list of activities that will require environmental assessments and activities that
should not be permitted and the methods for implementing the checklists to ensure that the rules reflect the practical
need in the field.

Environmental impacts of projects of sustainable use (Type c) will be subject to more in-depth scrutiny. They will
receive a preiminary screening by CONANP to verify eligibility and afirst environmental assessment, that will be
prepared as a brief summary on environmental impacts, and mitigation measures for technical review. In addition,
CONANP will review all the safeguard policies to see if any of them are triggered by the project. If that is the casg,
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full documentation covering al pertinent aspects will need to be presented to the responsible agencies (INE or
SEMARNAT). A condition for project financing will be the written approval from: CONANP, INE or
SEMARNAT.

5.2 What are the main features of the EMP and are they adequate?

Sincethisis a GEF project that is environmentally beneficial by its design the entire project can be interpreted as an
environmental management program. The key features of the Annex 15, Environmental Analysis, focuses on the
mechanism for screening the mainstreaming activities to provide livelihoods for people living inside the protected
areas. A flowchart has been produced describing the different steps of screening for three types of sub-projects.

5.3 For Category A and B projects, timeline and status of EA:
Date of receipt of final draft:
Thisis a category B project. A freestanding environmental assessment was not produced for this project. The key
features are described in the freestanding Environmental Analysis Annex 15.
5.4 How have stakeholders been consulted at the stage of (a) environmental screening and (b) draft EA
report on the environmental impacts and proposed environment management plan? Describe mechanisms
of consultation that were used and which groups were consulted?

A number of consultations with the people living in the reserves have been conducted through the social assessment
undertaken during the preparation of the project. Stakeholders have manifested their demands for sustainable
development initiatives to be financed in the protected areas buffer zone as away to provide them with sustainable
livelihoods alternatives. Project design addresses such a demand and assures that this can be met without harmful
environmental impact.

5.5 What mechanisms have been established to monitor and evaluate the impact of the project on the
environment? Do the indicators reflect the objectives and results of the EMP?

A detailed monitoring and evaluation program has been developed during the first protected areas project based on
the Methods and Tools Objectives-Oriented Project Planning (ZOPP) methodology. This M& E program includes
detailed indicators on changes in land uses and ecosystem health as well as indicator species and socid indicators.
The M&E system is designed to give early warning to mangers of protected areas to permit mitigating actions. The
indicators for the first four protected areas under SINAP 2 have been prepared and fully reflect the project and the
EMP.

6. Social:
6.1 Summarize key socid issues relevant to the project objectives, and specify the project's social
development outcomes.

A social assessment was carried out during preparation to identify social issues that can hinder the project’s
objective and to ensure that poor and vulnerable population participate and benefit from the project. Main results
are presented below. (See annex 11 for a more detailed analysis).

Land Ownership. Most lands in protected areas are communal lands (95%), belonging to indigenous communities
or gidos, and to alesser extent, to private owners. Only a small part (5%) belongs to the government. In
accordance with Mexican Government’s policy, ownership status in PA will not change under the project, and
conservation strategy should involve actual owners. Therefore, no impacts are foreseen from PA conservation
strategy regarding land tenure. However, there are other factors, alien to conservation, such as increasing demand
for cultivation land, and unplanned urban growth, that are threatening PA sustainability and spurring social
problems. This situation varies in the four protected areas. In Alto Golfo - Rio Colorado there are few land conflicts
and in Cuatrociénegas, have been solved in a 100%. An opposite situation prevails in Tehuacan Cuicatlan, where
disputes over boundaries between communities are widespread. Chichinautzin-Zempoalais under the pressure

from unregulated -and sometimes illegal- urban growth of Mexico City and Cuernavaca.
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Pressures on natural resources. Disputes over the use of some natural resources are also a serious issue affecting
conservation in the four PA. In Alto Golfo, illegal practices and an increasing demand for fishing are both a
conservation and a socia problem. In Cuatrociénegas, the collection of candelilla and mesquite should change to
preserve the resource. In Chichinautzin-Zempoala restrictions to the use of medical herbs has raised disagreements
among indigenous communities. In Tehuacan — Cuicatlan, illegal and no sustainable use of woods is resulting in
deforestation and soil erosion. To offer sustainable aternatives to poor population involved in these activitiesis
critical to achieve the project’s objectives.

Socioeconomic Situation. Nearly 400,000 persons live in PA or buffer zones; 16% of them are indigenous peoples
comprising eleven ethnic groups with a variety of languages and culture presently at risk. Most communities are
marginalized and live in extreme poverty conditions. Social indicators such ailliteracy, and infant mortality are
higher than the national average. Indigenous peoples's cultural identity and traditions are at risk because of external
pressures and lack of respect fort their rights and cultures.

Subsistence agriculture, cattle-rearing, forestry, and natural resources collection for several purposes, are the main

source of income for population in protected areas. Candelilla and mesguite in Cuatrociénegas; fishing resourcesin
Alto Golfo; woods and other materialsin Chichinautzin and Tehuacan. Handicrafts are a complementary source of

income for the latter. Low productivity and poor commercialization affect all productive activitiesin PA. Migration
of young men seeking jobs has resulted in poor househol ds headed only by women without formal occupation. Lack
of basic services and infrastructure aggravates poverty conditions.

Social Strategy

The project’ s social strategy has been designed to address identified social issues under two principles: (i) the
promotion of sustainable devel opment alternatives; and (ii) sharing conservation benefits with the owners of land in
PA. Its main objectives are:

e To promote and support sustainable development projects of population within PA to incorporate their demands
into the project’s conservation strategy.

e Todevelop partnerships with private sector and NGO’ s and to mainstream conservation into public sector
programs, on order to optimize conservation and sustainability in PAs.

e To drengthen the project’ s participation mechanisms to ensure social commitment to, and benefits sharing from
biodiversity conservation.

The design of this strategy takes into account results from the socia assessment carried out during preparation and
consultation with grass-root organizations, indigenous communities, gidatarios, comuneros, and other vulnerable
groups identified. NGOs, academic institutions and local authorities points of view have been also taken into
account. Accordingly, the socia strategy's action lines have been structured around four main areas.

a Indigenous peoples development strategy. Under this strategy indigenous population and vulnerable groups
have been identified and specific actions have been defined to ensure that they participate and benefit from the
project. Accordingly four |PDP have been prepared to guide the social strategy regarding indigenous peoplesin the
four PA in the project. (See Annex 11-Attachment A);

b. Sustainable devel opment action plans. To avoid or mitigate possible social impacts that can arise from
restrictions in the access to, or use, of natural resources, a process framework to prepare sustainable development
action plans (SDAP) has been designed. SDAP swill comprise training, technical assistance and support to
implement sustainable productive initiatives to replace damaging practices, upon agreements with communities
involved. (See Annex 11-Attachment B);

C. Participation Strategy. The project’s participation strategy intends to build consensus among population in
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PA towards biodiversity conservation, offering alternatives for their informed involvement. Moreover, it will
promote alliances and partnerships with civil society organizations, NGOs and the private sector to support
conservation efforts. It also aims to mainstream conservation programs in federal public entities, and local
government authorities.

d. Public Awareness Campaign. A public awareness campaign has been designed to promote commitment to
conservation practices, the importance of biodiversity and to disseminate good practices. This campaign will
support social strategy implementation in PA

6.2 Participatory Approach: How are key stakeholders participating in the project?

The project has been prepared under a participatory approach that included an extensive consultation process of
main stakeholders in each one of the four protected areas. Several workshops and interviews involving comuneros,
gjidatarios, indigenous representatives, and community organizations were carried out. Man outcomes and
recommendations were incorporated into the social strategy, including IPDP and SDAP, and further consulted to
reach agreements and define priorities that are now integrated into the project design. Social Strategy action lines
were presented and agree in each PA Consgjo Asesor. (See Annex 12, Consultation Summary).

6.3 How does the project involve consultations or collaboration with NGOs or other civil society
organizations?

NGOs and civil society participate in the project through different organizations and programs established to
manage the SINAP. On the basis of last years experience, and mid-term evaluation results, the project's,
institutional framework has evolved to enhance civil society and NGOs collaboration in conservation effortsin PA.
Presently, the Fondo Mexicano parala Conservacion de la Naturaleza, co-manages the project, and NGOs and civil
society collaborate in ingtitutions governing SINAP as follows:

Consglo Nacional de Areas Nacionales Protegidas (CNANP). CNANP has been established as a consultative body
of national competence to incorporate and build partnerships with civil society and NGOs. CNANP integrates
representatives from NGOs, social and private organizations to advise on conservation strategy and PA
management.

Comite Tecnico del Fondo de Areas Naturales Protegidas (CTFANP): thisis the body responsible for overviewing
the operation of the FANP endowment. It comprises representatives of the main sectors of society, including oneto
two representatives each from academic ingtitutions, NGOs, socia organizations and public and private sectors.

Consgjos Asesores (CAs). CA are the units for social participation in PA. Presently, 36 PAs have established a CA
comprising atotal of 803 counselors. On the basis of the assessment of this instrument a revised model will be put
in place to better respond to the needs of community organizations. Under the new model Regional and Sector
Sub-consgjos will be established to ensure participation of vulnerable groups and facilitate reaching agreements
among stakeholders. This new model is aready established in Tehuacan — Cuicatldn and is currently being
implemented in the other three PA in the project.

Below isalist of organizations that participated in the consultation process during the process to select the
Protected Areas for the project.

Academia NGOs: Private sector: International : Grassroots
organizations:
UNAM; ITESM; Conservation International; | CONDUMEX; Mexico-Germany  [Yum Balam, A. C,;
Instituto de WWEF; CIPAMEX; TNC; Comercializadora Agreement; UK LosTalleresde
Ecologia, A. C;; Pronatura Peninsula de Veracruzana Department for Solaris, S. C.; Instituto
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Centro de Invest. Yucatén, A. C.; FMCN; International delaNaturalezay la

Cient. De Yucatdn | Espacios Naturalesy Development Sociedad de Oaxaca,
(CICY); Desarrollo Sustentable, A. S.C.; Ecosta5
CECARENA C.; Naturalia; Pronatura;

ITESM-Guaymas, | PROFAUNA

A Public Communication Campaign will support these efforts to outreach civil society, by informing about
biodiversity values, disseminating good-practices, and promoting commitment and participation towards
conservation. Resources from the Mainstreaming component will finance this campaign.

6.4 What ingtitutional arrangements have been provided to ensure the project achievesits socia
development outcomes?

CONANP will be overall responsible for the project's socia strategy implementation comprising four main aress:
(i) Indigenous peoples strategy; (ii) Sustainable development initiatives, (iii) Participation strategy; and (iv)
Communication strategy. CONANP will seek collaboration from NGOs and government agencies, within the
framework of their institutiona responsibilities, and will build partnerships with the private sectors to achieve its
goas. To support these efforts the following institutional arrangements have been set up::

1.

Improved Consgjos Asesores. Re-structuring and strengthening of Consejos Asesoresin Protected Areasto
improve representation of local communities and vulnerable groups through the establishment Regional and
Sector Sub-Consgjos according with each PA requirements. Counselors will receive training to better perform
their functions.

Srengthening PA Directorates. Social promoters will incorporate into PA Directorates to be responsible to
manage relationships with communities, promoting participation, and implementing socia strategy action lines.

Training. PA’s staff will receive training in matters such as community development techniques, participation,
conflict resolution and groups management, to better perform,;

Srengthening Central Units. Establishment in CONANP of the Direccion General de Desarrollo parala
Conservacion to be responsible through its three units of the following actions: (i) promoting sustainable
aternatives; (ii) support to maintreaming; and (ii) support and overlooking participation strategy. Moreover
this Directorate has recently incorporated into its functions implementation of the Regional Sustainable
Program (PRODER) that will support socia strategy by funding sustainable development initiatives.

Funding. Social strategy will be aregular activity of PA therefore PA" annua programs (POA) will include
resources to specifically carrying out the social strategy's action lines.

CONANP. CONANP has requested the establishment within CNANP of a special committee to overlook socia
strategy implementation.

6.5 How will the project monitor performance in terms of socia development outcomes?

The project’s monitoring and evaluation system will incorporate specific process and outcome indicators to assess
progress in implementation of the socia strategy and monitor its impacts, particularly regarding IPDP and SPAPs.
Logical frameworks prepared for each of the four PAs aready incorporate results from social assessment to
monitor outcomes.
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7. Safeguard Palicies:
7.1 Do any of the following safeguard policies apply to the project?

Policy Applicability
Environmental Assessment (OP 4.01, BP 4.01, GP 4.01) ® Yes O No
Natural Habitats (OP 4.04, BP 4.04, GP 4.04) ® Yes O No
Forestry (OP 4.36, GP 4.36) O Yes @ No
Pest Management (OP 4.09) O Yes @ No
Cultural Property (OPN 11.03) O Yes @ No
Indigenous Peoples (OD 4.20) ® Yes O No
Involuntary Resettlement (OP/BP 4.12) O Yes @ No
Safety of Dams (OP 4.37, BP 4.37) O Yes @ No
Projectsin International Waters (OP 7.50, BP 7.50, GP 7.50) O Yes @ No
Projectsin Disputed Areas (OP 7.60, BP 7.60, GP 7.60)* O Yes @ No

7.2 Describe provisions made by the project to ensure compliance with applicable safeguard policies.

Procedures to ensure project compliances with applicable social and environmental safeguard policies are described
in Annex 11, Annex 12, and in Annex 15.

F. Sustainability and Risks
1. Sustainability:

Sustainability will be achieved through:

() Theindependent and accountable private trust fund (FANP, within the institutional context of FMCN) will
manage capita fundsin such away as to provide assured, long-term flows of resourcesto the PASs, in
accordance with Bank-approved investment guidelines;

(if) At the protected arealeve, identification of cost recovery and financing mechanisms which will be used to
augment FANP support and government budgetary allocations; creation of local endowment funds will be
explored;

(iv) The adoption of participatory planning mechanisms and strategic partnerships with stakeholders, as well as
socia assessments and monitoring of conditions affecting social sustainability;

(v) Building a strong management capacity in the CONANP,
(vi) Specific project components addressing biodiversity mainstreaming, building partnerships with other public

programs and civil society, together with other nationa and international institutions, to assure a more
comprehensive approach to the root causes of biodiversity loss.

2. Critical Risks (reflecting the failure of critical assumptions found in the fourth column of Annex 1):

Risk Risk Rating Risk Mitigation Measure
From Outputs to Objective
Insufficient government support (financial N The new Administration is further building on
and incentives). the existing SINAP strategy, the budgetary
baseline has been increased substantially
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Obstacles to mainstreaming (re-subsidies
and sectoral programs incompatible with
protected areas)

Social conflicts (poverty, migration)
affects project performance

Constraints to sustainable use (options,
capacity, markets, support)

Fiscal crisis affects project execution

Instability in financial markets could limit
endowment earnings

incorporating the extraordinary appropriation
from 2000. The new Administration continues
relying on the advice of CNANP and a strong
participatory approach from society.

A Technical Committee within the National
Commission will promote political and policy
dialogue between the relevant government
agencies at the federd level.

The socia participation strategy is designed to
take into account the legitimate interests of the
owners and users of the lands and resources
protected under the federal decree, strengthening
their organizations and ingtitutions to empower
them in the process of devel oping contractual
arrangements and partnerships with the reserves
management.

The sustainable use component is complemented
by mainstreaming efforts. The institutional
support at the central and reserve level where
socid and productive expertise will be
integrated into the reserve team, is designed with
the participation of the beneficiaries in order to
guarantee that their knowledge is taken into
account in the selection of technologies,
products and market strategies. Additional
efforts by both executing agencies will be
complement with support from international
agencies assistance in the field.

Impacts of fiscal crisis should be limited as the
endowment is along-term instrument and could
bridge periods of occasional financial shortfalls.
Diversfied, risk-management investment
portfolio according to prevailing market
conditions (current project has 90% in fixed
income instruments).

From Components to Outputs

Overall Risk Rating

M

Risk Rating - H (High Risk), S (Substantial Risk), M (Modest Risk), N(Negligible or Low Risk)

Risks refer to the possibility that assumptions defined in the logical framework may not hold. For reading
convenience, these (and the corresponding risk minimization measures) have been clustered in five main groups in

the table above.

3. Possible Controversial Aspects:
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G. Main Conditions

1. Effectiveness Condition

Conditions for Negotiations:

Officia Government Letter with the Socia Strategy/IPDPs and SDAP.

Official Government Letter with the performance indicators and monitoring system.

Draft Operational Manuals.
TORs for audit services satisfactory to the Bank.

PR

For GEF CEO Endorsement
Demonstrated fundraising targets for SINANP | and I1.
Effectiveness Conditions:

Operational Manual for the project (FMCN) issued and put into effect.

The CCU is established and operational in CONANP (including staff training)

Agreement between CONANP and FMNC has been signed

The asset manager agreement has been entered into between FMCN and the Asset Manger.
Legal opinion of the contracts signature has been issued

gkrwbdpE

2. Other [classify according to covenant types used in the Legal Agreements.]

H. Readiness for Implementation

| 1. @) The engineering design documents for the first year's activities are complete and ready for the start
of project implementation.
> 1. b) Not applicable.

X 2. The procurement documents for the first year's activities are complete and ready for the start of
project implementation.

| 3. The Project Implementation Plan has been appraised and found to be redistic and of satisfactory
quality.

| 4. The following items are lacking and are discussed under loan conditions (Section G):
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I. Compliance with Bank Policies

< 1. This project complies with all applicable Bank policies.

| 2. The following exceptions to Bank policies are recommended for approval. The project complies with
all other applicable Bank policies.

Claudia Sobrevila John Redwood Olivier Lafourcade
Team Leader Sector Manager/Director Country Manager/Director
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Annex 1: Project Design Summary
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Hierarchy of Objectives

Key Performance
Indicators

Data Collection Strategy

Critical Assumptions

Sector-related CAS Goal:
*ingtitutional development and
decentralization of environmental
management

*improved management of
natural resources

*assistance in the design of
sector policies

Sector Indicators:

Sector/ country reports:

(from Goal to Bank Mission)

GEF Operational Program:
OP1, arid and semi-arid zone
ecosystems

OP2, coastal, marine, and
freshwater ecosystems

OP3, forest ecosystems

OP4, mountain ecosystems

Global Objective:

Consolidate the conservation and
sustainable use of biodiversity in
Mexico's natural protected areas

1. Conserve globally important
biodiversity in selected areas of
the National System of Protected
Natural Areas (SINAP)

2. Promote sustainability of
productive activitiesin the
selected areas (economically,
socialy, and environmentally).

Outcome / Impact
Indicators:

Trends in the rate of habitat
conversion in protected areas
included in the project;
(Hectares/year in year 5);
(Hectareslyear in Year Q) ;
Trendsin the frequency of
observations of indicator species
selected for each area.

- No significant decrease in
selected indicator species

- Zero habitat conversion in core
area (or equivalent);

- Gradual decrease in rate of
habitat conversion in each area.

-Proportion of area under
sustainable management from the
total area of non sustainable use
increased at least doubled
-Proportion of land users
applying sustainable practices
from the total land usersin the
PA isat least doubled

Project reports:

Baseline data; M&E periodic
reports; Midterm evaluation
2004; Final evaluation 2009

- Reports of protected area
directors

- Analysis results by CONANP

-Reports from protected area
(PA) directors
-Sel ected socio-economic surveys
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(from Objective to Goal)

-Continuation of governmental
support for conservation and
sustainable use of natural
resources in the new and
subsequent administrations;

- Responsible agencies and
organizations address problems
having negative effectsin
protected areas,

- Elimination of government
programs that generate or
promote migration into protected
areas.

-There will not be extreme
climate conditions (El Nifio
years).

-Government programs do not
generate or promote migration
into protected areas.
-Government support to the
project is maintained or
increased.

-Sustainable productive practices
generate equal or greater
economic value in comparison
with unsustainable practices
-National and international
demand for products generated
by environmentally sustainable
projectsis stable or increasing.
-There are no major subsidies for
practices not compatible with




3. Promote social
co-responsibility for
conservation.

4. Promote the inclusion of
biodiversity conservation and
sustainable use criteriain
development projects and other
practices affecting the selected
protected areas.

- At least 80% conservation
initiatives are the results of the
participatory process promoted by
the project (including design and
execution of the initiatives)

- At least 20% of the funds
invested at the PA level by
non-environmental agenciesis
compatible with conservation
and/or sustainable use of
biodiversity

- At least 80% of the
development initiatives financed
by non-environmental agencies
have no negative impacts on
biodiversity, or include
mitigation measures

-Selected PA-level studies on
social participation
- Reports from PA Directors

-Reports from PA directors
-Development project documents
- Agreements and minutes of
intersectorial meetings

conservation.

-Government support to social
participation for biodiversity
conservation and sustainable use
is maintained or increased

-No negative fiscal incentives for
unsustainable production exist
-International aid supports
sustainable uses of biodiversity
-The macro-economic context is
favorable and does not cause
increases in poverty levels
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Hierarchy of Objectives

Key Performance
Indicators

Data Collection Strategy

Critical Assumptions

Output from each
Component:

1.1 The selected protected areas
show progress in the results of
their Annual Operating Plans.

1.2 Resources available at local
levels for management of
selected protected areas are
increased

1.3 Capital resources for
biodiversity conservation and
sustainable use increase

2.1 Knowledge on sustainable
usein the PAsisincreased

2.2 Protected areas, public and
private institutions, and social
organizations have more
personnel trained in planning,
design and implementation of
sustainable projects

3.1 Opportunities for socia
participation in conservation and
sustainable use and biodiversity
are increased

3.2 Principles and objectives of
conservation and sustainable use
of biodiversity are gradually
adopted by PA stakeholders.

Output Indicators:

-Percentage of planned results at
the PA-level that show at least

80% progress in their indicators

- Percentage of resources for
conservation mobilized at the
PA-level

-Actual rate of increase in
resources per PA, per year

-National: Amount of funds
raised for the project

-Locd level: Amount of funds
raised for local endowments for
PAs

-Proportion of PAs where the
percentage of the population that
knows what a PA is, has
increased

- Number of personsinvolved in
sustainable use projects

- Number of projects successfully
implemented

-Number of PAs where
traditional sustainable practices
are maintained

-At least one participatory forum
functioning effectively

-Number of conservation
initiatives where local
communities participate in the
design and/or execution

- Number of NGOs, universities,
research centers and social
sectors participating in PA
management

- Number of people attending
participatory forums on
sustainable use and conservation
-Number of NGOs, universities,
research centers and social
sectors participating in
conservation and management of
the PA

- Proportion of Management
Program components where
stakeholders participate

- Number of agreements between
stakeholders and CONANP
-Number of conservation

Project reports:

- Annual reports of PA directors

- Annual Operating Plans
- Annual reports of PA directors

- CONANP and FANP annual
reports

-Financia records of protected
areas

-Annual reports of PA directors
- Annual reports from CC

-Reports of PA directors
- Selected socio-economic

surveys

- Selected socio-economic
surveys

-Meeting minutes from
participatory forums

- Annual reports from PA
directors

- Annual reports from PA
directors

- CONANP agreements records
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(from Outputs to Objective)

-Conditions at the PA-level do
not require drastic changesin the
conservation strategy.

-Increase in the private sector's
interest in conservation is
observed

- Fiscal incentives for the private
sector to promote permanent
participation are approved
-Information on local contribution
to protected areas is readily
available

- GEF match to funds raised is
available.

- Donor's interest in endowment
funds increases.

-Support for outreach activities
by actors other than the PAsis
readily available.

-Economic conditionsin Mexico
are maintained or improved

- Income generated by sustainable
practicesis used in socially and
environmentally acceptable ways
The government does not

increase its support to

unsustai nable practices.

Palitical conditionsin the region
permit social participation in
conservation and sustainable use

No major social conflicts prevent
dialogue and agreement with
stakeholders




4.1 Legal bases have been
established between agencies
strengthening the inclusion of
conservation criteriain sectorial
policies

4.2 Planning mechanisms for
increasing sustainable
development in PAs have been
established

4.3 Financing from institutions
other than CONANP directed
toward conservation and
sustainable use in the protected
areas isincreased

initiatives where stakeholders
participate in the design and/or
execution

-Number of legal bases for
intersectorial coordination,
signed and under operation
- Five inter-institutional
agreements to implement
sectorial programs at the PA
level

- Number of PAswith

devel opment projects or
intersectorial initiatives that
incorporate biodiversity-friendly
criteria

- Percentage of annual increasein
additional support, in cash or in
kind, coming from institutions
other than CONANP

- Number of agencies not focused
on environment that provide
support relevant to the project

-Annual reports from CONANP
- CONANP agreements records

- Reports from PA directors
- Development project documents

-Annual reports of PA directors
-Annual reports of CONANP

-Government agencies not
responsible for the environment
have political willingness to
increase their knowledge and
support of environmental
protection needs.

- Government commitment to
biodiversity conservation and
sustainable development is
maintained or increased

-No magjor socia conflict in the
PA exists.

-Government agencies not
responsible for the environment
have political willingness to
increase their knowledge and
support of environmental
protection needs.

- Government commitment to
biodiversity conservation and
sustainable development is
maintained or increased

-No magjor socia conflict in the
PA exists.

-The allocation of additional
fiscal resources to sustainable
development and conservation is
maintained or increased
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Hierarchy of Objectives

Key Performance
Indicators

Data Collection Strategy

Critical Assumptions

Project Components /
Sub-components:
(Component 1, 2, 3 contribute to
objectives 1, 2 and 3; Component
3 contributes to all objectives;
Component 4 contributes to
objective 4)

1. Expansion of FANP

1.1 Endowment of capital
Permanent endowment for
protected areas

1.2 Fund-raising

Consultancies, studies on the
donor markets, travel,
membership campaigns,
dissemination and outreach

2: Protected Areas Conservation

Management

2.1 Implementation of Protected
Areas Management Plans
-Staffing, development of
management programs, and
provision of basic infrastructure
and recurrent costs to protected
areas

2.2 Increased knowledge of
protected areas

-Targeted, applied research,
including inventories, for M& E
purposes

3: System-wide strengthening
3.1 Central Coordination

- Capacity building and technical
assistance to the PAs

- Strengthening and operation of
the monitoring and evaluation
system

- Social participation in the
protected areas program: studies
and consultations to evaluate
relationship local stakeholders
and protected areas

- Training in conflict resolution
for staff of Central Officesand
protected areas

3.2 Government institutional
strengthening:

- studies to define detailed
functions of the National
Commission's departments,
human resources, staffing plans,
etc.

-Consolidation of CNANP

Inputs: (budget for each
component)

Project reports:

-Financial report (asset manager
report, reports documenting
fund-raising campaign)

-FANP and PA bi-annua

reports, fiscal budget report,
disbursement reports, supervision
reports

-CONANP reports, CC reports,
disbursement reports, supervision
reports
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(from Components to
Outputs)

-Matching funds available
according to predetermined
schedule

-Fiscal counterparts funds
available.




(consultations with protected
areas participatory forums; travel
expenses for visits to protected
areas)

3.3 CSOs/NGOs ingtitutional
strengthening:

- Web sites, workshops, training,
publications to establish the
Mexican conservation learning
network

4. Mainstreaming Conservation
and Sustainable Use Policies
4.1 Central level:

- Consultancies and workshops to
promote inter-institutional
cooperation agreement;

- Studies to develop technical
manual to promote coordination
initiatives;

- Publications, audiovisuals, etc.
to implement a communication
campaign;

- Meeting and studies to promote
agroup of "business leaders' for
conservation

- Meeting and studies to promote
economic incentives

4.2 Protected Areas level

- Capacity building for
sustainable use initiatives;

- Studies, training and workshops
in support of community level
sustainable development plans;

- Meetings and workshop of
micro-regional sustainable

devel opment councils;

- Publications, audiovisuals, etc.
to implement alocal level
communication campaign;

- Studies, training and workshops
in support of a program of
agro-ecological reconversion;

-CONANP reports, disbursement
reports, supervision reports
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Annex 2: Detailed Project Description
MEXICO: Consolidation of the Protected Areas System Project (GEF)

By Component:

Project Component 1 - US$ million
Component 1. Expansion of the Fund for Natural Protected Areas (Total $21.20 mi).

11 Endowment capital. (Total $18.8 mi). This sub-component will add atotal of $15mi to the
existing FANP endowment fund. The GEF portion of this endowment (US$9.4 mi) will generate income
necessary to support basic conservation operating costsin 4 priority protected areas, as well asincremental
FANP administration expenses. A corresponding match of $7.5 mi has aready been deposited: US$5
million from Packard Foundation and $2.5 mi from the Government. Through subsequent tranches of GEF
and matching funds, the fund is expected to increase by atotal of US$45 mi, thereby providing GEF
interest income for atotal of 12 new areas, as described in Annex 14. At the reserve level, activities to be
covered by the income derived from the endowment, under component 2.1, will include: basic operation
costs, basic equipment, basic conservation activities, basic community activities, and basic
capacity-building activities included in the Annual Operating Plan. Under the supervision of CTFANP (see
section on implementation arrangements below), the FANP Director will provide oversight of the
endowment program according to the project cycle and guidelines contained in the Operational Manual .
Detailed costing and financial assumptions for this subcomponent can be found in Annexes 5 and 14.
US$1.9 mi will be used for first year PA expenses while endowment generates income. These funds will be
matched with funds directed to any of the 34 priority protected areas as described in Annex 14.

12 Fund-raising. (Total $2.4 mi). This subcomponent will support the major government/ private
campaign required to match the GEF endowment donation on a one-to-one basis, for the expansion of the
FANP fund to the capital level (US $45 mi in total) required to provide recurrent financing for basic
conservation in atotal of 12 new aress (i.e., 8 more than those covered under component 2.1). Itis
calculated that this campaign will cost US$2.4 mi during afive-year period. The costs of this
sub-component have been compared with professional norms and are at the lower end of the range (between
$.20 - $.50 per dollar raised is the norm). The fund-raising activity proposed here is equivalent to $.26 per
dollar raised, of which GEF is requested to provide haf ($.13 per dollar). The other half will be obtained
from foundations that have assisted and are currently providing support to the FMCN. The fund-raising
plan will involve the GOM, the FMCN, and alliances with other NGOs nationally and internationally. This
sub-component will finance consultancies, studies on the donor markets, dissemination and outreach, and
will be executed jointly by FMCN (which will administer 2/3 of the funds) and by CONANP (which will
administer 1/3 of the funds as away to cover the expenses incurred by its field and central personndl).
CONANP will raise US$3 mi and FMCN will raise US$6 mi as result of this fund-raising campaign. The
detailed description of this fund-raising plan can be found in Annex 14.

Component 2: Protected Area Conservation Programs (Total $13.87 mi)

This component will finance conservation costs in the four protected areas included in the project with a
mix of FANP-generated income, fiscal funds and other sources of financing. The basic characteristics of
the areas are summarized in the table below. Annex 13 contains further information on these areas, as well
as on the entire group of 12 areasthat are expected to receive funding from the supplemental grant
mechanism described in Annex 14.

Protected area | State Surface (ha) | Population Indigenous Ecosystems
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peoples
Tehuacan- Puebla, Oaxaca 490,186 626,314 Mixteco, Deciduous forest, pine-oak
Cuicatlan mazateco, forest, cloud forest, arid scrub
cuicateco and
popoluca
Alto Golfoy Delta| Baja California, 934,756 4,464 Cucapas and Arid scrub, marine and
del Rio Colorado | Sonora Tohono O’ odham | estuarine, coastal dunes
Cuatrociénegas | Coahuila 84,347 1,329 Dry scrub, oak-pine forest
Corredor Morelos, México, 65,971 50,000 Nahua Pine-oak forest, arid scrub,
Chichinautzin- Federal District deciduous forest
Zempoala

Income generated by the expansion of the FANP endowment will complement the annual GOM fiscal
expenditures, private NGO, and bilateral donor funding to support the implementation of protected area
management programs. The 12 areas selected for incremental support by the GEF endowment in this
project have been staffed with the standard “ core team” over the past two years (director, administrator,
coordinator and two project chiefs), and severa have completed management programs with fiscal funds.
The GOM has committed to maintain the basic staff and recurrent costs for all 12 areas throughout the
project life and beyond, and to begin to extend basic funding to the next tier of priority areas aswell. GOM
funds for this component will finance basic personnel (the “core team™) required for implementation of the
management programs, as well as support in basic operation, equipment, and conservation activities
complementary to the activities covered with the income derived from the endowment. The Government
contribution over the eight year period for the 4 PAs is expected to be US$ 4.04 million.

Specific activities to be undertaken under this component include: Protection (regular patrols for
surveillance, biodiversity monitoring, signs/postings/trails), Fire Prevention and Control, Habitat
Rehabilitation, Control of Exotic Species, Rustic Infrastructure, Environmental Awareness Training, Local
Community Capacity Building and Pilot Income-Generating Activities, Community Activities, Institutional
Development and Strengthening of Reserve Management Capacities (such as training of the reserve
management team), support for the reserve's Advisory Councils. In terms of expenditure categories, this
subcomponent will finance Small Civil Works, Equipment, Materias, Supplies, Consultants, Training,
Salaries and operating costs.

Component 3: System-wide I nstitutional Strengthening. (Total US$4.10 mi). This component will
provide support (with amix of fiscal, FANP interest income, and GEF non-capital resources) to activities
involving the endowment-supported PAs as a group, including coordination of project planning,
monitoring, technical assistance, support for general social participation processes, contracting,
procurement, and independent evaluation. The project will also support strengthening of CONANP as it
further develops and implementsiits strategic and operationa plans. It will further the consolidation of
CSOs and NGOs, as co-responsible agents in the PAs program, and as participantsin the “biodiversity
mainstreaming” agenda.

3.1 Central Coordination In the existing project (SINAP1), the Central Coordination operates as liaison
between FMCN and the relevant sectors of SEMARNAT/CONANP (as well as the individual PAS) in
activities such as as developing a monitoring and evaluation system, establishing reporting protocols, and
providing technical assistance and training to groups of PAs staff. In SINAPL, one staff person paid from
FANP interests with support by another person paid by SEMARNAT has overseen the central coordination
component. In the project proposed here (SINAP2), the Central Coordination unit will execute a budget of
up to 9% of the interest from the SINAP2 endowment. It is estimated that CONANP will channel US$1.73
mi to central coordination activities over eight years. These funds will be channeled exclusively to studies,
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workshops or consultancies that pertain to more than one protected area and aid in the strengthening
process of CONANP. Such activities will be defined and monitored by CONANP, included in the Central
Coordination POA and subject to approva by CTFANP. The administration of these funds derived from
SINAP 2 endowment will be the responsibility of FMCN. The technical oversight of the project in both
SINAP1 and SINAP2 (supervision of technical reports, field visits and activities required to verify the
correct application of the funds) will be covered with the percentage assigned to the Central Coordination in
FANPL (9 to 12% of the interests of FANP 1 endowment according to the legal agreement). The activities
included in this sub-component in SINAP2 include:
(@ Capacity building and technical assistance to the PAs. Thisitem includes training courses,
workshops, and seminars, both for protected area personnel and stakeholders. Priority capacity building
areas include, among others, environmental impacts, ecotourism, strategic communication.
(b) Monitoring and evaluation system: Thisitem covers the extension to the new areas of the M& E
protocol established under SINAPL, as well asits operation and upgrading during project implementation.
Monitoring and evaluation will be adequate to the requirements of the GEF program as well as the needs of
the broader SINAP system. New elements will include enhanced monitoring of social participation
(including IPDPs where applicable) and biodiversity mainstreaming objectives. The establishment of the
system (including the collection of basdline information) would be financed by a mix of fiscal (US$1.73 mi)
and GEF non-endowment funds (US$0.2 mi), with the latter being administered by CONANP via NAFIN,
additional to FANP interest and included in the Central Coordination Annua Operating Plans.
(© Social participation in the protected areas program. Activities under thisitem will include
technical assistance, training and consultancies to selected protected areas (individually or as a group).
These would have the following purposes:
e drengthen the PAS ability to promote partnerships between protected areas management and reserve
stakeholders for the implementation of the reserves’ management plans,
e providetechnical assistance for the identification and design of sustainable use and alternative
livelihoods projects in the reserves buffer zones
e assis inthe gathering, systematization and dissemination of good social participation and partnership
building practices.
Theinclusion of thistype of activitiesin the annual budget of the Central Coordination would be
undertaken in close coordination with CONANP s social participation direction.

3.2 Government Ingtitutional Strengthening: This sub-component will support CONANP s transition to
an effective executive agency, and the related adoption and execution of strategies for performance,
strategic planning, environmental information, marketing, interaction with donor and NGO sectors,
information technology and systems, human resources, physical resources, communications, and adaptive
management. Fiscal resources available for this sub-component include CONANP's budget allocation for
ingtitutional strengthening (US$0.17 mi over eight years). In addition, the recent inclusion into CONANP's
organigram of the Regional Sustainable Development Program (PRODERS) will enhance the ability of
CONANP to coordinate activities with other governmental agencies, thereby further contributing to its
broader institutional agencies. The ingtitutional strengthening budget also covers the cost of operating the
National Council for Protected Areas (CNANP), including consultations with protected areas participatory
forums, travel expenses for visits to protected areas and meetings. CNANP will have a very important role
in the process of ingtitutional strengthening. Thisis dueto its nature of independent external advisor to the
PAs system, making recommendations on laws and policies, overseeing development of genera

regulations, following up on co-financing agreements, advising on the categorization of PAs and registry of
new areas, and coordinating international funding.

3.3CS0O¢ NGO ingtitutional strengthening: thisis sub-component will help establish and consolidate a
Mexican Conservation Learning Network (MCLN) for the sharing and adoption of knowledge on protected
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areas management, benefiting non-governmenta organizations (NGOs) and civil society organizations
(CSOs). The MCLN is being promoted through an agreement between FMCN, The Nature Conservancy
and PACT. Thelatter two are international organizations experienced in NGO development. During its
first three years, the network will focus on two cohorts of NGOs --29 in the Gulf of Californiaregion and
8 currently or potentially carrying out management activities in the GEF-supported PAs. MCLN activities
include regular capacity assessment, training and technical assistance, "knowledge networks' of exchanges
and electronically accessible information, and devel oping the capacity of Mexican providersto deliver
capacity-building services. All NGOs involved in management activities of the GEF-supported PAs will be
eligible to participate. They will receive direct assistance from program staff, scholarships for courses and
workshops, access to information and databases, and regular assistance with assessment of organizational
development in competencies such as planning, management, leadership, administration, monitoring and
evaluation, and finance. A detailed three-year plan and budget is available. At aminimum thisinitiative is
expected to channel US$2 million dollars to NGO strengthening in protected areas over the eight-year
period of the present project. Activities to be financed include web sites, workshops, training, and
publications to promote the Mexican conservation learning network. Initial funding has been obtained from
the Packard Foundation and FMCN. The project staff is aready working at FMCN.

Component 4: Mainstreaming Conservation and Sustainable Use Policies. (Total US$20.95 mi; 15.65
mi GOM and 5.3 mi GEF)

4.1 Central level (US$717,800 from GEF)

a) Preparation of alaw for Protected Areas which will include measures to promote the adoption of
biodiversity criteria by Federal and State devel opment agencies operating in and around protected areas (all
funding from the government)

b) Development of five inter-institutional agreements ("bases de coordinacion inter-instituciona”) to
include biodiversity criteriainto the sectorial programs of five federal agencies (SAGARPA, SRA,
SEDESOL, SCT, SSA). The project will finance 5 specialized consultancies for developing criteria and
environment components from the Federal Agenciesthat will be developing sectoria programsin PAs
(including studies and workshops): US$ 64,200

(o)) Development of atechnical manual on policies and regulations of public investments, targeted at
protected area staff, to increase their capacity to design and execute initiatives of coordination with other
sectors agencies. The project will finance one specialized consultancy: US$ 17,400

d) Implementation of a program of communication, awareness raising and education on biodiversity
conservation in protected aress, targeted at the decision-making level of the federal government, at member
of the national congress, and at other leaders in the different sectors of civil society (see Annex 16 for
details on the project's communication strategy). The project will finance 4 consultancy contracts for the
development of contents and evaluation of the campaign; 7 workshops, several TV announcements and one
lot per year of printed material. (US$ 494,800)

e In coordination with the broader program “ Conservemos Mexico”, promotion of private
investments in sustainable development in the buffer and influence zones of protected aress, to be
monitored and certified by CONANP for consistency with the objectives of the reserves management
plans. This would be achieved by means of 10 pre-feasibility studies of business opportunities, and five
visits of business leaders in protected areas (US$ 105,700)

f) Promotion of economic incentives of fiscal or other nature to promote investments in sustainable
development activities in the reserves or neighboring areas, as well as cost-recovery mechanisms related to
services provided by protected areas (e.g., entrance fees). Thiswould be accomplished by means of 4
studies/ consultancies (US$ 35,700)

4.2 Protected Areaslevel (US$4,582,300 from GEF)

- 45 -



a) Development and execution of a program of capacity building to enhance the entrepreneuria skills
of local communities and other protected areas stakeholders in initiatives of sustainable use of biodiversity.
The program would include modules for horizontal exchanges of knowledge and experiences (i.e., anong
reserves), as well as cross-fertilization between reserve level staff and stake-holders, and central level staff.
The project will finance 16 training courses for 30 people, and 8 study tours. (US$ 331,400).
b) Establishment, in selected reserves, of sustainable development councils on a micro-regional basis.
These councils would operate under the framework of, or in coordination with, the protected areas advisory
councils (Consg os Asesores), to promote the design and adoption of consensus-based community level
sustainable development plans. These plans would help communities prioritize their needs and provide a
sustainable devel opment framework to coordinate the activities of the various development agencies
involved in the areas. The project will finance 96 community workshops for the operation of the
“micro-councils’ and the development of sustainable development plans (US$ 590,400)
C) Implementation of small community-level grants for the sustainable use of biodiversity in the
buffer zones of selected protected areas. Sub-projects to be financed will be consistent with the community
level sustainable development plans described above; and will be screened for environmental impacts with
procedures described in Annex 17. The project will finance 56 sub-projects (US$ 973,300)
d) Design and execution, in selected protected areas, of a program for agro-ecological
"re-conversion”, in coordination with SAGARPA and the state governments, to re-orient, in directions
compatible with the conservation and sustainable use of biodiversity, relevant activities and practices,
including the following:

agricultural and cattle devel opment;

fisheries and aguaculture;

reforestation and other forms of habitat restoration;

sustainable use of wildlife
The project would finance 12 studies or consultancies, and 24 pilot sub-projects to demonstrate the
viability of the proposed aternatives for re-conversion (US$ 466,800)
e Technical assistance for the implementation of the social strategy. The project will finance hiring,
at the reserve level and on aterm basis, of specialized consultants with skills including social participation,
conflict resolution, indigenous issues, sustainable use of biodiversity, public sector management for the
coordination with federal and state devel opment agencies. These expert would provide technical support to
the PA’s core staff to design, execute and supervise actions consistent with the four main lines of each
reserve' ssocia strategy (participation, communication, indigenous issues, sustainable development action
plans). The project will finance up to 816 months/ consultant (US$ 1,505,100).

f) The Project Coordination Unit (PCU), will be fully integrated within CONANP. For the
implementation and reporting of the different components of the project, the Coordinator within the
Conservation for Development General Direction, will be assisted by two staff focussing on mainstreaming
and socia participation. The Coordinator will aso work closely with three staff members that will be
under the direction of three Departments (Administration, Monitoring and Evaluation and Strategic
Communication), but working for the PCU. The Project will finance atota of 6 staff members integrating
the PCU and the office equipment they will require. (US$ 715,300).
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Summary of component financing:

Sour ce US$ % Notes

GOM 1565mi | 74.7% Includes annual fiscal funds from: PRODERS (both
investment in the program’s areas and estimated cost of
Mexico City staff):
Contributions from public funds other than
SEMARNAT according to study by Perez Gil and
Jaramillo (1999)

GEF 5.3 mi 25.3 Regular disbursements via special account in NAFIN

Total 2095 mi | 100%
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Annex 3: Estimated Project Costs
MEXICO: Consolidation of the Protected Areas System Project (GEF)
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Local Foreign Total
Project Cost By Component US $million US $million US $million
A. Expansion of the Fund for Natural Protected Areas 0.00 0.00 0.00
1. Endowment Capital 5.70 13.10 18.80
2. Fundraising 0.80 1.60 240
B. Protected Areas Conservation Programs 0.00 0.00 0.00
1. Implementation of Management Programs 10.97 2.90 13.87
C. System-wide Ingtitutional Strengthening 0.00 0.00 0.00
1. Central Coordination 1.83 0.10 1.93
2. CONANP Strengthening 0.17 0.00 0.17
3. CSOs and NGOs Strenghtening 0.00 2.00 2.00
D. Mainstreaming Conservation and Sustainable Use Palicies 15.45 5.50 20.95
Total Baseline Cost 34.92 25.20 60.12
Physical Contingencies 0.00
Price Contingencies 0.00
Total Project Costs1 34.92 25.20 60.12
Total Financing Required 34.92 25.20 60.12
1. SINAP 2 Phase 1 Budget
Project Components by Financier (US$ million) (2002 to 2009)
Component GOM GEF Private |Bilateral | Total
Amount | Amount | Amount | Amount |Amount
1. Expansion of the
Fund
1.1 Endowment 25 94(1) 6.9 18.8
capital
1.2 Fundraising 0.4 1.2 0.8 2.4
2. PA conservation
programs
2.1 Implementation 6.47 6.53 0.87 13.87,
of Management
Programs
3. Ingtitutional
Strengthening
3.1 Commission 1.73 0.2 193
Coordination
Program
3.2 Institutional 0.17 20 2.17]
strengthening
4. Mainstreaming | 15.65 (2) 53 20.95
conservation and




sustainable use
policies

Total 26.92 16.1 16.23 0.87 60.12

(1) Includes endowment for four PAs and start-up funds for 12 PA
(2) Includes counterpart funds by GOM other than SEMARNAT as calculated by Pérez Gil and
Jaramillo (1999) (12.0 mi for 12 PASs), as well as the contribution by PRODERS (3.654 mi)
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2. SINAP 2 Additional Phases Budget

Project Components by Financier (US$ million) (2002 to 2009)

Component GOM GEF Private |Bilateral | Total

Amount |Amount | Amount | Amount |Amount

1. Expansion of the
Fund

1.1 Endowment 9.0 15.0 6.0 30.0
capital

1.2 Fundraising

2. PA conservation
programs

2.1 Implementation 12.93 6.61 174 21.28
of Management
Programs

3. Ingtitutional
Strengthening

3.1 Commission 3.47 3.47
Coordination
Program

3.2 Ingtitutional 0.33 0.33
strengthening

4. Mainstreaming 0
conservation and
sustainable use
policies

Total 25.73 15.0 12.61 1.74 55.08

1
Identifiable taxes and duties are 0.01 (US$m) and the total project cost, net of taxes, is 60.11 (US$m). Therefore, the project cost sharing ratio is 26.78% of
total project cost net of taxes.
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Annex 4 - Incremental Cost Analysis
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Overview

The project’ s general objective is to increase the permanent protection of the globally significant
biodiversity of a mega-diversity country. The project would contribute to the conservation of Mexico's
highly diverse biota by establishing areliable basis for sustainability of its protected area system. The
GEF dternative would achieve these outputs at atotal incremental cost of US$48.90 million, of which
GEF would contribute US$31.1 million and the Government of Mexico and others would contribute
US$17.80 million. Total project costs are US$115.2 million, of which US$ 52.65miillion is to be provided
by the Government of Mexico, US$ 31.45 million by private and bilateral donors, and US$ 31.1 million
by GEF.

Context and Broad Development Goals

Estimates suggest that Mexico harbors more than 10% of the biological diversity of the planet (Toledo and
Ordoiiez 1993), making it one of the 12 megadiverse countries in the world. Mexico is the country with the
highest ecological diversity in the Americas (Dinerstein et al 1995), and a key center of origin of
agricultural crops (Ramamoorthy et al 1993). Mexico has already lost more than 95% of its humid
tropical forests and more than half of its temperate forests (Dirzo 1992). The percentage of arid regions
lost is difficult to quantify, but it certainly amounts to more than half of the original cover (CONABIO
1998). Conversion of natural habitats has been dramatic in this century. Although decrees on protected
areas date back to 1876, it has only been in the last two decades that both GOM and broad sectors of
society have become involved in their protection. Until 1994, most of the protected areas lacked
management programs, personnel and a basic operating budget (SEMARNAP 1996). Significant changes
have occurred in the last five years, thanks to the mobilization of Mexican civil society and of the
international community in support of conservation. However, this still does not guarantee the long-term
global biodiversity benefits from conservation of Mexico’'s ecosystems and habitats.

Over the past five years, the Government of Mexico has dramatically increased its support for protected
areas, increasing the total number of protected areas from 99 in 1994 to 129 in 2001 and the total budget
from less than half amillion dollarsin 1994 to $14 million in 2001. As of early 2000, 52 areas have a
"core team" of basic personnel -- director, administrator, and two project directors, as well as some level
of basic recurrent costs (office, equipment, coordination and administration). Ten of these aso have
assured basic "resource security" for operating, conservation, and community activities viathe FANP
program endowed by a $16.48 million contribution in the 1996 restructuring of the pilot phase GEF
Mexico Environmental Project.

Most of the protected areas have additional support from a variety of academic, NGO, and private sector
sources, as well as international public and private sources. A study of 24 priority areas (beyond the 10
covered by the FANP endowment) commissioned for the preparation of this project shows that they
depend on public sources for nearly 80 percent of their income (of which one-third comes from
international sources and two-thirds from national sources). Anacther 10 percent is provided by national
and international NGOs, 4 percent comes from the academic sector, and the remainder from others. (Perez
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Gil 2000) The figures must be regarded as approximate because they do not take into account the value of
in-kind services provided by various organizations and because complete financial data was not available
inal cases. On average, however, the level of investment per year in each of the 12 areas selected as
priority for this project was dightly less than US$ 106,000 and less than $20,000 from other sources
(national, bilateral and private) over the past three years. Perhaps not surprisingly, assistance from
international sourcesis concentrated in the northern part of the country, and assistance from the private
sector is concentrated in two areas. Cuatrociénegas and Banco Chinchorro. These funds al contribute to
abaseline of protection for Mexico’s biodiversity but more resources are needed to assure the long-term
protection of these globally significant resources.

The broad development goals of this project are to extend the concept of basic "resource security”
achieved in the 10 areas supported by the first GEF project, to an additional 12 protected areas over an
eight-year period, and as additional capital israised, to still more of the areas identified as of highest
priority for conservation. These development goals also include the long-term certainty of global
biodiversity protection in the SINAP. The project would:
a Conserve globally important biodiversity in selected areas of the National System of Protected
Natural Areas (SINAP).
b. Promote and implement sustainable productive processes in the protected areas buffer zones, to
achieve conservation in collaboration with the communities and stakeholders,
C. Consolidate socia support for conservation by enhancing opportunities and local capacities for
participation.
d. Promote the inclusion of biodiversity conservation criteriain development projects and other
practices affecting the selected protected areas.

Basdine

Under the Baseline scenario, Mexico will be able to manage a sub-set of its protected areas, (including
those that received support through the restructured GEF Pilot Phase Project that enabled the creation of
FANP) as well asto maintain an adequate level of central support to the system. The 12 additional

priority areas would continue to receive basic level of operational funding. SEMARNAT would provide
funds for supervision, management planning, and some monitoring as well as coordination from the

central office. However, the baseline scenario resources are not adequate to assure permanent conservation
of the global biodiversity benefits of the SINAP. The estimated detailed baseline by component is as
follows.

1. Expansion of the Fund for Natural Protected Areas

Fund raising for the FANP endowment would be constrained by the dearth of donors willing to fund basic
conservation and/or to contribute resources to a capital endowment, and would concentrate on meeting the
US$ 5m target established under the existing project. Considering that in addition to that target, other
funds are being raised to support conservation at the reserve level (e.g. San Pedro reserve), the baseline is
set here at US $ 7m. Resources to aid fund raising would be limited to the $0.8m obtained by FMCN from
private foundations. Total component cost under the baseline scenario would amount to US$ 7.8 million.

2.Protected area conservation programs

Reserve managers would engage in some level of public-private partnerships but would be extremely
limited in what they could accomplish in conservation because of the pressures of assuring aminimal level
of external support for basic operations, equipment, and community activities. Implementation of this
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scenario would result in:

a Development of basic management programs for each area and some protection of biodiversity of
global significance

b. Some level of basic conservation programs and community outreach

C. Some level of inter-institutional coordination to identify alternate sources of support for productive
sustainable devel opment projects in buffer zones

d. Limited generation of revenue from additional sourcesto cover other recurrent costs

Under the baseline scenario, fiscal resources for basic personnel in the 12 priority areas (estimated here at
US$ 19.40 million over eight years) would be made available, but their conservation effectiveness would
be limited by the lack of additional resources to finance additiona conservation costs (community
participation, training, etc.). Contributions by private and bilateral donors are expected to amount to
US$15.75 million over eight years based on studies of the pattern and level of contributionsin the past,
and taking into account a US$ 3.25 fundraising target by the recently launched campaign “Let’s Conserve
Mexcio”. Total component cost under the baseline scenario would be US$35.15 million.

3. System-wide nstitutional strengthening

Central Coordination Program

Under the baseline scenario, CONANP would support system-wide conservation activities benefiting 12
priority reserves, but it would not be able to finance improvements at the reserve level of its M& E system.
Taking 2000 as the reference point, the baseline is estimated as the pro-rated costs of central support to 12
reserves: thisis an appropriation of US$ 5.2 million over eight years.

Institutional strengthening

The National Commission would pursue its objective of consolidating itself from the institutional
standpoint, and to implement its strategic and operational plans. In addition, FMCN would continue its
partnership with PACT and TNC to support the Mexican Conservation Learning Network (MCLN).
Total estimate for the baseline is US$2.5million.

4. Mainstreaming Conservation and Sustainable Use Policies

Data from the study of financial support to the PAs proposed for inclusion in this project indicate that the
12 priority areas received some $1.5 million per year from Mexican agencies (municipal, state, national)
other than INE in 1999 (Perez Gil and Jaramillo 1999). On this basis, it is expected that baseline
counterpart funds for the 12 reservesin eight years will reach at least US$12 million. However, it is
unlikely that in the absence of efforts to re-orient, prioritize, and up-scale them, these activities would
make alasting difference on biodiversity conservation and sustainable use.

The incorporation of the Regional Sustainable Development Program (PRODERS) into CONANP) will
alow to alocate an estimate of US$3.65 million into mainstreaming activities considering support in
central offices and at the protected are level. Hence, the total estimate for the baseline cost of this
component are calculated at US$15.65 million.

Thetotal estimated cost of the Basdline scenario is US$ 66.30 million. Budget tables with additional
information on the sources of these figures are presented in Annex 14.
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Global Environmental Objectives

A consolidated and sustainable protected area system will help conserve alarge proportion of Mexico's
rich and unique biodiversity and to maintain ecological and evolutionary processes of unique global
importance. The global objective of this project is to consolidate the conservation of globally significant
biodiversity in protected areas in Mexico, guaranteeing conservation and maintenance of global
biodiversity benefits over the long term. Without the GEF contribution, these benefits would not be
realized.

GEF Alternative

Under the GEF Alternative scenario, Mexico will be able to set the basis for sustainability of its SINAP
and maximization of the global benefits of a mega-biodiversity country based on long-term planning,
comprehensive social participation programs, inter-institutional coordination at local, intermediate and
national levelsto "mainstream” biodiversity concerns with state and national government and development
agencies and to direct appropriate sustainable social development to zones around the protected areas. In
addition to basic personnel, the protected areas will be able to count on adequate basic funding for
conservation and community outreach programs, enhanced biological and social monitoring, pilot funding
for programs to address the root causes of biodiversity loss, and effectively combat threats to globally
critical habitat. Specific components of the GEF alternative include:

1. Expansion of the Fund for Natural Protected Areas

US$48.8 million (US$46.9 million for direct investment into the endowment and US$1.9 million for
start-up costs, to support conservation of the 12 protected areas while endowment contributions accrue
interests) would be provided in equal parts by the GEF and other donors for increased capitalization of the
endowment, thereby promoting long-term conservation of protected areas and permanent protection of
globally significant biodiversity.

In addition, fund-raising activities would be up-scaled and expanded to atotal of US$ 2.4 million to meet
the challenge of increasing FANP endowment (with contributions from GEF, GOM and FMCN).

The total dternative cost for this component is US$51.2 million.

2. Protected area conservation programs

The GEF dternative would permit full implementation of management programs, including more effective
socid participation mechanisms, via the additional resources obtained from FANP interest, which would
complement the fiscal alocation of GOM, and contributions from private and bilateral sources, including
the funds raised by the campaign “Let’s Conserve Mexico”. Tota cost for this component under the GEF
Alternative is estimated at $35.15 million.

3. Institutional strengthening

In addition to regular central coordination activities, the aternative would finance comprehensive
monitoring of biologica and social indicatorsin the 12 priority reserves, which will serve as a model for
protected areas presently lacking a monitoring system. Costs are estimated at atotal of US$ 5.4 million.
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The aternative for government and civil society strengthening encompasses the same activities of
CONANP, NGO and CONANP described in the baseline. However it is plausible that the same resources
of $2.5m would have larger biodiversity benefits than in the baseline because of synergies with the
GEF-financed activities.

The total GEF Alternative for this component would be US$ 7.9 million.

4. Mainstreaming Conservation and Sustainable Use Policies

The aternative entail s promoting a coordinated approach to regiona development that would minimize
impacts of development on protected areas and maximize benefits of development in ways that address
root causes of biodiversity loss . The GEF alternative would complement baseline resources by financing
protected area-level mainstreaming strategies, sub-grants to mainstreaming activities, and inter-agency
coordination at the national level for atotal of US$20.95 million.

Tota expenditures under the GEF Alter native scenario are estimated at US$ 115.2 million.
Incremental Costs

Tota expenditures under the Baseline scenario are estimated at US$66.30 million, while the total
estimated costs of the GEF Alternative are estimated at $115.2 million. The difference between the cost of
the Baseline Scenario and the cost of the GEF Alternative is US$ 48.90 million. This represents the
incremental cost for achieving global environmental benefits. US$ 31.1 million is requested from the GEF,
and the balance of US$17.80 will come from other sources, representing a significant leveraging of GEF
resources.

Process of Negotiation: The agreed incremental cost of the project and GEF contribution have been the
subject of intensive discusson between the project team, WB staff, and the GEF Secretariat during project
preparation. The proposed contribution to incremental costs from non-GEF sources is viewed as
ambitious, but the national focal point and responsible ministry (SEMARNAT) have agreed to this
cost-sharing ratio in view of the significant commitment of scarce GEF resources.

Incremental Cost Matrix

Global Ben

Component Cost Category Cost Domestic Benefit
(US$ million)
1. Expansion of the Fund for
Natural Protected Areas
1.1 Endowment capital Baseline $7.00 M |Basic level of ecosystem services  |Some protection of biodiver:
maintained importance
GEF Alternative $48.80 M|Enhanced level of ecosystem Fully representative selectio
services maintained ecosystems and biodiversity
long term protection
Increment $41.80 M
1.2 Fundraising Baseline $0.80 M|Endowment funds for some Some protection of biodiver:
areas/activities significance
GEF Alternative $2.40 M|Endowment funds for highest Protection of priority ecosys
priority areas/activities effective long-term manage
Increment $1.60 M
2.Protected area conservation
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programs

2.1 Implementation of Baseline $35.15 MBasic level of ecosystem services  |Some protection of biodiver:
Management Programs maintained importance in the short tern
GEF Alternative $35.15 M|Basic level of ecosystem services  |Effective implementation of
maintained programs resulting in protec
biodiversity of global signific
protected areas.
Increment $O0M
3. System-wide institutional
strengthening
3.1 Central coordination Baseline $5.20 M|Coordination of PA program in 12
program priority areas
GEF Alternative $5.40 M Effective coordination of dor
objectives, including strengt
monitoring and evaluation sy
Increment $0.20 M
3.2 Institutional strengthening |Baseline $2.50 Mlimproved capacity to carry out
programs
GEF Alternative $2.50 M Synergy with expanded FAT
activities may result in incre
effectiveness.
Increment $.00 M
4. Mainstreaming Conservation Baseline $15.65 M Some economic alternatives Some potential for threat rec
and Sustainable Use Policies developed for marginalized short term
populations
GEF Alternative $20.95 M|improved access to alternatives of |Economic alternatives devel
sustainable use of biodiversity selected in accordance with
criteria linked to reduction o
Sustainable finance availabl
mainstreaming/reorientation
development programs
Increment $5.30 M
Total Baseline $66.30 M
GEF Alternative $115.20 M
Incremental Cost $48.90 M
Financing Plan:
GEF $31.10 M
GOM, other sources $17.80 M
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Annex 5: Financial Summary
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Implementation Period

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Year 7 Year 8

Investment Costs 1843 583 485 475 491 230 314 314
Recurrent Costs 353 053 151 161 164 183 103 104
Total Project Costs 219 636 636 636 .655 418 417 4.18

Financial Projectionsfor Component 1.1: Endowment capital

The following financial projection pertains both to the GEF endowment contribution and to the matching
contributions from other donors. Donors (GOM and Packard Foundation) that have contributed to the endowment
have requested separate accounts and specific investment strategies (as well as different disbursement schedules and
amounts), so that the actua projection differs from the one presented here. The current proposal assumes that the
initial GEF capital contribution will occur at the end of 2001 in the amount of 7.5 million dollars, which will
generate income to cover the basic costs of four protected areas from the beginning of the year 2003 on.

Given current market conditions, a reassessment of the financia strategy of FANP was conducted with World Bank
staff, SEMARNAT and FMCN financial advisorsin August 2000 as part of the mid-term review of the program.
This analysis resulted in changes in the investment strategy to try to ensure 8.5% return per year derived from up to
90% of the endowment invested in fixed income securities (Eurobonds, Sovereign Debt). This strategy avoids
market fluctuations that can affect the availability of the required annual cash flow. At least 10% of the endowment
will beinvested in equities or protected capital products. This investment should help partially offset the erosion of
the real value of FANP capital with the oversight of afinancial consultant and the Committee of Administration and
Finances of the FMCN under the current investment guidelines approved by the World Bank.

Based on the experience of the FANP, the Emergency Fund to cover natural disaster and labor contingenciesis not
expected to go beyond 0.3% of the capital per year (in 1998, when firesin Mexico reached a historical record,
US$64,327 were required for ten reserves). Hence, an average 0.2% of the capital per year is expected to cover
emergencies. While the emergency funds will not be withdrawn from the investment on ayearly basis (if not needed
they will be reinvested), they will be invested in instruments that allow immediate withdrawal .

SINAP II: Example of a Financia Projection (amounts in thousands of US dollars)

Y ear 2002 2003 2004 |2005 |2006 [2007 |2008 |2009
GEF contributions 7,500
Matching funds contributions 7,500
Balance of investments 15,000 (15,007 (15,014 |15,021 {15,029 (15,038 |15,048 |15,059
Investment in Fixed Income (90%) 13,500 (13,506 (13,512 |13,519 |13,526 (13,535 |13,543 |13,553
Investment in Equities (10%) 1500 (1,501 (1,501 |1,502 {1,503 1,504 |1,505 {1,506
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Growth from Fixed Income (8.5%) 1,148 |1,148 1,149 (1,149 |1,150 |1,150 |1,151 (1,152

Growth from Equities (12%) 0,180 |0,280 10,180 |0,180 |0,180 |0,180 |0,181 0,181
Total Growth 1,328 |1,328 1,329 (1,329 (1,330 |1,331 |1,332 (1,333
Emergency Fund (0.2%) 0,030 |0,030 |0,030 |0,030 |0,030 |0,030 0,030 0,030
Consultant & management fees (0.3%) 0,045 0,045 10,045 10,045 |0,045 |0,045 0,045 0,045

Annual program requirement for next year (1,246 (1,246 (1,246 (1,246 (1,246 1,246 |1,246 |1,246
Total annual withdrawal at theend of year 1,321 (1,321 1,321 |1,321 |1,321 (1,321 |1,321 (1,321

Excess (shortfall) 0,007 0,007 10,008 |0,008 |0,009 |0,010 |0,011 |0,011

End of year balance 15,007 {15,014 (15,021 (15,029 |15,038 |15,048 |15,059 (15,070

(1) Fees have been negotiated between a low fixed fee plus a portion according to performance. 0.3% reflects the average cost
per year.

Total annua requirements of the project will consider offshore income derived from the endowment (except for the
year 2002), a 9.7% contribution from the Mexican Government to cover the taxesin the program (including the
taxes of the fund-raising component) and a 3% income from local management. The return form the matching
endowment does not consider a contribution form GOM to cover taxes. To cover taxes required for the operation of
GEF Funds, the GOM will deposit US$ 1 mi in FANP every year for the period 2001 to 2006. Part of the interest
derived from this US$ 6 mi contribution will be channeled to cover the taxes for the project activities under FMCN
administration. The 3% from local management can be obtained since disbursements to the project components will
occur at sx-month intervals (in the GEF case). Hence, the total income available to the FANP program for the
portion of the GEF endowment and the matching funds will be the following (the costs for 2003 will be financed
with non-endowment funds):

Total income available to FANP program

GEF 2003 2004 2005 2006 2007 2008 2009 2010
Total Offshore Income 623 623 623 623 623 623 623 623
GOM contributions to FANP 60 60 60 60 60 60 60 60
Local Interest Income 2] 2] 2] 2] 2] 2] 2] 21
Total GEF 704 704 704 704 704 704 704 704
Other sources

Total Offshore income 623 623 623 623 623 623 623 623
Local Interest Income 19 19 19 19 19 19 19 19
Total other sources 642 642 642 642 642 642 642 642
Total availableto FANP 1,346 1,346 1,346 1,346 1,346 1,346 1,346 1,346
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Annex 6: Procurement and Disbursement Arrangements
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Procurement

All procurement of goods and works under the Project would be carried out in accordance with the
"Guidelines, Procurement under IBRD Loans and IDA Credits" dated January 1995 and revised in January and
August 1996, September 1997, and January 1999. Consultants would be employed in accordance with the
Guidelines, Selection and Employment of Consultants by World Bank Borrowers, dated January 1997 and revised
in September 1997 and January 1999.

Summary of the Assessment of the Agency’s Capacity

Procurement under the proposed project will be done by Fondo para Areas Naturales Protegidas (FANP)
within Fondo Mexicano para la Conservacion de la Naturaleza and by Comision Nacional de Areas Naturales
Protegidas (CONANP). A procurement assessment of the executing agencies has been carried out during
pre-appraisal. The report was cleared by the RPA’s office.

The assessment revealed that FANP has an adequate organization and procedures for carrying out the
component of the endowment capital and the conservation program of protected areas. FANP will continue
performing the same activities of previous SINAP project. On the other hand, CONANP has just started
implementation of a new organization structure that will be completed in 2003. Procurement for this project will be
carried out by the procurement unit of its Administrative Directorate. This unit is staffed with an experienced
procurement officer but not familiar with World Bank procurement procedures. Therefore, it is recommended that
CONANP s capacity be re-evaluated in one year while the unit is trained in World Bank procedures.

An action plan to be agreed at negotiations with the Borrower to strengthen its procurement management
capacity includes recruiting of additiona staff with expertise in accounting and financial management for FANP,
and staff with expertise in procurement for CONANP, and specific procurement training to CONANP staff.
Procurement methods (Table A)

Works

The loan would not finance civil works.
Goods

The project includes computer and office equipment in the amount of US$300,000 that will be financed
with counterpart funds. The only goods to be financed by GEF are publications. In view of the small amount
expected, US$16,000, these publications would be purchased following shopping procedures in accordance with
paragraphs 3.5 and 3.6 of the Guidelines.

Consultant Services

The Project would finance technical assistance, studies and capacity building activities to strengthen
CONANP and to support fund raising activities to increase the endowment capital of FANP through joint GOM
and FMCN efforts. Consulting services would be required, among others, to strengthen existing institutions,
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revising the legal framework and operation plans, studies to increase knowledge on protected areas, dissemination
of best practices, socia participation on protected areas, and training.

Consulting firms would be selected following a Quality and Cost-Based Selection process, in accordance
with Section |1 of the Consultant Guidelines.

Individua consultants include technical staff for long-term assignments in the project implementing units
and other short-term assignments up to an aggregate amount of US$3.8 million.

Endowment Capitd

GEF will finance US$9.4 million of the endowment capital for four additional reserves (1.9 million will be
used for start-up expensesin 12 PA's to cover the first year operation of PA's while the endowment accrues
interest).

Area lmplementation POAs

The project will finance through FANP-generated income the start-up operating costs of four additional
natural protected areas, and implementation activities of its management programs. The "start up" funds needed for
the first year are estimated at $159,085 per reserve, and would be disbursed when the corresponding endowment
(GEF and match from other sources) is deposited for that reserve. The specific activities to be financed include:
Protection (regular patrols for surveillance, biodiversity monitoring, signs/postingg/trails), Fire Prevention and
Control, Habitat Rehabilitation, Control of Exotic Species, Rustic Infrastructure, Environmental Awareness
Training, Institutional Development and Strengthening of Reserve Management Capacities (such as training of the
reserve management team), support for the reserve's Advisory Councils. This category will financeequipment,
materials, supplies, consultants, training, salaries and operating costs.

Subgrants

The project will aso finance local community initiatives for sustainable use of biodiversity. The average
size of individual subproject procurementsis expected to be about US$16,000, which may consist of
procurement of works, goods, services or any combination of the three. Dueto its small size, it is expected
that the majority of subproject inputs would be procured under national shopping procedures. Eligibility
criteria and the agreed procurement and payment procedures for subprojects will be included in the
Operational Manual.

Operating Costs

Operating Costs comprise expenditures incurred for recurrent incremental costs associated with the
implementation of the Project, as well as operating costs under the management programs of the four new natural
protected areas, such as basic operation costs, incremental salaries of key staff of protected areas and FANP
coordination.
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Action Plan

PLANNING

a) Preparation of a detailed procurement plan for the first
year of project implementation.

For negotiations.

STAFFING:

b) CONANP to appoint procurement and disbursement
specialists.

For negotiations.

Training:

¢) Specific procurement training to CONANP staff.

During the life of the project

Procedures:

The Operations Manuals (OM) for FANP and CONANP
should describe clearly the procedures, methodol ogies,
coordinating arrangements, filing and records, and internal
control mechanisms for all procurement and related
disbursement activities to be carried out by FANP,
CONANP, and the eligible reserves and beneficiaries.

As a condition of effectiveness.

Audit Services:

€) FANP and CONANP will specify suitable Terms of
Reference for annual Project audit services, including
reviews of procurement responsibility and appropriateness of
procurement administration practices.

As a condition of effectiveness.
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Table A: Project Costs by Procurement Arrangements
(USS$ million equivalent)

Expenditure Category ICB NCB Other’ N.G.F. | Total Cost
1. Works - - - - -
2. Goods - - 0.01 0.32 0.33

(0.01) (0.01)

3. Consultant Services - - 6.90 27.44 34.34
and Training (5.06) (5.06)

4. Endowment FANP - - 16.99 16.99
(8.85) (8.85)

5. Subgrants - - 13.21 13.21
(1.29) (1.29)

6. Arealmplementation - - - 4.97 4.97

OAs

7. Operating Costs - - 3.49 16.77 20.26
(0.90) (0.90)

Total - - 40.60 49.50 90.10

(16.10) (16.10)

Figuresin parenthesis are the amounts to be financed by the Bank L oan. All costsinclude contingencies.

Includes goods to be procured through national
shopping, consulting services, services of individual consultants
for the project management office, training, technical assistance

services, and incremental operating costs.
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Table A1: Consultant Selection Arrangements (optional)

(US$ million equivalent)

Selection Method
Consultant Services

Expenditure Category | QCBS QBS SFB LCS cQ Other  N.B.F. | Total Cost'

A. Firms 3.16 0.00 0.00 0.00 0.00 0.00 27.38 30.54

(2.01) (0.00) (0.00) (0.00) (0.00) (0.00) (0.00) (2.01)

B. Individuals 0.00 0.00 0.00 0.00 0.00 3.74 0.06 3.80

(0.00) (0.00) (0.00) (0.00) (0.00) (3.05) (0.00) (3.05)

Total| 3.16 0.00 0.00 0.00 0.00 3.74 27.44 34.34

(2.01) (0.00) (0.00) (0.00) (0.00) (3.05) (0.00) (5.06)

1\ Including contingencies

Note: QCBS = Quality- and Cost-Based Selection

QBS = Quality-based Selection

SFB = Selection under a Fixed Budget

LCS = Least-Cost Selection

CQ = Selection Based on Consultants' Qualifications
Other = Selection of individual consultants (per Section V of Consultants Guidelines),
Commercial Practices, etc.

N.B.F. = Not Bank-financed

Figures in parenthesis are the amounts to be financed by the Bank Grant.
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Prior review thresholds (Table B)
Prior review procedures would apply to all contracts awarded following QCBS procedures estimated to cost more
than US$100,000 equivalent, and all contracts with individual consultants estimated to cost more than US$50,000.

For other consulting contracts, only the TOR would be reviewed by the Bank.

Any contract awarded on a single-source basis, assignments of key staff and of critical nature, and amendments
raising contract values above the said thresholds would be subject to prior review.

Table B: Thresholds for Procurement Methods and Prior Review '

Contract Value Contracts Subject to
Threshold Procurement Prior Review
Expenditure Category (US$ thousands) Method (US$ millions)
1. Works N/A N/A N/A
2. Goods N/A Shopping N/A
3. Services
QCBS
Firms >200 | nternati Ona| AI I
shortlist/Expressions of
Interest
>100 All
QCBS
National Shortlist
Individuals
<100 Only TORs
QCBS
>50 All
Chapter V of Consultant
Guiddines
<50 Only TORs
Chapter V of Consultant
Guiddines
4. Subgrants N/A Shopping/Direct Purchasing N/A
5. Miscellaneous
6. Miscellaneous

Total value of contracts subject to prior review:

Overall Procurement Risk Assessment
Average

Frequency of procurement supervision missions proposed: One every six months (includes special
procurement supervision for post-review/audits)

Procurement supervision will be performed by a Procurement Specialist (PS) or Procurement Accredited
Staff (PAS) and will include areview of: (i) the PCU's capacity; (ii) the procurement plan for the project,
including a timetable for procurement actions anticipated during the next 12 months; (iii) the PCU's
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monitoring system; and (iv) complete records for one in every five contracts (for goods, works, land
regularization services, and consulting services, respectively). In addition the PS or PAS will perform
selected physical inspections of the goods received or works performed, and meet with selected
suppliers/contractors, whenever possible.

"Thresholds generally differ by country and project. Consult OD 11.04 "Review of Procurement
Documentation" and contact the Regional Procurement Adviser for guidance.
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Disbursement

Allocation of grant proceeds (Table C)

Expenditure Category Amount in Financing Per centage
US$million

1. Goods 0.01 85%
2. Consultants and Training*

a) For FANP 0.80 50%

b) For CONANP 4.60 50%
3. Endowment FANP 9.40 100%
4. Subgrants CONANP 0.30 100%
5. Operating Costs 0.80 50%
6. Unallocated 0.19
Total Project Costs 16.10

* Training includes: (i) fees of consultants employed as trainers; (ii) reasonable travel,
room,
board and per diem expenditures incurred by traineesin connection with their training; (iii)

course fees charged by academic ingtitutions; (iv) training facility rentals; and (v) training
material preparation, acquisition, reproduction and distribution expenses not otherwise
covered under this paragraph.

Use of statements of expenditures (SOESs):

The Bank and NAFIN have agreed that the traditional disbursement mechanism (SOEs) will be used for at least six
months after project effectiveness. Disbursements will be made on the basis of full documentation for all
expenditures made under contracts requiring prior review by the Bank, and contracts whose value will be raised
above the prior review limits as a result of amendments. For all other expenditures, disbursements will be made
against SOEs. (a) goods (b) contracts for consulting firms, including NGOs costing less than $100,000; (c)
contracts for individual consultants costing less than $50,000; (d) all training expenditures; (e) (f) subgrants; and
(g) operating costs, including expenditures for implementation of POAS.

All consolidated SOEs documentation will be maintained by the PCUs for post-review and audit purposes.
Reimbursement requests should be sent to the Bank on a monthly basis. Once the accounting and financia
management system is deemed compliant with LACI requirements, and is certified as such by the Bank, a migration
to aLACI type of disbursements may be implemented as described hereafter.

Special account:

Two Special Accountswill be open:

1. A Specia Account in US dollar would be opened by NAFINSA on behalf of CONANP in Banco de Mexico.
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The authorized alocation to the Special Account will be set at a level sufficient to cover about four months of
estimated expenditures dligible for financing by the Bank, up to a maximum authorized alocation to be determined
during negotiations. Monthly replenishment of funds will be made on evidence of satisfactory utilization of the
previous advance(s) as evidenced by the documentation submitted in support of disbursement applications. Deposits
into the Special Account and its replenishments, up to the Authorized Allocation(s) will be made initially on the
basis of Applications for Withdrawals (Form 1903) accompanied with the supporting and other documentation
specified in the Disbursement Handbook.

2. Second Special Account: Regular disbursement with FMCN (Total US$ 0.8 million). FMCN will establish a
special account in acommercial Bank satisfactory to the World Bank. The reasons this Special Account is separate
is because CONANP special account will be opened within NAFINSA, which is a government agency, while
FMCN isaprivate organization. Also, the funds from the Special Account with FMCN will be used to raise USD$
6 mi funds for the endowment from private donors. The fundraising activities by FMCN are described in Annex
14.
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Annex 7: Project Processing Schedule
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Project Schedule Planned Actual
Time taken to prepare the project (months) 24

First Bank mission (identification) 06/14/1999 06/14/1999
Appraisal mission departure 04/16/2001

Negotiations 05/07/2001

Planned Date of Effectiveness 08/15/2001

Prepared by:

Project preparation was carried out by a Design Committee, which included specialists from Secretaria de Medio
Ambiente y Recursos Naturales (SEMARNAT), Comision Nacional de Areas Protegidas (CONANP), Fondo
Mexicano parala Conservacion de la Naturaleza (FMCN).

Coordinator at CONANP: Biol. Pia Gallina; Coordinator at FMCN: Dra. Renee Gonzdez

Preparation assistance:
GEF PPG (TF023379)

German Consultant Trust Fund (TF038474)

Bank staff who worked on the project included:

Name

Speciality

Raffaello Cervigni
Claudia Sobrevila

Adolfo Brizzi
Jorge Franco
Gonzalo Castro
Lucia Grenna

Carl Lundin
Ricardo Hernandez
Mark Austin

Musa Asad

Teresa Roncal
Victor Ordorfiez
Maria Elena Castro Mufioz
Claudia Sobrevila
Rocio Sarmiento
Karen Ravenelle
Liliana Vendeuvre

Task Team Leader, Sr. Natural Resources Economist (until, and
including, appraisal)

Task Team Leader, Sr. Biodiversity Specialist (from negotiations
onwards

Sector Leader

Socia Development Specialist

Biodiversity Specialist, Biologist (terrestial ecosystem)
Communications Specialist

Biologist (coastal, marine, freshwater ecosystem)

Environmental Specialist

Project Management Specialist

Financial Analyst

Procurement Analyst (Cost Tables)

Financial Management Specialist

Sr. Social Scientist

Sr. Biodiversity Specialist

Program Assistant (Cost Tables)

Language Team Assistant

Language Team Assistant
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Annex 8: Documents in the Project File*
MEXICO: Consolidation of the Protected Areas System Project (GEF)

A. Project Implementation Plan
First Draft of PIP

B. Bank Staff Assessments

Environmental Analysis

Financial Management A ssessment
Institutional Assessment
Procurement Assessment

Socia Analysis

Communication Strategy

C. Other

Independent Evaluation (Natural Protected Areas Project)

Social Assessment Montes Azules and Ria Lagartos

Monitoring and Evaluation System of the Natural Protected Areas Fund Program

Project Information Document

Root Causes Analysis

Socia Assessments Cuatrociénegas, Alto Golfo, Tehuacan, Chichinautzin

Memories of Tehuacan Workshop

Global Socia Strategy

Indigenous People Development Plans for Cuatrociénegas, Alto Golfo, Tehuacan, Chichinautzin

Logical Frameworks for the first 4 PAs
*Including electronic files
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Annex 9: Statement of Loans and Credits
MEXICO: Consolidation of the Protected Areas System Project (GEF)

Difference between expected

and actual
Original Amount in US$ Millions disbursements’

Project ID FY Purpose IBRD IDA GEF Cancel. Undisb. Orig Frm Rev'd
P060908 2001 MESO AMERICAN CORRIDOR 4.25 0.00 14.84 0.00 0.00 0.00 0.00
P064887 2001 DISASTER MANAGEMENT 404.05 0.00 0.00 0.00 404.05 0.00 0.00
P065779 2001 FEDERAL HIGHWAY MAINTENANCE PROJECT 218.00 0.00 0.00 0.00 218.00 0.00 0.00
P070479 2001 Edo de Mexico Structural Adjustment Loan 505.06 0.00 0.00 0.00 505.06 0.00 0.00
P066938 2000 MX GENDER (LIL) 3.07 0.00 0.00 0.00 3.07 0.10 0.00
P057530 2000 RURAL DEV. MARG. ARII 55.00 0.00 0.00 0.00 47.67 0.67 0.00
P060718 2000 ALTERNATIVE ENERGY 0.00 0.00 8.90 0.00 7.47 4.53 0.00
P007610 1999 FOVI RESTRUCTURING 505.50 0.00 0.00 0.00 364.76 264.76 0.00
P048505 1999 AGRICULTURAL PRODUCT 444.45 0.00 0.00 0.00 266.35 66.23 0.00
P049895 1998 MX: HIGHER ED. FINANCING 180.20 0.00 0.00 0.00 155.87 42.93 0.00
P055061 1998 MX: HEALTH SYSTEM REFORM TA 25.00 0.00 0.00 0.00 1.59 1.59 0.00
P040199 1998 MX: BASIC EDUC. DEVELOPMENT PHASE | 115.00 0.00 0.00 0.00 55.55 40.48 0.00
P044531 1998 KNOWLEDGE & INNOV. 300.00 0.00 0.00 0.00 231.97 40.97 0.00
P007720 1998 MX: HEALTH SYSTEM REFORM - SAL 700.00 0.00 0.00 0.00 150.00 150.00 0.00
P007711 1998 RURAL DEV. MARG. AREA 47.00 0.00 0.00 0.00 32.40 16.91 0.00
P007700 1997 COMMUNITY FORESTRY 15.00 0.00 0.00 0.00 7.32 3.67 0.00
P007689 1996 MX: BASIC HEALTH Il 310.00 0.00 0.00 0.00 73.21 73.21 73.21
P007713 1996 WATER RESOURCES MANA 186.50 0.00 0.00 0.00 131.26 82.03 24.47
P034490 1995 MX: TECHNICAL EDUC/TRAINING 265.00 0.00 0.00 30.00 111.09 141.09 111.06
P007701 1994 ON-FARM & MINOR IRRI 200.00 0.00 0.00 30.00 39.34 69.34 25.91
P007710 1994 N.BORDER | ENVIRONM 368.00 0.00 0.00 300.99 36.22 330.41 51.61
P007725 1994 MX: PRIMARY EDUC.II 412.00 0.00 0.00 40.00 47.55 87.55 47.55
P007648 1993 MEDIUM CITIES TRANSP 200.00 0.00 0.00 23.00 99.85 122.85 99.85
Total: 5463.08 0.00 23.74 423.99 2989.65 1539.31 433.66
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MEXICO
STATEMENT OF IFC's
Held and Disbursed Portfolio

Apr-2001
In Millions US Dollars
Committed Disbursed
IFC IFC

FY Approva Company Loan  Equity Quasi Partic Loan Equity Quasi Partic
1997 Grupo Minsa 16.00 10.00 0.00 24.00 16.00 10.00 0.00 24.00
1992/93/95/96/99 Grupo Posadas 25.00 0.00 10.00 10.00 25.00 0.00 10.00 10.00
1998 Grupo Sanfandila 9.17 0.00 0.00 4.40 7.17 0.00 0.00 3.40
1994/96/98/00 Heller Financial 0.00 0.32 0.00 0.00 0.00 0.32 0.00 0.00
2000 ITR 14.00 0.00 0.00 4.00 10.90 0.00 0.00 3.10
2000 Innopack 0.00 15.00 0.00 0.00 0.00 15.00 0.00 0.00
1994 Interceramic 7.00 0.00 6.00 1.75 7.00 0.00 6.00 1.75
2000/01 InverCap 0.00 0.07 0.00 0.00 0.00 0.06 0.00 0.00
1993 Masterpak 1.20 0.00 0.00 0.00 1.20 0.00 0.00 0.00
1998 Merida Ill 30.00 0.00 0.00 73.95 28.31 0.00 0.00 69.79
1995/99 Mexplus Puertos 0.00 141 0.00 0.00 0.00 141 0.00 0.00
1996/99/00 NEMAK 0.00 0.00 0.83 0.00 0.00 0.00 0.83 0.00
1998 Punta Langosta 2.50 1.00 0.00 4.27 2.50 1.00 0.00 427
2000 Rio Bravo 50.00 0.00 0.00 59.50 31.96 0.00 0.00 38.04
2000 Sdltillo SA. 35.00 0.00 0.00 43.00 13.46 0.00 0.00 16.54
1999 Sudamérica 0.00 15.00 0.00 0.00 0.00 15.00 0.00 0.00
1997 TMA 2.77 0.00 2.10 9.60 2.77 0.00 2.10 9.60
1992 TolucaToll Road 6.85 0.00 0.00 0.00 6.85 0.00 0.00 0.00
1991/92 Vitro 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
1991 Vitro Flotado 331 0.00 0.00 1.38 331 0.00 0.00 1.38
1998 ZN Mxc Eqty Fund 0.00 25.30 0.00 0.00 0.00 11.88 0.00 0.00
1988/91/92/93/95 Apasco 12.60 0.00 0.00 50.40 12.60 0.00 0.00 50.40
1998 Awvi 10.00 0.00 0.00 0.00 10.00 0.00 0.00 0.00
1990/92/96 BANAMEX 88.21 0.00 0.00 27.04 88.21 0.00 0.00 27.04
1997 Banco Bilbao MXC 70.59 0.00 30.00 0.00 70.59 0.00 30.00 0.00
1992 Banorte-SABROZA 2.25 0.00 0.00 0.00 2.25 0.00 0.00 0.00
1995/96 Baring Mex. FMC 0.00 0.02 0.00 0.00 0.00 0.02 0.00 0.00
1995/99 Baring Venture 0.00 2.73 0.00 0.00 0.00 1.00 0.00 0.00
1998 CIMA México 0.00 4.80 0.00 0.00 0.00 4.80 0.00 0.00
1998 CIMA Puebla 7.00 0.00 0.00 0.00 3.50 0.00 0.00 0.00
1994 CTAPV 3.73 0.00 2.32 0.00 3.73 0.00 2.32 0.00
0 Chiapas-Propama 0.00 0.80 0.00 0.00 0.00 0.31 0.00 0.00
1997 Comerciaizadora 3.06 0.00 2.19 6.25 3.06 0.00 2.19 6.25
1999 Corsa 13.00 3.00 0.00 0.00 13.00 3.00 0.00 0.00
1993 Derivados 1.10 0.00 0.00 0.00 1.10 0.00 0.00 0.00
1997 Fondo Chiapas 0.00 4.20 0.00 0.00 0.00 0.43 0.00 0.00
1998 Forja Monterrey 13.00 3.00 0.00 13.00 13.00 3.00 0.00 13.00
1991/96 GIBSA 21.64 0.00 10.00 72.76 21.64 0.00 10.00 72.76
1993 GIDESA 6.25 8.00 0.00 4.25 6.25 8.00 0.00 4,25
1996/00 GIRSA 45.00 0.00 0.00 60.00 22.71 0.00 0.00 30.29
1993 GOTM 0.82 0.00 0.00 0.22 0.82 0.00 0.00 0.22
1997/98 Gen. Hipotecaria 0.00 1.20 0.00 0.00 0.00 1.29 0.00 0.00
0 Grupo BBVA 0.00 2.67 0.00 0.00 0.00 2.67 0.00 0.00
1998 Grupo Calidra 12.00 6.00 0.00 10.00 12.00 6.00 0.00 10.00
Total Portfolio: 513.05 104.52 63.44 479.77 44089 85.19 63.44 396.08
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Approvals Pending Commitment

FY Approva Company Loan Equity Quasi Partic
2000 Servicios 10500.00 0.00 2000.00 17700.00
2000 Teksid Aluminio 25000.00 0.00 0.00 0.00
2000 Teksid Hierro 15000.00 0.00 0.00 30000.00
1999 BANAMEX LRF I 50000.00 0.00 0.00 0.00
1999 Baring BMPEF FMC 0.00 0.00 60.00 0.00
1998 Cima Hermosillo 7000.00 0.00 0.00 0.00
2000 Educacion 9700.00 0.00 0.00 0.00
2000 Hospital ABC 30000.00 0.00 0.00 14000.00
2000 Innopack 15000.00 0.00 0.00 0.00

Total Pending Commitment: 162200.00 0.00 2060.00 61700.00
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Annex 10: Country at a Glance

MEXICO: Consolidation of the Protected Areas System Project (GEF)

Latin Upper-
POVERTY and SOCIAL America middle-
Mexico & Carib. income Development diamond*
1999
Population, mid-year (millions) 97.4 509 573 Life expectancy
GNP per capita (Atlas method, US$) 4,410 3,840 4,900
GNP (Atlas method, US$ billions) 429.6 1,955 2,811
Average annual growth, 1993-99 T
Population (%) 1.7 1.6 1.4
Labor force (%) 3.0 25 2.1 GNP ‘ ,  Gross
. . per ! ' primary
Most recent estimate (latest year available, 1993-99) capita ‘ enrollment
Poverty (% of population below national poverty line) . . .
Urban population (% of total population) 74 75 76 i
Life expectancy at birth (years) 72 70 70
Infant mortality (per 1,000 live births) 30 31 27
Child malnutrition (% of children under 5) . 8 7 Access to safe water
Access to improved water source (% of population) 83 75 78
Illiteracy (% of population age 15+) 9 12 10 .
Gross primary enroliment (% of school-age population) 114 113 109 Mexico
Male 116 Upper-middle-income group
Female 113
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1979 1989 1998 1999
Economic ratios*
GDP (US$ billions) 1345 223.0 416.3 483.7
Gross domestic investment/GDP 26.0 22.9 24.3 23.2 Trade
Exports of goods and services/GDP 11.2 19.0 30.8 30.8
Gross domestic savinas/GDP 24.7 22.9 22.3 21.9
Gross national savings/GDP 21.7 20.3 20.5 20.6 T
Current account balance/GDP -4.1 -2.6 -3.9 -2.9 Domestic
Interest payments/GDP 2.5 3E5) 2.4 1.7 Savings —  Investment
Total debt/GDP 31.8 42.1 38.4 34.0
Total debt service/exports 72.4 32.9 19.2 24.6
Present value of debt/GDP 37.4 33.0
Present value of debt/exports 111.5 100.4
Indebtedness
1979-89 1989-99 1998 1999  1999-03
(average annual growth) .
GDP 1.3 2.9 4.8 3.7 4.9 Mexico
GNP per capita -0.9 11 3.1 2.5 3.2 Upper-middle-income group
Exports of goods and services 8.4 13.6 12.0 13.9 7.4
STRUCTURE of the ECONOMY
1979 1989 1998 1999 Growth of investment and GDP (%)
(% of GDP) 0
Aariculture 9.8 7.8 5.3 5.0
Industry 33.4 29.4 28.5 28.2 2
Manufacturing 22.7 21.9 21.3 21.1 0
Services 56.7 62.9 66.3 66.8 20 94 9% 97 98 9
Private consumption 64.4 68.9 67.3 68.0 -40
General government cons_uthion 10.9 8.3 10.4 10.0 GDI —Cy— G DP
Imports of aoods and services 125 19.1 32.8 32.0
1979-89  1989-99 1908 1999 Growth of exports and imports (%)
(average annual growth)
Aariculture 1.2 1.7 0.8 3.5 30
Industry 0.9 3.5 6.3 3.8 15% /_O\N
Manufacturing 1.1 4.0 7.3 4.1
Services 1.8 2.7 4.5 3.6 0
Private consumption 14 2.2 5.5 4.3 -15 V
General aovernment consumption 3.1 1.7 2.2 1.0
Gross domestic investment -4.3 4.3 9.5 1.5 -30
Imports of goods and services -1.1 11.9 16.5 12.8 Exports ==O==Imports
Gross national product 1.2 2.9 4.8 4.2

Note: 1999 data are preliminary estimates.

* The diamonds show four key indicators in the country (in bold) compared with its income-aroup averaage. If data are missina, the diamond will

be incomplete.
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Mexico

PRICES and GOVERNMENT FINANCE

_ _ 1979 1989 1998 1999 Inflation (%)

Domestic prices o
(% change)
Consumer prices . 20.0 15.9 16.7 30
Implicit GDP deflator 19.6 26.5 15.4 15.9 20
Government finance 10
(% of GDP, includes current grants) 0 I I I I f |
Current revenue . 25.8 20.4 20.7 94 95 9% 97 98 99
Current budget balgpce . -1.8 21 1.7 GDP deflator == CP|
Overall surplus/deficit . -4.6 -1.2 -1.1
TRADE
(US$ millions) 1979 1989 1998 1999 Export and import levels (US$ mill.)
Total exports (fob) . 35,171 117,460 136,391 150,000

Qil . 7,876 7,134 9,928

Agriculture . 1,754 3,797 3,926 100,000

Manufactures . 24,936 106,062 122,085 '
Total imports (cif) .. 34,766 125,373 141,975

Consumer goods . 3,499 11,109 12,175 50,000

Intermediate goods . 26,499 96,935 109,270

Capital goods . 4,769 17,329 20,530 0

o 93 94 95 9% 97 98 9

Export price index (1995=100) . 96 95 98
Import price index (1995=100) . 89 100 99 Exports B Imports
Terms of trade (1995=100) . 108 94 99
BALANCE of PAYMENTS
(US$ millions) 1979 1989 1998 1999 Current account balance to GDP (%)
Exports of goods and services 15,131 42,362 128,982 148,083 04
Imports of goods and services 16,704 42,426 137,801 155,465
Resource balance -1,573 -63 -8,818 -7,382 24
Net income -4,111 -8,302 -13,284  -13,083
Net current transfers 131 2,544 6,012 6,313 4T
Current account balance -5,553 -5,821 -16,090 -14,153 Nl
Financing items (net) 5,868 6,093 18,227 14,746
Changes in net reserves -315 -272 -2,137 -594 8l
Memo:
Reserves including gold (US$ millions) . 6,376 29,032 31,829
Conversion rate (DEC, local/US$) 2.3E-02 25 9.2 9.6

EXTERNAL DEBT and RESOURCE FLOWS

1979 1989 1998 1999
(US$ millions) Composition of 1999 debt (US$ mill.)
Total debt outstanding and disbursed 42,765 93,826 159,962 164,532
IBRD 1,731 7,821 115514 10,804 A-10,804 5033
IDA 0 0 0 0 G: 30,006 o
D: 6,119
Total debt service 11,591 15,559 26,778 39,072 E: 5,260
IBRD 221 1,245 2,024 2,171
IDA 0 0 0 0
Composition of net resource flows
Official grants 27 37 32 .
Official creditors 284 936 -776 -1,262
Private creditors 3,798 -2,397 12,219 6,308
Foreign direct investment 1,332 3,037 10,238 11,568
Portfolio equity 0 0 730 3,769
F: 107,101
World Bank program
Commitments 527 2,325 2,212 1,616 A - IBRD E - Bilateral
Disbursements 326 1,297 1,283 839 B - IDA D - Other multilateral ~ F - Private
Principal repayments 76 677 1,257 1,326 C-IMF G - Short-term
Net flows 250 620 26 -487
Interest payments 145 567 767 846
Net transfers 105 52 -741 -1,332
Development Economics HHtHHH
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Additional
Annex 11

Mexico: Consolidation of the Protected Areas System
Social Assessment and Social Strategy
Introduction

The establishment of the National System of Protected Areas (SINAP) has been instrumental for biodiversity
conservation under along term vision. The system presently comprises 127 protected areas (PA) over 15.8 million
hectares; 57 of them, have already essentia staff, infrastructure, signs, and equipment; ten, receive additional
support from GEF resources. However, the government owns only 5% of the land in the system while the remaining
95% belongs to communal owners, and to alesser degree, to private owners. Therefore, for PA management to be
effective, it is necessary to actively involve these ownersin conservation and elicit public awareness about
biodiversity heritage values. Because the majority of the population in protected areas lives under poor or extremely
poor conditions, the challenge is to provide aternatives that also address poverty issues. The socia assessment has
analyzed this situation and consulted main stakeholders in order to identify socioeconomic factors threatening PA.
Asaresult, asocial strategy has been developed to harmonize conservation efforts and sustainable alternatives to
deal with such social risks. This strategy is consistent with Bank’ s operational policies regarding socia issues (OD
4.20, Indigenous Peoples, and, OD 4.30 Involuntary Resettlement).

1 General situation and social issuesin four protected areas protected areas

a. Land Ownership. Most landsin PA are communal lands belonging either to indigenous communities or “
gjidos’ (80%); asmall proportion is private (15%) while the government owns only 5 %. In accord with Mexican
Government’ s present policy, ownership status in PA will not change over the next years during the project's
implementation. However, thereis an increasing demand for cultivation land and tenure conflicts that are
threatening sustainability in PA. Therefore, a socia strategy is necessary to involve land ownersin conservation
practices and to mitigate social conflicts. Addressing land conflicts have proved successful in some PA such asthe
biosphere reserve (BR) Alto Golfo where land conflicts have been solved in a 100%. Pressures over land in PA also
come from unregulated -and sometimes illegal- urban growth, asis the case of PA Chichinautzin-Zempoala nearby
Mexico City and Cuernavaca.

b. Pressures on natural resources. Disputes over the use of some natural resources are also a serious issue
affecting conservation in the four PAs. In Alto Golfo, illegal practices and an increasing demand for fishing are
both, a conservation and a socia problem. In Cuatro Ciénegas, the sustainable collection of candelilla and
mesquite should change to preserve these resources. In Chichinautzin-Zempoala, restrictions to the use of medical
herbs have raised disagreements among indigenous communities. In Tehuacan-Cuicatlén, illegal and no sustainable
logging for commercial and domestic purposes and diminishing aquiferous layers are resulting in deforestation and
accelerated soil erosion. To offer sustainable aternatives to poor population involved in these activitiesis critical to
achieve the project’ s objectives.

C. Socioeconomic Stuation. Subsistence agriculture and cattle-rearing, forestry and natural resources
exploitation are the main source of income for population in protected areas (e.g. candelilla and mesquite in Cuatro
Ciénegas; fishing resources in Alto Golfo ). Handicrafts are a complementary source of income for some
communities. Low productivity and poor commercialization affect these activities. In some cases, migration of
young men seeking jobs has resulted on increased vulnerability of poor households headed only by women without
formal occupation. Lack of basic services and infrastructure aggravate socioeconomic conditions.
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d. Poverty. Almost 400,000 persons live in PA and their buffer zones; 16% of them, are indigenous peoples
comprising eleven different ethnic groups with a variety of languages and cultures presently at risk. Most
communities are marginalized, and live in extreme poverty conditions. Social indicators such asilliteracy, and
infant mortality are higher than the national average. Moreover, indigenous peoples’ cultural identity and traditions
suffer from external pressures and lack of respect for their rights and values. Seetable 1.

Table 1. Population within protected areas and buffer zones

Protected area/ |Surface |Municipalities|Localities | Population| Population | Indigenous

State (ha) in ANP in ANP in buffer Population
zone

Cuatro Ciénegas 84,347 Cuatro 11 1,329 10,379 300

(Coahuila) Ciénegas

Alto Golfo de Mexicali, Puerto

Cdlifornia- Delta (934,756 |Pefiasco, San |8 2,971 38,120 257

del Rio Colorado LuisRio

(BajaCdlifornia- Colorado

Sonora)

Biological Corridor

Chichinautzin-Zem | 65,722 11 109 47,429 146,976 2,207

poala (Morelos,

México and

Federal District)

Tehuacan-Cuicatla | 490,187 |51 199 35,223 92,933 57,480

n (Puebla -

Oaxaca)

Source: INEGI-CONANP: Social Annex
2. Social issuesin protected areas
a Cuatro Ciénegas

Overview. Cuatro Ciénegas comprises eleven communities of gjidatarios living of exploiting candelillawax and
mesquite, irrigation agriculture (mainly alfalfa), and the use of wild fauna and flora for self-consumption. Cuatro
Cienegas municipality had officially a population of 10,379 persons that, according to a preliminary survey carried
out in 1995, it had diminshed to 9,185 persons, of which 1,329 lived within the PA. At the time, 300 indigenous
Kickapoo, tough living outside the PA, entered to it to collect tule. However, direct research carried out during
project preparation indicates that actual population is only of 1,230 inhabitants and that most indigenous population
now livesin USA. Extreme poverty, lack of services and jobs, have spurred migration; only between 1999-2000
around 700 young men leaved in search of better opportunities.

Indigenous people and vulnerable population. Around 300 indigenous Kickapoo have landsin Nacimiento,
Muzquiz municipdity in Coahuilafar away from the PA. However, they are not formally established there because
their main source of income comes from a casino they manage in Eagle Pass, Texas, in USA. Kickapoo's only
relation with the PA isthe tradition of tule collection that they use to build cottages for their religious practices.
There is an agreement to grant them this right. VVulnerable population comprises poor gjidatarios living on
candelilla and mesquite extraction, particularly women and young people without lands.

Main Social Issues. Lands are split between private property (59%) and gido (41%). Titling process has been
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concluded and there are no land tenure conflicts. However, gjido land sdlling or renting is common thus,
aggravating poverty conditions and spurring migration. Main social issues arise from restrictions to collect
mesquite and candelilla that are endangered by over-exploitation. Presently, only two €idos have authorized
management plans to collect these resources, though illegal exploitation is widespread. There is also an ongoing
pressure over water because of increasing demand for lands surrounding the PA to cultivate watermel on, whest,
beans, and afalfa

Social Organization. Socia organizations, tough insufficient, are able to undertake conservation and sustainable
use of resources if provided with adequate support. The Consgjo Asesor has been able to build consensus around
the management plan; most communities have collaborated in conservation activities such as reforestation, soil
restoration, and habitat protection. Presently, PA’s management lacks human and financia capacity to manage the
whole area. It does not have any ingtitutional support to address social issues and to strengthen local organizations.

b. Alto Golfo - Rio Colorado

Overview. Alto Golfo - Rio Colorado comprises arich coastal ecosystem of world importance. It had 40,980
inhabitantsin 1995; 27.6 % in San Felipe, Bgja California; 65.4% in Puerto Pefiasco and 6.9 % in San Luis Rio
Colorado, both Sonora’ s municipalities. Main conservation and social problems are the result of poor regulation
enforcement over fishing activities of small and large scale. Unplanned and unregulated tourism and urban
development in lands around this PA are also an issue.

Indigenous people and vulnerable population. There are only 2,971 persons within the reserve; the majority is
located in Golfo de Santa Clara and five surrounding €idos. There are around 257 Cucapah indigenous scattered
mostly in the arid lands between Mexicali and San Luis Rio Colorado. This group survives on subsistence
agriculture aong the riverbed of the Colorado-Hardy river, fishing, mining, and manufacturing handicrafts.
Cucapahs are the only group granted permission to use resources in the core area of this PA, which has created
conflicts with gjidatarios and fishermen. Cucapéh’s culture is rapidly disappearing under economic and cultural
pressures. Presently, only afew speak their original language, and traditions and values are at risk.

V ulnerable population includes inhabitants of 18 coastal €idos comprising 62% of the terrestrial part of the
reserve. They arelosing their lands under the pressure of growth of tourism resorts and urban development. For the
majority 75%, fishing is the main source of income, followed by agriculture for the remaining 25%.

Main Social Issues. Main social issues are the result of increasing pressures and conflicts over the use of fishing
resources. Fragmentation of fishing cooperatives, lack of organization, and disputes over fishing regulations, spur
conflicts. As aresult, some small cooperatives closed businessin the last years. Presently, numerous fishermen are
operating without legal permits, or have been waiting for more than two years to receive one. In 1995, the PA's
management plan limited access to its core area and prohibited some damaging fishing practices. In spite of these
restrictions, around 1,000 small vessels are illegally operating within the reserve. However, the biggest pressure
over land comes from mega-tourism resorts, and large aquaculture projects. 1llegal land occupation, and disputes
over land rights between gjidatarios and colonists, are escalating.

Social Organization. There are numerous social organizations, mainly fishing cooperatives, though most of them
are divided upon conflicting interests. The PA’s Consgjo Asesor has been operating with many difficulties. Coasta
Ejidatarios are not represented in the Council and their needs are not fully reflected in the current management
plan. Long distance, and logistic problems make it difficult for council members to regularly meet. Therefore,
agreements have been reached to create micro-region committees; to increase the number of community
representatives in the Consegjo; and to integrate a sector fishing committee to address conflicts in this sector.
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C. Chichinautzin-Zempoaa

Overview. The Biological Corridor Chichinautzin-Zempoala comprises nine municipalities at the northeast part of
Morelos state; two Federal District’s delegations (Milpa Altaand Tlalpan); and one municipality in state of Mexico
(Ocuilan de Arteaga). There are 1, 049 communities within the PA with atotal population of 47 429 inhabitants of
which, 2,207 are of Nahuatl descent. Its influence zone comprises 49 communities with 146 976 inhabitants INEGI
1995. Subsistence agriculture and logging to produce ocote and charcoal are their main source of income. Many
have legal permits though there is aso illegal logging affecting mainly Chichinautzin woods.

Indigenous peoples and vulnerable population. There are 2,207 indigenous Nahuatl in this PA. Thisisavery well
organized group that maintains their values and traditions, and have a clear vision of aternativesto address
problems affecting their communities. However, they lack any support to solve their problems and keep their
cultural practices, language in particular. Restrictions to use some medical herbs have had an impact on traditional
medicine; during preparation, aternatives to address this issue have been analyzed to be implemented under the
project. VVulnerable population includes communal land owners (comuneros) mostly dependent on agriculture, cattle
rear, and forestry. Some communities also manufacture furniture and handicrafts that offer better income.

However, most communities are very poor and live in marginal areas without services.

Main social issues. Changesin cultivation patterns, influenced by market pressures from Mexico City and
Cuernavaca, have displaced traditional food production (beans-maize-zuchini) to commercial crops such as oat,
tomato, and nopal. This change has had a negative impact on consumption habits and the well being of indigenous,
and rural communitiesin general. Moreover, it has created additional pressure to convert forestry lands to
agriculture. Land tenure conflicts have increased within communities, and between comuneros and private owners.
Deforestation, erosion, and loss of water sources -aggravated by an irregular urban growth- are seriously
threatening this PA. Clandestine logging and urban land devel opers have become so powerful that it will be difficult
to enforce the management plan without strong political support.

Social organization. A strong socia organization has developed around this PA’s Consejo Asesor, established in
1998. Four regional committees are presently operating: Lagunas de Zempoala; Poniente; El Tepozteco; and Altos
de Morelos (East). An agreement with the University of Mexico State (UAEM) helped to complete its management
plan that has been endorsed by municipal authorities, and communities.

d. Tehuacan-Cuicatlan

Overview. PA Tehuacan-Cuicatlan comprises 51 municipalities, 20 in Puebla and 31 in Oaxaca, though some of
them are only partially incorporated into its jurisdiction. The PA and its buffer zone have an estimated population
of 128, 156 inhabitants; 17% of it in Oaxaca, and 83% in Puebla. Main activity is seasonal agriculture that has low
productivity because low quality soils and rain scarcity. Extensive cattle rearing accel erates destruction of herbs
and bushes further contributing to soil erosion and desertification, and damaging wild animals habitats. These
problems are particularly worrisome in Oaxaca. This situation has spurred migration of young men, leaving behind
several municipalities with a majority of women-headed, very poor, vulnerable households.
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Indigenous people and vulnerable population. This PA comprises a mgjority of indigenous population with a
strong cultural feeling and a remarkable ethnic diversity including eight different ethnic groups: Chinanteco,
Chocho, Ixcateco, Mazateco, Mixteco, Nahuatl, and Popoloca as well as a small group of afromeztizo and mestizo
population. The mgority is bilingual, though there is a small group, of monolingual population, mostly women.
Thereis aso agroup of mestizo population who share indigenous culture, traditions, socia networks, and political
affiliation; this people considered, the total of indigenous population would be even bigger. Vulnerable population
includes women-headed households and young people without lands.

Main social issues. In Oaxaca, indigenous and mestizo population, depend mainly on subsistence agriculture, and
small cattle rear; wild plants collection and hunting complement those activities. In some communities, productive
lands and water are so scarce that they survive by elaborating handicrafts using palm fiber. Erosion, deforestation,
and wild flora and fauna, reduction are affecting living standards. In Puebla, people work in Tehuacan’s industries,
or trade business, while maintaining agriculture plots. Agriculture has low outcomes and forestry and other natural
resources are poorly managed. Inefficient commercialization channels, both in Puebla and Oaxaca, aggravate this
situation. Land ownership splits between communal land, 50%; €jidos, 30%; and private land, 20%. Internal
conflicts, disputes among communities boundaries, and illegal occupation of lands, are a serious problem. Because
many families depend on natural resources, possible restrictions in their use can have a negative impact in their
economy. Sustainable alternatives to mitigate this impact are to be agreed with affected communities.

Social organization. The prevailing cultural diversity and a majority of vulnerable population are a challenge for
the establishment of strong social organizations in this PA. Land conflicts, cultura differences, and migration,
contribute to this situation making it difficult to negotiate and reach agreements. However, there are some well
developed organizations playing an important role in the region namely: the Mixteca and Cafiada Regiona
Committees, sponsored by SEDESOL ; the Sustainable Development Council, promoted by SAGAR and Oaxaca
government; Micro-regional Development Councils organized by the Oaxaca Government and SEDESOL ; and
CNA's Alto Papaloapan, as well as some independent civil society organizations such as the Fundacion Cuicatlan.
The PA’s Consglo Asesor isincorporating critical actors, promoting participation to ensure that all ethnic groups
are represented, and seeking partnerships with those organizations previoudy established from which it can benefit.

3. Socia Strategy

Promoting participation in sustainable devel opment activities and sharing the benefits from biodiversity
conservation with land ownersin PA are the principles guiding the project’s social strategy. Its objectives are:

To address social issues affecting population within protected areas through sustainable devel opment
sub-projects consistent with the project’ s conservation strategy.

To build partnerships with the private sector and mainstream conservation into public sector programs to
optimize conservation efforts and sustainability in PA.

To ensure socia participation and commitment to conservation by consolidating the project's participation
system including direct community involvement in Consejos Asesores and Sub-Consgjos and strengthening
community-based organizations such aslocal assemblies and committees.

The design of this strategy takes into account the results of the social assessment completed during preparation and
consultation carried out with community organizations, indigenous communities, gidatarios, comuneros, academic
and research ingtitutions, as well as NGOs. On this basis the social strategy comprises the following intervention
areas:
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a. Indigenous peoples development strategy. Under this strategy, indigenous population and vulnerable
groups have been identified and specific actions have been defined to ensure that they participate and benefit from
the project. Accordingly, Indigenous Peoples Development Plans (IPDPs) have been prepared for the four PAsin
the project to be implemented during its life span through PA's annual programs.

b. Sustainable development action plans. Sustainable development action plans (SDAPS) will be
implemented to mitigate a possible social impact occurring due to restrictions in the access to, or to use natural
resources. SDAPs will be included in PA's annua programs and will comprise training, technical assistance, and
support to implement sustainable productive sub-projects.

C. Participation Strategy. Participation strategy will ensure stakeholders involvement in the project by
consolidating SINAP's established participation instruments. It will promote alliances and partnerships with civil
society organizations, NGOs, and the private sector to support conservation efforts and sustainable alternatives. It
will also seek mainstreaming conservation criteriain public sector programs to be executed within PA. PA's annua
programs will include specific actions towards this effort with funds from the mainstreaming component.

d. Communication. A communication campaign has been designed to promote public awareness about
biodiversity values, commitment to conservation practices; and to disseminate good practices. This campaign will
have a broad scope to reach al society and specific actions to support PA's conservation efforts.

4, Indigenous Peoples Strategy

More than ten different ethnic groups with strong traditions live in the four selected areas; their languages and
culture are presently at risk. Though indigenous communities represent in average 16% of their total population
(seetable 2), they own alarge proportion of landsin PA. Main sources of living for most of them are subsistence
agriculture, cattle rearing, and/or forestry. In general, they are highly dependent on natural resources either for
subsistence, medical, or ritual purposes. To harmonize these practices with conservation is critical for an effective
management of PA.

Table 2. Indigenous Population in Protected Areas and Buffer Zones

Protected Area Total Indigenous % of Ethnic Group
Population | Population Indigenous
Alto Cdlifornia Golfo 41091 257 0.62 Cucapah
and Colorado River
Delta
Cuatro Ciénegas 11 708 300 2.56 Kickapoo
Chichinautzin Zempoaa | 194 405 2207 1.13 Nahua
Chinanteco, Chocho,
Tehuacan Cuicatlan 128 156 57 480 44.85 Cuicateco, Ixcateco,
Mazateco, Mixteco,
Nahua, Popoloca.
Total Population 375 360 60 244 16.04 11 ethnic groups

Source: CONANP, Pueblos Indigenas y Grupos Vulnerables en Areas Natural es Protegidas

In general, indigenous communities are marginalized, live in extreme poverty conditions, and suffer from lack of
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recognition and respect to their rights and cultures, though Oaxaca has an advanced legislation protecting its ethnic
groups. Hence, the main objective of this indigenous peoples strategy is to alow these communities and other
identified vulnerable groups, to benefit from the project. Wherever possible, conservation-oriented traditions will be
re-established to improve living conditions and conservation goals. This strategy builds on the results of the socia
assessment and consultation carried out during preparation, and takes into account Mexican laws protecting
indigenous peoples rights. This strategy is also consistent with Bank’s Operational Policy 4.20, Indigenous Peoples.
(See Attachment A). Accordingly, four IPDPs have been prepared, one for each PA under the project. The project’s
monitoring and evaluation system incorporates indicators to track its implementation and outcomes.

5. Conservation and sustainable development action plansin protected areas

The project’s conservation strategy will not procure lands that can result on involuntary resettlement of population.
Instead, the project will support a sustainable use of natural resources compatible with ongoing practices. However,
it might be necessary to change some damaging activitiesin order to protect endangered resources. In the short
term, this might result in restrictions to access or use natural resources. To avoid, or mitigate, a negative socia
impact, the project will develop Sustainable Development Actions Plans to design, systematize, and replicate
sustainable productive sub-projects. This effort will also address some trends in buffer zones threatening PA’s
sustainability. Partnerships with NGOs and the private sector, inter-institutional coordination, and mainstreaming
will complement this effort.

A process framework to identify impacts, consult affected communities, and reach agreements has been designed to
guide the process of preparing SDAPs in accord to Bank’s OD 4.30. SDAPs will be prepared in a participatory
approach through the mechanisms established in PA's Consgjos Asesores. PA's annual programs (POAS) will
include specific actions to implement sustainable development aternatives to be carried out directly by the
community under the guidance of the PA management. This process framework will be integrated in the GEF Grant
Agreement. (See attachment B).

6. Participation Strategy
a Participatory approach during preparation

Project preparation included a broad consultation process in each protected area with indigenous communities,
small farmers (comuneros, gjidatarios), fishermen, and local authorities. Severa NGO's, academic ingtitutions,
and PA’s staff were also consulted (See table 3). Consultation was carried out in two phases: one to identify social
issues and conservation priorities; and a second phase to present results, including |PDs and proposals to mitigate
possible restrictions. Consultation process comprised workshops, interviews, and dissemination of resultsin local
newspapers and radio programs. IPDPs and main agreements are available for consultation in CONANP, and
locally, in each PA Directorate. (See Annex 12).

Table 3. Consultation Workshops

Protected Areas Workshops | Participants
Alto Golfo 6 130
Cuatro Ciénegas 2 |78
Chichinautzin-Zempoaa 6 500
Tehuacan-Cuicatlan 21 567
Total 35 1275
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Source: CNANP, Consultation and dissemination process

Dissemination of main results, and additional consultation, helped to reach agreements and to define priorities,
particularly regarding |PDPs, and mechanisms to address restrictions in the use of natural resources. The main
outcomes of this consultation process are the following:

I dentification of indigenous peoples and vulnerable population;

Identification of social demands and agreement on priorities,

Socia strategy action lines definition;

Agreement on along term sustainable devel opment and conservation vision, and
inputs to complete IPDPs and SDAPs.

Social strategy, |PDPs, process framework to prepare SDAPs, and overall program and budget have already been
discussed in PA's Consgos Asesores. Minutes of discussions and agreements are available in the project's files.

b. Participation instruments and process

The project will continue to be implemented under a participatory approach building on consultation results, pilot
program’ s experiences, and recommendations from the first phase project's mid-term eva uation. Improved
participation instruments and process will be in place for project implementation to better address social issues
affecting conservation. Presently, SINAP comprises the following instruments for participation:

e Consgjo Nacional de Areas Naturales Protegidas (CNANP). CNANP has been established as a consultative
body of national competence to incorporate and build partnerships with civil society and NGOs. It has
incorporated two social sector representatives to monitor social issues and actionsin PA. It is comprised by
members of all sectors of society.

e Comision Nacional de Areas Naturales Protegidas (CONANP). CONANP, which is responsible for managing
the PA, has recently established a high level unit (Direccion General de Conservacion para €l Desarrollo) that
will bein charge of the project's social strategy including participation promotion, and overlooking
implementation of Sustainable Development Program (PRODER) and social strategy in protected areas.

e Comite Tecnico del Fondo para Areas Nacionales Protegidas, oversees the management and execution of
SINAPL. Its members are appointed by CNANP and represent all sectors of society.

® Consgjos Asesores (CA). CA arethe core units for socia participation in PA. Presently, CA are already
operating in 38 PA comprising atotal of 843 counselors. Under the project, an improved CA model will be put
in place to better respond to the needs of community organizations including micro-region and sector
Sub-Consgjos. This new CA mode is aready operating in PA Tehuacan - Cuicatlan and will be established in
the remaining PA.

For participation to be effective, particularly regarding IPDPs and SDAPs implementation, a bottom-up process
will operate during project implementation as follows:

Community participation. Representatives from community organizations and community leaders, identified
through consultation, will be able to participate in Regional and/or Sector Sub-Consejos. Through agreement
mechanisms established in PA regulations, community organizations and/or their authorities, can directly execute
actions under the project's socia strategy, namely IPDPs, and SDAPs.
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Regional and/or Sector Sub-consejos will integrate community organizations, and critical stakeholders to address
specific socia issues, facilitate participation, and ensure equity in decision-making. Social Devel opment
Sub-Consgjos can a so be established to advise upon social issues and reach agreements to carry out activities to
thisregard in PA.

Consgos Asesores (CA) will integrate such Sub-Consejos, according to their specific problems and needs, and be
responsible for: (i) analyzing, discussing, and agreeing on work programs to prepare and/or implement PA
management plans; (ii) advising in defining priorities and preparing PA's annual operationa programs; (iii)
organizing within Sub-Consejos specific sessions to discuss (involving communities if necessary) actions to
implement IPDPs and SDAPs; and (iv) monitoring and evaluating annual program implementation. The project,
through its Protected Area Conservation Programs component, will provide resources for CA's operation and
empowerment including training of counselors and community leaders, and promoting community organizations.

PA Directorates will be responsible for integrating and disseminating PA management plans and promoting
participation in its implementation. These units, in coordination with CA, will prepare annual programs and guide
itsimplementation. Annual programs will include resources and support for communities directly implementing
IPDPs and SDA Ps sub-projects through specific agreements foreseen in PA regulations (convenios de concertacion
). To enhance participation, the project will provide resources for staffing PA with social promoters, and training
technical staff on socia development, conflict resolution, and participation mattersin general.

C. Ingtitutional Arrangements

Ingtitutional arrangements and strengthening of key units to support participation process and implementation of
IPDPs and SDAPs include:

The establishment within CONANP of the Direccion General de Conservacion para €l Desarrollo that, through
its Direccion de Participacion Socia, will promote adequate integration and operation of Consegjos Asesores,
Regional and Sector Sub-Consgjos, as well as Social Development Sub-Consejos, as required. This area will
closely supervise socia strategy implementation and bottom-up participation process. Because, according to
protected areas regulations, CONANP is responsible to promote stakehol der agreements (concertacion) for the
establishment of Consejos Asesores, this area should be adequately staffed to accomplish the purpose of ensuring
equity, and balancing stakeholder's representation. To this regard, one of the functions of this unit will be to provide
support to grant legal recognition to socia actors, particularly indigenous organizations, whose participation might
be limited for lack of thislegal recognition requested in PA regulations.

PA Directorates, responsible for protected areas management, will incorporate social promoters to directly deal
with social issues and work with communities, and will be strengthened through training in relevant social matters,
and better equipment. Annual programs will include resources to carry out these purposes. Financing will come
from income generated by the endowment as well as the mainstreaming component and fiscal funds. Staffing and
equipment provision should be completed during the first year of project implementation.

The project's Operational Manual (prepared by CONANP for the mainstreaming component) will describe in detail
institutional arrangements, participation process description, and responsibilities allocation. Consejos Asesores, and
their complementary Sub-Consgjosin each protected area should be fully operational within the first year of
implementation, including agreements on internal regulations ensuring a balanced stakehol ders participation.
Regulations governing FNANP, will also be reviewed to keep coherence with these institutional arrangements
intended to support enhanced participation process. The Bank will approve annua programs that should include
specific sections dealing with IPDPS, and SDAPs prepared in accordance with the agreed process framework.
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7. Socia Strategy Action Plan

Socia Strategy Action Plan summarizes priorities to be implemented in each protected areain the project to achieve
social strategy objectives, particularly regarding IPDPs, SDAPs, participation, and institutional strengthening. On
the basis of social assessment results, and consultation process, priorities for each protected area are summarized
below. (See Annex C)

@ Cuatro Ciénegas

Social strategy comprises reaching agreements for the sustainable use of resources including mitigation programs to
address restrictions in the use of candelilla, mesguite and gypsum dunes management plan. Temporary employment
programs and ecotourism sub-projects will support vulnerable population. SDAP to address restrictions in the use
of resources includes the following actions: (i) productive diversification programs to reduce pressure on
endangered resources; (i) alternative employment opportunities for candelilla and mesquite producers; (iii)
introduction of sustainable agriculture techniques; and (iv) training programs and micro-credits to finance small
productive initiatives for women and youth. A participatory evaluation system will be establish to assess progress
in implementation of these initiatives including identification of social impact indicators.

(b) Alto Golfo - Rio Colorado

Social Strategy. The socia strategy will promote socia responsibility towards natural resources and active
participation in conservation activities. This process will help to address conflicts among different groups
particularly between fishermen and the Cucapdh community. It includes training and technical support programs
for strengthening local organizations. SDAP to diversify resources sustainability comprises in support to the
following sustainable sub-projects: (i) ecotourism; (ii) sport fishing; (iii) small aguaculture; and (iv) improvement
of fishing activities. PA’s Consgo Asesor will incorporate regiona and sector committees. Resources will be
allocated to support the council consolidation and operation. PA management unit will incorporate social promoters
to carry out the social strategy. A public information campaign will help to disseminate good practices and results
and get public support to conservation. Finaly, through partnerships and agreements with government entities,
universities, NGOs and civil society organization, the project will seek to mainstream its social and conservation

strategy.
(© Chichinautzin-Zempoaa

The socia strategy comprises specific actions to support and strengthen indigenous communities including: (i) a
program to re-establish traditional use of natural resources keen to conservation; (ii) a management plan to regulate
the use of medicina herbs under conservation principles; (iii) strengthening indigenous organizations; and (iv)
support to maintain and disseminate indigenous traditions and culture regarding natural resources conservation.

SDAP specificaly targeting indigenous peoples and vulnerable popul ation sub-projects comprises of: (i) pilot plots
to re-establish traditiona cultivation pattern for food production; (ii) municipal and community nurseries for
reforestation and tourism purposes; (iii) promote an adequate model for cattle rearing; and (iv) participatory
forestry projects.

A ingtitutional strengthening program to improve participation in the Consgjo Asesor comprises staff training and
technical assistance to develop sustainable aternatives, promote community participation. The Consgjo will
promote to seek support from other organizations under the mainstream component. This effort will include
participation in the Consgjo Consultivo parala Proteccion de la Tenenciade la Tierrato address urban growth
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pressures from Cuernavaca and Mexico City. The PA Directorate will incorporate a social development specialist
and community promoters to carry out this social strategy.

(d) Tehuacan-Cuicatlan

Social Strategy. Socid strategy comprises the following actions to improve participation: (i) the establishment of
two Consejos Asesores and six micro-region committees; (ii) re-activation of the Technical and Scientific
Committee; and (iii) the opening of an office in Oaxaca City to enhance relationships with other government
agencies. In order to involve communities in conservation activities, environmental arrangements will be
incorporated into municipal and gjidos regulations. Government agencies investment programs will be integrated
within the annua operation programs to benefit communities complying with management plan regulations and
implementing sustainable aternatives. Training and a public dissemination campaign will complement these efforts.
Attachment C presents budget allocation for protected areas and action lines.

8. Ingtitutional arrangements

CONANP will be overall responsible for updating, managing, and implementing the project's socia strategy
through its central units and the PA Directorates. CONANP will seek collaboration from other government
agencies, private sector, and NGOs to achieve these goals through the Mainstreaming Component. Ingtitutional
arrangements to implement the social strategy, comprising participation enhancement, IPDPs and SDAPs include:

Central Units. The establishment within CONANP of the Direccion General de Conservacion para €l Desarrollo
that, through its Direccion de Consegjos Asesores y Participacion Comunitaria, will promote adequate integration
and operation of Consegjos Asesores, Regional and Sector Sub-Consgjos, as well as Social Development
Sub-Consgos, as required. Thisareawill closely supervise social strategy implementation and bottom-up
participation process. Because, according to protected areas regulations, CONANP is responsible for promoting
stakeholder agreements (concertacion) for the establishment of Consegjos Asesores, this area should be adequately
staffed to accomplish the purpose of ensuring equity, and balancing stakeholder's representation. To this regard, one
of the functions of this unit will be to provide support to grant legal recognition to social actors, particularly
indigenous organizations, whose participation might be limited for lack of thislegal recognition requested in PA
regulations. Direccion de Concertacion y Coordinacion Intragubernamental, and Direccion de Alternativas para
el Desarrollo will endorse the socid strategy through the Mainstreaming component and promoting sustainable
development initiatives, respectively.

PA Directorates, responsible for protected areas management, will incorporate social promotersto directly deal
with social issues and work with communities and will be strengthened through training in relevant social matters,
and better equipment. Annual programs will include resources to carry out these purposes. Staffing and equipment
provision should be completed during the first year of project implementation.

PA annual programs will regularly include social strategy activities with special sections describing those
regarding to IPDPs, SDAPs, and mainstreaming efforts.

Operational Manuals. The project's Operational Manual developed by CONANP will describe in detail
institutional arrangements, participation process, and responsibilities allocation. Consejos Asesores, and their
complementary Sub-Consegjos in each protected area, should be fully operational within the first year of project
implementation, including agreements on internal regulations ensuring a balanced stakeholders' participation.
FANP's operational manual will be also reviewed to keep coherence with these institutiona arrangements and to
further support participation enhancement. The Bank will approve annual programs that should include specifics
sections dealing with IPDPS, and SDAPs prepared in accordance with the agreed process framework.
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9. Financing

Social strategy will be financed with resources from the GEF grant, public resources and other sources. Annual
programs (POA) in each PA will incorporate a detailed budget allocation for each one of the social strategy action
lines. During the appraisal mission specific sources for each action line were identified and agreed for the project's
8-year span. (See annex C).

10. Monitoring and Evaluation

The project’s monitoring and evaluation system will incorporate specific process and outcome indicators to assess
progress in implementation of the socia strategy and monitor its impacts, particularly regarding |PDPs and
SDAPs. Logical framework prepared for each PA incorporate such indicators.

Attachmentsto Annex 11

Attachment A

Mexico: Consolidation of Protected Areas
Indigenous Peoples Development Plans (IPDPs)

Background

Indigenous peoples comprise 16% of total population in protected areas (PA) and buffer zones and they own an
important portion of lands within. The mgjority livesin extreme poverty conditions and their culture and traditions
are a risk. Though the project is not expected to have any negative impact on indigenous population, four
Indigenous Peoples Development Plans (IPDPs) have been prepared for each one of the protected areasin the
project, to ensure that indigenous peoples participate actively and benefit from conservation efforts, while fully
respecting their rights and cultural diversity. These IPDP' s are consistent with the principles contained in the
Bank’s Operational Policy 4.20, Indigenous Peoples. A two-phase consultation process took place during
preparation, first to prepare, and second to approve these IPDPs. IPDPs are available for public consultation in
CONANP and in the four PA Directorates. (See Indigenous Strategy Summary Matrix)

a. Legal Framework. Article 4th of the National Mexican Constitution recognizes the ethnic and cultural
diversity of the country and indigenous peoples' rights. Hence, it claims to protect their languages, culture,
traditions and social organizations and guarantees them a fair access to justice. The Mexican Government has
ratified the International Labor Organization’s 169 Agreement regarding indigenous peoples rights, and in 1992
signed the Biodiversity Agreement acknowledging the link between indigenous traditions and conservation of
natural resources. Thus, it agrees to respect, preserve and maintain indigenous communities' knowledge,
innovations and traditions in regards to conservation. The General Law of Ecological Equilibrium and
Environmental Protection (article 15th fraction X111) also guarantees community’ s rights for a sustainable use of
natural resources. Regulations (Reglamento) to implement this Law include provisions for the establishment within
PA of traditional use zones granting communities access to resources to satisfy basic needs and preserve their
cultural heritage (article 55th). Though the Mexican Congress has recently approved the Indigenous Peoples Law,
there is an intense mobilization still going - on both indigenous organi zations and government - to improve the legal
framework that is expected to result in a more comprehensive approach regarding indigenous peoples’ rights.

b. Baseline Data. Socioeconomic conditions and main social issues affecting indigenous population have been
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identified through the social assessment including socia structure, income sources, cultural background, and
organizations. These results have been the basis to prepare IPDP for each PA. Thereis agenera description of this
situation in the social assessment section (Project’ s files contain detailed information).

C. Land Tenure. The project does not include any restrictions toward indigenous peoples rights over their
communal lands, which are fully respected. There are no land tenure issues affecting indigenous peoples landsin
Cuatro Cienagas or Alto Golfo. However, Chichinautzin and Tehuacan are under pressure from factors externa to
the project, such as increasing demand for land due to demographic pressures and unplanned growth in urban areas
surrounding buffer zones. To address this issue, the project will promote and support, through its Mainstreaming
component, ongoing programs to solve land conflictsin PA. Moreover, the project will develop sustainable
development alternatives to reduce pressures over land in buffer zones directly and, through other government
agencies

d. Participation. IPDPs were prepared and agreed under a participatory approach that included direct
consultation with indigenous communitiesin the four protected areas and public dissemination in the press. This
participatory approach will continue during implementation through improved participation instruments. Indigenous
peoples organizations, or community leaders, will integrate within Sub-Consegjos to specifically address social
issues affecting them, and through these Sub-Consegjos in decision-making in PA's Consgjos Asesores. Moreover,
indigenous organizations will be able to directly execute, through special agreements (convenios de concertacion),
the several actions included in IPDPs directly benefiting them. Mechanisms for indigenous peoples participation

will be fully operationa in each PA for implementation.

e Ensuring that benefits reach indigenous peoples. IPDPS include specific activities designed to ensure that
the project benefits indigenous peoples, such as: (i) incorporating traditional knowledge in conservation and
granting access to natural resources for subsistence purposes in PA management plans; (ii) training and technical
assistance to strengthen indigenous organizations; (iii) sustainable development initiatives pilots harmonizing
traditional practices and biodiversity conservation; and (iv) involvement of indigenous peoples in monitoring
outcomes. Through the Mainstreaming component, additional support will be provided to protect and disseminate
indigenous culture and traditions and promoting sustainable productive initiatives. (See summary matrix).

f. Respect to culture and traditions. The project recognizes the richness of indigenous culture and is
committed to preserve it and respect traditional authorities and their organizations during implementation. Design
of sub-projects, training activities, technical assistance, and consultation will take into account indigenous peoples
cultural background, including the use of native languages if necessary. The project will establish -as a practice- the
exchange and dissemination of indigenous conservation experiences to promote appreciation for cultura diversity
within, and among PAs. Protected areas regulations offer several aternatives to support these efforts such as the
definition of traditional use zones.

g. Institutional Arrangements. CONANP will be overall responsible for identifying and ensuring indigenous
peopl es participating and benefiting from conservation efforts. PA Directorates will be in charge of executing and
guiding implementation of IPDPs. To this purpose, they will incorporate social promotersto deal with indigenous
communities, promote their participation, and support IPDPs implementation. PAS annual operational program'’s
will target resources for |PDPs implementation. Moreover, through specia agreements (convenios de concertacion)
indigenous organizations will be able to implement sustainable devel opment sub-projects. Through the
Mainstreaming component, PAs will reach agreements to preserve and disseminate indigenous peoples culture. At
CONANP, Direccion de Consejos and Social Participation will promote, support, and overlook participation
process and PA.

h. Action Plan. IPDP will be implemented during the span of the project through specific activities included in
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the social strategy's action plan. Accordingly, annual programs will allocate budget to implement activities within
IPDPs. Main activities and budget for IPDP in each protected area are summarized in attachment C.

i. Monitoring and evaluation. The project’s monitoring and evaluation system will include process and
outcome indicators to assess IPDPs performance and impact.

j- Borrower Commitment. CONANP supported an intensive consultation process to prepare and agree
IPDPs. These IPDPs have already been discussed and agreed at CA in each one of the four PA, including specific
budget alocation for implementation. The project’ s loan agreement will include a covenant of the borrower’s
commitment to implement these IPDPs. The operational manua will include a detailed description of the
above-mentioned process and institutional responsibilities.

Attachment B

Mexico: Consolidation of the Protected Areas Program

Process Framework for the Establishment of Sustainable Development Action Plansin Protected Areas
Introduction

The main objective of the project isto consolidate the conservation of biodiversity in protected areas (PA) in
Mexico and promote sustainability of productive activities within these areas. The National Commission for
Protected Areas (CONANP) has already made progress towards this objective. However, the mgjority of the land in
SINAP isin the hands of communal owners or, to alesser extent, of private owners, while the government owns
only 5% of the lands. Therefore, additional efforts are necessary to ensure that these owners manage their land
under sustainable practices. Though the project's conservation strategy does not include incorporating land, or
changing ownership status, it will be necessary to change some ongoing negative practices. This can result in
limiting access, and/or use of natural resources in fragile ecosystems, which might have a short term negative
impact. The project will address this issue by implementing Sustainable Development Action Plans (SDAPS)
harmonizing social strategy with conservation practices to offer sustainable aternatives to substitute damaging
practices. SDAPs will be prepared yearly in accordance with this process framework that is consistent with OD
4.30 Involuntary Resettlement. Accordingly, PAs annual programs will allocate resources to implement SDAPs
activities.

1 Principles

a. Minimizing Social Impact. The main principle guiding this effort is to avoid negative social impacts. Thus,
conservation strategy will take into account actual practices of resident and/or user communities in each PA
compatible with conservation. Limiting the access to natural resources and areas will be alast resource in the event
that a specific fragile ecosystem is under threat, has limited capacity, or is particularly important for preservation
purposes. This decision will be taken on the basis of technical and social analysis, and through consultation.

b. Participation. Extent, type, and characteristics of restrictions are to be defined through consultation with
stakeholders. Alternatives to address possible social impacts should also be reached under a participatory approach
seeking consensus building. PA’s Directorates, with assistance of socia promoters, will conduct this consultation
process in order to agree with communities, and relevant organizations, about pace, and scope of the restrictions,
and will jointly seek impact mitigation alternatives to complete SDAPs. SDAPs will be fully discussed in CA to be
incorporated within the overall PA's conservation strategy and to agree on measures to enforce agreements, and
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solve possible conflicts.

C. Re-establishing Socioeconomic Conditions. The main goal of mitigation alternatives will be to
re-establish, or improve, wherever possible, previous socioeconomic conditions. To this regard, SDAPs will
introduce sustainable productive aternatives to replace damaging practices, providing training, technical assistance
and support to achieve this goal. Annual programs will alocate resources to these activities. Through the
Mainstreaming component, additiona resources from other public sector entities will complement this effort.

d. Target Population. This policy framework will apply to those persons and organizations that are directly
affected by restrictive measures resulting from PA management plans, conservation strategy, or related programs in
the four PA. Target population comprises those who:

Are subject to limitations of resources needed for their subsistence;
Suffer negative effects on the means of subsistence or productive activities; and
Areisolated from their neighbors and/or disconnected from their social networks.

e Respect to national laws. The policy applies regardless of the absence of legal title deeds. It does not apply
to persons who carry out activities or actions classified as offenses under national law.

f. Respect to Cultural Diversity. The definition of restrictions to practices in PA will take into account the
cultural diversity of the different groups involved in each one of them. Traditional practices and legal rights of
indigenous groups established in national laws, and international agreements signed by the Mexican government
will be fully respected in the process of defining SDAPs.

2. Guidelines to Prepare Sustainable Development Action Plans

PA Directorates, with specialized support if necessary, will prepare SDAP's, consistent with the above-mentioned
principles, socia impact definition, and target population, comprising the following aspects:

a. Justification. The reasons for limiting access to and/or use of resources should be explained, including a
description of the restricted area and/or resources to be limited.

b Socioeconomic Analysis and Impact Assessment. SDAPs should include a definition of PA’s zoning
restrictions to identify target population. A socioeconomic diagnosis of such population will be prepared including
main economic activities, social characterigtics, customs, behavior and existing organizations. Diagnosis should
also include an estimate of the possible impacts including economic losses, changes in social organizations,
restrictionsto traditional practices, etc. This analysis will be prepared using available information and/or carrying
out specific studies if necessary. Impact assessment should include consultation with target population and directly
involved organizations.

C. Alternatives Assessment and Agreements. Seeking mitigation alternatives will be participatory effort. PA
Directorates and target population will jointly analyze feasible aternatives, taking into account affected

population’ s needs and conservation strategy goals to reach an agreement. This agreement should include
commitments and responsibilities on both sides, as well as provisions to avoid other groups overlooking restrictions.

d. Program and Budget. SDAPs should include an implementation program and budget for each one of the
activitiesto be carried out under the program. In any given year, preparation of the POA in accordance with the
SDAP format for the following year will be financed through each PAS' current budget and supplemented with
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funds from the mainstreaming component. Should ad-hoc additional studies, consultations, etc, be needed, the
project will provide the required financing through components 3.1 and 4.

e SDAPs Format. To facilitate the review and approval of SDAPS, it is recommended to use the following,
format (within the Annual Operating Plan) that summarizes SDAPS main elements:

Location and description of the protected area;

Specific location and description of the resources or areas where access to, or uses of, will be limited;
Reasons for limiting access and/or use;

Identification and diagnosis of target population;

Impact assessment of restrictions;

Alternative assessment and agreed solution with stakeholders;

Applicable legal framework;

Measures to prevent use of, or access to, restricted areas or resources by other groups;

Summary of consultation process;

Implementation schedule and budget

3. Financing.

SDAPs will be financed through PAs' current budget (derived from FANP income and from fiscl budget). Should
ad-hoc additional studies, consultations, etc, be needed, the project will provide the required financing through
components 3.1 and 4.

4, Monitoring and Evaluation.

The project's M& E system will include process and outcome indicators regarding SDAPs particularly to monitor
re-establishment of socioeconomic conditions of target population, recovery of protected resources and areas, and
effectiveness in enforcing restrictions.

5. Ingtitutional Arrangements

CONANP will be overall responsible for establishing restrictions and consequently implementing mitigation
measures in accordance with this process framework. PA Directorates will be directly responsible for preparing and
implementing SDPAS under a participatory process and reaching agreements with identified target population.
Special agreements (convenios de concertacion) can be signed to this purpose. Direccion General de Conservacion
para el Desarrollo, in CONANP, through its Direccion de Concertacion y Coordinacion Intragubernamental,
will seek and coordinate other government agencies, and NGOs contributing to SDAPS objectives. Its Direccion de
Consgjos and Participacion Social will provide support during consultation and overlook SDAPs implementation.
The first SDAPs will be presented for Bank's approval for the first year project implementation and subsequently,
during its life span through the Annual Operating Plans.

6. Borrower Commitment.

Consultation process carried out during preparation addresses the issue of social impact that may arise from the
above-mentioned restrictions. Possible aternatives were identified and incorporated in this proposal. Thereisa
commitment in CONANP to address this issue and during appraisal, it was agreed to prepare SDAPS according to
this process framework beginning the first year of implementation. This process framework will be integrated
within the project’s grant agreement to ensure implementation of SDAPs intended to address socia impact from
restrictions in the access or use of natura resources under the project. SDAPs will be submitted yearly for the
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Bank’ s no-objection in the proposed format incorporated into the Annual Operating Plans.
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Attachment C

Mexico: Consolidation of the Protected Areas Program
Socia Strategy Action Plan

The project's socia strategy action line will become aregular activity in PA operations. Therefore, project and
fiscal resources will be yearly allocated to finance its implementation. Accordingly, PA's annua programs (POA)
will finance social strategy's action lines on the basis of consultations and agreements reached with communities,
and discussions to defined year priorities within Consegjos Asesores. Socia strategy comprises the following action
lines:

Action Lines
A. Participation Strategy

a. Srengthening PA Management. It comprises activities to strengthen PA’s management units in order to
systematically address socia issues under a participatory approach namely: (i) including social promoters; (ii) staff
training on social development, participation, and related mattes; (iii) development of planning and monitoring
tools; and (iv) technical assistance and equipment.

b. Participation Enhancement. It aims at improving the project’ s participation mechanisms namely: (i)
creation of Regional, Sector and/or Social Development Sub-Consegjos as required in each PA to better address
social issues and facilitating participation; (ii) Promote and facilitate participation, particularly of poor land owners
and indigenous, and operation of CA,; (iii) training of counselors and involved socia organizations; and (iv)
participation tools devel opment.

C. Social Capital Promotion. This action line will support reaching agreements among communities to jointly
address social issues and conflict resolution on the basis of improved local capacities, through participatory
planning, experience exchanges, and good practices dissemination.

d. Srengthening Community Organization. Strengthening community organization will help to implement the
project’ s social and conservation objectives. Better organizations will be able to attract private NGO’ s support and
government entities investments through the mainstreaming component. This action line comprises: (i) training in
socia development, legal rights, organization development and the like; (ii) leadership promotion; and (iii) support
to promote partnerships and investments (acompariamiento).

B. Sustainable Development Initiatives

e Sustainable Development Initiatives. This action line comprises sustainable productive initiatives
sub-projectsidentified within SDAPs to offer alternatives to avoid or mitigate social impacts from restrictions in the
access to, or the use of natural resources; it includes also complementary activities, such astraining, technical
assistance, etc. It will also promote long term sustainabl e alternatives to reduce pressures on natural resources
through sustainable aternatives in buffer zones.

C. Communication

f. Communication. Comprises a (i) public awareness campaign about the value of biodiversity Conservation;
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(i) support of participation and conservation activities in protected areas; and (iii) dissemination of good practices
combining social and conservation goals.

D. Indigenous Peoples Development Plans (IPDPs)

IPDPs are a specific section of the social strategy comprising all above-mentioned actions lines targeting indigenous
peoplesincluding: (i) organization strengthening; (ii) support to ensure their participation; (iii) culturally
compatible sustainable development initiatives; and (iv) support to their values and traditions.

Financing

Social strategy will be financed with project's resources from Component 2, Protected Areas Conservation
Programs; Component 3, System-wide institutional Strengthening; and Component 4, Mainstreaming, as well as
from fiscal sources, to be alocated yearly in PAS annual plans as aregular activity in their operations. Moreover,
CONANP will seek inter-ingtitutional agreements to complement these efforts to attract funds other from other
public entities operating in protected areas.

Monitoring an Evaluation (M&E)

The project's M& E system will include process and outcome indicators to assess progress on social strategy
implementation. Beneficiaries and communities will participate on this effort through the mechanisms established in
this social strategy.

Budget

A consolidated Action Plan summarizing resources allocated to each action line for the 5-year project life in each
protected areais presented in table 4. Project’ s files comprise detailed annua budget estimates that will be updated
every year as part of each PA’s programming process. This action plan has aready been discussed and agreed in
PA's Advisory Councils.

Table 4. Action Plan
(US dollars -Estimated)

Action Lines ALTO GOLFO [CUATROCIENEGAS [CHICHINAUTZIN TEHUACAN [TOTAL
E/EL IFORNIA
A .Participation 67,424 81,522 88,995 42,198 280,139
Strategy
B. Sustainable 121,694 96,124 125,362 63,953 407,133
Development Initiatives
C. Communication 47,399 68,553 71,832 25,273 213,057
D. Indigenous Peoples 54,537 n.a 40,457 122,705 217,699

Development Plans

Contracting personnel (232,091 150,251 262,486 327,572 972,400
for community activities,
training and

mai nstreaming
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TOTALS

523,145

396,450

589,132

581,701

2,090,428
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Additional
Annex 12

Consultation Process Summary
Introduction

The project has been prepared under a participatory approach that comprised two phases: (i) afirst phase
focused on diciting stakeholders views about biodiversity conservation and sustainable development to
prepare a social strategy proposal; and (ii) a second consultation phase to analyze results and build
consensus around the proposal. The social strategy proposal aims to build stakeholders commitment and
participation towards conservation efforts. It comprises four 1ndigenous Peoples Development Plans, one
for each one of the PA in the project and to involve other vulnerable population, as well as alternatives to
address restrictions on the access and/or use of natural resources that can be necessary to protect fragile
biodiversity areas. Consultation documents, including IPDPs and agreements to address restrictions, are
available for public consultation in CONANP s headquarters, and locally in PA Directorates in the four PA
under the project.

Consultation Process

The first consultation phase took place in 2000 and culminated in a workshop in January 2001. The second
phase, validation of social assessment results and main project proposals, was carried out between
May-July 2001. Consultation involved indigenous communities, gidatarios, comuneros and small farmers;
fishermen; private sector representatives and municipa authorities. Local NGOs and research ingtitutions
also participated. Key-informant interviews and several workshops were carried in different locations in PA
to facilitate broad access. Radio programs, and regiona and local press, disseminated main results of the
process. Seetable 1

Table 1. Community Participatory Workshops

Protected Area Workshops Participants
Alto Golfo 6 130
Cuatro Ciénegas

2 78

Chichinautzin-Zempo
aa 6 500
Tehuacan-Cuicatlan

21 567
Total 35 1,275
Source: CONANP, Social Assessment
a. Alto Golfo-Rio Colorado. Consultation focused on the three most vulnerable groups: (i) Cucapédh

Indigenous community; (ii) Fishermen in Santa Clara; and (iii) gidosin PA (Luis B. Sanchez, and Alberto
Oviedo). Additional meetings took place in San Felipe, Baja California and Puerto Pefiasco, Sonora.
Agreements reached comprised granting fishing rights for Cucapéhs and support for the establishment of
more sustainable fishing practices for all fishing organizations, and aternatives for sustainable
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development initiatives among gjidatarios. Addressing conflicts upon the use of fishing resources was the
most critical demand.

b. Cuatro Ciénegas. Seven meetings with gjido assemblies were carried out in poor communities to
take into account their opinions. IPDP was discussed and a summary was published in local, and regional
press. Key leaders were interviewed including majors, gido presidents, and representatives of relevant
organizations such as the Municipal Planning Committee, Agriculture Promotion (Agro-Fomento) and
Consglo Asesor’s members. These poor communities reacted with incredulity and skepticism towards
consultation though recognized the importance of conservation.

C. Chichinautzin-Zempoala. Consultation was carried out through the four regional Sub-Consgjos
already operating in this PA: Oriente, Poniente, Tepozteco, and Zempoaa. Main results were also
discussed at the Cosgjo Asesor and then disseminated through the local press and radio stations. There was
agreement in the establishment of the protected area and its management plan. However, indigenous
organizations demanded full participation in the process and specifically requested support to protect their
own conservation traditions, namely food production and traditional medicine, as well as support to
preserve their cultural back-ground.

d. Tehuacan-Cuicatlan. Because of the extent (199 communities spread in 490, 000 ha) and
complexity of this PA (eight different ethnic groups), consultation and dissemination took placein 10
communities to enable critical actorsto participate. Additionally, main results and recommendations were
discussed in the Regiona Sub-Consgjo Cafiadaand in PA’s Technica Scientific Council. The
communities agreed on the need to implement the PA’ s management plan through consultation and
agreements, and requested training to this aim. They aso agreed in the establishment of Regional
Sub-consgos to facilitate participation. There was a general agreement that the main priority is to finance
sustainable productive aternatives.

Asawholetheinitia reaction from poor communities was incredulity and skepticism towards consultation
though most of them showed willingness to participate in conservation efforts. Thiswillingness increased
accordingly with community organizations levels, as in the case of indigenous organizations in
Chichinautzin. These general results indicate the need to consolidate participation efforts, promote
community organization, and respond to their expectations.

Main Results

The social assessment in the four PA helped to identify main social issues affecting biodiversity
conservation, which have been incorporated into the project’s design, particularly inits socia strategy.
Action lines comprised in the socid strategy take into account stakeholders' priorities and aim to ensure
they share the benefit from the project. Dissemination of main results, and additional consultation helped to
reach agreements and define priorities already included in the eight year socia action plan. The main
outcomes of this consultation process are following:

I dentification of indigenous peoples and vulnerable population;

Identification of social demands and agreement on priorities,

Socia strategy action lines definition;

Agreement on along term sustainable devel opment and conservation vision; and
Inputs to prepare IPDP and SDAP.
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Additional Consultation

During appraisal mission an agreement was reached about the project’ s social strategy, its areas of
intervention (IPDP, SDAPSs, Participation, and Communication), and its action lines (see annex 11).
Sources of financing and budget to finance its implementation during the project’s eight years life span
was a so agreed with CONANP. Subsequently, Consegjos Asesores in the four PA, have discussed and
agreed to carry out this social strategy. Participation will continue during implementation, through the
participation system established within Consgjos Asesores and Sub-Consgjos established in PA. CA will be
the forum to define yearly priorities and POAs. Specia agreements, (Convenios de concertacion) can be
established with community organizations to implement sustainable devel opment initiatives.
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Additional
Annex 13

Criteria and Processfor Selection and | nfor mation about the Areas

1 The selection of priority areas within SINAP is the result of an interactive process including academic
groups, NGOs and official agencies as well as the direct participation of CONANP. The process began in
December 1998 with an analysis of the entire system — 114 areas at that time — focusing on obtaining benefits for
the protected area system as awhole and not on any isolated NPA. An initial selection process identified those areas
meeting a threshold of ecologica significance and management criteria. Subsequent phases of the process
narrowed the list and developed an order of priority.

2. The four stages of the process are summarized below and described in detail in the project files.

I From the total number of existing protected areas (114) an initial universe of 49 areas was determined to
meet criteria of ecological significance, current conservation status, management priority and financial need.

I. In January 1999 a workshop, “ Selection of criteriaand NPA” gathered 34 experts from different sectors
(NGO, academic, government, social) and regions of the country. The workshop began by defining 8 criteria and
used those criteriato prioritize areasin theinitial universe. The criteria were the following

Criteria

1. Type, dimension and immediacy of threats.

2. Number and type of ecosystems (gradient)

3. Speciesrichness

4. Endemism

5. Socioeconomic availability for a conservation project

6. Services and environmental functions

7. At risk species concentration

8. Eco-region representativity

1. The priority list developed by the workshop was further analyzed to take into account criteria of global
significance (degree of relevance and degree of conservation according to Dinerstein and other studies) and criteria
defined by UCANP/SEMARNAP related to the level of consolidation of a protected area. Thisled to a priority list
of 23 protected areas, leaving space to add two areas to the list due to under-representation of key ecosystems,
especialy dry deciduous forest.

V. Thefinal step was to update information on each of the 23 protected areas and assign values (points) to
each criteriaused since stage |1. At this point it had been decided that the proposal to the GEF would support an
initial group of 12 areas, and those receiving the highest scores were selected for inclusion.

3. The methodology developed to identify selection criteria, the evaluation and the prioritization of the NPAs
congtitutes a great step in the devel opment and establishment of policies focused to the country’s biodiversity
conservation. The workshop organized by FMCN and UCANP/INE (entity responsible for PAs before CONANP),
with the participation of 34 NPA experts, including academic, official agencies, NGOs and social groups
representatives, allowed the identification to proceed objectively and quantitatively, based on 8 selection criteria.

4, The detailed selection of NPA with additional criteria suggested by the Global Environmenta Facility
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(GEF), with intense work by this consultancy with UCANP/INE, and with the reviewing and endorsing by
CONANP, provided alist of the 12 priority NPAsto be included in the proposal. It isimportant to note that the
sequence of the selected priority NPAS, must be susceptible to future changes. Due to a high rate of environmental
changes, a high growth of the agrarian limits (Toledo et al., 1989) and a fast modification of the rural and urban
geography in Mexico, it is plausible that the given grades to the NPA in this selection exercise might be different in
the short term. For example, the selected NPAs as priority due to their high grade of vulnerability and deforestation
threats, might become in afew years, not suitable to establish conservation programs of its biota. At the same time,
NPA that were not selected in this exercise due to their apparent low level of biodiversity might obtain higher scores
as aresult of increased knowledge in the future. These examples give usthe idea of the possibility spectrain which,

NPA that were not included at this time, might be included under the same methodol ogy, when executed in afew
years and vice versa.

5. In conclusion the 12 NPA sdlected for the WB-GEF proposal take into consideration the protected areas

system (SINAP) focusing on how to obtain the most benefits for the system as a whole. With the 12 areas the

SINAP benefits by:
Increasing the number of protected areas under effective protection

Increasing the number of hectares (by 3 million) under effective protection

Increasing the representation of ecosystems under effective protection

6. Additionally the group of 12 protected areas represents every globaly critical ecosystem, contributing
substantially to long term global conservation. Progress within the project will contribute to the overarching SINAP
strategy of Mexico where among other benefits are that the investments in these 12 areas will leverage additional
activities and additional areas becoming a win-win situation for Mexico and its participation in globa conservation.
The 12 PA selected are described below.

Protected area | State Surface (ha) | Population Indigenous Ecosystems
peoples
Tehuacan-Cuicatl | Puebla, Oaxaca | 490,186 626,314 Mixteco, Deciduous forest, pine-oak
an mazateco, forest, cloud forest, arid scrub
cuicateco and
popoluca
Alto Golfoy DeltaBaja California,  |934,756 4,464 Cucapas and Arid scrub, marine and
del Rio Colorado |Sonora Tohono estuarine, coastal dunes
O’ odham
Cuatrociénegas |Coahuila 84,347 1,329 Dry scrub, oak-pine forest
Corredor Morelos, México, (65,971 50,000 Nahua Pine-oak forest, arid
Chichinautzin-Ze |Federa District scrub, deciduous forest
mpoala
Sierrade Alamos |Sonora 92,839 432 Thorn forest, pine-oak forest
Sierrade Huautla Morelos 59,030 3,300 Deciduous forest,
pine-oak forest
LaEncrucijada |Chiapas 144,868 29,000 Marine, estuarine, mangrove,
deciduous forest, thorn forest,
coastal dunes
Pantanos de Tabasco 302,707 16,293 Chontal Mangroves and
Centla hal ophyte vegetation
Banco Chinchorro|Quintana Roo 144,360 - Coral reefs, mangroves
La Sepultura Chiapas 167,310 23,145 Thorn forest, pine-oak forest,
deciduous forest, cloud forest,
chaparral, savanna
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El Pinacatey Sonora 714,556 200 Tohono - Desert, chaparral, arid scrub

Gran Desierto de O’ odham

Altar (pépagos)

SierralLalaguna | BgaCadlifornia 112,437 800 Pine-oak forest, deciduous
Sur forest, chaparral, grassland
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Additional
Annex 14

Further Expansion of the FANP Endowment
The project has been conceived and designed with the overall goal of including the endowment for 12
priority protected areas (PASs) in the FANP financing mechanism, as well as matching endowment funds
for priority PAsin the country, with the consequent expansion of the endowment to atotal of US$ 45m
(US$ 25 to be contributed by the GEF and US$25 million in matching funds from other sources). In
November of 2000, The Council of the GEF included the present project in its work program for atotal
amount of US$ 16.1m, comprising $7.5m to endow four priority PAs. This annex describes the process
to be followed to further capitalize the FANP endowment to cover eight additional PAs. In particular, it
contains the following material:

1. Streamlined procedures for processing additional tranches of financing required to meet the goal of
capitalizing the remaining eight PAS;

2. Cost estimates and underlying assumptions and criteria;

3. Financia projections for the investment income from the expanded FANP,

4. Thefund-raising strategy proposed to further expand the endowment fund;

5. Theinvestment guidelines to be adopted for FANP management

1. Streamlined procedure for the approval of additional endowment funds

Funding requests to further expand the endowment would be considered on the basis of atemplate
containing the following information and documentation:

1. Reserve-specific logica framework with PA-specific indicators: thiswill follow the general
structure of the log-frame set out for the entire project in the present Project Appraisal Document
(PAD);

2. Bvidence of matching contributions to the endowment: every dollar of non-GEF funding would
trigger adollar of GEF funding (US$ 1.875 mi are necessary as match to endow one PA, future GEF
disbursements will consider increments of PA endowment units);

3. Adequate social assessments for the entering PAs, as well as appropriate design of remedia actions
as needed;

4.  Adequate evaluation of indigenous peopl€’ s issues and appropriate design of Indigenous Peoples,
5. Development Plans as needed;

6. Endowment contributions by SEMARNAT to FANP, in order to cover taxes during project
implementation.

Compliance of the requested additional GEF support with applicable Bank safeguard and fiduciary
policies will be ensured by applying the procedures described in the present PAD (particularly in the
annexes on procurement, disbursement and environmental analysis), and by implementation of the
IPDPs included in the request for additional GEF support. The request for additional GEF support and
related template would be submitted by the Bank to the GEF Secretariat for CEO endorsement.

2. Estimated Project Cost (with capitalization of 12 areas)

To consolidate the system of protected areas in the country, it is necessary to endow eight priority PAs
in addition to the four included in the first tranche of the project. GEF endowment funds will be directed
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to cover the basic conservation in these priority areas. The one-to-one matching endowment funds will
either cover basic conservation or other complementary activities in agroup of 34 priority areas
identified through the exercise described in Annex 13. Taking into account the preferences of the donors
who will contribute to the endowment match, fundraising priority will be first to cover basic activities
down thelist of priority PAsthat do not have these needs addressed, followed by complementary
non-basic conservation costs in any of the 34 reserves.

Mexico has aready secured US$ 5 million as a match to SINAP 1 project. In addition, US$ 7.5 million
have been deposited as a match to the endowment for the first four PAsincluded in the first tranche of
the SINAP 2 project. For the subsequent tranches, the GOM will provide US$ 6 million to further
expand the FANP endowment between 2000-2006. Part of the interest from this GOM endowment will
be directed to the payment of taxes for FANP activities (components 1, 2 and 3) (see section “4.
Fundraising plan” for a detailed description).

The following table summarizes the approach proposed to allocate capital resources obtained from GEF
and other donors. The table takes into account the distinction between basic and complementary
conservation activities, as well as the break-down of the 34 priority reserves into the three groups of a)

reserves already receiving FANP support; b) reserves in need of immediate urgent attention; c) other

priority areas.
Type of support Areasunder SINAP1 | New areasin need of Other priority areas
(already supported with | immediate attention
GEF funds)
1. Caakmul 1. Tehuacan-Cuicatlan | 1. Los Tuxtlas
2. El Triunfo 2. Alto Golfoy Delta | 2. Sierra Gorda (1)
3. IdaContoy del Rio Colorado 3. El Ocote
4. Idasdd Golfo 3. Cuatrociénegas 4.Los Ajos-Buenos
5. Serade 4. Corredor Aires (Mavavi)
Manantlan Chichinautzin-Zempoal | 5.
6. MariposaMonarca |a Bonampak-Y axchilan-L
7. Montes Azules 5. Sierrade Alamos aCojolita
8. Rialagartos 6. SierradeHuautla | 6. Lacantin-Chan-Kin
9. SianKaan 7. LaEncrucijada 7. Maderas del Carmen
10. El Vizcaino 8. Pantanos de Centla | 8. Huatulco
9. Banco Chinchorro | 9. Metzabok-Naha
10.La Sepultura 10.Cafi6n de Santa
11.El Pinacatey Gran | Elena
Deserto del Altar 11.San Pedro

12.SierraLaLaguna

Martir-Constitucion
1857
12.Mapimi

Basic conservation

-GEF contribution to the
endowment since 1997
-Contribution from GOM
and other donors

-GEF contribution to
the endowment
-Contribution from
GOM and other donors

-Contribution from
GOM and other donors

Complementary

-Restricted

-Restricted

-Restricted
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activitiesto achieve full | contributions from contributions from contributions from
protection GOM and other donors | GOM and other donors | GOM and other donors

Note: (a) A separate Sierra Gorda Biosphere Reserve conservation project has been approved for
support by GEF. As aresult, no GEF funding under the SINAP 2 proposal will be assigned to this PA.
Sierra Gordais included in the list of 34 priority reserves for reasons of consistency with the priority
setting exercise (Annex 13), which provides the scientific and technical basis for SINAP fund-raising
efforts.

The total project costs after eight years, including SINAP 2 first and additional phases, are reflected in the
project total budget:

Project Components by Financier (US$ million) (2002 to 2009)

Component GOM GEF Private |Bilateral | Total

Amount | Amount | Amount | Amount |Amount

1. Expansion of the
Fund

1.1 Endowment 11.5 24.4(1) 129 48.8
capital

1.2 Fundraising 04 1.2 0.8 2.4

2. PA conservation
programs

2.1 Implementation 194 13.14 2.61 35.15
of Management
Programs

3. Ingtitutional
Strengthening

3.1 Commission 5.2 0.2 54
Coordination
Program

3.2 Institutional 0.5 20 2.5
strengthening

4. Mainstreaming | 15.65 (2) 53 20.95
conservation and
sustainable use
policies

Total 52.65 311 2884 261 115.2

(@) Includes US $ 22.5 mi endowment and US $ 1.9 mi start-up funds for 12 PAs
2 Includes counterpart funds by GOM other than SEMARNAT as calculated by Pérez Gil and
Jaramillo (1999) (12.0 mi for 12 PAs), as well as the contribution by PRODERS (3.65 mi).
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|. Budget Basisfor Component 1.1 Endowment capital
The budgets for endowment funding are calculated according to the following data and assumptions.

The US$22.5 million endowment capital requested from the GEF would support basic conservation costsin
the twelve PAs selected for the SINAP 2 proposal, generally following the criteria and formulas devel oped
for the 10 areas supported by the current US$16.48 million FANP endowment.

The caculations for the GEF portion of the endowment proceed from the assumption that this endowment
will be the total endowment support for basic conservation activitiesin the selected twelve areas for SINAP
2.

The matching endowment capital will be dedicated to (a) other areas or (b) other activities. FMCN and the
GOM will oversee the funds in such away as to maximize coherence of strategies, uses, monitoring, and
reporting procedures among the funds from different donors.

SINAP 1 project has maintained a balance of an average 24% of annual support to each reserve from
CONANP fiscal funds, 20% from the endowment, and 56% from other sources (other government
agencies, academia, private institutions, NGOs). The “baseg” amount of the endowment per reserveis
calculated as (including taxes):

Type of expenditure Costs per rss§r$ve per | Costs forul(—82$£&eerves
year ( )

Basic annual activitiesin the reserve 109,047 1,308,564
Benefits for personnel (acc. Law) 19,004 228,048
NGO accounting and hiring 14,487 173,844
Central Coordination Program (CCP) 12,308 147,696
FANP costs 21,115 253,380
Total 175,961 2,111,532

Of the costs presented above, the tax element is distributed as follows:

Type of expenditure Per reserve For 12 reserves

Taxesfor PAs 12,247 146,964
Taxes for CCP and FANP 2,837 34,044
Total 15,084 181,008

The following table calculates the total endowment required for twelve priority areas, after considering all
costs to be supported, excluding non-eligible costs (taxes) to be paid by the GOM (as interest from GOM
endowment contributions to FMCN), a 3% return from local management, and assuming an 8.3 percent
return on the endowment.
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Funds from the endowment

1,869,023

GOM contribution (taxes) 181,008
Local interest income (3%) 61,501
Total 2,111,532

22,500,000

Endowment required
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I1. Budget Basisfor Traditional Project Activities (Non-Endowment) GEF Funds

The following table provides the cost assumptions behind the estimated incremental cost request for

non-endowment GEF funding:

Component/sub-component

Cost Estimates

1. Expansion of the Fund for Natural

Protected Areas

1.2 Fundraising Campaign (1) Costs per yearCosts for 5 yearg
(Disbursements starting in 2001) 254,0121,270,060
2. Protected Area Conservation

Programs

2.1 Firgt-year costs of new reserves Costs per|

entering FANP program

Reserve Total costsfor 12 Reserves

PA conservation “ start-up” costs (2) 155,7521,869,024
Incremental FANP and CCP costs 3,33339,996
Subtotal 2.1 159,0851,909,020
(Disbursements proportional with

endowment disbursements)

3. System-wide Ingtitutional Costs per|

Strengthening

Reserve Total costs for 22 Reserves

1.1 M&E initial costs (3)

9,091200,000

4. Mainstreaming Conservation and

Sustainable Use Policies (4)

Costs per reserve per yearCosts for 22 reserves per|

vearCosts for 5 years for 22 Reserves

Subtotal

48,1811,060,0005,300,000

Grand total (5)

8,679,080

(1) Fundraising costs have been calculated according to the estimates by the “National Society for Fundraising Executives’
(1998, First course, NSFRE, Alexandria, VA, USA), which recommend an investment between US$0.20 and US$0.50 for
every dollar obtained from private donors, foundations, and membership campaigns. These costs are calculated for

non-endowment donations, which require less investment than endowment contributions. Under the proposed fund-raising plan
(See Section V below), an investment of $2.4 million is expected to generate US$ 9 million in endowment capital, equivalent
t0 $0.26 per dollar raised. GEF isrequested to fund half of the fund-raising expenditures, or $0.13 per dollar raised. One third

of these GEF funds will be managed by CONANP, two thirds by FMCN.
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(2) At each disbursement of capital funds by GEF, the first year of the program will be covered with endowment funds. The
endowment return will begin to cover the costs for the priority reserves one year after capital disbursement.

(3) The costs are based on the incremental needs for the 12 SINAP-2 PAs and the 10 reserves in the GEF Pilot Phase project.
Disbursement is expected to occur at the end of 2001.

(4) The costs are based on the incremental needs for the 12 SINAP 2 PAs and the 10 reserves in the GEF Pilot Phase project.
Disbursements are expected to start at the end of 2001.

(5) Non-€eligible costs (taxes) have been excluded (these costs will be covered by GOM, in the portion managed by CONAP
these taxes will be budgeted, while the taxes derived from grant portion under FMCN administration will be covered with
interest from GOM endowment contributions to FMCN).

[11. Budget Basisfor Non-Endowment Funds from various sour ces

Budgets for CONANP fiscal appropriations were calculated using 2000 as a baseline year. Thisis
considered a conservative estimate of annua incrementsin light of the “extraordinary” increase of US$9
million granted for 2000 (not included in the baseline) and successful negotiations that already regularized
the budget at this level in 2001. For the twelve PAs the total amount for fiscal appropriations (including
personnel) is US$19.4 million, and a pro-rated share of CONANP's costs for the Central Coordination
amounts to US$5.2 million over eight years (2002-2009).

Contributions to the mainstreaming component have been estimated from the Regiona Sustainable
Development Program (PRODERS), recently incorporated into CONANP. Its contribution to the 22 PAs
(SINAP 1 and 2) over an eight year period, including central support costs, is expected to amount to
US$3.65mi.

Data for reserve conservation funding sources other than CONANP are derived from the study by Ramoén
Perez Gil and Fernando Jaramillo (1999), with corrections and updates from CONANP. The total amounts
for the baseline year (1999) are as follows for twelve PAs: private sources. US$1.24 mi (US$ 9.89 mi for
12 PAs in eight years); and international public sources US$ 0.326 mi (US$2.61 mi for 12 PAsin eight
years) (referred to as “bilateral” contributions) in the " Implementation of Management Programs
component”. In addition, public sources other than CONANP, according to the study, will contribute
US$1.5 million per year to the mainstreaming component for the 12 PAsincluded in SINAP 2. This
baseline is a conservative estimate, especialy in the mainstreaming component, since the study by Pérez Gil
and Jaramillo reports that GOM contributions from 1997 to 1999 showed an average contribution of $ 3
million per year for the 12 reserves. Given the high variance observed in the study between PAs and years,
it was deemed appropriate to consider half of the average contribution reported by the study as the baseline.
In addition to the contributions reported by the study, a private campaign was launched in 2001 to raise
nationa private funds for PAs. It is expected that this “Let’s Conserve Mexico” campaign will contribute
US$ 3.25 mi in an eight year period as a counterpart to the “Implementation of Management Programs’
subcomponent.

Projecting income from each non-endowment non-GEF source for atotal of eight years (2002 to 2009)
produces the estimates in the following table:

GOM PRIVATE BILATERAL |TOTAL

1.Expansion of the
FANP
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1.2 Fundraising 0.4 0.8 12
2. Protected area

conservation programs

2.1Implementation of 19.4 131 2.6 35.1
Management Programs

3. Central Coordination 5.2 5.2
Program

4. Ingtitutional

strengthening

CNANP 0.5 05
NGO 2.0 2.0
5.Mainstreaming 15.6 15.6
TOTAL 41.1 15.9 2.6 59.6

3. Financial projectionsfor the expanded FANP endowment

The following financial projection pertains both to the GEF endowment contribution and to
contributions from other donors. It is assumed that donors that contribute to the endowment will request
separate accounts and specific investment strategies (as well as different disbursement schedules and
amounts), so that the projection will differ from the one presented here. The matching funds for year
2001 include funds already deposited or committed by donors other than GEF. The current proposal
assumes that the initial GEF capital contribution will occur at the end of 2001 in the amount of 7.5
million dollars, which will generate income to cover the basic costs of four PAs from the beginning of
the year 2003 on (year 2002 will be financed with non-endowment funds). The initial GEF disbursement
will be followed in subsequent years by disbursements according to the amount necessary to endow one
reserve (US$ 1.875 million).

Given current market conditions, a reassessment of the financia strategy of FANP was conducted with
World Bank staff, SEMARNAT and FMCN financial advisorsin August 2000 as part of the mid-term
review of the program. This analysis resulted in changesin the investment strategy to try to ensure 8.5%
return per year derived from up to 90% of the endowment invested in fixed income securities
(Eurobonds, Sovereign Debt). Of this amount, about 80% will be invested in dollar based sovereign and
guasi-sovereign bonds, and the remainder in cash management to ensure minimally full coverage of the
annual spending plans. This strategy avoids market fluctuations that can affect the availability of the
required annual cash flow. At least 10% of the endowment will be invested in equities or protected
capita products. Thisinvestment should help partially offset the erosion of the real value of FANP
capital with the oversight of afinancial consultant and the Committee of Administration and Finances of
the FMCN under the current investment guidelines approved by the World Bank.

Based on the experience of FANP, the Emergency Fund to cover natural disaster and |abor
contingenciesis not expected to go beyond 0.3% of the capital per year (in 1998, when firesin Mexico
reached a historica record, US$64,327 were required for ten reserves). Hence, an average 0.2% of the
capital per year is expected to cover emergencies. While the emergency funds will not be withdrawn
from the investment on a yearly basis (if not needed they will be reinvested), they will be invested in
instruments that allow their immediate withdrawal should they be needed.

SINAP II: Example of a Financia Projection (amounts in thousands of US dollars)
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Y ear 2002 2003 (2004 |2005 |2006 |2007 |2008 {2009
GEF contributions 7,500 1,875 (1,875 [3,750 |1,875 (1,875 1,875 (1,875
Matching funds contributions 8,800 |3,400 (2,800 [2,200 [2,200 {2,200 |0,700 {0,200
Accumulated contributions 16,300 21,575 26,250 [32,200 (36,275 {40,350 (42,925 145,000
Balance of investments 16,300 21,690 [26,619 [32,922 (37,254 41,637 |44,573 |46,944
Investment in Fixed Income (90%)(1) 14,670|19,521 23,957 {29,630 [33,529 |37,473 140,116 (42,249
Investment in Equities (10%) 1,630 |2,169 2,662 (3,292 (3,725 4,164 |4,457 |4,694
Growth from Fixed Income (8.5%) 1,247 |1,659 2,036 2,519 (2,850 (3,185 |3,410 (3,591
Growth from Equities (12%) 0,196 |0,260 (0,319 |0,395 |0,447 |0,500 [0,535 |0,563
Total Growth 1,443 (1,920 2,356 (2,914 (3,297 (3,685 (3,945 4,155
Emergency Fund (0.2%) 0,033 |0,043 |0,053 |0,066 |0,075 |0,083 |0,089 |0,094
Consultant & management fees (0.3%) (2) 0,049 |0,065 (0,080 |0,099 0,112 |0,125 (0,134 |0,141
Annual program requirement for next year 1,246 (1,558 1,869 |2,492 (2,804 (3,115 |3,427 |3,738
Total annual withdrawal at the end of year 1,328 (1,666 (2,002 2,657 (2,990 (3,323 (3,649 (3,973
Excess (shortfall) 0,115 |0,254 |0,354 |0,257 |0,307 |0,362 |0,295 |0,182
End of year balance 16,415 (21,944 26,972 33,179 |37,562 |41,998 |44,869 |47,125

(2) 80% of the fixed income securities will be invested in dollar based sovereign and quasi-sovereign
bonds, 10% in cash management to ensure minimally full coverage of annua operating plans.
(2) Fees have been negotiated between a low fixed fee plus a portion according to performance. 0.3%

reflects the average cost per year.

Total annua requirements of the program will consider offshore income derived from the endowment, a
9.7% contribution from the Mexican Government to cover the taxes in the program (including the taxes
of the fundraising component) and a 3% income from local management. The latter can be obtained
since disbursements to the project components will occur at four-monthly intervals, which allows for
local management. Hence, the total income available to the FANP program for the portion of the GEF

endowment will be the following:

Total income availableto FANP
program

GEF 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010

Tota Offshore Income| 623 | 779 | 935 |1,246|1,402|1,558|1,713|1,869

GOM contributionsto | 60 75 91 | 121 | 136 | 151 | 166 | 181
FANP

Loca Interest Income | 21 26 31 41 46 51 56 62

Total GEF 704 | 880 |1,056|1,408|1,584|1,760(1,936|2,112

4. Fundraising plan
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The requested GEF endowment contribution (US$ 22.5 million) for SINAP 2 requires a 1:1 match.
FMCN and GOM have already obtained US$ 7.5 million, which represents the endowment required for
four PAs. SEMARNAT is committed to contribute US$ 6 million during the next six years (2001 to
2006). CONANP will obtain USD$ 3 million with the support to its fundraising activities by GEF (US$
400,000). FMCN's fundraising target is therefore US$ 6 million for endowment funds for PAs. FMCN
requests US$ 800,000 from GEF to achieve this goal.

The fundraising effort for SINAP is thus the result of the partnership between FMCN, SEMARNAT
and NGOs. The initial experience in raising endowment funds for PAs has shown that the GEF 1:1
match is an essentia incentive for donors. FMCN and GOM estimate that the fundraising team will
reach yearly targets according to the following projection:

Year |Fundsdeposited |SEMARNAT | CONANP FMCN Total
contribution

2001 |US$75 US$ 1.0 mi US$ 0.3 mi US$ 8.8 mi
2002 US$ 1.0 mi US$ 0.6 mi US$ 1.8 mi US$ 3.4 mi
2003 US$ 1.0 mi US$ 0.6 mi US$ 1.2 mi US$ 2.8 mi
2004 US$ 1.0 mi US$ 0.6 mi US$ 0.6 mi US$ 2.2 mi
2005 US$ 1.0 mi US$ 0.6 mi US$ 0.6 mi US$ 2.2 mi
2006 US$ 1.0 mi US$ 0.6 mi US$ 0.6 mi US$ 2.2 mi
2007 - US$0.7 mi US$0.7 mi
2008 - US$0.2 mi US$0.2 mi
Total |US$7.5 US$6.0mi US$3.0mi US$6.0 mi USS$ 22.5 mi

In the joint fundraising campaign for SINAP, the GOM is playing alead role in national appropriations,
approaches to bilateral and multilateral donors, and sources such as licenses, fees and concessions
linked to the PAs themsalves. FMCN is mainly working on strategies for raising funds from
international and private sources, including partnership with GOM in approaching bilateral sources.

The following text gives an overview of the first steps and future plans for this major capital fundraising
campaign from the perspective of the GOM first, followed by the perspective of the FMCN.

The GOM

The GOM has recognized the PAs program as a priority instrument to achieve conservation of
biodiversity. This recognition has been followed by increments in the fiscal budget and support to
negotiate with other ministries and authorities. CONANP is the responsible unit for al of the federa
protected areas in Mexico and has created in recent years a working group oriented toward fundraising,
mainly in the Mexican private sector. The results have been significant and through the present project
continue to be so. This unit is expected to launch a fundraising campaign entitled “Let’s Conserve
Mexico” in September 2001.

Together with CONANP, Banamex, a leading bank in the country, has developed the initiative “Let’s
Conserve Mexico” through its recently created philanthropy unit “Fomento Ecol6gico Banamex”. This
unit will make available the financial infrastructure necessary to ensure transparency to the
administration of the funds contributed by the private sector. The resources obtained will be deposited in
a“fideicomiso” (specia bank account) under the name “Let’s Conserve Mexico”. This account will be
managed by a Technica Committee composed by representatives among the donors. The administration
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of the funds and the operation of the conservation, research, ecological restoration, social and cultural
development projects will be the responsibility of aworking group. This group will bein charge of
promoting the participation of new enterprises in the initiative, while it will also design the projects
according to the donor’s interests, select the best implementing groups to carry out the projects, monitor
and provide reports to the donors, the Technical Committee and SEMARNAT. The operation costs will
be either covered by “Fomento Ecol 6gico Banamex” or with a percentage of the funds provided by the
contributing companies.

The partiesin charge of project execution will be private enterprises, NGOs, universities and research
ingtitutions. The goa of the initiative will focus on capturing new funds with donors interested in
participating, as well asincreasing the involvement of the private sector in the conservation of the
ecosystems and natural resources of the country.

Aside from the private sector, ongoing negotiations with the Ministry of Finance (SHCP) are at hand to
receive income from service fees within protected areas (tours, restaurants, environmental education,
etc.) and in turn use the fees for management and operation improvements. Entrance fees are presently
being charged in one marine national park (where the land is federal property) with the goal to test this
mechanism for all the marine protected areas in 2002. If successful, alater phase will include entrance
fees in protected areas where alarge percentage of the land is private (the legal mechanisms are being
explored). Service and entrance fees would represent a steady flow of annual funds for the basic
operation of PAs equivalent to the interests of an endowment fund. Once the steady flow is ensured, the
emission of bonds will be explored, as a possible mechanism to purchase land specifically devoted to
conservation within PAs.

Other incentives to invest in PAs being explored with SHCP include a fund within CONANP that would
allow an agile and direct mechanism to receive donations mainly from the Mexican private sector and
bilateral donors. Further, fiscal promotion certificates are being analyzed, where SHCP recognizes the
contributions of donors to PAs through certificates that can be used to pay taxes. Steps already taken
towards these efforts include the partnership of CONANP with Naturalia. This NGO issued
commemorative coins for conservation, whose sale will alow to support with US$ 0.5 million PAsin
Mexico. Tax exemption for this project was obtained.

CONANP is breaking new ground through its partnership with the conservation community and the
private sector in purchasing critical habitats within PAs. A successful example has been the purchase of
the core area of Cuatrociénegas by Pronatura Noreste (2,800 ha for atotal of USD$ 250,000) and
Desarrollo Sustentable parad Valle, A. C. (1,200 hafor USD$ 172, 000), which ensures its protection
on along term basis. With an increasing threat of tourism development in Bgja California, CONANP
has provided support to FUNDEA (Mexican Foundation for Environmental Education) to purchase
Espiritu Santo I1sland (part of the Gulf ISlands PA) and donate it to the Federation. For longer than two
years, ISLA, aloca NGO, has conducted the negotiations with the gido that owns more than 90% of
thisland. The gjido has accepted USD$ 3 mi for the purchase (for 10,000 ha), thus establishing an
important precedent for land acquisition by the Federation. FANP in FMCN has obtained the support
from Packard Foundation to endow Espiritu Santo with USD$ 1.5 million to ensure the proper
protection of the idand complex. The donation will become effective once the whole idand is owned by
the Federation. Thiswill further allow to capture additional funds through entrance fees. These are
examples of what CONANP hopes will become a national strategy in the future.

The GEF support has been an incentive for the GOM to support the idea of diversifying funding sources
for PAs, and the GOM sees this as an opportunity to further involve different sectors of society in a
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co-responsibility toward conservation. Tangible examples of the GOM contribution include the
following:

The establishment of the Monarch Butterfly Conservation Fund within FANP in FMCN, which
will support the communities with properties included in the core area under the new decree of the
Monarch Butterfly Biosphere Reserve, in order to ensure the conservation of their forests. In this
initiative, WWF, SEMARNAT and FMCN have collaborated to ensure a US$ 5 million endowment
contribution from the Packard Foundation.

The direct contribution of US$ 1 million from SEMARNAT to the Monarch Butterfly
Conservation Fund in November 2000.

The direct contribution of US$ 1.5 million from SEMARNAT in November 2000 to the FANP
endowment to ensure the long term tax payment for the ten PAs under the current program.

The above mentioned deposits amount to US$ 7.5 million, which correspond to the match required by
GEF for the first disbursement to the endowment.

In addition to general strategies in co-responsibility, SEMARNAT will contribute directly to the
program endowment through yearly deposits of US$1 million to FANP from 2001 to 2006. The new
Administration has already confirmed the availability of US$ 1 million for 2001-2002 (500,000 in 2001
and 500,000 in April 2002). The precedent of such practice has proven to be a success. In 1995, asa
new Administration took charge, an agreement was signed between the GOM and the FMCN, where the
GOM committed to contribute annua amounts up to US$10 million as amatch to a USAID US$ 19.5
donation. This endowment has allowed the successful establishment, operation and growth of the
Conservation Program within FMCN.

USD$ 400,000 channeled from GEF to CONANP will add on to the investment in fundraising by
CONANP. With this support, CONANP is committed to raise USD$ 3 million additional in endowment
funds as a match to the endowment contribution by GEF (on average, USD$ 0.6 million per year from
2002 to 2006). The fundraising GEF funds will be mainly channeled to strengthen the fundraising unit
within CONANP, to conduct necessary studies on potential donors and PAS, to prepare targeted
proposals and presentations, to fund trips to specific PAs with potential donors and to strengthen
lobbying efforts with SHCP. The relationship with SHCP will open new fund generating avenues for
PAs, such as service and entrance fees, as well asincentives, including fiscal promotion certificates.

FMCN

The assurance of sufficient resources to achieve the objectives of the FMCN, within the framework of
its mission and the context of the national strategy for the conservation of biodiversity, is a permanent
task fundamental for the ingtitution. Since the origin of FANP, the FMCN has raised:

(1) US$9.3 million in non-endowment funds for PAS;

(2) US$5million (US$ 1.5 million already deposited, US$ 3.5 million committed) in endowment
funds according to the objective established in the re-structured project (SINAP 1);

(3) USS$ 7.5 million aready deposited (US$ 5 million from Packard Foundation, US$ 2.5 million from
SEMARNAT) to match the first GEF endowment disbursement for SINAP 2 project.

FMCN’s strategic plan

FMCN recently finished an intensive strategic planning exercise. The consultancy was provided by
“Strategies Teams, Inc.” and lasted almost a year (the same consulting team that worked with the
Natural History Museum of San Diego, which increased its funds significantly after this planning
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exercise). The mission and vision of FMCN were reviewed with the active participation of members of
the Board, staff and different sectors from the conservation community. An analysis of the current
structure of FMCN, its values and constituencies was conducted. As aresult, the participants defined
key result areas where FMCN will concentrate its efforts for the period 2001-2006. Two of these key
result areas focus on the most limiting factors to achieve positive results in conservation: economic
resources ad institutional capacity of recipient organizations and community groups. FMCN will work
on both issues according to a pre-established plan. Regarding the increase in the amount of resources
available for funding conservation projects and strategic initiatives, the FMCN recognizes two related
main objectives:

a) Increase FMCN’s endowment to meet the Capital Campaign goa of USD$ 100 million by
December 2006.
b) Increase the annual budget of FMCN" to at least USD$ 12 million per year by December 2006.

Three strategies were identified for the first objective, which are described as follows:

1) Endow two programs (the Mexican Learning Conservation Program and the Wildfire Prevention
and Restoration Program) with USD$ 2 million each to ensure the long-term independence of these
programs.

2) Design, launch and implement a Capital Campaign to secure seed sources for at least two regional
funds.

3) Design and implement a Capital Campaign to endow at least twelve additional protected aress.

The fundraising strategy to consolidate SINAP is thus an integral part of the strategic plan of FMCN, as
reflected by the last strategy mentioned (the first and second will work in synergy with FANP). The
overall Strategic Plan, including a description of the key result areas that FMCN will focus on, was
presented to FMCN’s Board last September. A detailed action plan per key result area, objectives and
strategies (including assigned budget) was presented for analysis by the Board at its December 2001
meeting.

FMCN’s general fundraising plan
The main inputs identified by FMCN to implement a successful fundraising strategy, as well asthe
advances to date, are the following:

1. A clear dtrategic plan with amission, avision and a plan, with its corresponding budget. As stated
above, such plan is the result of a participatory process, which is being finalized. Its dissemination is
envisioned through a collection of stories on successful projects together with results of the Strategic
Planning exercise entitled “ Creating Vaue for Conservation”. Such report is intended to be an important
fundraising tool.

2. Correspondence with national priorities: FMCN participated in the development of the Strategic
Plan of SEMARNAT and CONANP. The nationa priorities in these plans are compatible with the
priorities contained in FMCN’s Strategic Plan, thus ensuring synergies by the different actorsin the
conservation community.

3. Unconditional commitment of the different groups involved in the initiative: FMCN Board,
CTFANP, FMCN staff, SEMARNAT, as well as the recipients or direct beneficiaries (PAs and central
coordination). Support from FMCN Board has been ensured (60% of the $ 5 million fundraising match
to SINAP 1 project was obtained through Board support). The International Advisory Committee within
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FMCN isresponsible for the oversight of the design and implementation of the fundraising strategy. It
will meet next November in Washington to analyze this strategy and build consensus with the
international conservation community and its main donors. Within the general FMCN's strategy,
CTFANP and FMCN staff are constantly involved in lobbying for funds and preparing written
proposals in close coordination with SEMARNAT. The central coordination and the PAs staff have
contributed with technical information required for the proposals presented to donors.

4. Fundsto conduct the Capital Campaign. Through a private donor, FMCN has obtained partia
resources for amajor fundraising campaign (US$300,000). These funds are being complemented with
US$200,000 from FMCN. FMCN’s exercise for the Strategic Plan and its dissemination are being paid
by these funds. For the Protected Areas Campaign USD$ 800,000 are requested from GEF to obtain
USD$ 6 million endowment funds for PAs.

5. A market study on potential donors whose philosophy isin accordance with FMCN institutional
profilein the context of a developing nation. Donors and NGOs familiar with FMCN'’ s operation have
been contacted in an attempt to increase FMCN'’s endowment funds, as well as to explore new avenues
within the constantly evolving donor market. This strategy has been successful especially with private
foundations, which have increased significantly their support to FMCN. In addition to the funds already
deposited by Packard and Ford Foundation, Summit Foundation has committed $0.2 million per year for
the next eight years to establish an endowment fund for Banco Chinchorro-X calak Reserve. Foundations
new to the FMCN, as the Goldman Trust Fund, have shown interest in participating thanks to the
support of foundations and NGOs familiar with FMCN, such as NFWF and WWF.

6. Partnerships with international institutions, such as WWF and NFWF, that can provide their
expertise and help in these important fundraising goals. A strong partnership with WWF and NFWF has
developed as aresult of the first steps in the endowment fundraising process for PAs. This partnership
has opened doors with new donors and alowed for a better detection of fundraising opportunities
through synergies between the three ingtitutions (NFWF. amplifying endowment funds for reserves along
the Mexican-U.S. border, WWEF: creating an endowment fund for the Sea of Cortes and increasing the
fund for the reserve Mavavi (Los Ajos-Bavispe)). FMCN has benefited from the expertise in fundraising
shared by WWF and NFWF. A formal exchange on fundraising strategies with other Funds for
Protected Areas (through a workshop organized by the World Bank) and the Environmental Fundsin
Latin America and the Caribbean (through the corresponding network REDLAC presided by the
FMCN) has initiated.

7.  Dissemination on the importance of natural resources. Fundraising efforts are best accompanied by
an awareness campaign on the importance of nature for society at large. FMCN is launching a major
outreach campaign on the importance of biodiversity, which is expected to rai se awareness, recognize
the PAs efforts underway, influence environmental politics and ethics on the conservation of the country.
One of the main TV channels in the country has offered free coverage, while an expert advising
committee of communication and conservation experts has been formed. It is expected that this
campaign will reach the national private sector and encourage its contributions. In order to attract
international donors, two avenues are being followed. Support was provided to National Geographic TV
in 2000 to cover the establishment of the Monarch Butterfly Conservation Fund, which was presented
on TV in March 2001. Additionally, following the example of “Ocean Oasis’, an IMAX production on
the Sea of Cortes and the Baja Peninsula promoted by the Museum of Natural History in San Diego and
Pronatura (Mexican NGO), FMCN has prepared a proposal for an IMAX movie on the Y ucatédn
Peninsula and obtained the necessary funding. The goal of this outreach campaign is twofold:
environmenta education on the value of the unique Mexican ecosystems and their services, aswell as
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increasing contributions to their long-term conservation.

FMCN’sfundraising plan for protected areas

The fundraising plan for FANP is part of the overall institutional FMCN Capital Campaign and works
in synergy with the other programsin FMCN. Based on theinitia results derived from US$ 12.5 million
endowment committed to PAs in 2000, an analysis was conducted by FMCN for potential sources and
mechanisms to obtain US$6 million in the next eight years to further endow priority PAsin Mexico.
Dueto it experience with the private sector, FMCN will concentrate on private sources. Further, the
Strategic Plan recommends to first focus on international private sources and then on national donors.
The potential sources and strategies detected for the Capital Campaign for protected areas are the
following in order of priority:

1. Private foundations, NGOs, and state governments: creation of local, regional or state funds
(already four being established: Sea of Cortes, Oaxaca, El Triunfo, Mavavi).

2. Private foundations, NGOs and private sector: contribution to PAs recognized for their importance
in ecosystem’s services (as a match to SINAP 1 project, Packard Foundation and Gonzalo Rio Arronte
Foundation have committed to establish endowment funds for two PASs recognized for their watershed
function, which sets a precedent in assigning a value to ecosystem services. TNC has obtained funding
to develop, in coordination with this project, mechanisms for water users (especialy pertinent GOM
sectors) to pay for this environmental service).

3.  Private sector, foundations, NGOs, and bilateral sources: contribution to already existing PA
projects that show success and innovation in conservation.

4. Private sector and NGOs: co-investments and joint projects with the private sector for providing
tourism services that direct part of the profit to PA conservation (a contribution from the European
Community for 786,940 Eurosto FANP is presently being channeled to four marine PAS, so that local
mechanisms for fundraising derived from tourism are developed, afund for the Sea of Cortes with
contributions from the tourism sector has started).

5. Private foundations, individuals, and international NGOs: fundraising for the direct application to
the endowment. Fundraising for sinking funds with the possibility to direct interests to the endowment.

6. Individuals: membership through market campaigns. The dissemination campaign by FMCN on
the importance of biodiversity will play akey rolein this strategy.

7.  Private sector and individuals: voluntary donations for PAs close to urban centers.

8. Private sector and NGOs: joint implementation (projects on carbon sequestration) with experienced
NGOs that aready work on thisissue (such as TNC).

The following table presents a summary of some of the potential sources and contributions with respect

totime

Fundraising strategy for the Fund for Natural Protected Areas|!| (in thousands of US dollars)
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Sour ce/mechanism Time-frame* Non-endowment | Endowment funds
funds

Bilateral Sources (inc. debt swap) | 2-3 - 300

National private sector 1 1,000 -

National private sector 2-3 2,000 700
International private sector 2 500 500

Tourism operations 1-2 500 -

Membership campaigns 3 - 1,000

Private foundations 1 1,000 3,500

Total 5,000 6,000

* 1: Short-term, 1-2 years
2: Medium-term, 3-5 years
3: Long-term, 6-8 years

The present proposal requests USD$800,000 from GEF to support the fundraising activities by FMCN.
The activities to be supported will include studies on the donor market (specifically emerging private
foundations in the US which are increasing their support to conservation of PAS), outreach and
dissemination to targeted donors, specific studies required for certain proposals (for example studies on
ecosystem services provided by specific PAS), preparation and presentations of proposals, trips to visit
fundraising partners and donors.

Based on the priority strategies and potential sources identified, FANP envisions the development of the
following initial three steps for the continuation of its fundraising campaign:

1. Establishment of aformal partnership with NFWF and WWF to expand the endowment of Mavavi
PA into ajoint campaign to obtain endowment funds for four PAs along the Mexican-U.S. border.
Based on the successful fundraising effort for Mavavi, where the goal of US$ 1.5 million was achieved,
the three NGOs could initiate a program for Mexican PAs adjacent to priority U.S. ecosystems:

Alto Golfo de Calforniay Delta del Rio Colorado PA in Bgja California and Sonora sharing the
Colorado River with the US;

El Pinacate y Gran Desierto del Altar PA in Sonora adjacent to Organ Pipe National Monument;

Cafion de Santa Elenain Chihuahua next to Big Bend National Park;

Maderas del Carmen in Coahuila next to Big Bend National Park

2. Identification of PAswith high ecosystem services value (especialy water capture), quantification
of these values, dissemination in targeted audiences, preparation of proposals and presentation to
potential donors (following on the results obtained for Manantlan and El Triunfo PAS);

3. Dissemination of successful innovative projectsin selected PAs (compensation mechanism in the
Monarch Butterfly Biosphere Reserve, self-sufficiency projectsin marine reserves currently supported
by the European Community, protection of islands through land purchase) anong donors interested in
these particular areasin Mexico.

5. Investment Guidelines

General Information
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Fondo Mexicano parala Conservacion de la Naturaleza, A.C. (FMCN) isacivil association
incorporated as per the Mexican law with fiscal year from January 1st to December 31st. AsaMexican
NGO, it istax exempt and qualifies also as 501(c) (3) in the United States.

Mailing address:

Damas No. 49

Col. San José Insurgentes
C.P. 03900

México, D.F.

Tel & Fax: (52) 5611-9779

Contact persons:

Lorenzo Rosenzweig. e-mail: laros @infosa.net.mx
Renée Gonzdez. e-mail: fmrene@xa.megared.net.mx
XimenaY éhez e-mail: ximena@datasys.com.mx

I.  Investment Objectives

The primary objective for investing the assets shall be the generation of the annual income objective with
simultaneous preservation and enhancement of the value of the endowment capital through adequate
diversification of high quality instruments, with an acceptable degree of risk. The portfolio will be
measured against a Benchmark Portfolio.

Execution of Services

Except to the extent the Finance Committee of FMCN directs otherwise, the Independent Financial
Advisor (IFA), retained by our institution, may select brokers and dealers to purchase and sall securities
for the purposes of the Project. 1n making such selection, the IFA shall comply with its duty to obtain
best executions and may take into account such factors as price, financial responsibility and execution
capability of the broker/dealer, research and other services furnished by such broker or dealer.

Investment Guiddines

(& Annua Income Objective: Considering afirst disbursement of USD$7.5 million for Phase Il of the
Protected Areas Program, USD$ 664,000 per year (8.85% nominal).

(b) Investment Constraints:

1) Investments must exclude corporations capitalized at less than USD$250 million.

2)  Fixed-income securities must be BB+ or better by S& P or equivalent.

3) Corporate debt must be stated in US dollars or at |east hedged into US dollars.

4) Derivatives are permissible for hedging purposes only.

5) Performance will be analyzed in US dollars.

6) Maturity can be more than 15 years but less than 25 years, provided those instruments have
marketability and quality. Shorter than longer maturity is preferable.

(o) Investment Parameters:
1) After disbursements, principal should not decrease by more than 8% in any one year (theseisto be
done on a“best efforts’ basis recognizing that market volatility may render this objective impossible).
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2)  Equity alocation should range from 10% to 70% of the total market value of the portfolio (if
exceeded the IFA will make appropriate recommendations to bring the portfolio back within the desired
parameters [10%-70% equity] at least on a quarterly basis.).

3) Individual equities positions at cost can be up to 10% of the portfolio value.

4) Fixed income alocations should range from 30% to 90% of the total portfolio value.

5) Combined Government Securities at cost can be up to 100% of the fixed income portion of the
portfolio. Individual positions at cost can be up to 100%.

6) Combined Sovereign and Quasi-Sovereign Bonds at cost can be up to 100% of the fixed income
portion of the portfolio. Sovereign and Quasi-Sovereign Positions will be considered individual
instruments as per the maturity date of each and can be up to 25% of the fixed income portfolio.

7) Combined Corporate Bonds at cost can be up to 25% of the fixed income portfolio. Individua
positions at cost can be up to 10%.

The above guidelines are summarized in the following table:

Equities Fixed Income
Asset MIN MAX
allocation 10% 70%
MIN
30%
MAX
90%
Instrument MAX Comb. MAX Ind.
exposure 10% 10%

Cap > $250 millions

Gov. Securities
Emerging Bonds
Corporate Bonds

MAX. Comb.
100%
100%
25%

MAX Ind.
100%
25%
10%

BB+
BB+

Maturity | = e Shorter is preferred than longer
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Benchmarks

Investment
Benchmark

Total Fixed Income The percentage that results from adding:
Program requirements (8.85%)
+ Financial management fee (0.35%)

As an example, for an asset alocation of 90% fixed income
and 10% equities, the benchmark should be (8.85% x 90% +
0.35%) 8.32%

Total Equities S& P 500

Other Restrictions

The currency exposure of the portfolio may be actively managed from the base currency of the U.S.
Dallar. Third currency hedging is permitted. The portfolio will not be permitted to have net short
positionsin any single currency.

Derivatives (e.g., forwards, futures, swaps, options) may be used at al times or as circumstances that
warrant hedging against interest and exchange rate risks. To the extent possible, use will be made of
hedging products that are traded on recognized exchanges. Where this is impracticable, transactions
will be entered into only with brokers of financia institutions of sound financial standing.

Annual Review

It isthe intent of the FMCN to review these general investment principles and guidelines at least
annually, effect changes as required, and communicate any changes or additions in writing to the Bank
on atimely basis. Such changes or additions shall take effect only after the Bank has accepted them in

writing.

All investment activities must be conducted with the CFA code of ethics.
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Annex A
Scope of Servicesand Investment Guidelines
Scope of Services

Fondo Mexicano para la Conservacion de la Naturaleza (“FMCN”) The Client is a newly
established Mexican non-governmental civil association, Fondo Mexicano para la Conservacion de la
Naturaleza (“FMCN"), created to safeguard Mexico's biologica wealth and diversity. The Client seeks
to retain an Asset Manager to manage approximately US$16.37.5 million (“the Endowment”), which is
being granted to the Client by the Globa Environment Facility (“GEF"), administered by the World
Bank. Pursuant to the Agreement among the GEF, FMCN, United Mexican States, and the World Bank
(“the Grant Agreement”), the investment proceeds, and some portion of the capital, resulting from the
appropriate investment management of the Endowment, will be used to fund national protected areas
conservation and related activities.

The Asset Manager will manage the Endowment in accordance with the attached | nvestment
Guidelines, and the following:

(d) Annua Income Objective: These are US$1,032,000 for the first year, increasing to US$1,235,000
for the second year, US$ 1,242,000 for the third year, and US$ 1,248,000 for the fourth year.

(& Investment Constraints: These include (1) investments must exclude corporations capitalized at less
than US$250 million; (2) fixed-income securities must be investment grade (single A or better)BB++ or
better by S& P (Sovereign or Quasi-Sovereign Debt) (considering that these US dollar instruments have
an acceptable degree of risk); (3) corporate debt can be BB++ or better by S& P or equivalent, it hasto
be US dollar corporate debt or at least hedged into US dollars; (3) no new capital contributions are
expected; (4) derivatives are permissible for hedging purposes only; and (5) performance will be
analyzed in US dollars; 6) maturity can be more than ten years but less than 15 years, provided that
instruments have marketability and quality. Shorter than longer maturity is preferable.

(f) Investment Guidelines: These include (1) After disbursements, principa should not decrease by
more than 8% in any one year (theseis to be done on a“best efforts’ basis recognizing that market
volatility may render this objective impossible); (2) equity allocation should range from 150% to 70% of
the total market value of the portfolio (If exceeded Smith Barney will make appropriate
recommendations to bring the portfolio back within the desired parameters [150-70% equity] at least on
aquarterly basis); (3) Equities and fixed income instruments at cost can be up to 10% of the portfolio
value of the authorized positions. Corporate bonds with BB++ or better cannot be more than 25% of the
total value of the portfolio; (3) The funds may be transferred between the portfolio asset managers or
into passive asset management provided that the FMCN can demonstrate, satisfactorily to the Bank, that
the FMCN has the required financial expertise.

(g) Execution of Services: Except to the extent the Client FMCN directs otherwise, the Asset Manager
may select brokers and dealers (including the Asset Manager, to the extent permitted by applicable law
and subject to applicable restrictions) to be used to effect purchases and sales of securities for the
purposes of the Contract. In making such selection, the Asset Manager shall comply with its duty to
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obtain best executions and may take into account such factors as price, the financial responsibility and
execution capability of the broker dealer, and research and other services furnished by such broker or
dedler.

(h) Connection with Grant Agreement: Pursuant to the sections 3.02, 4.02 and Schedule 1 of the Grant
Agreement, the Asset Manager shall:

(1) only release investment income, and any portion of the capital of the Endowment (in case such
portion has been authorized by the World Bank), after the World Bank has given its written approval to
the relevant Annual Spending Plan, or in cases referred to in Schedule 1 paragraph 2 of the Grant
Agreement; and

(2) (a) maintain records and accounts adequate to reflect in accordance with sound accounting
practices its operations and financial condition, including records and separate accounts in respect of the
operations and financia condition of the Endowment.

(b) (i) haveits records, accounts, and financia statements (balance sheets, statement of income and
expenses, and related statements), for each fiscal year audited in accordance with appropriate auditing
principles consistently applied by independent auditors acceptable to the Client;

(i) furnisnh to the Client as soon as available, but in any case not later than 3 months after the end of
each such year: (A) copies of itsfinancia statements for such year as so audited; and (B) the reports of
such audit by said auditors, of such scope and in such detail as the Client shall have reasonably
requested;

iii) furnish to the Client such other information concerning said records, accounts, and financia
statements as well as the audit thereof, as the Client shall from time to time reasonably request.
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Additional
Annex 15

Environmental Analysis

Environmental Category: B (Analysis provided through this Annex to the PAD)

The project is not expected to have any significant negative impacts on the environment. However, there may be
low level impacts related to productive activities and rural development in the buffer zones, in-park infrastructure,
and sustainable devel opment initiatives promoted through the mainstreaming component.. To ensure that the
impacts of these activities are fully mitigated, protected area personnel will be responsible for implementation of the
Management Program of the specific protected area and the application of the protected areas law and its zoning
rules. Appropriate impact assessments will be prepared and reviewed in accordance with LGEEPA and the
Protected Areas Guidelines supervised by SEMARNAT. Two types of documents are required under this
legidation, environmental impact statements and preliminary applications. Other legidation of importance include:
The protection of threatened flora and fauna (NOM-059-ECOL-1994) and non timber forest resources
(NOM-RECNAT).

Project activities that may have some significant environmental impacts are alternative livelihoods initiatives that
reserve directors may include in their annual operating plans (POAS) under components 2 or 4. These activities
would typicaly be geared towards promoting community and indigenous development. In terms of their nature, they
are of three main types. @) maintenance of ecosystem quality, b) restoration and c) sustainable use of biodiversity.
Different procedures for screening and ng the impacts of sub-projects are established in the operational
manua and are described in detail below.

Projects promoting maintenance and/or restoration of ecosystem quality (Types aand b) are expected to have very
low environmenta impacts. They would be screened and assess by developing a checklist which contains a set of
criteriato be used for identifying possible negative impacts and their mitigation measures where possible. This
Checklist will be prepared and updated by expert staff from Environmental Impact Assessment, the Wildlife section
of INE, and from the headquarters of CONANP.

Ingtitutional Structure

On the 4th of June the administrate structures were published, outlining the structure of SEMARNAT and where
the administrative units are located. The following are the main groups dealing with environmental assessment
issues in protected areas, the register of UMAS, Enforcement section etc.

Sub-secretariat for Environmental Protection and Management

The Director General (DG) for Risks and Environmental Impact resolves the impact statements and the preliminary
application of works at the federal level and give authorizations for works and other activities. They modify,
suspend, withdraw and cancel the authorizations on al issues regarding environmental impact assessment.

The DG for Wildlife proposes, promotes and authorizes establishment of unites for the conservation, management
and use of wild life. The DG Wildlife issues opinions on impact statements, authorizes the plans and programs on
conservation, management, use, recovery, reintroduction and control of wildlife.

Decentralized Organizations

National Commission of Protected Natural Areas (CONANP).
Federa Environmental Enforcement (PROFEPA), enforces environmental regulations.
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Administrative Procedures and Costs of EA

Environmental impacts of projects of sustainable use (Type aand b) are subject to limited review under LGEEPA
and the environmental impact assessment regulation.

Preliminary Application:

The submission of a pre-screening application for the use of non timber forestry products carries in costs between
15-60 000 pesos that is covered by the promoter. The time needed to put together such report is estimated at 2-3
months, but it is recommended to calculate about one year to gather all the seasona data necessary.

The current legal fee for the right to conduct the proposed activity isissued by SEMARNAT for 3178 pesos. The
processing should be done within 20 days. An additional fee of 300 pesos will cover the final approval. During or
after the submission of the application it will need to be registered with the director general for wildlife.

Environmental impacts of projects of sustainable use (Type c) will be subject to more in-depth scrutiny. They will
receive a preiminary screening by CONANP to verify eligibility and afirst environmental assessment, that will be
prepared as a brief summary on environmental impacts, and mitigation measures for technical review. In addition,
CONANP will review all the safeguard policies to see if any of them are triggered by the project. If that is the case,
full documentation covering al pertinent aspects will need to be presented to the responsible agencies (INE or
SEMARNAT). A condition for project financing will be the written approval from: CONANP, INE or
SEMARNAT.

To establish a unit to evaluate the proposal under this activity for the management and benefit of wildlife the
following costs and time frames would be needed:

To develop a management plan for one or severa species costs between 10,000.00 and 60,000.00 pesos, depending
on the species and this cost would include the costs of monitoring once the project is up and running . These plans
will be developed by technical speciaists contracted by the proponents for this work

The current legal fee for the right to conduct the proposed activity isissued by SEMARNAT for 300 pesos. The
processing should be done within 60 days.
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A) Maintenance of Ecosystem Quality

BENEFICIARY

Individuals or organizations

NATIONAL COMISION
ON PROTECTED
NATURAL AREAS

GENERAL
DIRECTION OF
WILDLIFE. INE

GENERAL DIRECTION
OF IMPACT AND
ENVIRONMENTAL RISK

LGEEPA

Regulation in Protected
Natural Areas

Decree of the PNA

GeneraLaw of
Wildlife
Mexican Official
Norm NOM-059-
ECOL9%4

LGEEPA

Regulationin

Environmental Impact
Assessment.

Mexican Official Norms

NOM on Natural
Resources

(1) Expressinterest in carry
out aproject of sustainable
use of natural resources
regulated by a NOM (NOM -
RECNAT)

the report on environmental
impact assessment and
mitigation measures (Informe
preventivo) and compliance
with the NOM.

(5)Receives positive opinion
and submits the report for
authorization

(8) Project consistent with
environmental protection,
iniciate implementation

(3) Develops project, prepares

—>

(2) Reviews compatibility with
Management Program,
Regulation in PNA and zoning.
Provides advice and technical
assistance

(4) Analizesthe Report and
gives its positive opinion

o |

>

(6)Evaluates the environmental
impact assessment report

(7) Authorizes project in case of
accordance with norm

Follows up the project
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B) Restoration

BENEFICIARY
Individuals or organizations

NATIONAL COMISION
ON PROTECTED
NATURAL AREAS

GENERAL
DIRECTION OF
WILDLIFE. INE

GENERAL DIRECTION
OF IMPACT AND
ENVIRONMENTAL RISK

LGEEPA

Regulation in Protected
Natural Areas

Decree of the PNA

GeneraLaw of
Wildlife
Mexican Official
Norm NOM-059-
ECOL9%4

LGEEPA

Regulationin
Environmental Impact.

Mexican Official Norms

(1) Expressinterest in carry
out an ecotouristic project
and development of

infrastructure

(3) Develops project, prepares

the report on environmental 4

impact assessment and
mitigation measures (Informe
preventivo or MIA)

—>

(5) Receives positive opinion
and submits the report for
authorization.

(8) Project consistent with
environmental protection
iniciate implementation

<

(2) Reviews compatibility with
Management Program,
Regulation in PNA and zoning.
Provides advice and technical
stance

(4) Analizes the Report and
givesits positive opinion

4 |

>

(6) Evaluates the environmental
impact assessment report (IP or

MIA)
v

(7)) Authorizes project

Folows up the project
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C) Sustainable Use of Biodiver sity Procedure for the environmental assessment of sustainable use of
biodiversity projects and productive activities in Protected Natural Aress.

BENEFICIARY NATIONAL COMISION | GENERAL DIRECTION GENERAL DIRECTION
Individuals or ON PROTECTED OF WILDLIFE. INE OF IMPACT AND
organizations NATURAL AREAS ENVIRONMENTAL RISK

LGEEPA . GeneraLaw of . LGEEPA
Regulationin Wwildlife . Regulationin
Protected Natural . Mexican Officia Environmental
Areas Norm NOM-059- Impact.
Decree of the PNA ECOL94 . Mexican Official Norms
NOM RECNAT (natura
resources)

(1) Expressinterest in carry
out aproject of sustainable

use of wildlife (2) Reviews compatibility
—’. with Management Program
and Regulation in PNA.
Provides advice and

technical assistance

(3) Develops project,

prepares the management I
plan for the specie;

Integrates the documents for
registration as Management
and Sustainable use of
Wildlife Unit (UMA).

_’ (4) Reviews project and

givesits consent

(5) Déliversthe project I
(Management Plan) and the <
request for approval of

UMA, including the consent (6)Reviewsthe
of the PNA P management plan of the
specie and the request for

approva of the UMA.

v

(7)Approves and registers
the UMA and authorices the
management plan for the
specie

(8)UMA registered and
iniciate project
implementation
Fallows up the project I

Monitoring and evaluation

A detailed monitoring and evaluation program has been developed during the first protected areas project based on
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the Methods and Tools Objectives-Oriented Project Planning (ZOPP) methodology. This M& E program includes
detailed indicators on changes in land uses and ecosystem health as well asindicator species and socid indicators.
The M&E system is designed to give early warning to mangers of protected areas to permit mitigating actions. The
indicators will fully reflect the project and the EMP. The M& E program will assist and guide the development of
act iviesto be permitted in the reserves.

Category B project is intended to be entirely positive from an environmental standpoint, particular by promoting the
conservation of biodiversity in protected natural areas.

Capacity Building in Environmental Assessment

Workshops will be held with Directors and staff of the protected natural areas of the project to improve their
capacity to evaluate environmental impacts, implement the legidation and design mitigation measures. The will aso
be given an opportunity to improve on the check list of activities that will require environmental assessments and
activities that should not be permitted and the methods for implementing the checklists to ensure that the rules
reflect the practical need in the field.

List of eligible sustainable use sub-projects

Listing of categories of digible projects or activities on management and use of natural resources, to be supported
by the project.

Type Theme Activity

a) Maintenance and Forestry Studies for definition of seedling areas
conservation of ecosystems

Production of native plants

Detection and evaluation of pests and diseases
Control of pests and diseases

Development of sustainable management plan

Plant production of native species for aforestation and

revegetation
Forest enrichment with desirable species
Forest fires Infrastructure and equipment for wild fires suppression
and prevention
Studies on frequency and risks

Operation plans and opening gaps for fire control

Training personnel for FIRE control, suppression and
management

Wildlife Reintroduction of native species

Studies and inventories of key species of wildlife and
habitats

Studies of extractable volumes and demands

Monitoring of populations

Design of observation trails

Construction observatory towers

Flora Inventories and population dynamic studies of useful

species
Inventories and studies of endangered species
Identification and establishment of germplasm banks
Monitoring of target species

Wetlands Hydrological studies

Inventories and population studies
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Monitoring

Identification of indicative species of ecosystem health

Ecotourism

Define areas

Feasibility studies

Program of ecotourism

Study of markets

Programas de difusion

Signals and displays

Certification and marketing

Training to local communities

Monitoring

Environmental education

Design and produce educational materials

Training

Environmental Education Program

b) Restoration of ecosystems

Eroded landscapes

Sail restoration and conservation

Watershed control of erosion

Cover crops or live barriers using native species

Invasive and exotic species

Eradication and control of invasive and exotic species

Inventory of exatic species

Aforestation and Defining native species for aforestation
revegetation
Select areas and techniques for aforestation with native
species
Mantenance of aforestations
Nursery construction and operation
Training
Best Practices for sustainable use of species
Follow up
Wetlands Hydrology and water quality studies
Critical aspects of water use and demand
Water pollution sources and treatment
Restore of natural hydrodynamic
Control of exotic species
Water volume restoring
Construction of hydraulic connections (culverts)
Wetlands monitoring
¢) Sustainable Use of Aquaculture Development of manageria skills
biodiversity and productive
activities
Studies of population dynamics for target species
* Pilot small model farms including waste recycling and
alternative uses
* Hatcheries
Sanitary management
Certification and marketing
Monitoring
Agroforestry Loca community training

Certification and Marketing

Studies for definition of seedling areas

* Establishment of seedling areas

* Development of sustainable management plan

Best practices for species collection methods (training)
non wood products

Artesanal production

Devel opment and enlargement of capacity building
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* Extraction and use of wildlife species

Certification and Markets

Quality control

Social involvement workshops

Useful Plants Define areas

Define species and quantity for extraction

Inventory of target species

Identification of plants interesting and useful for local
communities

Ameéliorate collection methods (training)

* Sustainable use of species (training)

* Nursery construction and maintenance of medicinal and
other useful plants

Certification and marketing

Wildlife * Breeding facilities for reintroduction, commerce and
hunting interest

Rustic infrastructure

Identification of target species and population dynamics
Management plans for species

* Extraction and use of wildlife species

Training in wildlife management and breeding
Certification and marketing

Market access studies

Ecotourism * Trails and infrastructure establishment

Environmental assessment for the activities type aand b will be done through a check list , because they are not
expected to have any significant negative impacts on the environment or the biodiversity.

Project activities of type ¢, marked with *, include those that may have low or significant environmental impacts,
they will receive a more deep screening and, in case, prepare full documentation to be presented to the responsible
agencies in accordance with the Mexican legidation. The Environmental Assessment or the Management Plan
needed to get the authorization, previous to the development of the project, shall be financed by the Bank. The rest
of the projects type ¢ are not expected to have any negative impacts.

In order to determine this list of projects that may be implemented in the natural protected areas through SINAP 11,
an analysis of different documents was carried out.

Some of the documents were the World Bank Operational Policies and Directives, whose primary objectiveis to
ensure that Bank operations do not cause adverse impacts and that they “do not harm”. Thelist of projects were
screened through these safeguard policies, in order to exclude the ones that Bank doesn’'t support or to apply the
environment policies and procedures in order to prevent environmental impacts. These policies are listed bel ow:

BANK PROCEDURES

NATURAL HABITATS OP 4.04 OP 4.04
Operational Policies

Bank supports Bank does not support
- Protection, maintenance and rehabilitation of | - projects that involve the significant
natural habitats and their functions conversion or degradation of critical natural

habitats unless there are no feasible aternatives

- natural habitat conservation and improved land
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use projects sited on lands already converted

Identification of important natural habitat sites,
the ecological functions they perform, the degree
of threat to the sites, priorities for conservation
measures, managing protected areas and other
natural habitats, and monitoring and evaluating
projects
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FORESTRY OP 4.36

Bank supports

Bank does not support

- improvements in the planning, monitoring, and
field control of forestry operations to ensure
sustai nable management of the resource

-Commercial logging operations

-Projects environmentally protective like
management of protected areas, reforestation of
degraded watersheds

-Purchase of logging equipment for usein
primary tropical moist forest

-supportive of small farmers, farm and
community forestry

-Projects that contravene applicable international
environmental agreements.

- preservation and light, non extractive use of
forest resources, in forest areas of high
ecological value

- controlled sustained yield forest management

-plantations only on nonforested areas or on
heavily degraded forestland

INDIGENOUS PEOPLES OD 4.20

Bank supports

Bank does not support

- Studies and activities to avoid or mitigate
potentially adverse effects on indigenous people
caused by projects

- Projects that cause adverse effects to
indigenous people (their dignity, human rights
and cultural uniqueness), during their
development project

CULTURAL PROPERTY OP4.11

Bank supports

Bank does not support

- Preservation and to seek to avoid their
elimination

- Any project that may affect cultural property

- Protection and enhancement of cultural
properties

- In situ preservation, studies and restoration

-Structures relocation for preservation, studies
and restored on alternate sites

-Training and strengthening of institutions
entrusted with safeguarding nation’s cultural
patrimony

- Reconnaissance surveys on cultural
undertaken by a specialist
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