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A. Project Development Objective
1. Project development objective: (see Annex 1)

Background:

Papua New Guinea (PNG) contains one of the world’s four remaining significant tropical rainforest
wildernesses. These closed natural forests cover 36 million ha, or 77% of PNG'stotal land area. High
altitude cloud and montane forests descend to lowland mixed forest and mangroves near the coast,
supporting approximately 200 species of mammals, 15,000-20,000 plant species, 1,500 tree species and
750 bird species (53% of which are endemic and including 90% of the world's Birds-of-Paradise). PNG's
forests are home to the world' s largest butterfly, largest orchid, longest lizard, largest pigeon and smallest
parrots. Collectively, al this congtitutes one of the richest reserves of biodiversity harbored in an intact,
contiguous tropical forest.

Forests provide the basis of livelihood and culturd life to the 80% of Papua New Guineans who till livein
rural communities. Local clang/tribal groups own essentially all forested land under customary title. No
major development activity can occur on a clan's land without their consent. However, major social and
economic disruptions have occurred in the recent past in areas where large areas of forest were
destroyed--primarily from exploitative, uncontrolled logging operations. In some cases the resulting land
degradation seems permanent.

PNG's constitution and its national policy commit the country to sustainable management of its forest
resources. However, in the past two decades sustainability has been compromised by magjor financial and
operational malfeasance. The 1989 Barnett Commission of Inquiry into the Papua New Guinea Forestry
Sector concluded that logging practices were out of control, causing irreversible damage to forests, land,
and local communities; while diminishing biodiversity and other environmental values. To reverse these
trends, in 1991, the GOPNG initiated the National Forest and Conservation Action Program, in conjunction
with the Bank and other donors. Subsequently, the Forestry Act (1991; amended 1993) was enacted to
facilitate establishment of a sustainable forest industry.

The question might well be posed: why an investment project in forestsin PNG now? Until now, the Bank
has aided reform of the forest sector through a series of grant based activities, and conditionalities attached
to structural adjustment lending. Reforms already implemented include: surveillance of log exports,
adoption of new forest sustainahility and logging code guidelines, a taxation structure intended to provide
improved resource revenue capture for the government and landowners, and enhanced legidative protection
for the independent operations of the Forestry Board. These reforms provide the enabling framework within
which the current project is proposed. A number of the problems that have recently appeared in the
legidative and regulatory base are being addressed under structural adjustment conditionality associated
with the present implementation of the Governance Promotion Adjustment Loan (GPAL). Example the
GPAL includes conditions which require: (i) areview of applications that are presently being processed for
timber harvesting in terms of due diligence and legal compliance; (ii) an initia review of the forest revenue
and royalty regime; (iii) changes to the Forestry Act and Regulations to enhance the independence of the
Forestry Board to introduce regulations for forest clearing associated with the devel opment of
infrastructure (including roads) and to ensure non-commercia disclosure. However, it is apparent that
some major changes at the field level in PNG - especialy in the working of the relationship between the
logging industry, the Forest Management Authority, and landowners are now needed. These will need
technical and financia support, in addition to continued rigorous attention to policy and ingtitutional
reform.



This argument can be better understood if the forest resource situation in PNG is put into a broader
political economy context. Very briefly, the essential development problem in PNG can be summarized in
two premises:

Government delivery of services —especially to rura communities which in this country
predominate in the population, and who aso are predominantly forest dwellers — has failed to keep
up with the demands made upon it. Poverty levels and related socia indicators, as discussed in the
Bank’ s recent poverty report, suggest that afar larger proportion of the PNG population isliving
in substandard conditions than should be the case with its level of average per capitaincome;

The management and mobilization of PNG's main source of wealth — natural resources — has been
problematical, and afflicted by major problems of governance. This has resulted in high levels of
socid conflict, and environmental damage, associated with resource exploitation.

Under these circumstances, priority must be given to developing the probity as well as the capability of
political and bureaucratic institutions, and the transparency of resource decision-making. Especially in the
case of PNG, where customary title is the predominant form of ownership of resources, this must involve
local communities effectively in the decisions made, and in the management of subsequent developments.
At least as much attention must be paid to reducing the grip of centralized bureaucracies on resource and
related decisions, as to more standard capacity building within those bureaucracies. Privatization,
reviewing and in some cases re-inventing incentive structures, facilitating increased local control over what
happens to resources, and developing the capacities of landowners to participate effectively in that process,
will al play an important part in a successful outcome, and all are reflected in the design of this project.

For these reasons, the design of the project is more complex than a conventional investment in capacity
building and technical assistance within an existing institutional framework: essentialy, it is an attempt to
go well beyond the existing policy and institutional framework, which has become dysfunctional. For the
same reason, the components of the project will be much more interdependent that might otherwise be the
case. Environmental assessment of resource projects cannot proceed, as it has attempted to do in the past,
independently of the process of large forest resource project investment appraisal and approval, and the
project will need to closdly tie the environmental assessment activities it will sponsor, to the work it will do
in sustainable forest management which has a significant focus on the nature of forest management
agreements and their monitoring and control. And, major improvements in environmental assessment and
sustainable forest management cannot happen in PNG unless landowners become much better informed
about their resource use options, and are then better able to reach equitable and logical agreement with each
other, viaimproved landowner decision making processes, which the project will also finance. Finally, a
major ingredient in these improved decisons will be enhanced access by landowner groups to investment
funds, which could support aternatives to large scale and exploitive logging operations which, in the past,
have often been the only financialy significant option offered landowners. The proposed Conservation
Trust Fund, to be financed by the GEF and other donors, under this project, is a mechanism with the
potential to achieve this broadening of options and choices for local communitiesin PNG.



2. Global objective: (see Annex 1)

The global environmental objective is to improve management and conservation of important forest
ecosystems in one of the world’s most biodiversity-rich regions. Over the long-term, this will maintain
direct and indirect uses (e.g. watershed protection), as well as existence and option values that are
associated with functional tropical ecosystems and intact, unique biological resources. Expected project
outcomes include: (i) establishment of a number of widespread, permanent, community-driven conservation
areas that broadly cover PNG's biodiversity; (ii) maintenance of regenerating natural forest cover in
production and community forest areas; (iii) conservation reserves within logging sites; (iv) establishment
of legal mechanisms and a Conservation Trust Fund (CTF) able to support landowner-driven conservation
and sustainable-use activities; (v) increased landowner participation in, and benefits from, design and
operation of sustainable-use and conservation activities. Indicators for measuring achievements are
presented in Annex 1.

3. Key performanceindicators. (see Annex 1)

A key objective of the Forestry and Conservation Project will be to strengthen the capacity of local
people, gover nment and non-gover nmental entitiesto more sustainably manage and conserve PNG's
forest resources. This should result in the long-term maintenance of biodiversity and an increase in the
well-being of forest owners. Activitieswill: (i) promote and implement more participatory processes for
landowner involvement in forest management; (ii) improve environmental practices and sustainability of
commercial forest harvests; (iii) develop a policy basis for amore ecologically sustainable community
forestry sector based upon small to medium scale production; (iv) improve enforcement of environmental
protection legidation; and (v) implement a strategy and provide financing to promote land group based
conservation areas. Conservation objectives will be primarily achieved by empowering landowners to
organize, decide upon and access financing for, small-scale sustained use forest devel opment activities that
are coupled to protected area establishment and maintenance.

Another key objective of the project will beto improve the quality of life of people living at the local
level. Empowering landowners to better conserve, sustainably utilize and benefit from biodiversity on their
lands is anational priority for PNG and identified as such in severa government strategies including the
GEF-funded country study. Key performance indicators for the mid-project review will include whether: (i)
pilot participatory forest decision-making processes are adopted; (ii) required forest management
methodology policies are put in place; (iii) demonstration land group--based conservation projects are
being satisfactorily implemented; and (iv) the Conservation Trust Fund (CTF) is operating effectively. End
of project implementation indicators will primarily evaluate whether participatory processes and land
group-based conservation are expanding and whether forestry management activities have become more
environmentally sustainable. Independent inspection of forest harvest activities will monitor improvements
in forest harvest. Conservation goals will be measured by trends in project numbers, the number of
landowners and landowner groups designating their lands as conservation areas, and the area of coverage
of designated protected area lands under conservation management.

The Bank's approach to forests in PNG must deal as comprehensively as possible with major environmental
and social objectives; since forests are such an important economic, socia and cultural e ement of the
nation. The project establishes mechanisms and processes to allow considered forest management and
conservation decisions to be made by government and landowners. Highly participatory and consultative
processes are required. Major design implications for the project result from these observations.
Objectives of this scale and complexity will demand an adaptive management approach, which is
innovative and evolutionary. Provided alearning approach is taken, project outcomes will have impacts



that reach far beyond routine forest objectives—including making progress in addressing lack of
Government service delivery to alargely traditiona clan-based society, one factor which has caused
uncontrolled and destructive forest resource exploitation. Critical choices will need to be made, at various
points, to ensure that the basic objectives are being pursued—even if this requires re-defining activities.
Supervision and monitoring of this project will need to keep in mind the reality of this process.

B. Strategic Context

1. Sector-related Country Assistance Strategy (CAS) goal supported by the project: (see Annex 1)
Document number: 19590-PNG Date of latest CAS discussion: December 9, 1999

The overarching goal of the PNG CAS s to support a concerted effort to reduce poverty and improve the
quality of life of Papua New Guineans. The primary objective for this CAS period isto assist PNG in
strengthening the foundation for a capable state that can be responsive to its people by addressing human
and economic development challenges in a transparent and accountable manner. The two basic strategies
for achievement of these goas are improvements in the governance framework for sustainable development,
and enhanced rural development. The specific strategy for environment, forestry and conservation within
these broad approachesisto follow up policy, regulatory and monitoring reforms introduced under Bank
technical assistance and adjustment measures in recent years with field based investments aimed at
enhancing the environmental sustainability of PNG's forest goods and services, and the benefits of forests
to the resource owners.

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

PNG ratified the Convention on Biological Diversity in 1993. The project is consistent with the GEF
Operational Strategy, particularly the Operational Program on Forest Ecosystems. It focuses on in situ
conservation in one of the world's largest remaining tracts of rain forests, an arearich in species and
endemics, that has been identified as one of the 200 most important ecoregions globally. The project
supports conservation and sustainable use, and more equitable sharing of benefits, by improving forest
management, strengthening independent monitoring and providing resources to allow areas of high
biodiversity to be set aside as protected areas. It will provide local landowners with the information, skills
and resources to choose aternative development options that encourage biodiversity conservation.

Empowering landowners to conserve, sustainably utilize and benefit from biodiversity on their landsisa
PNG national priority and identified as such in several government strategies including the GEF-funded
country study. The project is consistent with Conference of the Parties to the Convention on Biodiversity
(COP) guidance as it focuses on conservation and sustainable use of critical ecosystems and threatened
endemic species and supports the active involvement of local communities as managers and beneficiaries of
better forest management. It responds to COP3 guidance by promoting conservation and sustainable use
through capacity building, economic incentives and alternative livelihood opportunities for local
communities; and by incorporating biodiversity issues and improving management in the forestry sector. In
line with COP4 guidance the project takes an ecosystem approach to maximize biodiversity conservation in
arange of forest habitats that will span atitudinal gradients and represent different management regimes.

2. Main sector issues and Gover nment strategy:

Important forest sector issues considered in the project design include:

Virtualy all PNG forested land is under customary tenure. Due to a number of constraints, many
forest landowners see the sale of these resources as the only way to improve living standards.

Over the last decade, foreign-owned and often poorly managed industrial-scale logging, based upon
raw log exports, has been virtually the only forest management related activities pursued in the



country.

Inadequacies in government forest management infrastructure still hamper effective forest
monitoring and enforcement efforts, and cause continuing irregularitiesin the planning, granting
and operation of many commercia forest timber areas. The Forest Act and supporting
mechanisms are at times viewed as an obstacle, rather than a process to ensure equitable and
sustainable allocation and implementation of commercial logging operations.

Although the downturn in Asian timber markets has adversely affected production of forestry, it is
slowly recovering. Community-based, sustainable forest management efforts are, however,
increasing. Y et the GOPNG has not fully formulated a coherent strategy to support a broader
forest management sector with community-based small- and medium-scale forest devel opment.
Environmental assessment and monitoring, to ensure adequate forest resource protection and
environmental management, remains largely unrealized, hampered by lack of capacity and an
ambiguous legidative and regulatory regime for screening and monitoring of forest development
activities.

The existing protected area network does not cover PNG’s full diversity of habitats. PNG lacksa
policy and ingtitutional framework to support landowner conservation initiatives and conservation
areas on privately-owned clan lands.

Important government strategy issues that were considered in the project design include:

The 1994 review of the National Forestry and Conservation Action Program (NFCAP)
recommended an increased focus on landowner-targeted mechanisms to pursue sustainable forestry
and conservation.

Under the World Bank’ s 1995 Economic Recovery Program (ERP) loan, the GOPNG solidified its
commitment to sustainable forestry.

In 1995, the Forest Authority (FA) adopted (&) a Logging Code of Practices designed to minimize
environmental disturbance and (b) a new forest permit system to replace the fragmented and
complicated set of individua timber agreements.

GOPNG is reexamining its forest development strategy to ensure more equitable sharing of benefits
among landowners, including having recently completed contracted studies on landowner benefits
and domestic processing. The FA has requested World Bank assistance in responding to the
downturn in commercia forestry by providing assistance in broadening the type and scope of forest
management activities, including capitalizing on the benefits of standing forests. GOPNG has
continued to make improved forest management an important part of its overall development

strategy.

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

A primary focus of the project isto support mechanisms which alow landholders to make more informed,
sustainable decisions regarding forest usage, selecting from a broad range of options, including smaller
scale, sustainable community forest operations. A second focusis to improve the performance of existing
commercial forest operations by creating incentives and field capabilities to ensure that operators are
adhering to existing forest legidlation. A third priority will be to implement a nation-wide conservation area
program and sustained-use strategy by creating the necessary legal and financial frameworks, and
generating investment in conservation-based alternatives to large-scale logging. Environmental assessment
and monitoring will be strengthened through development of institutional and community-based mandates
and capahility for effective environmental assessment and monitoring.



Two major strategic decisions were made in conceptualizing this project:

() Major conditionality to support implementation of the project was included and implemented under
the framework of the Bank's first structural adjustment loan, the Economic Recovery Program.
Additional measures have been included in the Governance Promotion Adjustment Loan, and
within conditionality for this project.

(i) Participatory and non-governmental mechanisms, as well as more traditional government agency
institution building were chosen as the means of pursuing sustained forest uses and forest
conservation. This broader approach allows the project to address crosscutting issues of poverty
alleviation and participation more effectively, and recognizes the need to better balance larger and
smaller scale forest operations. Development of landowner-based ingtitutions and mechanisms, and
a Conservation Trust Fund (managed and financed independent of government) will be key project
elements.

C. Project Description Summary

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

The project has four magjor components, which are outlined below Component 1 will be financed in parallel
by IBRD and GEF; component 2 by the GEF aone; component 3 by IBRD aone, and component 4 in
parallel by IBRD and GEF.

Component 1: Landowner Forest Decision-Making—A process will be devel oped and implemented
which alows landowners to become more aware of options for use of their forests, and to pursue their
choice. The project establishes a Landowner Decision and Organization Unit (LDOU) which will carry out
education campaigns regarding forest management and conservation, providing information which
landowners may consider to make more informed forest utilization decisions. Lega mechanisms will be
established to give recognition and protection to local clan land and forest use decisions. Landowner
capacity to select appropriate and sustainable forest operations (and to benefit equitably from those
choices) will be developed. Awareness and capability to pursue conservation-based activities in place of
extractive activities will be developed. There will be three sub-components:

0] Development Options Study—Consultative activities will be fielded to improve landowner access
to information and discussions of development options prior to any land-use decisions, based on a
design that optimally involves all stakeholders in development option consideration and
decision-making. A Development Option Study (DOS) activity by LDOU in a given forest area
will involve lengthy participatory discussions and education activities regarding forest management
and conservation. Should landowners desire, DOS would continue by helping to facilitate forest
management arrangements, carry out initial environmental planning, provide linkages to technical
expertise; and, through inputs under this project's other components, implement conservation
projects and/or forest management activities of various types and scales.

(i) Strengthening Landowner Representative M echanisms—Improved processes and systems for
landowner representation and organization to allow improved resource decision-making will be
developed and implemented. A major input will be a proposed Land Group Summit to share and
evaluate experiences and facilitate discussion of technical and investment needs. Major efforts will
be made to produce and disseminate informational products regarding various options for



landowner organizational structures. Improved landowner organizational capacity will support the
landowner component and overall project implementation.

(iii) Land-Group Based Conservation and Resour ce Management Areas—The project through the
LDOU will assist policy and legidative devel opment to ensure the legal basis for
community-initiated Conservation Management Areas (CMAS) that link small-scale ecologically
sustainable development activities with explicit habitat protection. Landowner initiated
conservation areas on customary land will be encouraged and several CMA areas will be
established by the LDOU with OEC. Project activitiesinclude devel oping standards for managing
CMAs, developing appropriate institutional capacity within OEC to assist groups to establish
CMASs, and assisting communities to access financing to support their conservation activities.

Component 2: Conservation Trust Fund— With GEF support, a Conservation Trust Fund (CTF) will
be established, the objective of which isto promote the conservation of forest biological diversity of global
significance. The CTF will achieve this objective by providing an accessible and sustainable in-country
source of funding for conservation-oriented forest resource use options in forest areas of high biodiversity
value. The ultimate goa isto develop a financing mechanism that can support a comprehensive range of
national conservation activities (including both forest and marine). It isintended that the CTF should
become an endowment fund that will attract resources from a variety of sources and whose investment
earnings will be used to finance conservation-oriented sustainable development initiatives. In the context of
this project, the CTF will support implement the Landowner Forest Decision-Making Component by
providing a source of funds to support landowners who are committed to pursuing conservation-orientated
resource use optionsin forest areas of high biodiversity value, as an dternative to less
conservation-friendly options, such as commercial logging. The Fund will be a non-government entity that
is governed by a multi-stakeholder Management Board, which will supervise the appointment and activities
of aprofessional Management Unit. Funding support will focus at the landowner and Incorporated Land
Group (ILG) levels, using NGOs as well as government agencies as service providers to support
conservation and effective stewardship of forest resources. During its Commencement Phase, and
continuing through the planned Endowment Phase, the CTF Board and management staff will develop and
implement an aggressive fund mobilization strategy to obtain concrete additional commitments for
co-financing both the establishment of the endowment and its capital growth (Annex 12 contains further
CTF design details).

The CTF will be developed in three activity phases. a preliminary Establishment Phase, a three-year
Commencement Phase; and; if thisis seen to be successful and mobilizes substantial capital contributions,
an Endowment Phase. Substantial progressin establishing the CTF asalega entity and organizational
reality has already been made during project preparation. Specifically: (i) the CTF has been formally
incorporated and legally registered in PNG as a Trust; (ii) the Board (governing body) has been
established; (iii) the Operational Manua has been devel oped which defines/clarifies essential procedures
and operationa criteria; and (iv) cooperative working relationships with key governmental bodies have
beeninitiated. The CTF sthree operational phases are as follows:

() Establishment — Further activities to establish and launch the CTF program will benefit from the
full support of the PMU. Activities during this phase will include: contracting for renovation and
improvement of the CTF offices; establishment of these offices; procurement of vehicles,
computers, office equipment and furnishings; and employment of an international organization as
Trust Fund Advisor and other short term technical assistance required to commence the
commencement phase activities outlined below. Pre-project funding will be used to initiate these



activities prior to project effectiveness.

(i) Commencement — The CTF program of biodiversity conservation grant-making will be launched
during this phase. The CTF will initially finance a portfolio of biodiversity conservation-oriented
demonstration project grants on asinking-fund basis. To do this, the CTF Board will hire qualified
staff and contract the technical support required to professionally review and approve conservation
grant applications; develop and adopt an investment management plan, and select investment
managers, and establish financial audit and control systems to international standards. Project
selection criteria have been adopted by the CTF Steering Committee and incorporated into an
Operations Manua that has been reviewed and approved by the Bank. The Fund will support
projects whose primary goal isto conserve forest biodiversity of globa significance and that also
offer sustainable, long-term development benefits that will motivate the local people not to engage
in unsustainable resource exploitation, particularly industrial-scale logging. It will also seek
projects that adopt innovative approaches to conservation and demonstrate potentially replicable
models.

(iii) Endowment — The GEF will help to launch the CTF s endowment phase by making a capital
contribution of up to $10 million to the endowment fund if the following performance benchmarks
have been achieved at the end of the Commencement Phase: (a) a minimum of 1:1 match for GEF
endowment funds in relation to funds contributed or pledges to the CTF in written commitments
from other donors; (b) an independent evaluation of the sub-projects funded during the
Commencement Phase confirms that, overal, they are likely to promote the conservation of forest
biodiversity of global significance and are probably sustainable. This evaluation will be provided
to the GEF Secretariat prior to conditioned released of funds for the Endowment Phase; (c) the
evaluation confirms that the CTF project identification, grant award and fund raising systems are
al performing efficiently; and (d) all financial audits of CTF operations are clear and acceptable.

The CTF sinvestment strategy in the Endowment Phase will be significantly shaped by lessons learned
during the Commencement Phase. The Fund Management Unit, with support from technical advisors as
appropriate, will carry out arange of administrative activitiesto support the grant-making programs. The
unit will develop a strong overall monitoring and evaluation scheme for the program, build monitoring
activities into each grant, monitor Fund financial management through an annual audit that will meet
international standards, monitor compliance with donor information and reporting requirements; and
prepare and disseminate annual progress and lessons learned reports that document monitoring and
evaluation results. The Board will receive and review periodic reports on the use of GEF funds to ensure
that the GEF funds and earnings are supporting only GEF-eligible activities. Costs during the
Commencement Phase will be met from GEF grant assistance, but through the Endowment Phase will
increasingly be paid for by investment income from the endowment.

Conservation Trust Fund Co-financing Strategy. Provided the benchmarks for establishing the
endowment fund are met, the GEF will contribute to the endowment on a dollar-for-dollar basis with other
grant funds, up to a maximum amount of US$10 million. The objective of the CTF sinitial fund-raising
strategy during the Commencement Phase will be to mobilize sufficient capital to trigger the entire GEF
commitment, or at least a significant share of it. Thiswill provide sufficient capital to finance a
conservation grant-making program that will sustainably conserve substantia forest areas of global
significance entirely from the fund’ s interest earnings and capital appreciation. Based on an initial review
of nation-wide conservation needs and potential, and the associated resource requirements, the CTF' s
eventud target is an endowment of approximately US$30 million. Preliminary discussions with potential
endowment co-financiers have generated a potentia list of sources: PNG Government and private sector;



other public sources (e.g., bilateral and multilateral donor agencies); other international donor agencies; and
other innovative funding sources, such as carbon sequestration initiatives and environmenta levies.
However, these funds are unlikely to be contributed until after the CTF is functioning and has a track
record of successful project implementation. For this reason no co-financing is shown against this
component in the project cost table below.

Component 3: Sustainable Forest Management—T he Sustainable Forest Management component will
augment the efforts of the FA and other institutions in pursuit of sustainable management of Papua New
Guinea'sforests. The component will support institutional reform and technical assistance to improve
capacity within FA for forest management planning and implementation, as well as for monitoring of forest
operations. Sanctions, incentives and assistance will be provided to promote sustained yield forest
management and conservation practices at sites that currently are being commercially managed for timber
production. The project will develop improved regulations, as well as monitoring and enforcement
capability associated with the incorporation of enhanced conservation and environmental guidelines into
new logging operations. In addition, efforts will be made to broaden the focus of forest management
activities to include more diversity in management regimes and processing. Technical, legidative and
policy support will be provided to foster community involvement in sustainable and environmentally sound
forestry operations. Specific activities under this component will include:

() Improved Forest Operations, I nspection and M onitoring— Improved performance by
industrial-scale selective logging operations will be encouraged by implementing measures to
ensure full compliance with the logging code of practice and forest legidation and regulations, and
by promoting improved practices by the private sector and local clans. Existing large scale logging
operations will be reviewed during the course of the project, for compliance with the Forestry Act
and regulations, the logging code of practice, and other agreements made. Thiswill include the
introduction of incentives and sanctions as well as assistance in logging operations management
training. An assessment will be made of the system of monitoring and enforcement of the codes
and regulations related to logging, and efforts made to ensure such systems are made more
effective and cogt efficient. FA will be assisted in ensuring that management and tendering of new
forestry projects fully complies with procedures and regulations established in the Forestry Act and
all gazetted forestry and environmental legidation and regulations. The current system of forest
royalties, charges and levies will continue to be reviewed and recommendations made on
rationalizing these, as well as a mechanism for collecting and apportioning such revenues more
equitably between landowners, NFS and the Ministry for Treasury.

(i) Forest Management Planning— GI S data exchange and availability for the purpose of assessing
forest and land suitability for various forest management and conservation regimes (including
conservation of biodiversity) will beimproved. GIS capability will be upgraded in OEC, while
FA’s capacity to integrate such environment and conservation data into forest management will be
enhanced. National forest management planning capacity at both the national and project site levels
will be improved; while continuing research into improving forest management, cut control and
silvicultural practices will be supported. These planning exercises will be linked to revision of the
National Forest Plan and the National Forest Development Guidelines.

(iii) Post-Harvest Forest Management and Plantations—Natural production forest management will
be improved by expanding viable management prescriptions and post harvest activities that attempt
to more adequately maintain the forest's production as well as ecologica potential. Initialy this
sub-component will determine the viability of natural regeneration within PNG. Assuming a
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reasonable degree of viability, the sub-component will then build on and scale up natural forest
regeneration activities, supporting ongoing research, and determining the required pre- and
post-harvesting prescriptions required to promote such regeneration. The aim is that, ultimately,
responsibility for effective regeneration will be delegated to logging companies, with landowner
participation, as appropriate. Feasibility work will be undertaken to determine conditions necessary
to encourage plantation development, not as a substitute for long-term natural forest management,
but as an option for aready degraded forest lands and to help maintain or even increase forest
production. Incentives required to attract investors will be identified

Component 4: Environmental Assessment and Monitoring. This component will provide technical
assistance within the Office of Environment and Conservation to develop and implement rigorous
assessment and monitoring methodologies and operationa systems under the new environmenta regulatory
framework. Using the new Environment Act, legal, policy and administrative infrastructure will be
ingtitutionalized. A critical feature of the new legidation isthe use of statutory Environment Policies,
which are alegally binding instrument, like aregulation. Such Environmental Policies for any component
of the environment (e.g. water, air, marine), any use of the environment (e.g. forestry) or any geographical
sector (e.g. a particular catchment or region) provide, among other things, an independent, statutory
congtraint on the discretion of decision makers about the approval of new projects. Experienced
environmental assessment and enforcement professionals will assist in the implementation of the
environmental management system in the forestry sector, including undertaking proper assessment of
proposed projects and setting permit conditions for new projects. All projects will be subject to monitoring
and enforcement of their compliance with conditions. Where necessary, more appropriate environmental
conditions for operation of existing projects (approved under existing legidation) will be introduced.
Support will also be provided to develop and test a methodology by which communities can participate in
environmental monitoring. Activities under this component will focus on *on ground’ activities, while
recognizing that effective and sustainable change in environmental assessment and monitoring practice can
only be achieved on the basis of adequate systems that facilitate these new approaches being
institutionalized.

() Environmental Assessment, Monitoring and Regulation —Technical assistance will promote
institutional capacity-building within OEC to: (a) ensure that an adequate legal and policy basis
exists for consistent and rigorous environmental assessment, and the setting of comprehensive
environmenta permit conditions, (b) undertake outreach to inform the community and stakeholders
of the environmental protection requirements in relation to forestry development projects, (c) deal
with applications for new permits, and upgrade conditions of existing permits, (d) undertake
appropriate field-based monitoring and enforcement of all projects, (e) provide the basis for
assessment and issue of permits, and monitoring and enforcement in other environmentally
impacting industries, and (f) develop a user pays fee system. Technical assistance and follow-up
support will be provided to develop a comprehensive suite of supporting policies, regulations,
guidelines and directives under the Environment Act to regulate the forest sector (including projects
converting forest to agricultura use or plantation). Environmental assessment and regulation
specialists will provide assistance in establishing and implementing the new system of assessment,
permitting and monitoring and enforcement. Assistance will be provided in the preparation of
training materials and development of atraining capacity within OEC.
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(i) Environmental Monitoring by Local Communities—This activity will augment GoPNG
activities by developing a basis on which community members living within conservation areas and
sustainable forest concession projects can participate in environmental monitoring. The capacity
of OEC to coordinate these activities and to liaise appropriately with stakeholdersin the process
will be developed. Specialist assistance will be provided to devel op the methodology and materials
to undertake pilot training of community monitors. The project will support the implementation
and evaluation of pilot programs and the incorporation of lessons from evaluation into program
design. Emphasiswill be placed on forest management issues that are of concern to local
communities and on providing training to trainers within government agencies and NGOs.

Indicative Bank % GEF %
Component Sector Costs % of | financing Bank financing GEF
(US$M) Total (US$M) | financing (US$M) | financing
Landowner Forest Institutional 10.63 27.2 6.12 36.3 191 11.2
Decision-Making Development
14.99 38.4 0.00 0.0 14.99 88.2
Sustainable Forest Management | Forestry 8.71 22.3 7.26 431 0.00 0.0
Environmental Assessment and | Environmental 4.68 12.0 3.46 20.5 0.09 0.5
Monitoring Institutions
Global Components
Conservation Trust Fund Environmental 0.00 0.0 0.0 0.0 0.00 0.0
Institutions
Total Project Costs 39.01 | 100.0 16.84 100.0 16.99  100.0
Front-end fee 0.00 0.0 0.00 0.0 0.00 0.0
Total Financing Required 39.01 | 100.0 16.84 100.0 16.99 100.0
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GEF Incremental Cost. Incremental costs for the proposed conservation activities are estimated at US$17.00 million which would be

divided into 2 CTF project phases: $6.00 million, $11.00 million. GEF support would be targeted to the following components:

1) The landowner decision making component will empower landowners to effectively and collectively consider multiple development
options. GEF activities will strengthen the legal means for landowners to place lands under protected area status, provide legal
assistance to landowners choosing the conservation and sustainable-use route and contribute landowner awareness and education
inputs in support of the proposed new Conservation Trust Fund. Expenditures of US$1.0 in each phase are needed to cover
incremental costs associated with making conservation more accessible to PNG landowners.

2) As noted under the description of Component 2 above, it is expected that US$15 million from the GEF for the CTF will be
supplemented by co-financing to support a financing mechanism to respond to landowner initiated conservation and preservation
proposals. The GEF funds will be made available in two tranches: US$5 million will be available for disbursement to support the
inception of the CTF, and some initial grants from it; and US$10 million to finance the endowment fund which will support the CTF
on along term basis, from year 4 of the project onwards. This second tranche will be contingent upon successful inception and
operation of the fund, and upon commitment of other donors to a capitalization stage.

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

The project will directly support major fiscal and other reforms which have been introduced into the forest
sector in recent years, those introduced under reforms included those associated with the Governace
Promotion Adjustment Loan, including:

export tax, landowner royalty and project development levies, al designed to extract economic rent
from utilization of the forest resource, and to distribute it effectively to landowners. These have
been and continue to be devel oped, introduced into law, and implemented;

development and maintenance of rigorous, transparent mechanisms for allocating timber licenses
and permits to logging operators and conversion activities - and the capacity of the forest agency to
manage and enforce these. Such mechanisms have been major goals of recent legidative,
institutional and management reforms in PNG. Additional reinforcements will be introduced in this
project;

improved standards of management in forest operations under the PNG Logging Code of Practice,
and improved capacity to monitor and enforce implementation of these standards;

more effective landowner involvement in selecting options for resource development, ensuring that
landowners benefit from the use of their resources. GoPNG has been actively involved in this area,
introducing fiscal measures, institutional decentralization and new local or land group level
institutional arrangements. The project will support these activities,

better implementation of international conventions relating to biodiversity conservation and
environmental management conventions to which GoPNG is asignatory. Achieving conservation
through the establishment of traditional, large protected area approaches has been historically
difficult in PNG due to highly fragmented land ownership. The project will enhance the capacity
of OEC to monitor and control the environmental outcomes of large-scale resource projects. It will
also support clang/land groups who wish to pursue conservation-based activities in their local
areas.

3. Benefitsand target population:

The project will:

() maximize both the level, and long-term sustainability, of revenues flowing to landholders and to
GoPNG from forest management;

(i) protect local and national environmental values, including soil and water quality, land and forest
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productivity;
(iii) maintain development options from an intact and regenerating natural resource base; and

(iv) provide global benefits from biodiversity protection and carbon sequestration, arising from
increased options for conservation investments.

The project's primary target population is forest landowners representing approximately two-thirds of
PNG's population. A portion of this group, whose forests have aready been logged out in away that
makes forest recovery unlikely, will not be materially assisted by forest management aspects of the project.

4. Ingtitutional and implementation arrangements:
Project Oversight

Government, at negotiations, would agree to create and staff a semi-autonomous Project Oversight
Committee (POC) that would have responsibility for planning and directing project implementation and for
achieving devel opment objectives of the project. The Minister of Planning and Monitoring would appoint
ten members to the POC comprised of representatives from major line ministries and from NGOs; LDOU
and the CTF. The POC would meet, at minimum, quarterly. The POC will essentialy be the same
committee as the NFCAP Steering Committee and, as such, will also play akey role in coordinating
forestry programs among donors and government. Establishment of the POC is a condition of effectiveness.

The Minister for Planning would, as a condition of negotiations, appoint a Project Manager (PM), familiar
with the Forest Sector in PNG, as head of the PMU. The PMU, administratively, would be attached to the
Department of Planning and would serve as Secretariat of the POC. The POC will initially be chaired by
an officer of the Department of Prime Minister and NEC to facillitate inter-departmental coordination.The
PM would be responsible for managing the day-to-day activities of the PMU and, with qualified staff, ,
would be authorized to: open and operate bank accounts; issue tender invitations; receive and evaluate
tenders; award contracts, sign contracts, and make contract payments. The PM, and the PMU staff, would
be responsible for project planning, monitoring and reporting; procurement; plus contracting technical
assistance and training inputs based upon the needs and requirements of the project 1As. With exception of
procurement using Shopping Procedures, the PMU would manage procurement on behalf of the IAs.

In addition to the PM, staffing of the PMU would consist of six to seven full-time technical and support
staff , with additional part time staff as needed. The PM and other key staff, including an Accountant and
a Procurement Specialist, would be employed as soon as possible using retroactive financing. A
Component Manager (CM) would be appointed in each A to prepare annual work plans and to maintain
linkage with the PMU through joint working group meetings that would include other agenciesinvolved. A
first-year PMU and IA staffing pattern would be prepared by government and presented at negotiations for
Bank approval. All GEF funded establishment activities for the Conservation Trust Fund, including
technical assistance, would be managed by the PMU until such time as Endowment Funds have been made
available.

Implementing Agencies

() Landowner Forest Decision Making—A small, consultancy-based Landowner Decision and
Organization Unit (LDOU) will be established to manage implementation of this. It will have clear
linkages to other relevant governmental bodies including the Department of Provincial and Local
Level Government Affirs, the Department of Lands and Physical Planning, FA and OEC. In the
early stages of the project it will be formally attached to a suitable government department, which
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will facillitate ongoing landowner support beyond project closing.

(i) Conservation Trust Fund— The Conservation Trust Fund will be independent of government and,
after an initial period of support and financial management, relatively independent of the project
Management Unit for the FCP as well. The CTF Board of Directors will administer a management
structure for the CTF Component. This Board, elected in 1999 by a procedure laid down in the
articles defining the CTF, is the governing body of the Trustee Company. Linksto Government,
through the OEC Minister and Minister for Finance, will be established, likely by the presence of a
representative from these departments on the interim board. The proposed financing mechanism
will initially operate as a sinking fund and develop into an endowment-based fund.

(i)  Sustainable Forest Management—I mplementation of the forest management component of the
project will be managed directly through the FA. Certain policy and legidative matters will be
handled through the office of the Managing Director of the Authority, while responsibility for
technical management will be through the General Manager, who controls operations. Formal
links will be maintained with OEC regarding the environmental aspects of the component.

(iv) Environmental Assessment and Monitoring—strengthening of environmental regulatory capacity
will be managed within the OEC and be supported by enactment of new environmental protection
legidation prepared with AusAID assistance.

Accounting, Reporting and Auditing

The project accounts and financial reporting will be prepared in accordance with standards acceptable to
the Bank. The PMU would be responsible for keeping financial records and expenditures incurred for
different components of the project, as well as preparing quarterly progress reports. Each implementing
agency would be responsible for preparing monthly work progress reports.

Based on the Guide for Review and Design of Accounting and Reporting Systems issued by EAP Region,
the control environment of implementing agencies has been assessed (see Annex 6) and an appropriate
accounting and reporting system is being developed according to the requirements of OP/BP 10.02 and the
Project Financial Management Manual. Initialy, the traditional SOE disbursement procedures will be used.
However, within ayear from project effectiveness date, a determination will be made on adaptation of the
PMR-based disbursement approach.

An Enhanced Supervision Approach, and a Clear Exit Strategy

The Quality Enhancement Review, carried out for this project in February, 2000, strongly recommended
that, given the high risk environment in which this project is to be implemented, it requires:

“ .intensive supervision, beyond that required for conventional investment operations, particularly
during the first three years of the project implementation period.”

The QER recommended that a specific annex be appended to the Project Appraisal Document, detailing
specific milestones, priority areas for supervision, a supervision plan, and proposals for the use of trust
funds and cooperative arrangements with other donors to implement enhanced supervision. It further
recommended that some specific mention needs to be made of the resources that the project will provide to
enhance environmental assessment and monitoring and evaluation in this area. It aso proposed that the
Bank needs to go beyond conventional Bank practice, by defining an exit strategy with trigger points and
indicators specified for this project, in view of the high risks associated with its implementation.

Annex 17 to this document provides a supervision strategy, including an exit strategy based heavily around
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outcomes of amid term review (which istimed to occur immediately before the key large GEF
disbursement for this project that would initiate the endowment phase of the Conservation Trust Fund is
due). This supervision schedule will cost an estimated $175,000. Thisis considerably more than typical
Bank supervision budgets, on an annual basis, and thisis a factor which should be borne in mind when
considering this project.

D. Project Rationale
1. Project alternatives considered and reasonsfor reection:

() A project design focusing exclusively on ingtitution building in the FA and OEC was
considered for reasons of simplicity of institutional arrangements, but rejected because there is
not yet sufficient momentum in the area of landholder initiative and involvement to rely on
these traditional agenciesto complete the process.

(i) A much broader project, encompassing natural resources management as awhole, was
considered - with forestry as the lead-off component, to be followed by interventionsin
fisheries and marine areas, and then possibly mining. It islikely that investments in these areas
will be considered by the Bank once enough is known about the priorities and issues for these
sectors.

(iii) The lack of an ongoing and reliable source of funding to support biodiversity conservation in
PNG has been amajor obstacle to achieving conservation objectives. One-off project funding
was considered but would not meet the recurrent cost needs of engaging (and building capacity
among) landowners to achieve long-term forest biodiversity conservation and ecologically
sustainable forest management.
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2. Major related projects financed by the Bank and/or other development agencies (completed,

ongoing and planned).

Sector Issue

Project

Latest Supervision
(PSR) Ratings
(Bank-financed projects only)

Bank-financed
Forest Sector Adjustment

Forest Sector Adjustment

Economic Recovery Program
Loan.

Governance Promotion
(Effective mid 2000).

Implementation Development

Progress (IP) Objective (DO)
S S
S S

Other development agencies
European Union

GTZ

UNDP/GEF

UNDP
AusAID

AusAID

SGS Forestry Export
Monitoring Project. (Completed
end 1999).

Sustainable Community
Forestry Project (Second Phase
implemented mid 2000).
Landowner Awareness Project
(completed).

Integrated Conservation and
Development Project (recently
completed).

Capacity 21 Project.

Forestry HRD Project (Bridging
financing to 2001, when new
forestry project due to start).
DEC Ingtitutional Strengthening
Exercise (recently completed,
with possible further assistance
under new forestry project).

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

3. Lessonslearned and reflected in the project design:

Asdiscussed in Section A (Project Development Objectives) at more length, the essential 1esson of
experience with resource mobilization and landowner welfare in PNG has been that systems based on
conventional centralized bureaucracies, negotiating agreements on resource use with large companies,
has not in general served the interest of the owners of those resources - clan groups - well in PNG. To
succeed in improving the delivery of services and the basic economic wellbeing of clans, systems of
decision making and negotiation must be introduced which involve local communities early in the
process, which give them the skills and knowledge they need to make the best decisions, and which
build truly representative structures within landowner communities for participation in decisons and in
the subsequent management of the resource.

Vauable |essons are available from the 1988-89 Barnett Inquiry into forestry, from Bank execution of
forestry and biodiversity activities under trust funds (including NFCAP), from the experience with the
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Economic Recovery Loan, from experiences under the UNDP-GEF ICAD project, from recent
landowner decisions made in relation to the oil and gas industry, and from NGO-implemented
conservation and sustainable use projects. These lessons, and the proposed measures to be taken under
the projects to deal with them, can be summarized as follows:

(i)

(i1)

(iii)

(iv)

(v)

Prior experience demonstrates that landowners have been excluded from full participation in
the management decision-making process concerning natural resources they own and directly
depend upon. The project will build landholders capacity to make more informed decisions
regarding resource use, support their ability to choose from multiple forest management options
including conservation and sustainable-use of biodiversity, and to implement their choices.

Theinformal nature of structures to represent landowner interests in project decision-making
often disenfranchises the majority of community members. More transparent community
representation mechanisms will be promoted through the use of ILGs.

A strong preoccupation in the Ministry of Forestry with formal revenue collection and
application of a complicated regulatory framework has diverted ingtitutional attention from
achieving sustainable forest management. The project will follow up specifically on measures
aimed at sustainability in community-based as well as industrial forestry activities.

There are many stakeholders and agendasin the PNG forests sector. Emphasis needsto be
given to (a) consensus building, (b) to forest conservation as a component of sustainable forest
management, and (c) to realistic alternative development options. This project's critical inputs
capitalize upon customary land ownership, expansive intact forests and rising environmental
awareness within PNG.

The GEF Evaluation of Experience with Conservation Trust Funds identifies certain key
conditions associated with trust fund success, including internal and external factors that
contribute to afund’ s ability to become a viable institution and achieve its mission. PNG's
CTF, at this early planning phase, meets a“ critical mass’ of these conditions, particularly the
following:

The existence of avaluable, globaly significant biodiversity resource whose
conservation is politicaly, technically, economically, and socidly feasible. The
biodiversity conservation issue to be addressed requires along-term commitment.
There is active government support for creating a mixed, public-private sector
mechanism that will function beyond direct government control.

Thereisacritica mass of people from different sectors of society who can work
together, irrespective of their diverse approaches to biodiversity conservation and
sustainable devel opment.

Thereisabasic fabric of legal and financial practices and supporting institutions
(including banking, auditing and contracting) in which people have confidence.

A legal framework exists for establishing a trust fund.

A broad set of stakeholders have been, and remain, involved in the design process.
“Mentors’ support the Fund' s establishment and operations -- in this case, a donor
agency with program and supervision support (World Bank) and an international NGO
partner (The Nature Conservancy).

Realistic prospects exist for attracting alevel of capital adequate for the fund to
support a significant program while keeping administrative costs to a reasonable
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percentage. A number of bilateral donors have given positive initia responses
concerning possible support for fund administration costs and/or contributions to either
the sinking or endowment fund, provided positive indications of a successful inception
and operation of the Fund are forthcoming.

An effective demand exists for the Fund’ s product.

The GEF STAP review (December 1997) concluded that the project is an “excellent proposal to
conserve the globally and locally important biodiversity in Papua New Guinea,” and is pragmatic
regarding what can be accomplished. The report’s suggestion for greater emphasis upon landowners,
and the importance of their biological resources, has been addressed in this document, as well as
comments regarding monitoring and evaluation. Community-based monitoring has been incorporated
into the project. It has been suggested that the project open dia ogue with mining and petroleum
interests to assess their interest in participating in trust funds, conservation area establishment and land
use planning. A representative of the mining industry is a member of the CTF Steering Committee.

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

Over recent years, the Bank has established a comprehensive dialogue with GOPNG, especialy the FA.
The Minister for Forests and the FA's General and Managing Directors support a forestry and conservation
project of the nature described in this document. There is awidespread readization in government that
improved forest management, conservation and environmental protection isimportant for sustainable
development. This has been expressed in PNG's medium term devel opment strategy document, and in
requests for Bank assistance. An endorsement letter requesting GEF support has been received from the
National GEF focal point.

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

The proposed project will be strengthened by the close relationship between the Bank's broad adjustment
work and forest sector involvement in PNG. The Bank has developed strong, positive relationships with
international and local NGOs and the donor community involved in natural resource management in PNG.
The Bank has the necessary expertise and experience to help establish a financial instrument to support
conservation activities, and to mobilize significant grant-based co-financing.

Participation of the GEF and other donors willing to finance development of landowner driven conservation
and sustainable forest management aternatives will be crucial to this project's success. GEF support is
critical to ensure that biodiversity conservation is integrated into forest sector policy and management.
GEF support can also serve as a catalyst for identifying further donor support for a conservation funding
mechanism, for ensuring full participation of landowner groups in decision making, and guaranteeing full
access to information on alternative devel opment options. GEF involvement makes possible conservation
and sustainable forest management options that would not otherwise be available.

E. Summary Project Analysis (Detailed assessments are in the project file, see Annex 8)

1. Economic (see Annex 4):

@ Cost benefit NPV=US$ million; ERR = 25 % (see Annex 4)
O Cost effectiveness

O Incremental Cost

O Other (specify)
The base case benefit-cost and rate of return calculations, as shown in Annex 4, indicate that returns to
investment in sustainable forest management, including the cost of important related investmentsin
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landowner participation in forest management, and an effective environmental assessment and monitoring
system, are quite favorable: a benefit-cost ratio of 1.46 (at discount rate 12%), and an economic rate of
return of 25% were calculated for the project.

GEF Incremental Cost comprises. Under the GEF Alternative, financial assistance would be provided to
support landowner based alternatives to large-scale logging and establishment of conservation and
sustainable-use activitiesin forest areas. This comprises two aspects: (i) the addition of $1.91 million of
GEF based funding into the landowner decision making component of the project, to alow landownersto
establish conservation areas on their lands, and (b) financing the establishment of a Conservation Trust
Fund. The required funding for the latter was calculated by estimating the proceeds generated from
royalties on large scale logging operations and the level of landowner community demand for alternative
livelihood and conservation options (see Annex 4). Thiswould be achieved by establishing along-term
financing mechanism, which would be funded on a sinking fund basis during a demonstration phase ($5.8
million) and, if successful, on an endowment basis thereafter. Ideally, this endowment fund should total
$30.0 million, of which $10 million will come from the GEF, and the remaining $20 million will need to
be raised from other donors.

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

Fiscal Impact:

3. Technical:

Selection and implementation of systems for monitoring and enforcement in forest operations (independent
surveillance and monitoring, performance bonds, etc.) and the design of effective systems for landholder
participation and involvement, will be the crucid technical elementsin this project. In the case of the
former, the project team is aware that there are technologies available for effective implementation of field
based inspection of forest operations, based on periodic assessment of operational outcomes, rather than
the more conventiona official approach of supervising inputs into operations on a constant basis. The task
of consultants and Forest Authority staff involved in this component will be to select the most workable
and practical approachesto this, in the PNG field environment.

In the case of landowner participation in resource decision making and management, while there are
elements of this which can be taken from other countries, the bulk of development of these systems will
have to based on PNG's own experiences, given the uniqueness of the landowner clan based system in the
country. There is expertise available in-country to deal with this aspect, and experiences from other
sectors — notably the mining sector — will be avaluable tool in defining effective approaches. The project
team commissioned consultancy reports from local expertsin landowner issues, and these reports will
form the basis of design of approaches to improving landowner decision making and representation in
PNG.
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4. Ingtitutional:

As noted under Section D (Project Rationale) above, prior experience demonstrates that landowners have
been excluded from full participation in the management decision-making process concerning natural
resources they own and directly depend upon. The informal nature of structures to represent landowner
interests in project decision-making often disenfranchises the mgjority of community members. A major
focus of the project will be to develop models for landholder participation and concession level
representative structures. An entirely new consultancy based structure for promoting landowner decision
making and participation in resource use and conservation in their areas will be. Institutional analysis and
history shows that it is likely to be better to build more transparent community representation mechanisms
through the use of Integrated Landowner Groups, or other mechanisms with some record of successin
PNG.

The Forest Authority has magor human resource and other institutional limitations constraining its ability to
carry out its fundamental task of sustainable forest management and planning. Moreover, a strong
preoccupation in the Authority with large-scale logging, revenue collection and application of a
complicated regulatory framework has diverted ingtitutional attention from achieving sustainable forest
management. The basic approach of the project, in this area, will be to focus the FA on the task of
monitoring and enforcement in forest operations, but basing this upon a system of periodic outcome based
assessment, to remove the very heavy ingtitutional and technical burden which a complex, input assessment
based regulatory system imposes.

In asimilar vein, the Office of Environment and Conservation has limited human resource and technical
capacity, especialy in the area of environmental assessment of large scale natural resource projects. The
institutional strategy of the project isto focus technical and institution building assistance on this aspect of
OEC swork, and to form stronger linkages between OEC and the FA, especially for the task of initia
evaluation of forest resource projects, when these are at the proposal stage.

Bank and international experience with endowment funds to promote biodiversity conservation show the
importance of: (a) participatory design processes with landowners and other stakeholders, to ensure
consensus on trust fund objectives and dligible activities; (b) an independent management structure for the
CTF, with broad representation from civil society and government; (c) professional investment advisorsto
manage the capital endowment within an agreed investment strategy; (d) clear rules defining what activities
aredigible for funding, who is eligible to apply, how funding requests will be evaluated/selected, and the
funding cycle and funding ceilings; (€) a qudified, motivated technical team to administer daily operations;
(f) afunding mobilization strategy to ensure sufficient capitalization to generate desired income flows; and
(g) sound financial management and control procedures to ensure timely release and monitoring of funds.
These lessons are being applied in the preparation of the proposed CTF and are reflected in the trust fund
design.

4.1 Executing agencies:

National Forest Authority, Office of Conservation and Environment, Conservation Trust Fund

4.2 Project management:

Government, at negotiations, would agree to create and staff a semi-autonomous Project Oversight
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Committee (POC) that would have responsibility for planning and directing project implementation and for
achieving devel opment objectives of the project. The Minister of Planning would appoint ten membersto
the POC comprised of representatives from major line ministries and from NGOs; LDOU and the CTF.
The POC would mest, at minimum, quarterly. The POC will essentially be the same committee as the
NFCAP Steering Committee and, as such, will also play a key role in coordinating forestry programs
among donors and government.

4.3 Procurement issues:

Conservation Trust Fund procurement initially to be managed by Project Management Unit.
4.4 Financia management issues:

Conservation Trust Fund financial management to be undertaken by Project Management Unit.

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.

An environmental review was conducted and forwarded by the government after appraisal. Prior to
appraisal, the review was distributed to the PNG FA and OEC as well asto a number of other stakeholders
and was based on areview of relevant project documents, field trips and meetings with the implementing
organizations. On some half a dozen occasions, draft project documentation has been widely distributed
and comments received, leading to substantial and adaptive development of the project. The review
describes: (1) the current environmental issues confronting the management and further devel opments of the
forest sector in PNG; (2) the implications of the current situation on the long term condition of forest
ecosystem and ecologica functions; (3) the ways in which the project interventions are expected to improve
the current environmental situation; (4) the risks associated with proposed interventions and describes the
conditions under which such interventions may have unanticipated or unexpected negative outcomes; and
(5) the measures that will be taken to ensure that mitigation measures and environmental safeguards are
properly addressed and incorporated into the project.

Annex 13, the Summary of the Environmental Review provides a detailed description of project activities,
the associated field activities, potential environmental impacts, mitigation measures proposed and key
assumptions which apply to each project component.

Although the review indicated that there are no major negative impacts arising from project actions, and
that the project isin compliance with World Bank Operational Policies and Directives for forestry activities
and environment assessment (OD/OP 4.01; 4.36 and 4.04); environmental risks could arise from the
possibility that:

e theBank'sinvolvement in the sector is perceived by stakeholders as further entrenching the status quo;

e theproject fails to meet its objectives and a significant opportunity to promote sustai nable devel opment
of the sector islost;

e technical management options supported under the project do not meet their stated goals;

e theproject furthers the goals and aspirations of a single congtituency (i.e., the timber industry) over the
legitimate interests of other groups.

The project is designed to address these risks and; if successful, will move the forest administration along
way toward four important goals. First, it will establish a more transparent decision making process and
thus lead to increased and more appropriate forest sector governance. Second, it will help to ensure
adherence to principles of environmental planning. Third, it will improve opportunities for public imput
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into the decision process. Fourth, it will strengthen the conservation capacity within PNG.

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

Components 1 and 4 (Landowner Forest Decision Meeting and Environmental Assessment and Monitoring)
congtitute the environment management plan as an integrated part of project design, while the Conservation
Trust Fund and the Sustainable Forest Management component resources to undertake specific mitigation
and environmental measures.

The key features of the EMP therefore are: (i) implementation of independent inspection and review
activities; (i) monitoring and assessment of key environmental indicators; (iii) public participation and
input into decision making and in al elements of the project and therefore the EMP; (iv) implementation of
sustainable forest management inclusive of biodiversity conservation in a culturally appropriate context;
and,(v) adaptive management of the project in the light of monitoring and public consultation.

5.3 For Category A and B projects, timeline and status of EA:

Date of receipt of final draft:
EA was undertaken June - August 1998. First drafts from government received March 1999. It is now
complete.

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?

Environmental NGOs, church groups, other civil society groupings were consulted frequently during the
preparation of the project and were given the EA findings for comment. Also, high levels of participation
from all stakeholdersin the social assessment for this project, included major consultation on forest
environment iSsues.

Annex 18 provides a detailed summary of public participation in the preparation of the project. It includes
adescription of various formal and informa meetings, disclosure of project documents and participation in
project design within and outside PNG. The process of consultation has been maintained throughout all
stages of project development and will be a key feature of implementation

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?

The key performance indicators as outlined in Annex 1 include environmental monitoring criteria,
especidly in the case of Component 4 (Environmental Assessment and Monitoring) and have been
extensively reviewed to ensure they adequately monitor and evaluate the impact of the project. As such,
they directly reflect the objectives and results of the EMP.

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

High levels of participation from diverse stakeholders, including government, civil society, the private
sector and particularly landowners, are central to the outcome of the project. For this reason, a strong
participatory and consultative approach has been applied in project preparation. This strategy will remain
during project implementation (see Annex 11, Social Analysis of Rural Development Issues; and Annex
18). The project will learn and build upon the lessons of previous GEF activities in PNG; including the
Lak and Bismarck-Ramu ICAD sites. The Bank has recently concluded afield audit of Landowner
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Benefits (analyzing the extent to which timber companies meet their commitments to landowners). This
study is an important component of ng the social issues upon which this project depends. Key socia
issues relevant to the project include (i) governance; (ii) decentralization and service delivery; (iii) socia
and cultural fragmentation; and (iv) gender issues. The project using a participatory framework for
implementation will have significant social development actions including increasing the stock of social
capital at the local level and improving the links between local and formal governmenta institutions.

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

The Forestry and Conservation Project by its nature will be heavily reliant upon participation by
landowners, civil society groups (especially the various church groups, which are highly involved and
influential in PNG) and NGOs, and progressive elementsin the forest industry sector. It is expected that
the project will set in train along term set of changes in the means by which stakeholder groups become
involved in the use and management of forests: in one component — the Conservation Trust Fund —
longevity is actualy mandated in the design of the financing arrangements, which will guarantee that this
non-government facility will be capable of supporting landowner activities within its terms of reference into
perpetuity.

For these reasons, the preparation phase of the project has relied heavily on participation by stakeholders —
especidly those in the civil society grouping —in the formulation of basic objectives and design of the
project. The implementation phase of the project has very specific measures incorporated (especialy
within the Landowner Decision Making component) to bring broad groups of stakeholdersinto the
implementation management and planning process: for example, a number of regional workshops, leading
to anational level conference on landowner representation and decision-making issues is programmed into
the implementation schedule for the project.

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

The participatory framework to be used during project implementation includes:
socia mapping and baseline data activities

option information and awareness building

multi-level awareness building

integration of development strategies and local government planning

local and national agency institution capacity building

local project preparation and implementation particularly with

selective socia assessment where sub-project are to be implemented

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

At the national level, the project Oversight Committee will have NGO representation on it. Asaresult of
previous and current requirements of the Bank implemented structural adjustment operations in PNG, the
PNG Forestry Board includes an NGO representative, the regulations require the Board to disclose al
non-commercia in confidence deliberations relating to the allocation of forest resources, which enables
civil society groupings to have timely access to this material. In addition, the Forestry Board includes a
representative from the broader PNG private sector from the Chamber of Commerce: the intention being to
expose awider grouping of the private sector to forest sector issues, and to draw more interest from
responsible members of that community in sustainable forest investment.

Within the project, there will be support for participation of landowners and civil society groupings
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representing their interestsin all components of the project:

e extension, workshops and consultations will be supported on the central issue of landowner
organization and representation in the resource use decision making area, within the Landowner Forest
Decision-Making component —in fact, these are a central element of the strategy of implementation of
that component;

e the Conservation Trust Fund component, as will be evident from the above and more detailed
description of it elsewhere in the document, is entirely based in civil society management, and has
major provisions for constant consultation and interaction with landowners and others in al aspects of
its activities;

e |andowners and their representatives will participate increasingly in the management and monitoring of
ongoing and new forest operations in PNG, both through specific measures designed to include them in
these processes introduced in the Sustainable Forest Management component, and a so as measures
improving their capacity to negotiate with industry and government agencies through the Landowner
Forest Decision-Making component come into effect.

e  specific support is provided for engagement of landownersin environmental monitoring, under the
Environmental Assessment and Monitoring component

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

There are a number of specific participation outcomes included for evaluation as key performance
indicators in this project including:

(i) délivery of training on the development Option Study methodology to landowner representatives; (ii)
preparation and

submission of legidation to simplify and strengthen the process of incorporation of landowner
representative

groups, (iii) achievement of effectively representative landowner organization in 20% of major forest
resource project

areas by mid term review, and 0% by project close; (iv) arange of specific targets relating to
implementation of CTF

financed landowner projects by mid term and project close; (v) increased involvement of landownersin the
Forest

Management Agreement negotiation process; and (vi) achievement of at least 20 pilot community managed
environmental assessment programs.

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) ® Yes O No
Pest Management (OP 4.09) O Yes @ No
Cultural Property (OPN 11.03) O Yes @ No
Indigenous Peoples (OD 4.20) O Yes @ No
Involuntary Resettlement (OD 4.30) 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.
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Three safeguard policies are triggered and compliance will be achieved by (i) successful implementation of
the environment assessment and monitoring component; (ii) a high level of project supervision; (iii)
development of independent and community level monitoring of project activities in connection with
improved standards of forest and conservation management (iv) significant ingtitutional capacity building in
government (PNG FA, OEC and Landowner Forest Decision-Making Unit) and in loca communities. (v)
regular assessment of project performance (refer Supervision Plan) against measurable agreed project
indicators.

F. Sustainability and Risks
1. Sustainability:

The project’ s sustainability is vitally dependent on five elements. First, it will depend heavily on GoPNG's
continued commitment to maintain the conditionality and the forest and land management standards that
will be established under the project, as well asthe progressin forest sector reform achieved over the last
decade. Second, the project depends upon the devel opment of effective mechanisms for landhol der
participation and monitoring in conservation and forest management. Third, the CTF will need to be
capitalized at alevel sufficient to generate annual resources needed to meet demand, an estimated need of
US$1.5-20 million annually for aternative development options in the long term. Fourth, conservation
mechanisms must be accessible, attractive and able to respond quickly to opportunities and requests for
local conservation initiatives. Last, the broader context and longer term goals for forestry outlined in item 5
under B. Strategic Context above need to be borne in mind and there is likely to be aneed for continuing
support for developments related to the achievement of these goals beyond the project life, and the Bank is
committed to such support.

The ultimate success of the project will depend upon the extent to which it builds well-being and quality of
life for landowners, in the long term. The activities of the Conservation Trust Fund will emphasize
sustainable income-generating alternatives to exploitative and unsustainable resource use. The basic
objective of improving landowner participation in resource decision-making is to ensure that marginalized
and poorer individuals gain access to the process, and thereby improve their own economic situations: this
important poverty alleviation focus is key to sustainability of the programs initiated under the project.

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
Forest management and environmental M Reliance on initial inputs from contract sources
assessment processes ineffective, due to and strong project management. Project
institutional limitations in major strengthening of agencies concerned.

departments of Government.

Delays in establishing landhol der S Strong and early involvement of NGOs and
participation mechanisms and obtaining community groups, plus early education
cooperation and understanding for programs aimed at potential candidate
development options. communities.

Industry non-compliance with H Support and, if necessary, stand-by financing
conditionality/regulatory framework. for GOPNG. Conditionalies linked to this
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project and SAP.

Insufficient incentive/interest by N Comprehensive assessment of

landholdersin conservation investment. interests/requirements during design

From Components to Outputs

Inappropriate changes to sector palicy. M Strong linkage to adjustment program and donor
program, and responsive to local concerns and
knowledge.

Incentive for existing landowner company H Conditionality for GOPNG to establish new

representatives to undermine new regulations and support implementation early

participatory arrangements. must be strong; strong educational component
emphasizing benefits of sustainable forest
management.

CTF financing mechanism not adequately M Donor and industry commitment ascertained

supported. prior to inception.

Adequate and timing provision of M Major responsibility of Project Management

counterpart funds. Unit to monitor and rectify.

Overall Risk Rating S

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

3. Possible Controversial Aspects:

(& Thisproject could encounter difficulties, even defiance from PNG's private logging sector. Every
effort has been, and will continue to be made, to involve the sector positively in the reforms proposed.
However, thereis arisk that some elements of the present industry will see their interests as being
threatened, both by the investments in landholder awareness and decision-making, and by the upgrading of
the Forest Authority’s capability to monitor forest operations. The Bank and other donors will need to
stay in close touch with industry representatives, and in particular will need to participate fully in
consultations on the future for the sector as well as be prepared to support GOPNG in its forestry sector

reform efforts.

(b) Support from the Bank for strengthening incorporated land groups must be implemented with care,
through capable NGO and community groups. Misconceptions that the project is acting as a proxy for
government registration of clan land would be extremely counterproductive in the PNG situation,
considering the strong customary attachmentsto land. 1n actuality, this project thoroughly embraces the
customary land tenure system, and utilizes its strengths in pursuit of locally appropriate conservation

models.

(c) Reform in the sector has aso been facilitated by conditionalities in the GPAL which has supported the
government's recent decisions regarding the sector including a moratorium on granting new FMA's, timber
authorities and geographica extensions, until the processing of these applications has been reviewed.

Even though the FCP includes areview of all ongoing operations the moratorium supported by the Bank
only refersto those in process. It isnot possible given the GPAL time frame and the probable commercia
implications for al operations to be suspended until areview is completed. Thisview is not shared by
some within the NGO community and is subject to an ongoing dialogue.
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G. Main Conditions

1. Effectiveness Condition

(i)
(if)
(iii)
(iv)
(V)
(Vi)

(vii)

Government to confirm the establishment of a FCP “ Supply and Tenders Board”, with an award
level of US$500,000 equivalent;

Government will establish an “Executing Agency Trust Account” with an initial deposit of US$
250,000 equivalent to be used as a replenishable account from which project expenses will be paid;
Government to establish a POC.

Two GEF Grant Agreements have been signed by GOPNG and CTF, respectively.

That a Procurement Specialist has been retained by the PMU.

Government to adopt a timetable satisfactory to the Bank to implement the recommendations of the
review of pending timber harvesting permit applications.

Government to employ consultants to undertake the review of al ongoing logging operations.

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

Dated Covenants;

(i)

(if)
(iii)

(iv)

(v)

By June 2002 have fully operational, to Bank standards, the project financial management and
control system, within the Project Management Unit. Establish instruments to acknowledge and
legitimatize local land use decisions.

By August 2002 the Landowner Decision and Organization Unit fully operational and the
Development Options Studies Strategy adopted.

By June 30, 2002 issue then enforce regulations requiring logging companies with new timber
licenses or permits to post performance bonds (not less than 40% of essmated average annual
operating costs at minimum cut production levels) or such other amounts as the borrower and the
Bank shall otherwise agree. These bonds will be drawn down by Government on evidence of
non-compliance by the logging company with the Logging Code of Practice.

By June 30, 2003 a hill enabling forest landowner groups to organize as legal entities and designate
their forests of conservation areas, will be submitted to Parliament. When enacted required
regulations for implementation will be issued.

Operating through the PNG Forest Authority, and utilizing consultant services hired by the PNG
FA under terms of reference and conditions satisfactory to the Bank, the Government will review at
least 15 logging operations in the field for compliance with the Forestry Act and regulations, by
June 30, 2003, and will have reviewed all operations current in PNG as of the date of signing the
Loan Agreement by project close.

General Covenants:

(i)

(if)
(iii)
(iv)
(V)

Maintain at the 2000 (real) level the Forest Authority’s operational budget. For this purposein
November of each year, commencing on November 2001, the Borrower shall, through the Forest
Authority, furnish to Bank, for its review and comments, the proposed budgetary allocations for
the forthcoming Fiscal Year. (Refer Project Development Objective, main text);

Government's Forestry Act should not be amended if the amendment affects achievements of
project objectives,

Maintain the funding and independence of the Forestry Board,;

Maintain the log exporting inspection operation for the duration of the project;

Maintain the effectiveness of the project financial management and control system, including all
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necessary updating and staff training;

(vi) The Government undertakes not to remove the moratorium on approva of applications for logging
permits until it has implemented recommendations made by the team reviewing pending timber
harvesting permit applications.

(vii)  Review dl logging permit applications submitted to determine compliance of application process
with the Forestry Act, by means satisfactory to the Bank.

H. Readiness for Implementation

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

L1 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 redlistic and of satisfactory
quality.

| 4. The following items are lacking and are discussed under loan conditions (Section G):

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.

James J. Douglas Mark D. Wilson Klaus Rohland
Team Leader Sector Director Country Manager/Director
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Annex 1: Project Design Summary
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

Hierarchy of Objectives

Key Performance
Indicators

Monitoring & Evaluation

Critical Assumptions

Sector-related CAS Goal:
1. Satisfactory regulatory
environment and adequate
monitoring to ensure
sustainable management and
conservation of forest resources
vital to PNG’s economic
growth.

2. Environmental protection
and conservation of important
forest ecosystems.

3. Improved benefits for
landowners from the use of
natural resources.

Sector Indicators:
- Improvement in quality and
sustainability of forest
operations.

- Conservation sites identified
and protected.

- Landowner involvement in
planning and monitoring of
forest operations

Sector/ country reports:
- At least 30% of al operating
concessions in compliance with
logging code of practice by the
project Mid-term Review
(MTR);
- 80% of forest operations
compliance by project
completion.

- All major conservation sites
excluded from forestry project
devel opment areas by project

close.

- Approved mechanisms
negotiations within 2 years of
effectiveness.

- Legidlation amendments
tabled to ensure legal basis for
land group managed forests
and conservation areas within 2
years of effectiveness.

(from Goal to Bank Mission)
Existence of strong political
will and commitment to ensure
compliance with sustainable
forest management and
conservation regulations as
well as equitable landowner
participation in forest resource
benefits.

Willingness of landownersto
participate in forest resource
devel opment and management
operations and monitoring.

GEF Operational Program:
In-site conservation and
sustainable use of forest
biodiversity with the active
involvement of local communities
as managers and beneficiaries of
better forest management.

- Increases in landowner based
conservation activities in forest
areas.

- grant based landowner project
financing mechanism disbursing
against effective projects at 50%
of final endowment target yield
level by end of fourth year;

- grant funds disbursing at 100%
of endowment yield level by
close.

Conservation Trust Fund will be
able to identify sufficient viable
landowner conservation projects.

-30 -




Hierarchy of Objectives

Key Performance
Indicators

Monitoring & Evaluation

Critical Assumptions

Project Development

Objective:
1. Capacity of government,
local communitiesand other
stakeholders strengthened to
sustainably manage and
conserve PNG's forest
Iesources,

2. Sustainability of income
opportunities and quality of life
of local populations living
under customary title in forest
areas improved.

Outcome / Impact
Indicators:

- Improved forest management
planning and monitoring and
enforcement of codes of
practice in position with
enhanced local community
involvement.

- Strengthened legal and

institutional capacity to enforce

effective environmental
assessment of forestry
operations.

- Strengthened capacity to
integrate environmental
conservation planning in forest
management planning.

- Implementation of improved
landowner development
options representative
mechanisms and procedures.

Project reports:

- completion of revision of
forest data systems,
management prescriptions,
regeneration guidelines,
monitoring system and
effective sanctions by project
closg

- 30% of major commercial
operations under new
inspection and enforcement
standards by MTR;

- 80% of major commercial
operations under new standardg
by project completion.

-- Environmental Assessment
(EA) permits management
system in place and regulations|
approved within 2 years of
effectiveness.

- 30% of proposed operations
assessed by MTR;

- al proposed operations
assessed by project completion.
- legal and regulatory measures
related to development options
study processin place by MTR;
- landowner representative
institutions designed, with
establishment initiated and
implementation training
ongoing, by MTR;

- landowner institutional
arrangements functioning in 3
major watersheds, by project
close.

(from Objective to Goal)

Adequate staffing and technical
capacity within PNGFA and
DEC to effectively participate
in project and implement
activities.

Government agencies, NGOs
and community groups and
landowners form effective
working linkages to ensure
sustainable use and
management of forest
resources.

Global Objective:
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Hierarchy of Objectives

Key Performance
Indicators

Monitoring & Evaluation

Critical Assumptions

Output from each
Component:
Landowner Forest
Decision-Making Component

1. Development options
procedures enabling
landowners to make informed
decisions about use of their

resources improved.

2. Representative landowner
organizations and networks
established and strengthened.

3. Establishment of landowner
managed conservation areas.

4. CTF financed projects
implemented.

Conservation Trust Fund
Component

1. Establishment of a
grant-based trust fund to

Output Indicators:

- Development and
implementation of DOS
strategy and education plan for
landowners;

- Approval of necessary
enabling regulations, and
presentation of any necessary
legidlation to Parliament;

- Technology and knowledge
transfer on best practices for
landowner organizations
completed;

- Representative organizations
and networks among
landowner functioning;

- Legidlation and regulations
amended or developed to
facilitate recognition of status
of landowner managed
conservation areas;

- Landowner managed
conservation projects
established

- Develop project appraisal and
monitoring capacity within
CTF

- Landowner applications
appraised; projects financed
and implemented.

- Board of Trustees appointed, legal
instruments approved and
administrative office established,

Project reports:

- LDOU established within 1
year of effectiveness;

- Implementation of education
on DOS for landowners 2 years
after effectiveness;

- Approva of updated Land
Groups Incorporation
legidlation by MTR,;

- Workshop on best
practices for landowner
organisations by 2 years after
effectiveness;

- Representative
landowner organisationsin
20% of major forest resource
project areas by MTR;

- Representative landowner
organisations in 80% of major
forest resource project areas by
close.

- Lega basisfor
landowner-managed CMAs 1
year after effectiveness

- CMA projects
operating in 1 major watershed
areaby MTR;

- CMA projects operating in 3
major watersheds by project
close

- appraisal criteriain
place 1 year after effectiveness;
- Trust technical
staffing appointed within 1
year after effectiveness;

- agreements completed and
GEF sinking fund grant in
place by effectiveness;

- 20 demonstration projects
under implementation by MTR;
- 50 small grants and 8 larger
grants, utilizing total estimated
yield from endowment funds
invested, by project close.

- Board appointed and
functioning by project
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(from Outputs to Objective)

Landowners willing to
participate actively in
formation of improved
representative organization.

- Increased information and
community TA will actualy
lead to more beneficial forest
use decisions.

Landowners willing to
participate in formation and
implementation of viable
conservation based investment
projects.

Willingness and capacity of
donorsto provide fundsto




provide long-term, reliable and
independent financing for
landowner-based forest
conservation development.

2. CTFfinanced projects
implemented.

Sustainable Forest
Management Component

1. Implementation of
improved systems of
monitoring and enforcement in
large scale forest operations.

2. Forest management and
planning capacity improved

- Financial base for
Conservation Trust Fund
developed

- Develop project appraisal and
monitoring capacity within
CTF

- Landowner applications
appraised; projects financed
and implemented.

- Reviews of FMAS, forest
permits and logging operations
for compliance with regulations
and codes of practice;

- Introduction of inspection
and monitoring procedures;

- Review and restructure
system for forest charges,
incentive arrangements and
code of practice, viaa
multistakeholder consultative
process.

- Enhanced capability to
integrate conservation planning
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effectiveness;

- Trust constitution and
corporate entity approved
within first year of
effectiveness;

- One year from effectiveness,
fund raising capacity of CTF in
place.

- System and controls for
investment of endowment
fundsin place by MTR;

- Minimum US $5m in grants
for CTF available or written
commitment from other donors
by MTR.

-All audits of CTF operations
clear and acceptable by MTR.
- GEF sourced endowment
funds matching other grantsin
place by MTR;

- appraisal criteriain
place 1 year after effectiveness;
- operational manual
completed , operational
procedures approved within
first year of project;

- Trust technical
staffing appointed within 1
year after effectiveness;

- agreements
completed and GEF sinking
fund grant in place by
effectiveness;

-20 demonstration projects
under implementation by MTR;
- 50 small grants and 8 larger
grants, utilizing total estimated
yield from endowment funds
invested, by project close.

- reviews of 15 sampled
operations completed by MTR;
- review of al logging
operations completed by
project close.

- revenue system approved 1
year after effectiveness;

- codes of practice completed
and approved by MTR.

- adequate integrated
conservation-related Global

create a viable endowment

Landowners willing to
participate in formation and
implementation of viable
conservation based investment
projects.

Forest industry can be induced
to cooperate in complying with
regulations related to logging
codes and monitoring.

Establishment of working
protocols between DEC and FA




and more equitable
participation of relevant
landowners in the forest
management and conservation
process.

3. Regeneration of logged over
forest areas improved.

4. Industrial plantation
devel opment feasibility
pursued.

Environmental Assessment and

Monitoring Component

1. Capacity and regulatory base
of Office of Environment and
Conservation to apply
environmental impact
assessments to forest
operations improved

with forest planning using
imagery based forest data
systems;

- Revision and application of
more sustainable annual
alowable cuts and silvicultural
prescriptions;

- Redesign Forest
Management Agreement to
incorporate more responsibility
for forest management and
silvicultural prescriptions as
well as monitoring, plus new
landowner decision making
arrangements.

- Develop and implement
improved silvicultural/logging
management guidelines for
regeneration following logging.
- Develop strategy and
regulations to shift onus for
forest regeneration to logging
companies in collaboration
with landowners.

- Implementation of natural
regeneration pilots in different
forest types under agreement
with logging companies and
landowners.

- Plantation development
strategy, together with
necessary policy and legidative|
incentive amendments
prepared.

- Plantation feasibility
examined and investment
sought.

- Completed legislative and
regulatory reform requiring EA
application to forest operations
and proposals;

- Establishment of new
permits administration and
payment system and awareness
training undertaken on
environmental regulatory
methods to facilitate
completion of EAsfor forest
projects.
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Information System(GIS)
operational capability in Office
of Environment and
Conservation (OEC) and FA 2
years after effectiveness;

- new Annual Allowable Cut
(AAC) estimates and
silvicultural prescriptions
introduced into all new
operations 2 years after
effectiveness; into all
operations by project close;

- new FMA system approved
by Forestry Board 2 years after
effectiveness;

- new FMA system applied to
all proposals for approva 3
years after effectiveness.

- regeneration
guidelines and regulations
approved 2 years after
effectiveness;

- introduced to all forest
operations by project close.

- Incentives/sanctions for
logging companies to undertake
regeneration in place by MTR.
- At least four working
regeneration pilots by end of
fifth year of project.

- Plantation strategy study and
initial site identification
completed 2 years after
effectiveness;

- Feasibility study and
prospectus for investment
completed by MTR.

- new Environment Act
tabled in Parliament and
regulations drafted 1 year after
effectiveness;

- criteria and approach
for existing forestry projects
permit system finalised within
2 years of project effectiveness;
- implementation of
new fee collection system and
accounting within 2 years of
project effectiveness;

- 30% of all forest
operations (existing and
proposed) subjected to EA by
MTR

- all forest operations

subjected to EA by project

on the integration of
environmental considerations
into forestry planning at the
onset of concession
management planning.

Caooperation and understanding
of landowners in participating
in FMA approval process.

That natural regenerationisa
silviculturally viable and cost
effective option for sustainable
management.

Logging companies to
cooperate in forest regeneration
activities on alarge-scale basis.

Land and tree tenure
arrangements satisfactory for
necessary medium to long-term
investments in plantations can
be established.

Formal protocols between DEC
and FA needed to facilitate the
undertaking of E As of forestry
operations.




2. Capability of landowner
communities to augment
government activities in the
monitoring of environmental
outcomes related to forestry
activities improved.

- Preparation of training
materials and training of key
local individuasin
environmental assessment;

- Implementation and
evaluation of pilot community
environmental assessment
programs.

completion.

- Environmental
assessment training modules
ready 1 year after effectiveness;
- 100 community assessors
trained by MTR;

- 20 pilot assessment programs
under implementation by
project close.
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Hierarchy of Objectives

Key Performance
Indicators

Monitoring & Evaluation

Critical Assumptions

Project Components /
Sub-components:

Inputs: (budget for each
component)

Project reports:

(from Components to
Outputs)
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Annex 2: Detailed Project Description
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

By Component:

Project Component 1 - US$10.63 million
Landowner Forest Decison-Making

Objective and Scope. This component will develop more effective ingtitutional arrangements to
assist landowners to learn more about the range of forest devel opment alternatives, facilitate decisions
regarding which option to pursue, and assist them to access technical and financial resources to pursue
their choice. Thiswill include accessible conservation and sustai nable-use opportunities.

A Landowner Decision and Organisation Unit (LDOU) will oversee the organizationa, technical
and training requirements of the component. It will operate as arelatively autonomous unit with linkages
to agencies that aready have responshilities for planning community development, especially local
governments. It will be linked with a coordinating government agency, but a more permanent ‘ home' for
elements of the unit that will remain after project closure will be determined during the project.

Sub-component 1-1: Development Options Study. Cost US $4.17 million.
This sub-component will provide the institutional and resource base for initiating a Development Options
Study (DOS) process, which will:
- enable communities to consider alternative options for future resource use and

development using a participatory planning process;
assist communities to engage in more detailed planning for their chosen options, build
linkages between the community and relevant devel opment partners, pursue legal
recognition for these decisions, and develop joint management arrangements.

Activities to be carried out under this sub-component will include:
production of a strategy paper outlining the DOS approach, for NEC endorsement;
production of environmental assessments (in cooperation with the OEC), community
planning maps, and plans, for landowner resource use decision-making and subsequent
management;
development of mechanisms for negotiation of management agreements and localized
project control, and testing of these in demonstration activities;
establishment of alandowner information and expertise network;
development of educational materials on forest management and conservation, for usein
|andowner extension activities;
documenting the methodologies and lessons learnt to provide amodel for transfer of
workable devel opment option approaches throughout PNG and Melanesia.

Sub-component 1-2: Strengthening of Landowner Representative Mechanisms - Cost US $1.10
million. Through activities managed by the LDOU, the project will develop a sound policy and
legidative basis (including any necessary updating of the Land groups Incorporation Act) to enable
landowners to establish representative organizations which increase their participation in devel opment
activities. Consideration will be given to recent similar work undertaken for the Oil and Gas Industry.
One exigting possibility for landowner organization is the Incorporated Land Group (ILG), which can
provide landowners with legal recognition and organizational structures to increase their decision-making
power on resource management and land use. However, different variations on this approach may need
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to be developed to varying socia and economic circumstances among landowners in the country.

To this end the project, through this sub-component, will:

e sponsor aland groups workshop to review best practice and past experience and make
recommendations for changes to legidation and institutional support for landowner groups,

e review the Land Groups Incorporation Act and, if necessary, facilitate multi-agency
proposals for amendment, which then will be submitted to NEC and Parliament;

e drengthen ILG regulation by developing streamlined procedures within the Lands
Department ILG Registry consistent with legidative changes, and prepare manuals
explaining the procedures;

e develop local official and NGO skills and capacity to initiate ILGs and maintain them on a
long-term basis, as well asto continue training and capacity building beyond the project life;

® assist establishment of ILGs or similar structures in selected areas as part of the process of
assisting landowners to pursue options for conservation and sustainable development.

Sub-component 1-3: Land-Group Based Conservation and Resource Management Areas - Cost
US $1.61 million.
Some landowners will want to consider conservation area establishment, or some mixture of
conservation and resource development. This sub-component will assist them with the designation of
Wildlife Management Areas (WMA), and the creation of Conservation Areas, both under existing
legidation.

The LDOU and OEC will cooperate to amend Government conservation area policy to create a
protected area type (tentatively titled Conservation Management Areas, CMA) that will allow a
conservation area to be established in coexistence with small scale and sustainable resource use
activities. Assistance will be provided under the project for landowner groups to develop the necessary
plans, as well as to establish management and enforcement mechanisms needed to establish and maintain
CMAs.

Activities to be supported under this sub-component will integrate with those supported under
1-1 and 1-2 above whenever conservation is coupled to sustainable forest use:

e policy and legidative development to ensure alegal basis for establishment of land group managed
conservation aress;

e increasing OEC’s capacity to promote legal establishment and registration of WMAS, and CMAS;

e assisting land groups to establish CMAs in appropriate areas, and to prepare applications for
financing.

Project Component 2 - US$15.00 million
Conservation Trust Fund.

Objective and scope. This component will establish an ongoing,
reliable and independent source of in-country funding for biodiversity
conservation and sustainable development, based on landowner
participation. The CTF will support the framework developed under the
landowner component, providing funds for selected landowners that show
commitment to conservation-orientated resource use options. It will bea
non-governmenta entity, governed by a multi-stakeholder Management
Board. Funding will be focused at landowner and Incorporated Land
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Group (ILG) levels, using NGOs as well as government agencies as
service providers, and will be focused on conservation of biodiversity.

OEC isthe lead governmental agency on all conservation-related
matters, including setting conservation priorities, formulating policies and
implementing programs. Thus, a strong cooperative relationship will be
developed between the OEC and the CTF (see Annex 12).

The component will be implemented in three phases. In thefirst
half of 2000, an Establishment Activities phase was initiated drawing
upon pre-project funding mainly to provide the services of a Senior Trust
Fund Advisor and other short term technical assistance. Once
established, a three-year Commencement phase will be initiated, drawing
upon asinking fund. Thiswill be followed by an CTF Endowment phase,
after which the Fund is expected to operate in perpetuity supported by the
yield from the endowment. The Fund will support protection of
biodiversity conservation areas, awareness building and technical
assistance for landowners, and selected conservation initiatives on a
broader basis than forestry where possible and appropriate.

By Board date, substantial preparation of this component will
have been completed, including:

e formal incorporation and registration of the Trust, to GEF requirements, as alegal entity in PNG;

e  establishment of an interim management board for the CTF;

e completion of an operations manual, and an information note to go to NEC for endorsement of the
CTF concept;

e  establishment of accounting and asset management systems, and monitoring and evaluation
procedures as generally described in the CTF Operations Manual, to be implemented after
effectiveness as the CTF hires staff to establish them.

Sub-component 2-1: Commencement Activities- US $0.88
million.
Activities during this period will consist of key tart-up operations using
pre-project and GEF financing that will permit early commencement of
the second phase of the CTF component shown below. More specificaly,
activitieswill include:
selecting and upgrading administrative offices,
purchasing office equipment, furniture, and supplies;
employing short-term technical assistance;
procuring vehicles for usein CTF activities,

Sub-component 2-2: Commencement Activities- US $4.12
million.
These will consist of activities such as staffing, training, building
communications and other infrastructure; operationalizing financial,
administrative and other procedures; preparing monitoring and reporting
systems; and carrying out a series of demonstration projects. Activities
will include:

e contracting a qualified organization with extensive experience in management of environmental funds

-39 -



to assist the staff and Board in developing their administrative procedures,

e hiring and training of CTF staff;

e hiring of asset managers and devel opment of an investment plan;

e establishment of criteria and indicators of CTF performance, and a process to monitor and report
results;

e establishment of financia audit and control systemsto international standards;

e commission and adoption of a comprehensive and detailed fund raising plan;

e implementation of stakeholder meetings to solicit input on how best to carry out CTF s mission and
operations;

e  establishing working relationships with other programs of relevance, such as: the National Forest and
Conservation Action Plan (NFCAP), Targeted Community Development Program, GEF Small Grants
Program, and international agency projects (e.g., UNDP, European Union, bilateral donor agencies);

e provision of training and other technical assistance for initia potential grantees;

e technica assistance funding to capable NGO and government organizations for the purposes of
assisting landowners to conceive, plan and implement demonstration CTF projects in selected aress,

e funding of demonstration projects, including micro-projects, which pilot various approaches and grant

types.

Sub-component 2-3: CTF Endowment Phase - Cost US $10.00
million.
Under this sub-component the CTF would establish the endowment based
CTF; and carry out investment implementation, and monitoring and
evauation activities, which will include:

e organizing amajor donors roundtable meeting to report on the CTF commencement phase results;

e developing a strong monitoring and evaluation scheme for the project investment program, and for
CTF administration, governance and financia management;

e evauating monitoring results for each demonstration project and on an ongoing basis, developing
aggregate indices to establish improved performance trends;

e preparation of annua reports to donor agencies and interested parties detailing progress of the CTF
and documenting compliance with donor and other requirements, and publish other materias (e.g.,
Lessons Learned) that draw upon monitoring data and evaluations;

e outlining endowment capital needs and identify potential donors, and produce a comprehensive and
detailed fund raising plan for building the endowment;

® securing external contributions to the permanent endowment;

e identifying and building support for and initiating the securing of domestic sources of funding.

Project Component 3 - US$ 8.71 million
Sustainable Forest M anagement

17. Objective and scope.  This component will augment the efforts of the Forest Authority and others
in pursuit of sustainable management of Papua New Guined s forests, ie. long-term management of
selected forests for sustainable production together with the conservation of areas of environmental risk
and the setting aside of sufficient forest to maintain ecological and biodiversity integrity. The component
will aso aim at providing greater equity in the distribution of benefits from the forests among the relevant
landowners as well as their enhanced participation in the forest management and conservation process.
The component will provide ingtitutional strengthening and technical assistance to improve FA capacity
with regards to forest management planning and monitoring. It will also provide for the introduction of
sanctions and incentives to promote sustained yield forest management and conservation among forest
exploitersin areas that are being commercially managed for timber production. The Component will
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achieve these objectives through inter-related activities contained in three sub-components.

18. Sub-component 3-1: Improved Forest Operations, Inspection and Monitoring. Cost US $3.72
million Improved performance by industrial-scale logging operations will be encouraged by implementing
field reviews and other measures to ensure full compliance with the logging code of practice and forest
legidation and regulations, and by promoting improved practices by the private sector. Thiswill include
the introduction of incentives and sanctions to promote more efficiency, less waste and improved forest
regeneration prospects. An assessment will be made of the system of monitoring and enforcement of the
codes and regulations related to logging, and efforts made to ensure such systems are made more effective
and cost efficient. FA will be assisted in ensuring that management and tendering of new forestry projects
fully complies with procedures and regulations established in the Forestry Act and al gazetted forestry
and environmental legidation and regulations.

19. Emphasis will be placed upon improving the administration of financial revenue collection in FA.
The current system of forest royalties, charges and levies will be reviewed. Recommendations will be
made on rationalizing these bearing in mind the costs and benefits of logging and the practicality of
applying some of the levies, such as the Project Development Levy (PDL). Revenue collection systems
will be reviewed and recommendations made on more efficient collection, and the apportioning of funds
between NFS and Treasury.

20. Proposed activitieswill include:
design and implementation of adequate performance bonds;
identification and instigation of the means by which to enhance the capacity of Government to
use existing legidative and regulatory sanctions against non-performing companies when the
need arises.
in-depth reviews of FMAs established and Forest Permits, to ascertain compliance with
forestry and environmental regulations and guiddlines. This review would follow up the
review being undertaken of proposed timber permits and extensions associated with the
moratorium on the issuing of new timber permits and extensions imposed as a condition for
negotiations;
reviewing existing operations to assess compliance with logging code of practice and the
operationa efficiency of forest industry operators as well as the effectiveness and efficiency
of the monitoring system and structure. This review will also serve as a baseline for any
improvements required for the monitoring system;
identifying where institutional inadequacies exist in present monitoring and enforcement of
LCP occur, and establishing, as required, a more efficient system and structure for
monitoring, reporting and enforcing codes and standards in logging operations, making use of
available resources within NFS, but also considering the role that both industry and
landowners may play;
investigation of development of a system whereby operations that are reviewed (inspected)
provide funding for the review (i.e. the user pays for the inspection);
strengthening of the logging code of practice as required (linking with AusAID activitiesin
this areq);
assistance on training in more cost efficient logging operations management and aternative
approaches to sustainable forest management for industry operators,
review of the current system of forest roydties, taxes, and levies, including the practicality
imposing some charges as well as review of the forest revenue collection procedures and
monitoring;
rationalisation of forest chargesin relation to securing adequate rent return to landowners for

- 41 -



trees cut and compensation for potential rent loss because of associated forest destruction,
while bearing in mind reasonable forest harvesting and production costs and the profitability
of such operations;

investigation of the feasibility of an environmental levy to support the Conservation Trust
Fund and for a refundable reforestation levy to ensure compliance with reforestation
prescriptions (refer Sub-Component 3.3);

agreement from all relevant parties on establishing an equitable and rational system of forest
charges, improved log tracking, and more efficient revenue collection by the FA;
consideration of the revenue implicationsif the NFS were to be financially self-sufficient.

21. Sub-component 3-2: Forest Management Planning. — Cost US $1.83 million The objective
will be to increase GI S data exchange and availahility for the purpose of ng forest management and

land suitability assessment for various forest management regimes (including conservation of

biodiversity). GIS capability will be upgraded in OEC, while FA’s capacity to integrate such environment
and conservation data into forest management will be enhanced. National forest management planning
capacity at both the national and project site levels will be improved, while continuing research into
improving forest management, cut control and silvicultural practices will be supported. These planning

exercises will be linked to revision of the National Forest Plan.

22. Supported forest management planning activities will include:

strengthening the GI'S capabilities in OEC with appropriate computer hardware, updated
software, additiona staff and training;

support to strengthen ingtitutional GIS hardware and software capacity within NFS to handle
the ddlineation of environmenta sensitive and biodiversity areasin FMAs and timber permits;
ensuring institutional capability exists within NFS to interface all GIS data provided from
OEC and other stakeholders for forest management planning purposes and land suitability
anaysis,

methodology for integration of priority conservation needs identified by BIORAP and CNA
into forest planning;

establishing guidelines and protocols between NFS and forest industry for the identification
and removal of the required conservation areas from potential production forests;

ensuring the capability is present in NFS to identify optimal sites for conservation set-asides
within production forest areas for new forest projects, in order to protect important endemic
species and ecological aress,

further development of a system of national or regional conservation planning whereby
conservation set asides within forest projects are sited and devel oped strategically to yield the
greatest conservation benefit taking into consideration ecological processes such as migration
and watershed management;

recalculation of the AAC for logging projects and hence for each provincein light of the data
from the growth and yield plats;

supporting research into improved sustainable management and silvicultural prescriptions
associated with forest logging, including areview of cutting cycles, cutting limits and tree
removal above those limits based on species scarcity in the stand, and upgrading the National
Forest Development Guiddlines;

upgrading of the national and provincial forestry plans incorporating updated management
data based on revised cutting cycles and AACs;

review of the FMA proforma document and, on ajoint basis between PNGFA, OEC, and
landowner representatives, revise the document to make it more relevant to sustainable
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management of the forests, including both logger and landowner responsihilities for forest
management and monitoring;

in collaboration with the AusAID HRD Project, OEC and forest industry representatives,
review and update the LCP to include revisions relevant to forest management as well as

environment and soil conservation.

Sub-component 3-3: Post-Harvest Forest Management, and Plantations - Cost US $3.16
million.

Natural production forest management will be improved by expanded application of viable
management prescriptions and post harvest activities that attempt to more adequately maintain the forest's
production potential. Initialy this sub-component will determine the viability of natural regeneration
programs within PNG, considering such aspects as security of the regenerated resource and cost/benefit
analysis. Assuming a reasonable degree of viahility the sub-component will then build on and scale up
activities that are being piloted by NFSin West New Britain and Western provinces. However, ongoing
research, started through AusAID programs, into the potential for natural regeneration of merchantable
species and the required pre- and post-harvesting prescriptions to promote such regeneration will also be
supported. Ultimately, responsibility for effective regeneration will be delegated to logging companies,
with landowner participation, as appropriate.

Work will be undertaken to determine the feasibility of large-scale industrial plantation
development by the private sector in PNG and the conditions necessary to encourage such development.
Plantations are not seen as a substitute for long-term natural forest management, but as an option for
already degraded forest lands and to help maintain or even increase forest production. Existing NFS
plantations will be assessed and, as appropriate, managed. They will act as demonstrations and provide
growth and yield data. Incentives required to attract investors will be identified, including: necessary
financing arrangements, feasible land tenure agreements, market potential for plantation wood and the
links to such markets, the financial and technical feasibility of developing such plantations, and the
appropriate investment climate.

Activitieswill include:

- astudy to determine the viability of natural regeneration systems being proposed or
implemented;
augmenting the capacity of the regeneration unit in NFS to support for regeneration activities,
review of the results of regeneration treatments under KGIDP and others conducted by NFS;
establishment of further regeneration trial’demonstrations in forest types not covered
adequately by existing treatments and monitoring of all such trias;
refining and development of regeneration methodology and treatment prescriptions;
development and implementation of a strategy, together with regulations and guidelines, to
effectively have logging companies accept responsibility for natural regeneration, in
collaboration with landowners, on existing and new concessions, including the necessary
amendments to FMAs and permit agreements to facilitate such regeneration operations;
contractual agreements with logging companies and landowners at a minimum of four pilot
natural regeneration sites and implementation of such pilots with support from NFS,
landowner liaison officers, FRI and provincial forestry steff;
expansion of post-harvest regeneration program beyond pilots using lessons learnt
establishment of a plantation investment promotion unit;
anational level processto identify potentia sitesfor plantation devel opment, and
consideration of development of aland bank for plantation establishment;
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development of a strategy that rationalises the establishment of plantations for production
purposes based on solid market access and financially feasible options;

revision of the policy on reforestation and plantations to support and encourage private sector
investment, while ensuring equitable distribution of benefits to landowners;

feasibility study for investment in plantation projects, including plantation products market
investigations, potential contractual arrangements between landowners and investors, species
growth and yield potential, and financial feasibility that includes judicious risk analysis,
financia support for existing NFS plantation rehabilitation and management and the
establishment of new plantation trials or demonstrations,

developing a plantation promotion prospectus and soliciting of potentia plantation investment
from financing agencies, private investors and landowners.

Project Component 4 - US$4.68 million
Environmental Assessment and Monitoring.

Objective and scope. This component will support adequate environmental screening of all forest
development projects by OEC. A full evauation of projectsis needed to ensure that forest amenities such
as biodiversity conservation and watershed protection are fully considered and management practices are
appropriate to site-specific ecological circumstances. Technical assistance to develop ingtitutional
capacities will be provided, so that OEC can fully exercise its environmental and regulatory mandate for
the forestry sector.

Sub-component 4-1: Environmenta Assessment, Monitoring and Regulation - Cost US $3.86.
This activity will develop and test rigorous assessment and monitoring methodol ogies and operational
systems under the new environmental regulatory framework being enacted under the AusAlD-assisted
Environment Act legidation. Experienced environmental assessment and enforcement professionals will
be based in OEC's Environment Division. They will assig it to undertake environmental assessments of
forest projects, and will provide counterpart training and assist in devel oping operational manuals.

This sub-component will aso support legidative and regulatory reform proposals, including the
new Environment Act. It will provide for any subsequently needed policy development, training or
management activities

Activities under this sub-component will:

- provide support for field-based environmental planning approvals, permit condition-setting,
inspection and enforcement within the forest sector under a new regulatory framework;
carry out counterpart training of assessment and enforcement staff;
develop environmental permit application and (user pays) management fee system options,
and assist with implementing the chosen approaches;
provide further technical assistance and workshops to assist formulation of afull range of
policies and procedures under a new Environment Act, relevant to the forest sector;
support outreach to explain and build support for the new environmental regulatory
framework;
develop clear criteria and a systematic approach for reviewing old environmental approvals,
in order to bring them in line with the new Act’s standards.

Sub-component 4-2: Environmental Monitoring by Local Communities - Cost US $0.83 million.

This activity will augment government activities, by providing training and technical assistance to selected
individuals or groups living within conservation areas and sustainable forest concession projects, so that
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they can monitor activities in conservation and sustainable forest management.

Activities will:

-develop systems, training inputs, a methodology and alegal basis for environmental monitoring
by community members;

-devel op collaborative methodology and materials to train community-based environmental and
forest concession monitors;

-test procedures and pilots in a representative set of conservation and forestry projects.
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Annex 3: Estimated Project Costs
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

Local Foreign Total
Project Cost By Component US $million US $million US $million
Landowner Forest Decision-Making 5.49 4.35 9.84
Conservation Trust Fund 3.77 10.87 14.64
Sustainable Forest Management 311 4.98 8.09
Environmental Assessment and Monitoring 221 211 4.32
Total Baseline Cost 14.58 2231 36.89
Physical Contingencies 0.07 0.15 0.22
Price Contingencies 0.92 0.98 1.90
Total Project Costs1 15.57 23.44 39.01
Front-end fee 0.82 0.82
Total Financing Required 15.57 24.26 39.83
Local Foreign Total
Project Cost By Category US $million US $million US $million
Goods 0.35 1.34 1.69
Civil Works 0.25 0.08 0.33
Services and Training 3.11 8.13 11.24
Grants and Awards 2.84 11.36 14.20
Recurrent Costs 8.02 141 9.43
Physical Contingencies 0.07 0.15 0.22
Price Contingencies 0.92 0.98 1.90
Total Project Costs1 15.56 23.45 39.01
Front-end fee 0.82 0.82
Total Financing Required 15.56 24.27 39.83
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Annex 4: Cost Benefit Analysis Summary
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

[For projects with benefits that are measured in monetary terms]

Present Value of Flows Fiscal Impact
Economic Financial Analysis’
Analysis Taxes Subsidies
Benefits: 55.9 23.3 6.0 15
Benefits
Costs: 22.2
Net Benefits:
IRR: 23

' If the difference between the present value of financial and economic flows islarge and cannot be explained by
taxes and subsidies, a brief explanation of the difference is warranted, e.g. "The value of financial benefitsisless
than that of economic benefits because of controls on electricity tariffs.

Summary of Benefits and Costs:

In Annex 4.3, the incremental cost analysis for the GEF financed components of this project - principally
the Conservation Trust Fund Component - is presented. No further analysis of the economics of this
component is undertaken in this analysis.

This economic evaluation incorporates the Landowner Decision-Making component, the Environmental
Assessment and Monitoring component, and the Sustainable Forest Management component of the project.
While many of the benefits of landowner involvement and environmental assessment are difficult to
guantify, the design of this project is based on the precept that these components are both essential to the
achievement of sustainable forest management in Papua New Guinea, for which at |east some
guantification of benefits can be done. Details of benefit assumptions are included in aworking paper
completed for this project. The benefits included in the calculation of returns to the three components are:
an assumption that achievement of sustainability will encourage a (small) amount of carbon
offset investment in PNG' s forests, amounting to an annual purchase of 1000 ha of carbon forest,
from year 4 of the project onwards, at a price of $10 per tonne of carbon sequestered by such
investment;
an estimate that introduction of resource prices and methods of sale, and the correct incentives for
logging operations to utilize the resource both more efficiently, and more carefully (in terms of the
state of the regenerating forest) will yield a net increase in value to the sector as a whole of $0.80
per cubic metre of log volume extracted;
an estimate that the value of improved soil and water management under sustainable forest
management will amount to $2 per hectare of forest area logged over, for a period of 8 years, after
which this effect is assumed to reduce to zero.
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The costs of the project are taken to be those estimated for the three components, and an estimate of costs
the private sector would incur to adapt logging operations to sustainability guidelines and codes of practice.
The costs are shown in the table below (units $million):

Year 1 Year 2 Year 3 Year 4 Year 5 Year 6

Sustainable Forest 1.878 2.231 1.345 1.042 1.225 .968
Mat.

Landowner Decision. 1.702 1.303 1.321 1.427 1.120 1.120
Environment 0.744 0.808 0.646 0.723 0.616 0.504
A ssessment

Additional Coststo 0.500 1.000
Logging Firms

The base case benefit cost and rate of return calculations, as shown in the table, indicate that returns to
investment in sustainable forest management, including the cost of important related investmentsin
landowner participation in forest management, and an effective environmental assessment and monitoring
system, are quite favorable. Since, as will be outlined under Main Assumptions below, these calculations
are based on highly conservative estimates of benefit parameters (which aso involves complete exclusion
of benefits known to be important, but difficult to quantify), it is concluded here that the general case for
investment in sustainable forest management in Papua New Guineg, as proposed in this project document,
is sound.

Main Assumptions:

For reasons explained in more depth in the working paper, it is not possible to compare sustainable forest
management to forest land conversion optionsin PNG in an analytical way, at present. The limitations on
investment capital to allow conversion at any scale comparable with that of the forests, the uncertainties of
market outcomes when high volumes of agricultural or tree crop products that would result from such
conversion are placed on the market, the general lack of knowledge about what are efficient market prices
for standing log volume, and even more so for other forest goods, services and values, so that valid
comparisons with alternative land uses can be made, all render attempts to calculate comparative outcomes
from the nationa economic viewpoint impossible.

Under these circumstances, the best that can be done isto place values on some of the benefits that will
arise from sustainable forest management, and assess whether these alone comprise a reasonable economic
return to this activity. It can safely be assumed, in the Papua New Guinea context, that the socia, cultural,
general environmental and biodiversity protection impacts of retaining effective forest cover are preferable
to conversion options. Thus, if the opportunity costs of retaining forest under sustainable management
(linked, of course, to complete protection of areas of high biodiversity value) are shown by this exercise to
be low, or zero, then the project isjustified.

To ensure that this calculation does not overestimate the sum of goods and services from forest retention
generated by sustainable management, where specific benefits can be quantitatively estimated in some
way, they are done so most conservatively in this analysis. And, where the quantification of a benefit is
difficult, even if that benefit is widely recognized as highly valuable (biodiversity protection is such a case),
then no valueis assigned to it in this analysis.

Some of the basic assumptions made in the analysis are:

the basic difference between sustainable and non-sustainable forest management in Papua New
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Guineais not the same as in countries such as Indonesia, or the Solomon Idands, where volumes
well in excess of the national increment the forest is capable of producing are being extracted. In
PNG, many specific logging operations currently in place are unsustainable in the particular
forest areain which they are occurring, so that clan groups and others directly associated with
that area will face a non-sustainable situation, and some immediate consequences from the
environmental impacts of poorly managed forest operations. In the longer run, if individual
logging operations are permitted to log in a manner which reduces (or eliminates) the capacity of
that forest area to regenerate effective forest cover, then the overall capacity of PNG’s forest
estate to produce log volume, and the range of other forest goods and services, will be reduced
even in the situation where the aggregate volume of logs being removed does not exceed the
estimated sustainable national cut (managed under the correct divicultural and management
prescriptions);

log volume output is assumed in this analysis to rise from 2.5 million cubic metresin year 1 of
the project (current monthly outputs from PNG suggest an outcome in this order) rising to 3.3
million cubic metresin perpetuity after 2 years, by which timeit is assumed the Asian markets for
logs will have recovered from the current economic downturn in the region, to some extent. This
latter figureis not as high as some annual output figures in the recent past, prior to the downturn,
but is assumed to be all that GOPNG will want to approve for export under new sustainability
guidelines, and the capacity of official forestry agencies to manage this process,

the period of analysisis 25 years. This excludes any vauation of standing timber of harvestable
size which returns to the stand after logging, since the period which needs to el apse before second
rotation harvesting can take place under sustainable conditionsin PNG will be at least 35 years,
and in many cases probably longer. At reasonable discounting rates in the developing country
context, the present value of such standing timber is marginal, unless assumptions about
significantly increasing real prices for such material are made for the second rotation. This
argument may actually have some merit, for this type of forest, but it cannot be evaluated in any
analytical way, and it is excluded from the base case analysis here;

no value is assigned to biodiversity benefits from sustainable forest management, and no genera
value for the carbon sequestration benefits from sustainable management are included - only a
minimal amount for the small fraction of thiswhich PNG might actually be able to sell to
international purchasersisincluded. No vaueisassigned to the social, cultural and economic
benefits which would accrue to clan groups being able to continue their traditiona forest
dependent way of life, under sustainable forest management as opposed to conversion.

Senstlwty analysis/ Switching values of critical items:
the most sensitive factor in this analysisis the $0.80 per cubic meter estimate of net value added
to the sector through implementation of sustainable forest management. If thisis reduced by
50%, the ERR for the project becomes 9%, and the benefit cost ratio declinesto 0.9, at a 12%
discount rate. It isfor this reason, as explained in the working paper accompanying this annex,
that an extremely conservative value for the net value added to the sector from sustainability was
employed in the base casg;
the impact of reducing the estimate of soil and water impactsisless: eliminating this benefit
reduces the ERR for the project to 24% and the BCR to 1.42;
the impact of reducing the carbon impact from sustainability is likewise not particularly sensitive:
reducing the price of carbon traded by 50% (or the area of forest assumed in the analysisto enter
trading in this way) reduces the ERR to 21%, and the BCR to 1.29;
the analysisis relatively senditive to changes in costs assumptions, due to the incidence of these
early in the cycle. A 10% aggregate rise in costs reduces the ERR by 12% and the BCR by 15%,
to 21% and 1.33 respectively.
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Global Component, Conservation Trust Fund Incremental Cost Analysis

Broad Development Goals

Papua New Guinedas (PNG) forests are part of the so-called Malesian phytogeographical zone which
extends from Peninsular Thailand in the northwest to PNG and adjacent idandsin the southeast. PNG
covers 46.3 million hectares, of which about 36 million ha are still covered by closed natural forest;
ranging from high atitude cloud and montane forests in the highlands, hill forests on the dopes, to lowland
mixed forest and mangroves nearer the coast. PNG's forests are currently the least degraded forestsin this
region, but the current trend is for most of these forests to be industrially logged. PNG has avery limited
land area under protection and conservation status.

The Forest Act (1993) provides the primary foundation for efforts to reform the PNG forest sector. The
Act has set the basis for sustainable utilization of forest resources. It addresses the need for a decentralized
decision making process in regards to PNG's forest resource alocation. The World Bank's 1995 Economic
Recovery Loan provided a strong set of forest conditionalities which are designed to move the industry
towards more sustainable commercia harvests and provide the policy framework necessary for
conservation set-asides. The government's medium term devel opment strategy highlights the importance of
sustainable forest management and transparency in the forest sector.

The key development objectives of the Forest and Conservation Project are to:

a) improve landowner participation in forest use decisions, their access to the benefits of sustainable
forest management, their awareness of forest management and conservation issues, and
accessibility to a conservation designation for their land;

b) establish a mechanism for providing significant, sustainable in-country funding for conservation
area establishment coupled to community-driven sustainable resource use;

c) improve the capacity of GOPNG to plan, implement and enforce sustainable and environmentally
responsible forest management; including a broadening of forest management options; and

d) upgradethe GOPNG's capability to assess the environmental acceptability of forest resource
operations and review or reject proposals accordingly, to be followed by regular and effective
monitoring.

Basdine

In the absence of GEF support, the focus of the government efforts in the forestry sector would be on
upgrading the performance of commercia forest operations so that exploitation of the country's rich timber
resources is done in a more sustainable manner with less negative environmental impact. Additionaly,
there would be some effort to achieve more diversity in the type, scale and intensity of forest management
activities and to strengthen landowner involvement. Thiswould involve continued reform of forest sector
policies, creation of field capabilities for monitoring timber operations, and strengthening of environmental
assessment and enforcement ingtitutions. A modest share of donor support to the forest sector would likely
be directed to enhancing biodiversity conservation, most probably by supporting a biodiversity
conservation trust fund.

a) Landowner Forest Decision-Making—Under the baseline scenario, support will be provided
for a program to make landowners better equipped to make critical management decisions over
use of their forest lands. Landowners would be provided information and tools to consider and
implement options for sustainable forest area management. Cost $6.4 million.
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b) Conservation Trust Fund—Under the baseline scenario, it is expected that donor organizations
active in the realm of aternative development options, such as AusAlD, other bilateral donors
and international NGOs, could reasonably be expected to redirect approximately $5.0 million
of their expected biodiversity conservation financing into a conservation trust fund.

c) Sustainable Forest Management—Control over destructive forest logging operations will be
improved. The emphasiswill be upon minimizing environmental impacts of production
forestry and ensuring it maximally contributes development. Cost $8.1 million.

d) Environmental Assessment and Monitoring—There isto be amajor effort to ensure that
environmenta assessment and monitoring of proposed forestry and other devel opment projects
arediligently carried out. Cost $4.3 million.

Implementation of the Baseline Scenario is expected to cost approximately $23.8 million. This program is
expected to produce a more sustainable forest industry, reduced environmental impacts, more diversity of
forest management type and scales, and more involvement of landowners in production forest area
management decisions. Biodiversity impacts would generally be positive and include strengthened capacity
to assess environmental impacts of development projects, enforcement of timber regulations to protect
waterways and senditive sites and some individual conservation projects. However, biodiversity values
would not be fully integrated into sector policy development and timber operation planning and
implementation. Significant, unmet demand for aternative conservation-based development options from
landowner communities would continue, due to the lack of along-term compensatory financing mechanism.

Globa Environment Objectives

The global environmental objective isto better conserve the rich biodiversity and important ecosystem
functionality of Papua New Guineds rainforests. It achieves this by establishing conservation areas and
community based sustainable management (the GEF aternative), with sustainable, environmental ly
responsible forest harvest of natural forests in other areas (the baseline and other project components).

Specific objectivesin pursuit of global environmental benefits include: (i) establishment of a conservation
strategy that is culturally appropriate, optimally harnesses customary land tenure, and facilitates
widespread conservation and sustainable devel opment activities that maintain biodiversity and ecosystem
values over large rainforest expanses; (ii) maintenance of effective forest cover, especialy in areas near
senditive conservation sites; (iii) establishment of afinancial mechanism able to support landowner based
conservation activities; (iv) promotion of increased landowner participation in, and benefits from,
sustainable management and conservation activities.

GEF Alternative
The GEF aternative comprises:

a) Landowner Forest Decision-Making—L andowner forest decision-making baseline activities will
incorporate a specific conservation focus. Thiswould include development of a policy framework and
mechanism that allows land groups to declare their lands as conservation and sustainable-use areas. This
requires revision of policy and procedures for securing landowner-initiated conservation designation,
greater emphasis upon conservation awareness and education, outreach activities and legal advice for
landowners wishing to pursue conservation. Total cost: $8.4 million.
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b) Conservation Trust Fund—Under the GEF Alternative, financial assistance would be provided to
support landowner based alternatives to large-scale logging and establishment of conservation and
sustainable-use activitiesin forest areas. The required funding was calculated by estimating the resources
generated from royalties on large scale logging operations and the level of landowner community demand
for alternative livelihood and conservation options (see Attachment 1). Based on thisanaysis, it appears
that about $2 million is needed on an annual basis to support a full range of conservation-related activities.
Thiswould be achieved by establishing along-term financing mechanism, which would be funded on a
sinking fund basis during a demonstration phase ($5.8 million) and, if successful, on an endowment basis
thereafter ($30.0 million, of which $10 million GEF, $20 million other donors). Tota cost: $35.0 million.

) Sustainable Forest Management—same as for baseline. Total cost: $9.2 million.
d) Environmental Assessment and Monitoring—same as for baseline. Total cost: $4.2 million.
Total cost of GEF Alternative: $56.8 million

Incrementa Costs

The cost of the baseline scenario is estimated at $ 24.8 million (base costs). The GEF dternative is
estimated at $56.8 million, resulting in an incremental cost of approximately $ 32 million. In keeping with
the GEF operationa principle of leveraging GEF resources, cost-sharing for the endowment mechanism
will be an integral feature, relying on domestic and international resources. The GEF is therefore asked to
fund $17 million of the incrementa cost. GEF funding would comprise $ 6 million for Phase 1 and $11
million for Phase 2. GEF funding for the endowment component of Phase 2 ($10 million) would be
conditional on successful implementation of trust operations in Phase 1, matching commitments to the
endowment from other donors, and demonstrated demand for funds for conserving forests of high
biodiversity value. The remainder of the total incremental cost will be borne by co-financiers.

Attachment 1

1) Present flow of royaties direct to landowners from logging operations in PNG is approximately
USS$ 15 million/year.
2) Indications from landowner awareness and other activities are that at least 30% of landowner

groups would prefer (or at least agree to) activities other than commercial logging in their areas. It
ishighly likely that at least half of the Sitesinvolved in this figure would merit investment in
conservation or low-impact sustained use management. Thus, some 15% of landowners involved
in large-scale logging are expected to be interested in financing for alternative conservation based
activities.

3) In order to expect that conservation activities be pursued in any particular ares, it is reasonable to
assume that income bearing alternatives to logging in such areas would require at least the
equivaent of the royalty yield to become established.

4) Combining these estimates (US$15 x .15), it is suggested that an annual flow of approximately
US$2 million would be needed to support a program large enough to take up anticipated demand
for alternatives to commercial logging. Thiswould require an endowment trust fund that is
capitalized to at least the US$ 30 million mark.
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Component Cost Category Cost (US$ Domestic Benefit Global Benefit
million)
Landowner Forest Basdline 6.4 Larger and more
Decision-Making and sustainable benefits
Project Management PMU 35 from forests, and more
Unit equitable distribution
GEF Alternative 8.4 Same as above, plus Enhanced
landowners can access  conservation of
conservation option in biodiversity in
addition to sustainable ~ conservation areas
use option through voluntary
action
Increment 15
Conservation Trust Basdline
Fund
GEF Alternative 35.0 Significantly
(inclusive of enhanced and
assumed additional sustainable
donor participation) conservation of
biodiversity
Increment 30.0
Sustainable Natural Basdline 81 More sustainable L ess destructive
Forest Management benefit flows from logging helpsto
forest harvests conserve biodiversity
in production forests
GEF Alternative 8.7
Increment 0
Environmental Basdline 4.3 Minimization of Some enhancement
Assessment and adverse environmental of biodiversity
Monitoring impacts of development  conservationin
projects production forests
GEF Alternative 4.7
Increment 0
Total Basdline 18.8
GEF Alternative 56.8
Incremental Cost 32.8
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Annex 5: Financial Summary
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

Years Ending

2007

IMPLEMENTATION PERIOD

Year 1 Year 2 | Year 3 Year 4 Year 5 Year 6 Year 7
Total Financing
Required
Project Costs
Investment Costs 4.6 4.3 2.7 13.0 2.8 15 28.8
Recurrent Costs 14 18 18 1.9 1.9 15 10.2
Total Project Costs 6.0 6.1 4.5 14.9 4.7 3.0 39.0
Front-end fee 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Total Financing 6.0 6.1 4.5 14.9 4.7 3.0 39.0
Financing
IBRD/IDA 14 3.2 2.7 4.2 3.3 15 0.5
Government 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Central 11 11 0.8 0.8 0.7 0.7 0.0
Provincial 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Co-financiers 0.0 0.0 0.0 0.0 0.0 0.0 0.0
User Fees/Beneficiaries 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Others 6.0 0.0 0.0 11.0 0.0 0.0 0.0
Total Project Financing 7.4 3.2 2.7 15.2 3.3 15 0.5

Main assumptions.

1) Conservation Trust Fund is sufficiently successful during Demonstration Phase to attract
co-financing for establishment of the endowment phase, and thus 2nd release of GEF funds for
establishment of endowment fund occurs.

2) Disbursement as shown by Financing Sources occur with a one semester (6 month) lag from the

Project Costs.

3) GEF disbursesitsentire CTF Phase 1 (first 3 years) contribution, along with Landowner and
Environmental Assessment component inputs, in Year 1 of project implementation. Similarly, GEF
disburses their second contribution for their CTF Phase 2 and Landowner components for the last 3

years of implementation in one disbursement.
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Annex 6: Procurement and Disbursement Arrangements
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

Procurement

Procurement Assessment. During appraisal, procurement interviews were held with the Procurement
Officer in the Forestry Department and with the Technical Advisor to the Department of Works and the
Central Supply and Tenders Board. These interviews, in addition to other documents that were reviewed,
indicated a decided need to improve existing procurement practices for this project. Asaresult of the
findings of this assessment, it is believed that procurement credibility and project economy would be
significantly improved with procurement activities managed as part of a well-organized Project
Management Unit (PMU). The project PMU would be staffed, by project effectiveness, with a qualified
procurement officer who would be responsible for al project procurement and who would serve as a
member of the Forestry & Conservation Project Tender Board (FCPTB)]. In-service training in Bank
procurement procedures would be provided as a project expense.

At present, the overall risk assessment of Borrower’s procurement capability is rated as “high” but could
be significantly improved by modifying the Borrower’ s existing procurement practices in accordance with
the following paragraph. These improvements to existing procurement practicesin PNG would
significantly reduce corruption and misappropriation of public funds.

In order to improve existing ICB and NCB procurement practices and to increase transparency in the
bidding process, Government would provide the Bank with a Supplemental Letter agreeing to: (1)
establish an independent Project Tender Board as defined herein;] (2) utilize standard bidding documents
approved by the Bank; (3) not limit bidding to National firms or manufacturers; (4) make bid evaluation
procedures available to al bidders; (5) open, read aloud, and tabulate the results of sealed written bidsin
the presence of bidders representatives; (6) inform all biddersin writing of the bid evaluation results; and
(7) develop atimely and effective bid protest procedure acceptable to the Bank.

Procurement Guiddines. Procurement of al goods, works, and other contracted services under the
project, regardless of funding source, would be carried out in accordance with the provisions of the Bank's
"Guidelines Procurement under IBRD Loans and IDA Credits" published by the Bank in January 1995
and revised in January and August 1996, September 1997, and January 1999. The World Bank's Standard
Bidding Documents would be used for procurement of goods and works using ICB procedures, and NCB
asfar as practical.

Asthis project includes procurement based upon ICB procedures, a General Procurement Notice (GPN) is
mandatory and would be prepared by the Borrower and updated annually for al outstanding procurement
and forwarded to the Bank for publication in the United Nations " Devel opment Business" as provided for
in Para. 2.7 of the Guidelines.

Consultants services would be procured in accordance with the provisions of the Bank's "Guidelines
Selection and Employment of Consultants by World Bank Borrowers " published by the Bank in January
1997, and revised in September 1997, and January 1999. Consultants' Terms of Reference and
qualifications would be reviewed and found acceptable by the Bank. The Bank's Standard Request for
Proposals, Selection of Consultants dated July 1997, revised April 1998 and July 1999, would be used for
consultant contracts with firms.
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Prior to contracts being awarded by the Project Management Unit (PMU), they would be reviewed and a

written evaluation would be made by a three-member ' FCPTB appointed by the Minister of Finance.
Prior to negotiations, the Project Manager would be employed and the Project Accountant would be
appointed by Government upon terms and conditions satisfactory to the Bank.

Civil Works: Civil works for the project are estimated to cost about US$0.40 million equivalent

(Financing: BANK US$0.18 million, GEF US$0.04 million, GOPNG US$ 0.18 million). * Civil works
would include upgrading or establishment of regional offices for the Sustainable Forest Management
component and the Environmental Assessment & Monitoring component; office renovations for the
Conservation Trust Fund (CTF); and staff housing for the Sustainable Forest Management component.
National Competitive Bidding (NCB) procedures using the Bank's standard bidding documents for very
small works contracts, or other bidding documents satisfactory to the Bank, would be used for al civil
works contracts costing up to US$200,000 each. Prior review of documents by the Bank would be
required for all contracts with value of US$50,000 equivalent and over.

Goods: Goods for the project are estimated to cost about US$1.95 million equivalent (Financing: BANK
US$1.61 million, GEF US$0.12 million, GOPNG US$0.23 million). Goods to be procured would include
vehicles, office furniture and equipment, computers and associated equipment, field equipment and
communication equipment for use by the IAs. To the extent possible and practicable, contracts for goods
and equipment would be combined into packages estimated to cost the equivalent of US$100,000 or more.
Goods contracts estimated to cost less than US$100,000 each, up to an aggregate amount not to exceed
US$400,000 equivaent may be procured through NCB procedures. Goods contracts estimated to cost
US$100,000 or more would be bid using ICB procedures. Procurement of readily available, off-the-shelf
goods or standard specification commodities, valued less than US$20,000 per contract, up to an aggregate
amount not to exceed US$100,000 equivalent may be procured using shopping procedures acceptable to
the Bank, with comparison of written quotations from at least three eligible suppliers. The aggregate
value of goods procured using ICB procedures is estimated at US$1.45 million. Vehicles and computer
equipment would be packaged and bid using ICB procedures. All goods procured using ICB procedures
would be subject to the Bank’s prior review in agreement with Appendix 1 of the Guidelines. Goods
packaging for the first project year would be presented at negotiations for the Bank's review and "No
Objection”.

* Members of the Board would consist of one well-known and respected person from the private sector
and two government employees plus the PMU Procurement Officer. The Board would be Chaired by the
PMU Procurement Officer.

* Costs shown as totals in the followi ng sections may vary due to arounding factor.
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Margin of Preference. A margin of preference would be applied to goods manufactured in the territory of
the Borrower in accordance with Paragraphs 2.54 and 2.55 and Appendix 2 of the Guidelines.

Services. Services are estimated to cost about US$11.08 million equivalent and would include technical
assistance, seminars, workshops, and training. (Financing: BANK US$8.76 million, GEF US$1.37
million, GOPNG US$ 0.96 million). The project envisages about 500 person months of technical
assistance over the first three years. Terms of reference for technical assistance would be prepared by
each |A with contracts being prepared by the PMU. Technical assistance is estimated to cost about
US$10.06 million equivalent and would include, inter-alia, consultants to assist the Borrower and
stakeholdersin: (i) improving forest planning, operations, management, and monitoring, and (ii) involving
communities participating more actively in forest conservation and environmental protection. Training for
the project is estimated to cost about US$ 1.02 million equivalent and would include seminars, workshops
and in-service training designed to strengthen institutional capacity and community capacity to
self-manage forest resources.

All contracts with consulting firms with value of US$100,000 or more would be contracted using Quality
and Cost Based Selection (QCBS) with the competitive eval uation being made using the appropriate terms
set out in Section Il of the Guidelines. Firms whose contract value would be less than US$100,000
equivalent may be contracted based upon their qualifications for the assignment (CQ as described and in
agreement with Section |11, Paragraph 3.7. Individuals may be contracted based upon their qualifications
for the assignment as described in Section V of the Guidelines. One-year extensions of individual
contracts may be carried out using Single Source (SS) selection procedures as described in Section 111,
Para 3.8 through 3.11. Consulting assignments estimated to cost greater than of US$100,000 equivalent
would be advertised in the Development Business and a national newspaper seeking "expressions of
interest” with the evaluation being made using QCBS procedures. Auditors would be selected using the
"Least Cost Selection” procedure as outlined in Section |11, Paragraph 3.18, of the Guidelines.

Grants and Subgrants. Subgrants for the project are estimated at US$16.99 million equivaent
(Financing: GEF US$16.99 million). Grants would be targeted to local communities, individuals,
privately owned enterprises, NGOs and other organizations in support of forestry conservation projects.
These organizations would have the responsibility to train local youth and/or village groups who, in turn,
would supply materials and/or labor to implement conservation activities. Funds deposited into and
managed by the Conservation Trust Fund (CTF) would be committed, disbursed, and accounted for
according to procedures detailed in the Manual of CTF Operations and agreed to at negotiations.

Recurrent Costs. Project incremental recurrent expenses are estimated at US$11.11 million and would be
financed by the Bank on agradually declining basis over the life of the project. At completion of the
six-year project, financing of recurrent costs would be the Borrower's responsibility. Recurrent costs
would include salaries and allowances (US$5.44 million) for additional incremental contracted staff
required to implement the project (Financing: BANK US$2.79 million, GEF US$0.57 million GOPNG
US$2.08 million). Also included, as recurrent costs, would be incremental operational expenses
(US$5.67 million) including office supplies and consumables, local travel & per diem, office rental,
utilities, and maintenance and repairs to facilities and equipment (Financing: BANK US$2.60 million,
GEF US$1.52 million, GOPNG US$1.49 million).

Miscellaneous, locally available off-the-shelf supply items such as pencils, pens, note pads, staples, small
office supplies, etc., would be procured annually using shopping procedures. The supplier would make
goods available to the PMU and the |As, within minimum/maximum contracted quantity limits, at the unit
price quoted in the contract.
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Prior Review Thresholds. Prior review by the Bank would include the following:

1. Civil works contracts estimated to cost the equivalent of US$50,000 or more;
2. Goods contracts estimated to cost the equivalent of US$100,000 or more
3. All TORs, short lists, RFPs and employment contracts for each consulting firm or individual

estimated to cost the equivalent of US$100,000 or more for firms, and US$50,000 or more for
individuals; and

4. Modificationsto al contracts as set forth in Appendix 1, Paragraph 3 of the Guidelines,
notwithstanding the contract value.

The above would result in prior review of about 25 percent of al contracts and 40 percent of the amounts
financed by the Bank. A systematic ex-post review would be carried out during the planned 2-3 annual
project supervision missions resulting in Bank review of about 40 percent of all contracts. Confirmation
would be sought on prior review arrangements at negotiations.

DISBURSEMENTS

Disbursement Period. Funds for the project would be disbursed over about a six-year period. The loan
is expected to become effective around March 31, 2001. It is estimated that the project would be
completed by December 31, 2006 and the loan would be closed no later than June 30, 2007. An estimated
delay of about six months has been assumed between contract signing and first disbursement from Bank
funds. The annual estimated disbursements are indicated in a table on the first page of this Project
Appraisal Document.

Retroactive Financing. An amount equa to US$ 250,000 of eligible expenditures made after November
30, 1999, may be financed retroactively from the project’s Special Account. These funds would be used
to accelerate project implementation by alowing a project manager and key project staff to be employed
prior to project effectiveness and for limited first-year technical assistance and studies to be commenced.
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L oan Allocations. The following table shows the allocations from the loan proceeds. The total cost of the
six-year project, including contingencies and taxes is estimated at US$39.11 million.3/ Local taxes and
import duties, estimated at about US$1.77 million, are included in the total project cost estimates.
Payment of taxes and duties would be the responsibility of the Borrower and would not be eigible for
financing from loan funds. Parallel financing by the Bank and GEF would fund for the project: (&) about
55 percent (US$0.22 million) of the US$0.40 million estimated costs of Civil Works under the project;

(b) about 89 percent (US$1.73 million) of the US$1.95 million estimated costs of Goods for the project;
(c) 92 percent (US$11.77 million) of the US$12.83 million estimated cost of Services4/; 100 percent
(US$14.58 million) of the cost of Grants and Awards; and 63 percent (US$5.88 million) of the estimated
US$9.36 million Recurrent Costs.

Disbursement Procedure. Disbursements for this Project would be aimed toward compliance with the
principles and concepts of the Bank’s Loan Administration Change Initiative (LACI). Under LACI,
semi-annual planning projections would be the mechanism for making disbursement estimates and
measuring project performance. Quarterly disbursements would be tied to financia statements, project
progress reports, and procurement management reports. Initialy the PMU would follow the Banks
traditional disbursement system. From the outset, it would move onto Quarterly Project Management
Reports (PMRs). The move onto PMR-based disbursements would be considered within 18 months from
date of Board Approval.

Until such time as the PMR-based disbursement procedure has become effective, disbursements from the
loan would be made against withdrawal applications supported by appropriate documentation until
disbursements from the loan would have reached US$ 1,000,000. Most loan funds would be disbursed
through SOEs and PMRs. For al other expenditures, e.g., contracts for consultant services above
threshold levels of US$50,000 with individuals or $100,000 with firms, goods contracts exceeding
US$100,000, works contract exceeding $50,000, and all expenditures for training seminars and
incremental costs and other contracting services exceeding $20,000, full supporting documentation would
be required.

Parallel Financing. As noted in the main text, the GEF grant is financing aspects of two components of
the project in parald with IBRD. To avoid the possibility of duplication or misclassification of
expenditures in these common components, the table below has been added to this annex, and it specifies
the purposes for which the GEF financing is to be applied in these components. It constrains technical
assistance to the hire of speciadistsin landowner conservation legidation, training to that directly related
to development of extension capacity in the area of landowner conservation activities, and (minor
amounts) for recurrent costs incurred by GOPNG in liaising with the CTF specifically on aspects of
landowner conservation activities. This specification meets the requirement that the GEF funds address
the incremental purposes discussed in Annex 4, and in the main text of this document. It should further be
noted that procurement and disbursement of GEF funds used in these two components will be under the
direct management of the Landowner Decision and Organizations Unit, which is a part of the Project
Management Unit, and therefore subject to the financial and procurement management requirements
specified for that unit. This should further assist in avoiding duplication, overlaps or confusion in the
allocation of funds from the two sources in these areas.
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Paralle GEF Financing Breakdown

(US$ Millions)
Project Component/ Sub- Total Tech. Assist. Training Recurrent
component Allocation (Conservation (Landowner (GOPNG
from GEF legidation conservation agency liaison
specialists) extension with CTF)
specialists)
Landowner Forest Decision
Making
_ - Development Options 115 0.70 0.20 0.25
Study 0.07 0.07
- Strengthening LR
Mechanisms 0.68 0.60 0.08
- LG Based Cons. and
Resource Mgt.

Environmental Assessment
and Monitoring
- Env. Monitoring by 0.05 0.04
Local Communities

Executing Agency Trust Account (EATA). The project would open an EATA account in PNG Kinain a
commercial bank in Port Moresby found acceptable to the Bank. Asa condition to effectiveness, GOPNG
would deposit an initiad amount equal to US$250,000 into this account. This amount is estimated to cover
the entire project’ s expenditures for the first three-month period of operations. As expenditures increase,
the amount in this EATA account may need to be increased to meet project expenses. Periodically, as
needed, funds would be withdrawn from the Bank/GEF Special Accounts and deposited in the EATA
account to cover the reimbursable portion of the Bank/GEF expenses paid from the EATA account. The
government would also deposit further funds to replenish is share of expenditures that had been paid from
the EATA.

Bank/GEF Special Accounts. Three Specia Accountsin Kinawould be established in a commercial
bank in Port Moresby. The first special account fpr Bank's loan would have an authorized allocation of
US$ 1.00 million equivalent; the second and third specia accounts for the CTF GEF Grant and PNG
GEF Grant would have an authorized allocation of 500,000 and 200,000 equivalent, respectively, under
the control of the PMU. The Bank’s initial advance into the first Special Account would be limited to
US$ 500,000. Further deposits, as required, would be made into each of these accountsin line with
project advancement expenditures.

The schedule for estimated disbursements on an assumed Bank Loan of US$17.36 million is shown
below.
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Schedule of Estimated Disbur sements From Bank L oan

(US$ Millions)

Bank Fiscal Year |2002 2003 2004 2005 2006 2007 2008
First Semester 0.76 1.50 1.35 1.95 1.60 0.80 0.54
Second Semester  |0.80 1.70 1.45 245 1.70 0.75

Total By Year 1.56 3.20 2.80 4.40 3.30 155 0.54
Cumulative 1.56 4.76 7.56 11.96 15.26 16.81 17.35

6/ Including the one percent (1.00%) Front End Fee.

GEF Trust Account for CTF. The Conservation Trust Fund is to be directly responsible for its
commencement activities as discussed in Annex 7. A GEF Trust Account would be established in a
commercia bank in Port Moresby under the control of CTF with an alocation of US$ 5.00 million. The
initial advance would be limited to US$ 1.00 million. The trust account would be used for CTF payment
and could also be used for advances as necessary to cover overall expenditures in the provinces unsuitable
for central payment.

Conversion to PMR. For the purposes of carrying out the Project, deposits into the Special Account and
their replenishments would be made on the basis of cash withdrawal statements based initially on
Statements of Expenditure. The Project would, by the time of Loan Negotiations, have in place the genera
ledger specific to the Project and in such detail that it would support the preparation of PMRs and
complete the financial sections of the PMU Operational Manual. This system must have undergone an
assessment by a Bank Financial Management Specialist as a condition to negotiations. Similarly the
PMU would launch atraining and action plan to develop the capacity to produce al components of the
quarterly PMR, as required under LACI, within 12 months after Board Approval.

PMR Reporting. Following conversion to PMR-based disbursements, replenishments to the Special
Account would be based on six-month cash forecasts contained in quarterly Project Management Reports.
Each of these reports would: (a) show actual sources and applications of funds for the Project, both
cumulatively and for the period, and projected sources and applications of funds for the Project for the
upcoming six-months; (b) list separately expenditures financed out of the credit during the period covered
by the report and expenditures proposed to be financed during the upcoming six-month period; (c)
describe physical implementation progress, both cumulatively and for the period covered, and explain
variances between the actual and previoudy forecast implementation targets; and (d) set forth the status of
procurement under the Project and expenditures under contracts financed from the credit for the period
covered.

Project Auditing. Project accounts, including contracts and their modifications and amendments, as well
as the deposits and withdrawals from the Special Account would be audited each year by an independent
auditing firm acceptable to the Bank and under terms and conditions satisfactory to the Bank. In addition
to the annual financial statements conforming to International Standards on Auditing (IFAC Standards),
the audit report would include comments on the accuracy and propriety of all expenditures. The audit
report would evaluate the extent to which supporting information could be relied upon as a basis for
requesting disbursements from the loan using PMRs. Audit reports, with the related statements, would be
submitted to the Bank within six months of the end of the Borrower's fiscal year. All supporting records
would be maintained at the project site for at least one year after the completion of the project for review
by the Bank..

Agreements to be Sought. Agreement would be sought at negotiations on a Supplemental Letter to the
Loan Agreement under which GoPNG would confirm the establishment of a FCP Tender Board, with an
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award level of US$500,000 equivalent.

Agreement would be sought at negotiations on a Supplemental Letter to the Loan Agreement under which
GoPNG would resffirm that all procurement related decisions in NG66/92 and NEC41/95 would not
apply to Bank-financed contracts. This NEC decision of 1992 has never been officially abolished.
Following the Bank’ s intervention on NEC’s 1992 decision, the then Department of Finance informed the
Bank by letter that the decision NG 66/92 “applies only to contracts funded by the government.” It needs
to be confirmed that the following procurement specifications would not apply to the FCP:

to reserve al construction contracts valued between K1.0 and K5 million to citizen or national
companies,

to reserve al construction contracts valued between K5 and K10 million to joint ventures and
consortium groups where the overseas partner has a maximum of 50% share;

to open for general bidding only contracts valued above K10 million;

to award all consulting contracts of up to K100,000 to citizen companies only; and

that bidders (contractors or consultant firms) must be registered with the association of national
contractors or consultants in order to participate in bidding which is not acceptable for ICB asit
restricts competition.
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Procurement methods (Table A)

Table A: Procurement Costs by Procurement Arrangements
(US$ million equivalent)

International National
Competitive Competitive  Other I/
Bidding Bidding N.B.F. Tota
Civil Works 0.40 0.40
(0.18) {0.04} (0.18) {0.04}
Goods
Vehicles 0.84 0.84
(0.74) {0.03} (0.74) {0.03}
Computers & 0.61 0.61
Associated Equipment (0.50) {0.06} (0.50) {0.06}
Other Equipment 0.40 0.10 0.50
(0.29) {0.02} (0.08) {0.01} (0.37) {0.03)
Services
Technical Assistance 10.06 10.06
(8.12) {0.98} (8.12) {0.98}
Training, Seminars & Workshops 0.23 0.68 0.12 1.02
(0.16) {0.07} (0.48) {0.20} {0.12} (0.64) {0.39}
Grantsand Awards 0.49 147 12.62 14.58
(0.30) {0.19} (0.89) {0.58} {12.62} (1.19) {13.39}
Incremental Recurrent Costs
Staff Salaries & Allowances 4.87 0.57 5.44
(279 {057} (2.79) {0.57}
Recurrent Operational Costs 2.76 2.08 0.83 5.67
(1.5 (1.16) (0.2) {0.83} (2.66) {1.51}
TOTAL 1.45 4.28 19.26 14.12 39.11
(1.24) {0.09} (2.43) {0.79} (13.52) {1.98} {1412}  (17.18) {16.99}

Notes: Totals may vary slightly due to rounding.
Figuresin parenthesis as (n.nn) are the respective amounts to be financed by IBRD.
Figures in brackets as {n.nn} are the respective amounts to be financed by GEF

=

Other Equipment — Local Shopping 0.10 (IBRD 0.08) { GEF 0.01}

Technical Assistance —Consulting Services 10.06 (IBRD 8.12) { GEF 0.98}

Training, Seminars & Workshops — Local Shopping 0.45 (IBRD 0.32) { GEF 0.13} — Direct Contracting 0.23 (IBRD 0.16) { GEF 0.07}
Grantsand Awards — Local Shopping 1.47 (IBRD 0.89) { GEF 0.58}

Staff Salaries and Allowances — Direct Contracting 4.87 (IBRD 2.79)

Recurrent Operational Costs —Local Shopping 1.33 (IBRD 0.75) — Direct Contracting 0.27 (IBRD 0.15)
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Table A1: Consultant Selection Arrangements (optional)

(US$ million equivalent)

Consultant Services

Selection Method

Expenditure Category | QCBS QBS SFB LCS cQ Other  N.B.F. | Total Cost'
A. Firms 5.48 0.00 0.00 0.00 6.63 0.00 0.00 12.11
(0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00)
B. Individuals 0.00 0.00 0.00 0.00 2.50 0.11 0.00 2.61
(0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00)
Total| 5.48 0.00 0.00 0.00 9.13 0.11 0.00 14.72
(0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00) | (0.00)

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 Loan/Grant.

Prior review thresholds (Table B)
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TableB. Procurement Methods and Prior Review

Expenditure Category Contract Value (Threshold) Procurement Method

CONTRACTS SUBJECT TO PRIOR

REVIEW
1. Civil Works Individual contracts with value NCB Yes, prior review by IBRD
of US$50,000 and above
Individual contracts with value NCB No, Post Review only
less than US$50,000
2. Goods Individual contracts with value ICB Yes, prior review by IBRD
of US$100,000 and above
Individual contracts with value NCB Yes, prior review by PMU
of US$20,000 up to Procurement Specialist
US$100,000
Individual contracts with value Shopping No, Post Review only
less than US$20,000
3a. Technical All TA contracts with Firms Quality and Cost- Yes, prior review by IBRD
Assistance FIRMS See  with value equal to or more based Procedures
Note Below. than US$100,000. (QCB)
All TA contracts with Firms Consultants Yes, prior review by IBRD

with value less than
US$100,000

Qualifications (CQ)

All TA contracts with Consultant’s
Individuals with value equal to  Qualifications (CQ)
or more than US$100,000.

Technical Assistance
INDIVIDUALS

All TA contracts with
Individuals with value from Consultant's
US$50,000 up to US$100,000  Qualifications (CQ)

Yes, prior review by IBRD

Yes, prior review by IBRD

4. Training, Seminars & Not Applicable Government No, Post Review only
Workshops procedures acceptable
to IBRD
5. Sdaries & Benefits Not Applicable Government Not Applicable
procedures acceptable
to IBRD
6. Other Operational All contracts with avalue NCB No, Post Review only
Costs equal to US$ 20,000 and
above
All contracts with avalue less Shopping No, Post Review only
than US$20,000
All TA contracts with Consultant's No, Post Review only

Individuals with value less Qualifications (CQ)

than US$50,000
Contracts with value equal to ICB
US$100,000 or more
Contracts with value equal to NCB

US$20,000 up to US$100,000

Contracts with value lessthan  Shopping Procedures
US$20,000

Yes, prior review by IBRD

Yes, prior review by IBRD

No, Post Review Only
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Note: Terms of Reference, Consultants' Qualifications, Short Lists, and RFPs for al firms must be reviewed by IBRD independent of value.
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Disbursement

Allocation of loan/grant proceeds (Table C)

Table C: Allocation of L oan Proceeds

Amount of Loan

% of Eligible Expendituresto be

Allocated Financed
(Expressed in US$)

Civil Works 160,000 50%

Goods 1,450,000 100% of foreign expenditures and 100%
of local expenditures (ex-factory cost)
85% of other local expenditures

Services

- Technical Assistance 8,370,000 100%

- Training 580,000 100%

Incremental Operating Costs 5,297,000 100% of eligible expenditures-Year 1;
90%-Y ear 2; 75%-Y ear 3; 50%-Y ear 4;
20%-Y ear 5; 10% Year 6; 10%-Year 7
(2007)

Front-end Fee 173,600 Amount Due

Unallocated 1,330,000

TOTAL 17,360,000
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Table C.1 Financing by Project Component

(USS$ Millions)
IBRD GEF The Total
Government
Amount % Amount % Amount %  Amount %
Landowner Forest Decision-Making
Development Options Study 214 512 115 27.6 0.88 211 417 10.7
Strengthening of Landowner Representative Mechanisms 0.77 70.0 0.07 6.8 0.25 232 1.10 2.8
Land-Group Based Conservation & Resource Management Areas 0.70 433 0.68 423 0.23 14.4 161 41
Project Management Unit 2.86 74.4 - - 0.98 25.6 3.84 9.8
Subtotal Landowner Forest Decision-Making 6.46 60.3 191 17.8 2.35 21.9 10.72 274
Conservation Trust Fund
Establishment Activities - - 0.87 100.0 0.00 - 0.87 2.2
Commencement Activities - - 4.12 100.0 0.00 - 4.12 10.5
CTF Endowment - - 10.00 100.0 - - 10.00 25.6
Subtotal Conservation Trust Fund - - 14.99 100.0 0.00 - 14.99 383
Sustainable Forest Management
Improved Forest Operations, Inspection and Monitoring 313 84.2 - - 0.59 15.8 3.72 95
Forest Planning 1.45 795 - - 0.38 20.5 1.83 4.7
Post-Harvest Forest Management and Plantations 2.67 84.6 - - 0.49 15.4 3.16 8.1
Subtotal Sustainable Forest Management 7.26 834 - - 1.45 16.6 8.71 223
Environmental Assessment & Monitoring
Environmental Assessment, Monitoring and Regulation 2.89 75.0 - - 0.96 25.0 3.86 9.9
Environmental Monitoring by Local Communities 0.57 68.6 0.09 10.8 0.17 20.7 0.83 21
Subtotal Environmental Assessment & Monitoring 3.46 739 0.09 19 1.13 24.2 4.68 12.0
Total Financing of Project Costs 17.18 439 16.99 434 4.93 126  39.11 100.0
Front End Fee 0.17
Total Disbursement 17.36
Table C.2 Financing by Expenditure Accounts
(USS$ Millions)
IBRD GEF The Government Total
Amount % Amount % Amount % Amount %
Investment Costs
Civil Works 0.18 4.7 0.04 105 0.18 4.7 0.40 1.0
Goods
Vehicles 0.74 87.5 0.03 37 0.07 8.8 0.84 22
Computers and Associated Equipment 0.50 82.2 0.06 9.6 0.05 8.2 0.61 16
Other Equipment 0.37 74.1 0.03 53 0.10 20.7 0.50 13
Subtotal Goods 1.61 82.4 0.12 59 0.23 11.6 1.95 50
Services
Technical Assistance 8.12 80.7 0.98 9.8 0.96 9.5 10.06 25.7
Training, Seminars & Workshops 0.64 62.8 0.38 37.2 0.00 - 1.02 26
Subtotal Services 8.76 79.1 1.36 12.36 0.96 8.7 11.08 328
Grants and Awards 1.19 8.1 13.39 91.9 0.00 - 14.58 37.3
Total Investment Costs 11.73 41.8 14.91 53.3 1.36 49 28.00 76.1
Recurrent Costs
Staff Salaries and Allowances 2.79 51.4 0.57 104 2.08 38.2 5.44 139
Recurrent Operational Costs 2.67 46.9 1.52 26.8 1.49 26.2 5.67 10.0
Total Recurrent Costs 5.65 50.8 2.09 18.81 3.57 32.13 1111 239
Total Financing of Project Costs 17.18 439 16.99 43.4 4.93 12.6 39.11 100.0
Front End Fee 0.17
Total Disbursement 17.36

Note: Totalsin Tables C1 & C2 may contain rounding errors.
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Annex 7: Project Processing Schedule
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

Project Schedule Planned Actual
Time taken to prepare the project (months) 12 36

First Bank mission (identification) 09/15/1997 09/15/1997
Appraisal mission departure 04/15/1998 01/11/1999
Negotiations 04/15/1998 10/09/2001
Planned Date of Effectiveness 11/28/1998 03/31/2002

Prepared by:

National Forest Authority, Office of Environmental and Conservation, Department of Treasury and

Corporate Affairs.

Preparation assistance:

Japanese PHRD grant ($750,000) and GEF PDF Block B grant ($300,000)

Bank staff who worked on the project included:

Bruce M. Harris

Charles Di Leva

Behdad M.H. Nowroozi

Carlos R. Escudero

Kathleen Mikitin

Robin Broadfield

Andrew Bond

Kathryn Cherrie/Evelyn Laguidao

Name Speciality
James J. Douglas Forestry
Glen Barry PNG Forest and Environment Specialist
Kathleen S. Mackinnon Sr. Biodiversity Specialist, ENVDR
Anita Gordon Consultant, NGO and Media

Sr. Social Scientist, Social Assessment and Participation
Environmenta Lawyer

Sr. Financial Management Specialist

Operational Lawyer

Audit Senior

Sr. Regiona Coordinator

Sr. Biodiversity Specialist

Program Assistants
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Annex 8: Documents in the Project File*
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

A. Project Implementation Plan

A. Project Preparation and Appraisal Documents

"Papua New Guinea Government's Project Implementation Plan"—April, 1999

"Some Issues of Law and Policy Relating to Landowner Organisation and Representation
Mechanisms', Kathy Whimp—September, 1998

"Conservation Area Mechanisms in Papua New Guined', Kathy Whimp—September, 1998
"Detailed Description of Activities for Landowner Component”, Kathy Whimp—September,
1998

"Landowner Forest Decision Making Component—Component Report"”, Hartmut
Holzknecht—February, 1998

"Papua New Guinea Conservation Trust Fund Deed”, The Nature Conservancy—April, 1999
"Papua New Guinea Conservation Trust Fund Constitution”, The Nature Conservancy—April,
1999

"Conservation Trust Fund Framework Document”, The Nature Conservancy—August, 1998

" Sustainable Forest Management Component Report”, Paul Ryan—February, 1998/March 1999
"Low Impact Harvesting, Timber Certification and Eco-Forestry”, Paul Ryan—February, 1998
"Implementing Best Practice Environmental Regulation in Papua New Guined', Kathy
Whimp—April, 1999

“First-year Project Implementation Schedule”, Robert Etheredge—November 1999

“Six-year Project Implementation Schedule”, Robert Etheredge—November 1999

B. Bank Staff Assessments

"Social Analysis of Rura Development Issues’, Bruce Harris—March, 1999

Project Concept Document—January, 1998

GEF Proposal for Review—OQOctober, 1997

"Assessment of Agency’s Capacity to Implement Project Procurement”, Richard Scheiner—April,
1999

C. Other

"Papua New Guinea Government's Environmental Assessment"—April, 1999
"Best Practices and Strategic Options for Knowledge Management", Jeff Kwaterski, Pact
I nternational—February, 1999
"Best Practices and Strategic Options for Education”, Dr. Larry Orsak—February, 1999.
"GEF STAP Review"—OQOctober, 1997

. “Project Cost Tables’ (Costab File: PNG-10.TAB)—October 2001

*Including electronic files
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Annex 9: Statement of Loans and Credits
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

11-Oct-2001
Difference between expected
and actual
Original Amount in US$ Millions disbursements’

Project ID FY Purpose IBRD IDA Cancel. Undisb. Orig Frm Rev'd
P069771 2000 GVERNANCE PROMOTION ADJUSTMENT LOAN 90.00 0.00 0.00 35.00 35.00 0.00
P066954 2000 PG-GAS DEV TA 7.00 0.00 0.00 6.02 0.42 0.00
P060330 2000 Mining Sector Inst. Strengthening TA 10.00 0.00 0.00 9.33 1.08 0.00
P054238 2000 PNG-GAZELLE RESTORATION I 25.26 0.00 0.00 21.65 11.44 0.00
P055446 1998 EMERGENCY EL NINO 5.00 0.00 3.50 0.24 3.74 0.24
P004399 1993 PG-POPULATION PROJECT 6.90 0.00 0.00 2.33 2.33 0.00
P004392 1993 PG-EDUCATION DEVELOPMENt 35.00 0.00 0.03 13.98 14.01 6.19
P004389 1992 ORO SMLHLDR OIL PALM 27.00 0.00 5.62 3.33 8.95 -0.97
Total: 206.16 0.00 9.16 91.86 76.96 5.46
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PAPUA NEW GUINEA
STATEMENT OF IFC's
Held and Disbursed Portfolio

May-2001
In Millions US Dollars
Committed Disbursed
IFC IFC
FY Approva Company Loan Equity  Quas Partic Loan Equity Quasi Partic
Total Portfolio: 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Approvals Pending Commitment

FY Approva Company Loan Equity Quasi Partic

Total Pending Commitment: 0.00 0.00 0.00 0.00
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Annex 10: Country at a Glance
PAPUA NEW GUINEA: FORESTRY AND CONSERVATION PROJECT

Papua East Lower-
POVERTY and SOCIAL New Asia & middle-
Guinea Pacific income Development diamond*
2000
Population, mid-year (millions) 5.1 1,853 2,046 Life expectancy
GNI per capita (Atlas method, US$) 690 1,060 1,140
GNI (Atlas method, US$ billions) 35 1,964 2,327 T
Average annual growth, 1994-00
Population (%) 2.7 1.1 1.0
Labor force (%) 2.3 1.4 1.3 GNI ) , Gross
per ! ' primary
Most recent estimate (latest year available, 1994-00) capita enrollment
Poverty (% of population below national poverty line) 38 . .
Urban population (% of total population) 17 35 42
Life expectancy at birth (vears) 58 69 69 -
Infant mortality (per 1,000 live births) 58 35] 32
Child malnutrition (% of children under 5) 30 13 11 Access to improved water source
Access to an improved water source (% of population) 42 75 80
llliteracy (% of population age 15+) 35 14 15 i
Gross primary enrollment (% of school-age population) 80 119 114 Papua New Guinea
Male 87 121 116 Lower-middle-income group
Female 74 121 114
KEY ECONOMIC RATIOS and LONG-TERM TRENDS
1980 1990 1999 2000
Economic ratios*
GDP (US$ billions) 25 3.2 3.7 3.8
Gross domestic investment/GDP 25.2 24.4 17.4 15.4 Trade
Exports of goods and services/GDP 43.2 40.6 44.5 47.7
Gross domestic savinas/GDP 15.1 16.1 14.5 17.4 T
Gross national savinas/GDP 19.0 9.0 15.8 15.8
Current account balance/GDP -12.2 -9.8 -5.0 1.1 Domestic
Interest payments/GDP 2.0 4.8 1.5 2.3 savings Investment
Total debt/GDP 28.2 80.5 73.2 69.7
Total debt service/exports 13.8 35.5 9.9 17.3
Present value of debt/GDP
Present value of debt/exports
Indebtedness
1980-90 1990-00 1999 2000 2000-04
(average annual growth)
GDP 1.9 4.1 5.4 -1.8 1.4 Papua New Guinea
GDP per capita -0.4 1.4 2.6 -4.4 -1.3 Lower-middle-income group
Exports of goods and services 3.3 2.8 -4.4 -7.6 -4.3
STRUCTURE of the ECONOMY
1980 1990 1999 2000 Growth of investment and GDP (%)
(% of GDP) 0
Agriculture 33.1 29.0 29.4 25.9 1
Industry 26.8 30.4 38.4 43.6 20
Manufacturing 9.5 9.0 8.4 7.8
Services 40.0 40.6 32.2 30.5 0
o5 96 38 99 00
Private consumption 60.9 59.0 64.5 63.2 -20
General government consumption 24.1 24.8 21.0 19.4 &DI —p— (D P
Imports of goods and services 53.3 48.9 47.3 45.7
1980-90  1990-00 1999 2000 Growth of exports and imports (%)
(average annual growth)
Aariculture 1.8 3.9 5.1 3.5 2
Industry 1.9 5.6 2.5 -0.9 10
Manufacturing 0.1 5.3 -1.9 -7.0 o
Services 2.0 3.1 8.7 -7.1 3 o6 97 08 o
Private consumption 0.4 6.2 171 -0.9 0
General aovernment consumption -0.1 2.6 0.9 3.9 -20
Gross domestic investment -0.9 -0.7 -10.4 -6.1 Exports = | mpOrts
Imports of aoods and services -1.3 2.4 1.4 -5.8

Note: 2000 data are preliminary estimates.

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

be incomplete.
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Papua New Guinea

PRICES and GOVERNMENT FINANCE

Domestic prices
(% change)
Consumer prices
Implicit GDP deflator

Government finance

(% of GDP, excludes grants)
Current revenue

Current budget balance
Overall surplus/deficit

TRADE

(US$ millions)
Total exports (fob)
Gold
Copper
Manufactures
Total imports (cif)
Food
Fuel and energy
Capital goods

Export price index (1995=100)
Import price index (1995=100)
Terms of trade (1995=100)

BALANCE of PAYMENTS

(US$ millions)

Exports of goods and services
Imports of goods and services
Resource balance

Net income
Net current transfers

Current account balance

Financing items (net)
Changes in net reserves

Memo:
Reserves including gold (US$ millions)
Conversion rate (DEC, local/US$)

EXTERNAL DEBT and RESOURCE FLOWS

(US$ millions)

Total debt outstanding and disbursed
IBRD
IDA

Total debt service
IBRD
IDA

Composition of net resource flows
Official grants
Official creditors
Private creditors
Foreign direct investment
Portfolio equity

World Bank program
Commitments
Disbursements
Principal repayments
Net flows
Interest payments
Net transfers

1980

7.1

1980

1980

1,029
1,322
-293

-179
161

-312

243
69

0.7

1980

719
55
55

150

279
34
30
76

30
15

12

1990

7.0

321
1.7
-3.3

1990

1,196
412
366

1,363
222
147
442

68

1990

1,402
1,510
-108

-103
-107

-317

418
-101

1.0

1990

2,594
235
115

553
28

304
186

49
155

67
64
15
49
15
33

1999

14.9
13.8

22.6
0.9
-3.5

1999

2,019
639
283
400

1,525
272
126
515

7
102
75

1999

2,019
2,140
-121

-237
173

-185
190

205
25

1999

2,695
241
97

211
46

95
-26
-30

297
232

34
-26
16

2000

15.6
10.1

24.3
2.4
-1.5

2000

2,214
627
281
581

1,502
250
124
499

80
94
86

2000

2,214
2,111
103

-240
178

41

100
-141

296
2.7

2000

2,621
244
92

407
44

32
-109

107
43
31
12
16

Inflation (%)

20

95 96 97 98 99 00)

GDP deflator === CP|

Export and import levels (US$ mill.)

3,000
2,250
1,500
750
0

94 95 96 97 98 99 00

@ Exports B Imports
Current account balance to GDP (%)

20 +

15 +

10 +

F:

A-1
B-1
C-1

Composition of 2000 debt (US$ mill.)
G: 203 A: 244
B: 92
C:39
D: 532
1,013
E: 498
BRD E - Bilateral
DA D - Other multilateral  F - Private
MF G - Short-term

Development Economics
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Additional
Annex 11

Social Analysis of Rural Development |ssues

The socia analysisisin two parts. The first discusses overall social and economic issues impacting on
rural development in Papua New Guinea, a Participatory Framework for implementation of the Forestry
and Conservation Project and the sub-projects to be funded in rural areas of the country, and a
methodology for conducting socia assessmentsin selected areas where sub-projects will be implemented.
The second part of the report is a social assessment of Kokoro Village. This provides example of how
the general socioeconomic issues play out in a particular rural area and of how social assessment might be
approached in arural area of PNG in which a sub-project might be implemented.

Part One: General Social Issuesin Rural Development and a Participatory Framework

Though rich in natural resources, the economic development of PNG has not led to an improved quality of
life for its citizens, particularly itsrura citizens. The country has failed to mobilize its basic assets for
development. These assets include fiscal, natura resources, human capital, socia capital and land and
labor. The most critical social and economic issues facing the country are reflections of these failures.

Major Social and Economic Issues Affecting Rural Devel opment:

Governance: The state has consistently failed to mobilize fiscal resources and the returns from natural
resources to benefit the population. The political system reflects the social fragmentation of the country.
Thefirst past the post electoral system encourages politicians to respond to the narrow interests of the
small segment of the electorate which voted for them. Political influence, rather than development needs,
pervades the distribution of fiscal resources and rightsto natural resource exploitation. Political influence
undermines the bureaucracy and government agencies. National planning is dmost non-existent; where it
exists, implementation capacity islow. The rapid growth of funds controlled by politiciansin
discretionary (“dush™) funds exacerbates the tendency towards patronage politics with alack of
transparency and accountability.

Decentralization and Service Delivery: The decentralization reforms of the Organic Law of 1995
devolved most responsibility for public services to the provincia and local level governments. However,
the fiscal and manpower resourcesto carry out those functions have not been forthcoming, so the human
capital of the country remains poorly developed. Service delivery has continued its almost two-decade
long decline. Hedlth indicators, already poor, are deteriorating. Educationa facilities and suppliesin
poor condition and short supply. Infrastructure (notably transportation, but also communications, water
supply and physical plant) is either non-existent or in an advanced state of disrepair. Poverty is at
unacceptably high levels, and most factors diagnostic of greatest risk for poverty are associated with rural
residence. Rural income generating opportunities are woefully underdevel oped.

Socia and Cultural Fragmentation: Social capital is poorly mobilized in PNG. Socia and cultural
fragmentation at the local level prevents cooperative action among villages, limits the expression of
unified demands from the local level to the formal government and contributes to the ability of nationa
and provincia politicians to pursue patronage politics rather than an integrated strategy for development.
The key assets of rural people are land, still held in customary tenure, and labor, but neither is effectively
mobilized because the fragmentary nature of demands and responses means that social capital, human
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capital, infrastructure and other assets which could enable full exploitation of land and labor are dl
poorly developed. Expansion of local level social capitd is key to making more efficient use of other
assets at both local and national levels.

Gender Issues: Women represent half the potential human capital of the country, but suffer from socia
and cultural blockages to full participation. Women provide most of the labor, in household and
subsistence activities, are in inferior positions of authority to men and are subjects of endemic domestic
and, increasingly, social violence. Women tend to be the producers while men are the transactors.
Though responsible for producing a majority of the wealth at the local level, women control little of their
production.

A Participatory Framework for Project Implementation

The project will support a variety of local level sub-projectsin rural areas of PNG. These sub-projects
should be designed and implemented in ways which increase the stock of social capital at the local level
and improve the links between local and forma governmental ingtitutions, thereby improving planning and
implementation and the efficiency of distribution of fiscal resources. A participatory framework to
support thiswill include the following stepsin project identification and implementation:

Social Mapping and Baseline Data Activities to provide information on key institutions, decisionmaking
individuals and bodies and how they may play arole in the development of consensus on development
strategies.

Option Information and Awareness Building to inform people of development options and lead to
consensus at the clan level on development Strategies.

Multi-level Consensus Building to develop consensus among several culture groups in a particular area
concerning development strategies.

Integration of Development Strategies and Local Government Planning to bring area devel opment
strategies firmly into local government planning strategies and improve links between local and
government ingtitutions.

Local Indtitution Capacity Building to give legal statusto local CBOs and provide them with ingtitutional
development, management training and small scale enterprise training.

Sub-Project implementation to prepare, submit and implement locally designed and driven projects.

Social Analysis: Socia assessment will be conducted in selected areas where sub-projects are to be
implemented. Thiswill consist of a baseline assessment, identification of key stakeholders and their
potential impact on the project, analysis of key formal and informal institutions and the development of
participatory monitoring and evaluation procedures to provide ongoing information on project progress
and, if necessary, adapt project implementation or operation to meet changing circumstances.

Part Two: Kokoro Village Social Assessment

Introduction and Background

The social assessment of Kokoro Village provides an illustrative view of the situation and dynamicsin a
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rural area of Papua New Guinea suitable as alocale for a sub-project under the proposed Forestry and
Conservation Project. Thisisarapid assessment, based on one week in the Managalas Plateau and about
three days in the village of Kokoro.

Kokoro Village is located in a highland plateau in Oro Province, an area with considerable tropical
forestry resources and biodiversity. Accessisby air or foot. The nearest airstrip is at 1tokama, five miles
distant. The Itokama-Afore Road has fallen into disrepair and no longer provides alink to the rest of the
province, though it still serves as afoot track for travel among the villages of the plateau._

Physical and Social Structure of the Village

There are forty-three househol ds with atotal population of 238 (130 male and 108 female). Houses are of
bush materials, raised on tilts. There isno electricity or running water. WWomen carry water from the
river, located about half a mile from the main village.

Village socia structure is based on a patrilineal clan system. Each clan consists of several lineages and
each lineage of several households. Inheritanceis patrilineal, clans are exogamous with regard to
marriage and marriage links are established with a number of other villages on the plateau.

Subsistence and Livelihood Activities

The garden is the center of Kokoro life. There are two gardens, amain one, located several miles from the
village on traditional land, and a smaller one planted near the village for daily needs. Gardening istime
and labor intensive. Women provide most of the physical labor, including planting, tending and
maintaining, harvesting, and carrying produce from the garden to the village. Men do much less work,
and often go into the bush to hunt while the women are tending the gardens.

The garden is culturally and socialy significant.  The ground on which the garden existsis Papa Graun
(Father’ s Ground) because it was bequeathed to the present generation by the ancestors whose presence
ensures that the ground will be fertile for their descendants. Patterns of land constitute a physical
genealogy of the clans and the tribe, with locations and use patterns reflecting social relationships among
villagers. The garden provides avariety of foods, including yam, the basic food and central element in the
extensive ceremonia exchange system which binds Kokoro to other clans, villages and groups throughout
the plateau.

The main crops grown for income are chilies, coffee and okari nut. However, the deterioration of the
transport system, notably the road, in recent years means these activities are much less economic than they
were in the seventies and early eighties.

Cash income levels are low, averaging probably about 100 kina (about $50 US) per year. Cash needs are
also low, though significant enough to place a strain on most households.

Public Services

Thelevel of service ddlivery to the villageislow. The nearest clinicis at Itokama Village, atwo hour
walk, and rarely has significant supplies. The nearest primary school isalso at Itokama. Supplies and
accommodations are substandard. The expense, combined with the distance and demands for children’s
labor in the gardens and village, result in only about half of school age village children attending school at
any time.
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Other services smply do not exist. Agricultural extension has not existed since the 1980s. The nearest
police station is atwo day walk; there are no judicia services on the plateau.

Sakeholders and Institutional Context

The main stakeholders concerned with development in Kokoro Village are the formal government
institutions, representatives of civil society, community based organizations, and the traditional clan and
lineage based institutions of the village (including househol ds).

Formal government institutions are the national and provincial governments and the local government
council (LGC). Government’simpact is minor and has dropped in recent years. Today neither the
national nor the provincial levels have maor impact at the village level. Services, primarily aprovincia
responsibility, have declined, though minima health and education services continue to be provided.

The LGC, based at Afore, has more impact since the councilors are in frequent contact with the people.
Still, villagers complain that the LGC has many plans, but no resourcesto carry them out. Thisislargely
because the decentralization process, which includes large fiscal transfersto the provincial and local
levels, has not yet been implemented.

Civil society plays alarger rolein the village. Outside NGOs have been active in the area, helping villages
come to consensus on devel opment strategies for the ten culture zones of the plateau. NGOs were active
in the struggle against declaration of a Forestry Management Area, successfully forestalling large-scale
logging operationsin the area.

The work of NGOs has led to the devel opment of community based organizations on the plateau. Kokoro
Village belongsto the Barai Non Formal Education Association (BNEA). BNEA hastaken the lead in
information dissemination and awareness building, providing assistance in cash cropping initiatives and
helping in the buying and selling of crops in cooperation with several CBOs from other culture zones.

The CBOs work with, and are based on, the clan structure of the villages. The traditional clan systemis
still the basis of social and palitical life in the village. The absence of outside security/legal agents means
clans dtill are primary in dispute settlement and conflict resolution. Traditional methods of discussion,
settlement and compensation are amost ubiquitous. Clans play the primary role in significant events
(birth, marriage, death) and are the mgjor vehicles for inter-village and inter-zone relations.

Major Social and Socioeconomic |Ssues:

Kokoro Villagers identified the following as priorities for development in their area:
. Maintenance of the Itokama-Afore road link.
Acquisition of transportation, preferably afour wheel drive vehicle.
Establishment of a hospital on the plateau.
Establishment of awholesale outlet on the plateau.
Project assistance for the women of the plateau.
Doctors or other professional medical practitioners stationed in the area.
Wokabaut somil (portable sawmill) and training in its maintenance.
Training in how to organize and sell coffee.
Cooperative marketing of produce and training in how to do so.

-78 -



FM radio for the plateau.

Airstrip maintenance for the Itokama Airstrip.

Improvements in the education system, including literacy programs.
Coffee mills located at strategic points on the plateau.

Micro-hydro project to provide el ectrical power.

Identification of customary land boundaries.
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Additional
Annex 12

Papua New Guinea Conservation Trust Fund (CTF)

Supplemental Design Information

1. Introduction. The concept of a CTF in PNG has been discussed since the early 1990s. In 1996,
The Nature Conservancy and the UNDP-sponsored Biodiversity Strengthening Program of the PNG
Office of Environment and Conservation began collaborating to develop a national consensus around the
creation of a Trust Fund and its mission and operating plan. This has included very broad consultations
(over 500 meetings and interviews with groups and individualsin PNG) as well as the preparation of a
number of key technical studieslooking at legal, institutional and socio-political issues surrounding the
creation of such afund.

The overall scope of the CTF will cover forests and other areas such as marine sites. This annex outlines
the mgor design e ements of the broader CTF -- including activities that will be funded by the GEF as
well as those funded by other sources. The design eementsin this annex reflect the broad consultations
described above and agreement by the CTF Steering Committee, composed of 14 |eaders from key
governmental and non-governmental stakeholder groups. The Steering Committee assumed responsibility
for directing the Trust Fund project prior to the establishment of the Board of Directorsin March 1999.

The CTF Steering Committee and Board of Directors will actively draw on the experiences of existing
CTFs, including reviewing in-depth the 1998 study by the GEF Evaluation of Experience with
Conservation Trust Funds, and adapting various design elements of the PNG CTF as appropriate.

2. Goal and Objectives. The goal of the Conservation Trust Fund is to provide an ongoing and
reliable source of in-country funding for biodiversity conservation and sustainable development in Papua
New Guinea. Specific objectives include:
to conserve -- and where necessary restore -- natural resource areas, particularly those that are nationa
priorities and of global significance in terms of biodiversity value;
to strengthen the capability of resource owners to conserve and sustainably manage their own natural
resources through education, training and other capacity-building activities built into projects; and
to enhance the knowledge and information base needed to monitor and achieve sustainable resource
management and biodiversity conservation.

3. Linkagesto Other Biodiversity/Environmental Strategies. The CTF will establish particularly
strong linkages with the Office of Environment and Conservation (as described below). In addition, the
CTF will be appropriately integrated into relevant biodiversity/environmental strategies and programs,
such as: the National Forest and Conservation Action Plan (NFCAP), the Targeted Community
Development Program (TCDP), the Total Catchment Environmental Management (TCEM) Strategy, and
programs sponsored by bilateral and multilateral agencies.

4. Legal Instrument. The Trust Fund was established in April 1999 as a tax-exempt, charitable body
under PNG law known as a“Trustee Company”. Asrequired under PNG law, the Trustee Company is
governed by a Trust Deed (outlining the mission and essential design elements of the Fund) and
Congtitution (defining management structure and various rules under which the Fund shall operate).

5. Role of Office of Environment and Conservation (OEC). OEC serves as the lead governmental
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agency within PNG on al conservation-related matters, including setting conservation priorities,
formulating conservation policies and implementing conservation programs. Thus, a strong cooperative
relationship will be developed between the OEC and the CTF: (i) the OEC Director will hold an ex-officio
seat on the Board; (ii) in carrying out its mission, the CTF will recognize and work in support of the role
of OEC asthe lead agency in conservation priority-setting; and (iii) OEC-sponsored projects meeting
relevant criteriawill be digible for funding by the CTF.

6. Governance and Structure. Some additiona design information on governance and structure issues
is provided below:
() Board of Directors

Board members are drawn from a wide range of stakeholder groups, with members serving in their
individual capacity with the sole objective of achieving the mission of the Trust Fund. The Board will be
composed initialy of two ex-officio members from Government Departments (who servein a
representative rather than an individual capacity), and approximately 8 private sector members serving
staggered three-year terms with three-year term limit. Board size may be expanded later, based on
expertise and technical needs. Two sets of provisiona criteria have been developed for Board
membership:

Criteriaset #1: For al Directors:
Demonstrated commitment to the principles and mission of the Trust Fund;
Resident of PNG; and
Proven track record of distinguished accomplishment, integrity and experience in PNG.

Criteriaset #2: Directors serving on the Board shall represent the following aress:
: Director of OEC or successor agency

Secretary of Finance and Planning or successor agency

Conservation planning, science or management (2 members)

Community development

Financial management

Private sector experience

Management including project devel opment and operations experience

Theinitial Board of Directors was selected by the Settlor (The Nature Conservancy) in February 1999, in
accordance with the CTF's Constitution and in consultation with the Steering Committee and an impartial
Selection Advisory Panel, following an open period of nominations, including public announcements and
a Stakeholders Assembly soliciting nominations. Thereafter, a transparent and participatory process will
be used by the Board to elect its own successors.  Fixed terms and term limits will help to stimulate the

involvement of new members. The Board will take active measures to ensure that interested stakeholders
have meaningful input into (i) assessment of Board performance; (i) Board composition issues; and (iii)

the nominations process.  One key mechanism for thiswill be an annual Stakeholders General Assembly.

The focus of the Board will be on over-arching policies and priorities of the CTF, financial management,
and fostering public-private partnerships necessary to build consensus and raise funds. The CTF' s
by-laws and other rules related to Board procedures will include strong provisions to reduce potential
conflicts of interest. The Board will assure that priorities, procedures, and operating plans are reasonable
and transparent, and that the Management Unit carries them out efficiently.

(i) Management Unit
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Day-to-day management and administration of the Trust Fund’s activities would be carried out by a
Management Unit headed by an Executive Director appointed by and responsible to the Board. The Unit
would be responsible for activities such as: preparation of annual work plans and budgets; devel opment
and implementation of systems for soliciting, receiving, reviewing, and recommending proposals; and
regular reporting to the Board on program and project implementation. The Management Unit will be
kept relatively lean, and the percentage of Fund assets available for administrative costs will be capped
(e.g., 20% of resources annually available). Instead of building alarge permanent staff for the Fund,
there will be a preference for reliance on short-term and consultant expertise, and devel oping expertise
within other PNG organizations that can be contracted to provide services. Rather than becoming an
executing agency itself, the Management Unit will, as much as possible, work through and with other
organizations in PNG.

(iii) Trust Advisor (commencement phase)

An organization experienced in Trust Funds will be contracted to serve as Trust Advisor during the
critical start-up phase. Thiswill entail providing assistance in the following areas:
. legal issues, taxation, financial management, personnel, information management, tracking
systems, and other technical matters encountered during the start-up phase;
liaison with major donors and providing help in securing additional financia contributions;
supporting the establishment and capacity building of the Management Unit;
assisting with identification and resolution of problems; and
providing other appropriate support to the Board of Directors and staff in carrying out their
responsibilities.

(iv) Technical Advisory Committees

Technical committees will be established to assist in review and selection of project proposals aswell as
project oversight (plus any functions where the Board and/or Management Unit require added technical
expertise).

7. Linkages. The CTF will establish strong, collaborative and synergistic linkages with the Office of
Environment and Conservation (as described above) and other relevant bodies and programs, such as: the
Steering Committees of the National Forest and Conservation Action Plan (NFCAP), the Targeted
Community Development Program, the Total Catchment Environmental Management (TCEM) Program,
the UNDP-sponsored Ramu Catchment Biosphere Reserve Initiative, the GEF Small Grants Program, and
other programs sponsored by PNG government agencies and international agencies.

8. Congtitution and Trust Deed. The Constitution and Trust Deed will serve as the principa legal
instruments of the CTF. Together, they will include among their provisions:

definition of the Fund’'s mission, goal, and over-arching objectives,

definition of the genera categories of activities to be supported, and eligible beneficiaries, with
provisions for modification of same by the Board,

terms governing invasion (i.e., drawdown) of endowment principal;

definition of the Trust Fund' s other operative bodies, and the responsibilities and authority of
each.

elaboration of Board procedures,

requirements for annual audits of operational, grant-making, and asset management programs,

-82 -



general procedures governing grant-making programs;

acap on the annual operating budget, and procedures for modifying the cap;

procedures for modification of the bylaws,

provisions for overriding specific by-laws (Thiswill likely be only through unanimous decision of
the Management Board, in order to ensure the maintenance of the endowment and integrity of the
Fund’s original purpose); and

provisions for the dissolution of the Trust under extraordinary circumstances, and disposition of
assetsin case of dissolution. (The disposition of the assets will be left to the discretion of each
donor).

9. Management of Trust Capital

The following steps will be taken to ensure responsible management of the trust capital:
Assets will be managed offshore by professional asset managers of international standing, under
discretionary contract, to invest funds in major international financial markets;
Funds will be transferred from offshore accounts to central fund accountsin PNG on the basis of
defined spending rules and annual expense and grant disbursement needs,
Conservative investment guidelines aimed at preservation of capital and generation of adequate
income will be approved by the Board and serve as the basis for managing assets,
Appropriate financial management and auditing controls will guide the management of sinking
funds and endowment income;
As a private charitable body under PNG law, and with a multi-stakeholder governance structure,
the Trust Fund will have sufficient checks and balances built into its legal instruments to prevent
any one stakeholder group from prevailing in decision-making;
The Trust’s lega instruments alow for dissolution and other corrective measures in the event of
actionstaken in violation of the Trust's mission or objectives.
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Annex 13

Environmental Review
I ntroduction

The Environmental Review was prepared prior to the appraisal mission, and was finalized during
the mission and identifies the potential environmental risks and benefits associated with the proposed
Forestry and Conservation Project. Herewith is an edited summary of the review.

Without project situation - Environmental Issuesin PNG’s Forest Sector

Asin many countries, the nature, pace, and scope of forest management in PNG is a controversia
topic. At the heart of the controversy in the PNG context are several key concerns. These include: (a)
lack of transparency in the process of land allocation and award of forest concessions; (b) lack of clarity
in the rules, regulations, obligations and rights of forest companies vis-avisloca landowners; (c)
allocation of forest harvesting rights in areas considered to be of high biodiversity or other ecological
service vaues; (d) lack of meaningful public consultation procedures; and (€) no apparent adherence to
basic environmental planning.

The environmental implications of these concerns potentially include:

allocation of forest areas to log harvesting or other forms of land clearing without due consideration
of aternative values and services of these lands such as for biodiversity conservation, watershed
protection, erosion control, or other possible land uses,

rapid alocation of forest lands to commercia production without due consideration of the actual
ecological values provided by the forest;

land use decisions which do not incorporate the views and desires of local communities;
introduction of silvicultural practices which may be inappropriate (unsustainable) for the specific
ecological context resulting in long-term degradation of the foret;

forest harvesting relies on large scale commercial operations with out due consideration given to
alternative small and medium operations which are less destructive;

landowner initiated conservation areas and non-commercial forest management activities are
frequently faced with significant obstacles,

rapid expansion of logging operations without ability to enforce regulations on acceptable harvesting
techniques or to monitor compliance with the harvesting code of practices and environmental
legidation leading to unnecessary and avoidable environmental damage and destruction of habitats.

While at the level of broad national policy, PNG is committed to sustainable management of its
forest resources (and in fact, thisis arequirement under the PNG constitution), it is evident that in the
past two decades sustainability has been compromised. In 1989 the Commission of Inquiry into the
Papua New Guinean Forestry Sector concluded that logging practices were causing irreversible damage
to forest resources, and impairing ecosystem functions. In 1991 the GOPNG initiated the National
Forest and Conservation Action Program, in conjunction with the Bank and other donors, to reverse these
trends. The Forest Act (1991 and amended in 1993) facilitates establishment of a sustainable forest
industry.

Project Objectives and Components
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The Forestry and Conservation Project intends to assist the Government of PNG with the
implementation of its national forest strategy. The Forest and Conservation Project's central objectives
will be to improve the environmental sustainability of forest harvests and to implement an effective
strategy to promote conservation areas and small-scale sustainable-use enterprises. Implementation of
independent inspection activities will be structured so as to allow monitoring of improvementsin forest
harvest techniques. Conservation goals will be measured by trends in project numbers and area of lands
that are under a conservation management regime.

The project will address these objectives through four related components, which are described in
detail in the Project Appraisal Document and Project Implementation Plan. Briefly, the components are:

Landowner Forest Decision-Making
Conservation Trust Fund

Sustainable Forest Management
Environmental Assessment and Monitoring

Expected Environmental I mpacts

The PNG forest project is currently classified asa“B” category project under the terms of World
Bank Operational Directive 4.01. The project is not expected to have major negative environmental
impacts. Infact, the project’s components will address many of the problems that confront the
environmentally sustainable management of PNG’ s forest resource.

Significant aggregate improvements in forest management, biodiversity conservation and
protected area establishment are expected. Areas that are to be managed for sustained yield natural
forestry are to be maintained in a condition that will lead to widespread forest regeneration, and not to
follow-on deforestation after timber harvests. Culturally appropriate conservation, protected area and
community based sustained use policies and strategies are to be implemented. The project intends to
ensure that conservation is integrated as a component of sustainable forest management.

Based on the information available to date, the review of the PNG Forestry and Conservation
Project indicates that project actions will have beneficial environmental impacts primarily through its
components directed at improving forest management, supporting forest protection programs, introducing
more sustainable and productive forest management techniques, introducing more transparent
participatory management arrangements and supporting severa biodiversity conservation initiatives.

If successful, the project will move the forest administration along way towards four important
goas. First, it will establish a more transparent decision making process and thus lead to increased forest
sector governance. Second, it will help to ensure adherence to principles of environmental planning.
Third, it will improve opportunities for public input to the decision process. Fourth, it will strengthen the
conservation capacity of PNG. The global environmental objective isto foster improved management and
conservation of biodiversity and important forest ecosystems in one of the world’s most important
remaining tropical rainforest regions. Doing so maintains option and existence values associated with
intact biodiversity stores and functional tropical ecosystems.

Expected monitorable outcomes of project activities would be: (i) establishment of permanent
conservation areasin the
PNG context, and on customarily owned land, that are representative of PNG's biodiversity; (ii)
maintenance of wide-spread and
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regenerating forest cover in managed forests, especialy in areas near senditive conservation sites; (iii)
provision for conservation

reserves within logging sites to be incorporated into Forest Management Agreements; (iv) establishment of
legal mechanisms and

financia instruments able to support landowner based conservation and sustainable-use activities; (v)
increased landowner participation

in, and benefits from, design and operation of sustainable-forestry enterprises.

Environmental considerations are mainstreamed into virtually every component of this project and
are integrated in planning, design, implementation, and monitoring activities both at the local and regional
scales. Project components are integrated into a comprehensive strategy to address forest sector issues.
Project components are oriented towards addressing most of the main environmental issues associated
with forest management. The review indicates that there are no major negative impacts arising from
project actions. Furthermore, the project is consistent with World Bank Operationa Policies and
Directives for forestry activities and environmental assessment OD 4.01 (Environmental Assessment),
4.36 and 4.04 (Natural Habitats).

The preceding statements do not imply that the project isrisk free. These conclusions are based
on assumptions regarding the effectiveness of project components at addressing major issues. If the
project isineffective at addressing the congtraints of the sector, the project risks further polarizing the
debate over the Bank’srole in the sector and the overall commitment of government to reform in
the sector.

Mitigation Measures

Table 1 provides a detailed description of project activities, the associated field activities,
potential environmental impacts, mitigation measure proposed and key assumptions which apply to each
project component. While the findings indicate that specific project activities will not have direct negative
impacts on the ground there are, nonetheless, environmental risks associated with the project. These risks
stem from the possibility that:

the Bank’ s involvement in the sector is perceived by stakeholders as further entrenching the status
guo which is seen by

NGOsto be a giveaway to large commercia interests;

the project fails to meet its objectives and a significant opportunity to promote the sustainable
development of the sector islost;

technical management options supported under the project do not meet their stated goals;

the project furthers the goals and aspirations of a single constituency (i.e., timber industry
interests) over the legitimate

interests of other groups;

the project leads to delays in implementation which undermines the credibility of the government
and the Bank;

Alternativesto Project Design
The aternatives considered for this project included: the no-project scenario; a project narrowly
focused on ingtitutional capacity building in the NFA; a project with strong emphasis on commercial

plantations; and a much broader project focusing on awider range of natural resource management issues
not limited to forestry. With the possible exception of the last option, none of these alternatives would
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have offered the potential for sustainable forest management, environmental planning and biodiversity
conservation as the current design. The no-project and narrowly focused aternatives would smply be
non-responsive to the urgent needs of the sector. Similarly, a project focused on plantation activity would
serve the interests of alimited constituency and in any case it is not clear that sufficient private interest in
this type of investment is available at thistime.

Stakeholder Consultation During Preparation

The focus during project preparation has been working in close consultation with all PNG forest
sector stakeholders; including government, local and international NGOs, landowners and others.
Throughout the development of the project concept, pre-appraisal and appraisal; dozens of meetings have
been held with development partners. The project was not developed as a plan to be accepted or rejected
by stakeholders; rather, from the beginning the project has evolved as ideas have been contributed by
multiple parties. On some half a dozen occasions, draft project documentation has been widely
disseminated and comments received, leading to substantial adaptive development of the project.

Summary

The environmental review of the PNG Forest Conservation Project indicates that project actions
have potential beneficia environmental impacts by improving forest productivity, supporting forest
protection programs, introducing more sustainable and productive forest management techniques,
reducing pressure on forest resources through participatory management arrangements and supporting
several biodiversity conservation initiatives. Environmental considerations are mainstreamed in almost
every component of this project, and are integrated in planning, design, implementation, and monitoring
activities both at the local and regiona scales. Project Components are oriented towards addressing most
of the main environmental issues associated with forest management. The review indicates that there are
no major negative impacts arising from project actions. The project isin compliance with World Bank
Operational Policies and Directives for forestry activities and environmental assessment (OD/OP 4.01,
4.36 and 4.04).
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Project component:

Sustainable Natural Forest Management

Project Activity

Potential Field Action

Natur e and scope of potential
environmental impacts

Mitigation proposa

I ndependent inspection - third party site * N0 negative impacts anticipated; - monitor work and
and reporting ingpections of forest - potentially positive benefits effectiveness of
operations; associated with improved inspection teams;
compliance, more consistent
application of forest rules and
regulations;
Forest planning - forest inventory and field |- no direct negative impacts of planning |-monitor implementat

data collection
- aerial and satellite remote
sensing surveillance of field
operations;
- forest map production
- land suitability
assessment
preparation of
management plans
improve information
systems

are anticipated;

- gpecific actions contained within a
management plan may have
environmentally contentious elements
(road building, land clearing, logging,)
- potentially positive impacts resulting
from improved knowledge base,
monitoring capacity,

of sub-component
-establish effective
mechanism for
monitoring complianc
with code of practices
-ensure that
management planning
procedures permit
adequate public
consultation

-EIA proceduresto b
determined for each
management plan;

Natural forest regeneration |-

Silvicultural practices
-- selective removal of
weeds, pruning, thinning,
re-planting

- long term sustainability of
regeneration activities;

- limited soil erosion potential;

- risk of inappropriate silvicultural
treatments;

- non-point source pollution associated
with agro-chemicals used for weeding
and other land clearing practices,

-adherence to logging
code of practice;
-limited use of
agro-chemicalsin
weeding operations
-limit use of mechani:
land clearing

Timber industry incentives |-

and sanctions

adoption of improved
field practices by private
sector;

introduce performance
bonds linked to compliance
with logging code of
practice;

ranking of corporations
performance;

No negative impacts
anticipated;

anticipated positive impacts
associated with improved field
practices,

-Monitor
implementation of
incentive programs ar
sanctions

Forest Management Area
Conservation Set Asides

- establish set asides;
- field demarcation
- management planning;

No negative impacts
anticipated
potential positive impacts

performance
monitoring;
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- enforcement of plan include greater consideration of
provisions biodiversity in forest planning;
larger and areas set aside for
biodiversity
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Project component: Landowner Forest Decison Making

Activity

Potential Field Action

Natur e and scope of potential
environmental impacts

Mitigation proposed

Implement improved

will lead to range

not able to determine impacts, a

systems of resource of field activities, priori, as they will relate to specific

decison making recommendations which derive from
improved processes;

Development options long range not able to determine potential

study

development options
defined

impacts as they will relate to
specific recommendations which
derive from improved processes,
possibility that more landowners
choose large industrial scale logging

procedures must
alow for EA of
proposed field activities
generated from process,

monitoring or
process implementation

as above

ensure that the full
range of forest
management options and
costs and benefits of
each are presented.

Awarenessand training and other unlikely to have any direct as above (#1)
education materials activities negative impact
Policy to permit clan |-conservation area unlikely to have any direct as above (#1)
based conservation  |establishment on customary [negative impact;
land:;
Establishment of large collectivedecison | 8 removal of areas from production as above

conservation areas

making to identify specific
initiatives

forest status will improve
biodiversity protection and
conservation efforts;
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Project component:
Environmental Protection

Activity

Potential Field Action

Natur e and scope of
potential environmental
impact

Mitigation proposed

Technical assistance for
design and implementation
of environmental
ingtitution

- fielding of government
environmental staff to
monitor and assess
compliance with
environmental
regulations

no direct negative
impacts,

potential positive
impacts resulting from
improved environmental
due diligence, oversight,
and quality control on
environmental issues

monitoring
implementation progress;

Investigate feasibility of
environmental leviesto
recover costs of operating
ingtitution

- conduct field research

no direct impacts

impacts depends
on find
recommendations, nature
of theleviesto
implemented

feasibility study
TOR to include specific
reference to the
environmental
implications of such
levies;
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Project component:
Conservation Trust Fund

Activity Potential Field Action Natur e and scope of Mitigation proposed Key
potential environmental
impact
Establishment of fund and 8§ Governance and § Ensurethose with 8
its gover nance operation will effect biodiversity conservation | cons
fund's effectiveness expertise and dedication | opere
control the fund cond
Funding of activities § Establishment of small | § Potential thattoo | 8§ Screening during 8
related to biodiversity scale community-base many small activities grant-making process isac
conservation sustained-use and will cumulatively impact susta
conservation areas biodiversity; with
8 Projectsthat do cons
not completely
incorporate biodiversity
conservation
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Annex 14

Forest Protection Policy Condition
1 All proposals for large scale agricultural development (50 hectares or more) which involve the
clearance of forest, regardless of to whom they are first submitted, to be directed to:

() The PNG Forest Authority for its evauation and Board endorsed report on the required forest
clearing;

(if) The Department of Agriculture and Livestock for its evaluation and report on the proposed
agricultural development; and,

(iii) The Office of Environment and Conservation for its evaluation and report on the
environmental impacts.

The NEC to consider al three above reports before giving it's approval for the proposal.

1 The proponent to show proof that they can fund the agricultural development completely without
reference, or the need to, to sell or export forest produce to fund a project;

2. The proponent of the agricultural development to lodge with the Forest Authority a performance
bond of not less than 15% of the total agricultural investment. This bond isto be used to rehabilitate the
areas clearfelled where the agricultural development does not take place or its considered by the
Department of Agriculture and Livestock to be likely to fail. Where successful development takes place
the bond to be reimbursed;

3. The Forest Authority and Department of Agriculture and Livestock to coordinate and determine
the most appropriate Timber Authority conditions; and

4, Where a project is approved, the issuance of the required Timber Authorities under the Forestry
Act to be subject to the conditions prescribed in the Forestry Regulations, and to the Department of
Agriculture and Livestock's procedures for the evaluation of progress with the implementation of the post
forest clearance agricultural development work.

New Road Construction:

1 The construction of new public roads through forested areas not to be funded by the logging of a
wide forest corridor;

2. Forest clearance for new public road construction to be limited to a 40 metre wide corridor; and
3. Before atimber authority is processed by the Forest Authority, the relevant Provincia

Government must confirm in writing that the proposed road is on the National and or Provincia
transport plan and that it agrees with the road being build, and that where it isto be responsible
that it can afford to maintain the road.

A. directed as follows:-

1 That the Forest Authority review the Forestry Regulationsto ensure their consistency with the
above policies before they are Gazetted;
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That the Department of Agriculture and Livestock prepare internal procedures for the evauation
of proposed Agricultural Development Projects, and for the evaluation of successful
implementation;

That the Department of Agriculture and Livestock finalise the preparation of these procedures by
1 August 1996;

That no more Timber Authorities be issued for agricultural clearance or new public road
development until the above policies are in place and are being implemented;

That consistent with NEC Decision No. 36/96, proposals currently under consideration will be
reviewed to ensure consistency with the above new forest protection policy and already existing
guidelines and procedures. Where they are not consistent, any formal or implied approvals for
these projects will be formally withdrawn. Specific proposal which will be reviewed are:

The Aitape forestry/oil palm project

The Kiunga-Aimbak road

The Gasmata/\Whitman Range road
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Annex 15
Annex 15: First Y ear Procurement Schedule
01 2002
Task Name Dur. Pred. Start J|A|S|[O|IN|D|J|F[M[A|M]|J]|J
1 BORROWERAGREEMENTTO PRE-PROJECT Owks Tue7/17/01
FINANCING |77
2 PROJECTNEGOTIATIONS 0days Tue 10/9/01
m 10/9
3 BOARD PRESENTATION 0days 2 Thu 11/29/01
W 11/29
4 PROJECTEFFECTIVENESS Owks Sun 3/31/02
m 3/31
5 BUDGETINGAND OPERATIONALFUNDING 19.4wks Tue 8/28/01 19.4 wks
Ik il
6 5.1 Establish ExecutingAgency Trust Account 4wks 3FS+2wks Thu 12/13/01
(EATA) in PNG Kina
7 5.2 Budget and approve fundingof Project 3wks 2SF Tue 9/18/01
Management Unit
8 5.3 Establish Project Oversight Committee (POC) 6wks 25F Tue 8/28/01
9 5.4 Appoint Members of POC 6wks 2SF Tue 8/28/01
10 5.5 Appoint Component Managers in |mplementing 1wk 3 Thu 11/29/01
Agencies (IAs)
11 5.6 Prepare officesand temporary furnishingsto 4wks 7 Tue 10/9/01
enablePMU to function
12 5.7ESTABLISH PROJECTMANAGEMENT 14.3wks Tue9/11/01
UNIT
13 5.7.1 Employ Project Manager (PM) within 4wks 25F Tue 9/11/01
PMU
14 5.7.2 Appointment of Accountant, Procurement | 2wks 13FS+8.3 wks Wed 12/5/01
Specialist and Secretary for PMU
15 |6 PROCUREMENTPRELIMINARIES 11wks Thu 11/29/01
16 6.1 Prepare Terms of Referencefor Technical 8wks 3,13 Thu 11/29/01
Assistance and Contracted Services
17 6.2 Review of TORs by Bank and issue"No 3wks 16 Thu 1/24/02
Objection”.
18 6.3 Publication of General ProcurementNotice in 1wk 3,14 Wed 12/19/01
"Development Business' for ICB contracts
19 |7 DETAILSBY CATEGORY AND PROCUREMENT | 49.6 wks Tue7/17/01
METHOD
20 7.1CIVILWORKS 24.7 wks Wed 12/19/01
21 7.1.1Civil Works packageswith value from | 24.7 wks Wed 12/19/01
US50,00 and above(NCB)
22 7.1.1.1 Preparetechnical specifications and 6wks 3,14 Wed 12/19/01
compile SBDs
23 7.1.1.2 Prior review of documents by Bank 2wks 22 Wed 1/30/02
andissue "No Objection”
24 7.1.1.3 Invitation to Bid 1wk 4,23 Sun 3/31/02
25 7.1.1.4 Bid period 4wks LSS Sun 3/31/02
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ID |Task Name Dur Pred. Start F[M|[A J
26 7.1.1.5 Bid opening 1day 25 Fri 4/26/02
27 7.1.1.6 Evaluation of bids by FCMTB 2wks 26 Mon 4/29/02
28 7.1.1.7 Evaluation report sent by PMU to 1wk 27 Mon 5/13/02
IBRD
29 7.1.1.8 Award of contract to successful 3wks 28 Mon 5/20/02
bidder (=]
30 7.1.1.9 Signcontract Owks 29 Fri 6/7/02
m 67
31 7.1.2CIVILWORKS PACKAGESCOSTING | 23.7wks Wed 12/19/01 23.7 wks
LESS THAN US$50,000(NCB) 11
32 7.1.2.1 Prepare technical specifications and 6wks 3,14 Wed 12/19/01
compile SBDs |
33 7.1.2.2 Invitation to Bid 1wk 4,32 Sun 3/31/02
i}
34 7.1.2.3 Bid period 4wks 33ss Sun 3/31/02
=
35 7.1.2.4 Bid opening 1day 34 Fri 4/26/02
36 7.1.2.5 Evaluation of bids by FCMTB 2wks 35 Mon 4/29/02
37 7.1.2.6 Award of contract to successful 3wks 36 Mon 5/13/02
bidder =
38 7.1.2.7 Signcontract Owks 37 Fri 5/31/02
m 531
39 7.2GOODS 26.7wks Wed 12/19/01 26.7 wks
' n
40 7.21GOODS CONTRACTS USING ICB 26.7wks Wed 12/19/01 26.7 wks
PROCEDURESWITH VALUEOF 11
US$100,0000R MORE
41 7.2.1.1 Prepare technical specifications and 6wks 3,14 Wed 12/19/01
compile SBDs — |
42 7.2.1.2 Prior review of documentsby IBRD |  3wks 41 Wed 1/30/02
andissue "No Objection” —
43 7.2.1.3 Invitation to Bid by PMU 1wk 4,42 Sun 3/31/02
i]
44 7.2.1.4 Bid period 6 wks 43ss Sun 3/31/02
45 7.2.1.5 Bid opening 1day 44 Fri 5/10/02
46 7.2.1.6 Evaluation of bids by FCPTB 2wks 45 Mon 5/13/02
47 7.2.1.7 "No Objection” by Bank to award 1wk 46 Mon 5/27/02
contract i}
48 7.2.1.8 Award of contract to successful 3wks 47 Mon 6/3/02
bidder ]
49 7.2.1.9 Signcontract Owks 48 Fri 6/21/02

1

6/21
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50 7.2.2GO0ODS CONTRACTS (NCB) WITH 22.7wks Wed 12/19/01 22.7 wks
VALUEOF US$20,000 UPTO US$100,000 L1
51 7.2.2.1 Preparetechnical specifications and 4wks 3,14 Wed 12/19/01
compile SBDs C3a
52 7.2.2.2 Prior review of documents by PMU 1wk 51 Wed 1/16/02
Procurement Specialist 1]
53 7.2.2.3 Issue"No Objection" to bid by 1wk 52 Wed 1/23/02
PMU o
54 7.2.2.4 Invitation to Bid 1wk 4,53 Sun 3/31/02
i}
55 7.2.2.5 Bid period 3wks 54SS Sun 3/31/02
]
56 7.2.2.6 Bid opening 1day 55 Fri 4/19/02
[}
57 7.2.2.7 Evaluation of bidsby FCMTB 2wks 56 Mon 4/22/02
C
58 7.2.2.8"No Objection” by PMU to award 1wk 57 Mon 5/6/02
contract 0
59 7.2.2.9 Award of contract to successful 2wks 58 Mon 5/13/02
bidder o
60 7.2.2.10 Signcontract Owks 59 Fri 5/24/02
W 5/24
61 7.2.3GO0ODS CONTRACTS (SHOPPING) | 17.5wks Wed 12/19/01 17.5 wks
WITH VALUELESS THAN US$20,000 [, 1]
62 7.2.3.1 Prepare scheduleof goodsto be 2wks 314 Wed 12/19/01
procured, delivery schedule, and quotation C
format
63 7.2.3.2 Request for aminimumof three 2wks 4,62 Sun 3/31/02
written quotations from suppliers 0
64 7.2.3.3 Evaluation of quotations by PMU 1wk 63 Fri 4/12/02
1]
65 7.2.3.4 Award and sign contract Owks 64 Thu 4/18/02
m 418
66 7.3TECHNICALASSISTANCE CONTRACTS 19wks Thu 2/14/02 19 wks
n i i n
67 7.3.1FIRMS 19wks Thu 2/14/02 19 wks
———n
68 7.3.1.1CONTRACTS WITHVALUE 17 wks Thu 2/14/02 17 wks
EQUALTO OR GREATERTHAN Ik 1
US$100,000(QCBS)
69 7.3.11.11Asand PMU prepare cost 2wks 14,16,17 Thu 2/14/02
estimates and budget O
70 7.3.1.1.2 Prepare "short list" of firms 2wks 69SS Thu 2/14/02
O
71 7.3.1.1.3 Prepare Request for 2wks 69SS Thu 2/14/02
Proposals, Informationto Consultants d
& Contract Form
72 7.3.1.1.4 Review and "No Objection” 3wks 69,70,71 Thu 2/28/02
by IBRD to issue RFP =
73 7.3.1.1L5PMU Issue RFP 4wks 2 Thu 3/21/02
3
74 7.3.1.1.6 Receiveproposals Owks 73 Tue 4/16/02
W 416
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75 7.3.1.1.7 Evaluate technical proposals: 1wk 74 Wed 4/17/02
consideration of quality 1]
76 7.3.1.1.8 Evaluate financial proposal 1wk 5 Wed 4/24/02
0
7 7.3.1.1.9 Final evaluation of quality 2wks 75,76 Wed 5/1/02
and cost ]
78 7.3.1.1.10 Negotiate contract with 2wks 77 Wed 5/15/02
successful firm O
79 7.3.1.1.11 "No Objection” by IBRD 2wks 78 Wed 5/29/02
m]
80 7.3.1.1.12 Signcontract Owks 79 Tue 6/11/02
W 6/11
81 7.3.1.2CONTRACTS WITH VALUE 19wks Thu 2/14/02 19 wks
LESS THAN US$100,000(CQ) o an
82 7.3.12.11As and PMU prepare cost 2wks 14,16,17 Thu 2/14/02
estimates and budget O
83 7.3.1.2.2 Prepare Request for 2wks 82SS Thu 2/14/02
Proposals, Informationto Consultants O
& Contract Form
84 7.3.1.2.3 Review and “No Objection” 3wks 82,83 Thu 2/28/02
by IBRD to issue RFP =
85 7.3.1.24 PMU |ssueRFP 2wks 84 Thu 3/21/02
C
86 7.3.1.2.5 Receiveproposals Owks 85 Tue4/2/02
W42
87 7.3.1.2.6 Evaluate proposals 1wk 86 Wed 4/3/02
0
88 7.3.1.2.7 Negotiate contract with 2wks 87 Wed 4/10/02
successful firm o
89 7.3.1.2.8 "No Objection” by IBRD 2wks 88 Wed 4/24/02
]
90 7.3.1.2.9 Signcontract Owks 89 Tue5/7/02
w57
91 7.3.1.2.10 PMU Issue RFP 2wks 90 Wed 5/8/02
a
92 7.3.1.2.11 Receiveproposals Owks 91 Tue5/21/02
m/5/21
93 7.3.1.2.12 Evaluate technical 1wk 92 Wed 5/22/02
proposals: consideration of quality 1]
94 7.3.1.2.13 Evaluatefinancial proposal 1wk 93 Wed 5/29/02
1
95 7.3.1.2.14 Final evaluation of quality 2wks 93,94 Wed 6/5/02
and cost [m]
96 7.3.1.2.15 Negotiate contract with 1wk 95 Wed 6/19/02
successful firm o
97 7.3.1.2.16 Signcontract Owks 96 Tue 6/25/02
W 6/25
98 7.3.2INDIVIDUALS 12wks Thu 2/14/02 12 wks
99 7.3.21CONTRACTS WITH VALUE 12wks Thu 2/14/02 12 wks
EQUAL TO OR GREATERTHAN
US$100,000(CQ)
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100 7.32.1.11As and PMU prepare cost 2wks 14,16,17 Thu 2/14/02
estimates and budget [m
101 7.3.2.1.2 Prepare Request for 2wks 100Ss Thu 2/14/02
Proposals, Informationto Consultants O
& Contract Form
102 7.3.2.1.3 Review and "No Objection” 3wks 100,101 Thu 2/28/02
by IBRD to issue RFP =
103 7.32.1.4 PMU IssueRFP 2wks 102 Thu 3/21/02
C
104 7.3.2.1.5 Receiveproposals Owks 103 Tue4/2/02
W42
105 7.3.2.1.6 Evaluate proposals 1wk 104 Wed 4/3/02
0
106 7.3.2.1.7 Negotiate contract with 2wks 105 Wed 4/10/02
successful firm o
107 7.3.2.1.8 "No Objection” by IBRD 2wks 106 Wed 4/24/02
]
108 7.3.2.1.9 Signcontract Owks 107 Tue5/7/02
m 5/7
109 7.3.22CONTRACTS WITH VALUE 12wks Thu 2/14/02 12 wks
FROM US$50,000 UPTO US$100,000 Ik 1
(CQ)
110 7.3.2.211As and PMU prepare cost 2wks 14,16,17 Thu 2/14/02
estimates and budget O
111 7.3.2.2.2 Prepare Request for 2wks 110Ss Thu 2/14/02
Proposals, Informationto Consultants O
& Contract Form
112 7.3.2.2.3 Review and "No Objection” 3wks 110,111 Thu 2/28/02
by IBRD to issue RFP =
113 7.32.24 PMU |ssueRFP 2wks 112 Thu 3/21/02
C
114 7.3.2.2.5 Receiveproposals Owks 113 Tue4/2/02
W42
115 7.3.2.2.6 Evaluate proposals 1wk 114 Wed 4/3/02
0
116 7.3.2.2.7 Negotiate contract with 2wks 115 Wed 4/10/02
successful firm [m}
117 7.3.2.2.8 "No Objection” by IBRD 2wks 116 Wed 4/24/02
]
118 7.3.2.2.9 Signcontract Owks 117 Tue5/7/02
w57
119 7.3.2.3CONTRACTS WITH VALUE 12wks Thu 2/14/02 12 wks
LESS THAN US$50,000(CQ) Ir ]
120 7.3.2.3.1 Prepare preliminary list of 2wks 14,16,17 Thu 2/14/02
consultants ad
121 7.3.2.3.2 Request consultants to 3wks 120 Thu 2/28/02
furnish experienceand competence data /=
122 7.3.2.3.3 Review data and prepare 2wks 121 Thu 3/21/02
"Short List" of most qualified [
consultants
123 7.3.2.3.4 Selectionof most qualified 2wks 122 Wed 4/3/02
individual and request financial (m}
proposal
124 7.3.2.3.5 Evaluate proposal 2wks 123 Wed 4/17/02
O
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125 7.3.2.3.6 Negotiate contract with 1wk 124 Wed 5/1/02
individual 0
126 7.3.2.3.7 Signcontract Owks 125 Tue5/7/02
w57
127 7.40THER CONTRACTED SERVICES 19.2wks Thu 2/14/02 19.2 wks
[ ——n
128 7.4.1ALLCONTRACTS (ICB)WITH 19.2wks Thu 2/14/02 19.2 wks
VALUEEQUAL TO US$100,0000R MORE Ik 1
129 7.4.1.1 Prepare technical specifications and 4wks 14,16,17 Thu 2/14/02
biddingdocuments {
130 7.4.1.2 Prior review of documentsby IBRD 3wks 129 Thu 3/14/02
and issue "No Objection” —
131 7.4.1.3 Invitation to Bid 1wk 130 Wed 4/3/02
0
132 7.4.1.4 Bid period 6wks 131Ss Wed 4/3/02
—a
133 7.4.1.5 Bid opening 1day 132 Wed 5/15/02
134 7.4.1.6 Evaluation of bids by FCMTB 2wks 133 Thu 5/16/02
[m]
135 7.4.1.7 "No Objection" by Bank to award 1wk 134 Thu 5/30/02
contract ]
136 7.4.1.8 Award of contract to successful 3wks 135 Thu 6/6/02
bidder (]
137 7.4.1.9 Sign contract Owks 136 Wed 6/26/02
W 6/2
138 7.42ALLCONTRACTS (NCB) WITH 15.2wks Thu 2/14/02 15.2 wks
VALUEEQUAL TO US$20,000UPTO r | ]
US$100,000
139 7.4.2.1 Prepare technical specifications and 4wks 14,16,17 Thu 2/14/02
compile SBDs —
140 7.4.2.2 Prior review of documentsby IBRD 3wks 139 Thu 3/14/02
and issue "No Objection” —
141 7.4.2.3 Invitation to Bid 1wk 140 Wed 4/3/02
0
142 7.4.2.4 Bid period 3wks 141ss Wed 4/3/02
(o]
143 7.4.2.5 Bid opening 1day 142 Wed 4/24/02
|
144 7.4.2.6 Evaluation of bids by FCMTB 2wks 143 Thu 4/25/02
(]
145 7.4.2.7 "No Objection" by Bank to award 1wk 144 Thu 5/9/02
contract
146 7.4.2.8 Award of contract to successful 2wks 145 Thu 5/16/02
bidder [m]
147 7.4.2.9 Sign contract Owks 146 Wed 5/29/02
W 5/29
148 7.43ALLCONTRACTS (SHOPPING) 5wks Thu 2/14/02 | 5 wks
WITHVALUELESS THAN US$20,000 i
149 7.4.3.1 Prepare schedule of goodsto be 2wks 14,16,17 Thu 2/14/02
procured, delivery schedule, and quotation O
format
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150 7.4.3.2 Request for aminimumof three 2wks 149 Thu 2/28/02

written quotations from suppliers
151 7.4.3.3 Evaluation of quotations by PMU 1wk 150 Thu 3/14/02
152 7.4.3.4 Award and sign contract Owks 151 Wed 3/20/02
153 7.50THER OPERATIONALCOSTS 42.6 wks Tue7/17/01

1
154 7.5.1CONTRACTS WITH VALUEEQUAL 12.2wks Thu 2/14/02
TO OR GREATERTHAN US$20,000(NCB) 1

155 7.5.1.1 Preparetechnical specifications and 4wks 14,16,17 Thu 2/14/02

compile SBDs
156 7.5.1.2 Prior review of documents by PMU 1wk 155 Thu 3/14/02

Procurement Specialist
157 7.5.1.3 Invitation to Bid 1wk 156 Thu 3/21/02
158 7.5.1.4 Bid period 3wks 157ss Thu 3/21/02
159 7.5.1.5 Bid opening 1day 158 Wed 4/10/02
160 7.5.1.6 Evaluation of bidsby FCPTB 2wks 159 Thu 4/11/02
161 7.5.1.7 Award of contract to successful 2wks 160 Thu 4/25/02

bidder by PMU
162 7.5.1.8 Signcontract Owks 161 Wed 5/8/02

m 58
163 7.5.2CONTRACTS (SHOPPING)WITH 36.4 wks Tue7/17/01
VALUELESS THAN US$20,000

164 7.5.2.1 Prepare scheduleof goodsto be 2wks 14,16,17 Thu 2/14/02

procured, delivery schedule, and quotation

format
165 7.5.2.2 Request for aminimumof three 2wks 164 Thu 2/28/02

quotations from suppliers
166 7.5.2.3 Evaluation of quotations by PMU 2wks 165 Thu 3/14/02
167 7.5.2.4 Award and sign contract Owks 166 Wed 3/27/02
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Annex 16

Annex 16: Six-year Implementation Plan

2002 2003 2004 2005 2006 2007
ID |Task Name Duration | Predecessors |Q4/Q1|/Q2[Q3|Q4|Q1]| Q2| Q3[Q4|Q1(Q2| Q3| Q4| Q1] Q2| Q3[ Q4| Q1| Q2| Q3| Q4| Q1| Q2 Q3| Q4| Q1
1 |PROJECTNEGOTIATIONS 0 wks
2 |BOARDPRESENTATION 0 wks [}
3 |PROJECTEFFECTIVENESS 0 days
4 |PMRBASED DISBURSEMENT 44.8 wks 'l !
5 Review to determine feasibility of adopting 44.8 wks 3ss
PMR based disbursement
6 |LANDOWNERFOREST DECISION-MAKING 3136 wks
COMPONENT
7 Development Options Study 3136 wks [T 1]
8 DOS Strategy Adoption and LDOU 26.2 wks 3SS-58 days
Establishment
9 Development of DOS methods and 39 wks 8SS+89 days
mechanisms
10 LDOU and DOS training 152 wks 9S5+29 days
11 Implementation of DOS 1 activities 229 wks 10SS+60 days
12 DOS 2 Implementation 230 wks 11SS+48 wks
13 Develop and distribute educational and 302 wks 3ss
information materials
14 MONITORINGTARGET:LDOU Owks 8
established and DOS strategy adopted
15 MONITORING Owks 8 [
TARGET:Implementationof education
plan for landowners
16 Strengthening of LandownerRepr esentative 300 wks 1 1]
Mechanisms
17 Review and updating ILG legislation 9L6 wks 3SS+2 wks
and regulations
18 Drafting and publication of ILG 39 wks 1
procedures manual
19 Implementing new ILG regulation 157.4 wks 18FS+12 wks
20 Community training in ILG formation 157.4 wks 19ss
21 Landowner organization formation 193.4 wks 20SS-36 wks
22 MONITORINGTARGET:Approvalof 0 wks 17FS+4 wks [ ]
necessary enabling regulations
23 MONITORINGTARGET: Presentation 0 wks 22FS-8 wks [ ]
of necessary legislation to Parliament
24 MONITORINGTARGET:Workshopon 0 wks 23FS+12 wks [ ]
best practicesfor landowner
organizations
25 MONITORINGTARGET: Representative 0 wks 21SS+78 wks
landowner organizations functioning in
20% of forestry project ar eas
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ID [Task Name Duration | Predecessors Q4| Q1
26 MONITORINGTARGET: Representative 0 wks 25FS+111 wks
landowner organizations functioning in
80% of forestry projectareas
27 LandGroupBased Conservation & Resource 297.5 wks 1]
ManagementAreas
28 Design mechanizations and legal basis 39 wks IS+ wks
for land group based CMAs
29 Develop capacity in DEC to help 126.4 wks 28SS+4 wks
landowner groups
30 Establish initial community based 235 wks 20SS+52 wks
CMAs
31 MONITORINGTARGET:L egal and 0 ks 28FS+52 wks
regulatory basis for establishment of
landowner managed CMAs
32 MONITORINGTARGET:CMA projects 0 ks 30SS+104 wks
operating in one major water shed
33 MONITORINGTARGET:CMA projects 0 ks 32SS+137.5 wks
operatingin three major water sheds
34 |CONSERVATIONTRUST FUND 315.8 wks 1]
35 Establishment Activities 52 wks [T
36 Establish administrative office 52 wks 2
37 Establish investment management and 39 wks %8S
financial audit system
38 Commencement Activities 309.8 wks 1]
39 Fund raising plan development and 1046 wks ¥
implementation
40 Utilize project grants / establish 104 wks ¥
demonstration projects
41 Develop project appraisal and 39 wks 3
monitoring capacity
42 MONITORINGTARGET:Boardof 0 wks 3755+6 wks
Trustees appointedand operating
43 MONITORINGTARGET:Legal 0 ks 4155+8 wks
instruments, operational manual and
procedur esapproced.and appr aisal
44 MONITORINGTARGET: Twenty 0 ks 40SS+120 wks
demonstration projectsunder
implementation
45 CTF Endowment 169.8 wks | ]
46 Endowment fund establishment 26 wks 4455-13 wks
47 Endowment fund capitalization 156.8 wks 465S+13 wks
48 Endowment management and 168.8 wks 475513 wks
monitoring activities
49 MONITORINGTARGET:GEF 0 ks 47SS+13 wks
endowmentfundsin place
50 MONITORINGTARGET:Additional 0 wks 49SS+141 wks

donor endowment fundsin place




| 2002 2003 2004 2005 2006 2007 | 2008

Task Name Duration | Predecessors |QZ Q3|Q4|Q1| Q2| Q3| Q4| Q1| Q2| Q3| Q4| Q1| Q2| Q3| Q4| Q1| Q2| Q3| Q4| Q1| Q2| Q3| Q4|Ql Q2[Q3
1 |SUSTAINABLEFOREST MANAGEMENT 298 wks
ImprovedFor est Oper ations, I nspection, and 297.8 wks i 0
Monitoring
Review of FMAs, forest permits, forest 156.6 wks 3SS+4 wks
operations, and monitoring systems
Actions to establish more efficient 206.8 wks 53SS+91 wks
monitoring system and its
implementation
Performance bond design and approval 52 wks 53SS
Improved sanctioning capability by 52 wks 55SS+13 wks
GOPNG, including performance bond
application
Implement sanctions and performance 232.8 wks 56
bond
Review and approval of new system for 67 wks 55SS
forestcharges
Implementation of new forest charges 232.8 wks 57Ss
system
MONITORINGTARGET:Fifteen forest O wks 55
operationsreviewed
MONITORINGTARGET:New forest O wks 55 .
revenue systems approved
MONITORINGTARGET:Upgraded 0 wks 5955+104 wks

inspection and monitoring procedur esin
30% of forest oper ations

MONITORINGTARGET:Newincentives O wks 62
and logging codesapproved

MONITORINGTARGET: Upgraded 0 viks ]
inspection and monitoring proceduresin
80% of forest oper ations

Forest Planning 298 wks | 1) 1 ]

Strengthening environmental GIS 104 wks 3SS+4 wks
capacity in DEC

Improve protocols and NFS capability to 104 wks 66sS
use environmental GIS data

Environmental GIS data integration in 2758 wks 665S+22 wks
forestry planning

Establish guidelines for conservation 52 wks 665S+13 wks
set asides
Recalculation of AACand cutting cycles 156.8 wks 69ss
Research into forest management and 284.8 wks 69ss
silviculture
Strengthening NFS forest management 285 wks 69ss

planning and upgrading national
provincial and project plans

Review and improve FMAdocument 9L6 wks 3SS+13wks

MONITORINGTARGET:AdequateGIS 0 wks T3FS+5 wks ]
operational capability in DEC andin FS

MONITORINGTARGET:ApprovecFM A Ouks T3FS+5 wks ]
by ForestryBoard
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p1 2002 2003 2004 2005 2006 2007

Task Name Duration | Predecessors  [03]Q4]Q1] Q2] 3][Q4[Q1]Q2[ Q3] Q4] Q1] Q2] @3] Q4] Q1] Q2] Q3] Q4 Q1] Q2] Q3[ Q4] Q1] Q2[ Q3

MONITORINGTARGET:New FMA 0 wks 75S5+65 wks []
applied toall new proposals

MONITORINGTARGET:New AAC and 0 wks T3FS+5 wks [
silvicultural prescriptionsappliedin all
new oper ations

MONITORINGTARGET:New AAC and 0 wks [ ]
silvicultural prescriptionsappliedin all
operations
Post Harvest For est Management and 297.8 wks L]
Plantations
Review regeneration trials to date and 297.8 wks 3SS+4 wks

establish further trials

Refine and disseminate natural 262.8 wks 80SS5+31 wks

regeneration treatment prescriptions

Agreements, training,and 262.8 wks 80SS+31 wks
implementation of regeneration pilots

Expansion of regeneration program 1308 wks 8255+130 wks
beyond pilots

Establish and staff plantation 52 wks 3FS+12 wks
investment promotion unit

Plantation development strategy paper 65 wks 8455+25 wks
completed
Plantations rehabilitation and 2298 wks 8555+35 wks

establishment of demonstrations

Development of plantation promotion 130 wks 86SS+26 wks
prospectus and investor solicitation

MONITORINGTARGET: Regeneration O wks 87SS+9 wks
regulations and guidelines developed

MONITORINGTARGET: Plantation 0 wks 88SS [

strategy study and site identification

completed

MONITORINGTARGET: Feasibility 0 wks 83SS+65 wks [ ]

study and prospectuscompleted

MONITORINGTARGET:Regeneration 0 wks [ ]
regulations and guidelines applied toall
forest operations

2 |ENVIRONMENTALASSESSMENT AND 332 wks [T
MONITORING
Environmental Assessment, Monitoring and 301.8 wks T
Regulation
Complete and enact regulations under 52 wks 3ss

Environment Bill

Draftand finalize forestryenvironmental 65 wks 3ss
policy
Deliver awareness training on 209.4 wks 9555+26 wks

environmental regularitory systems

Design new permits system and build 65.4 wks 96SS
permits database

Review options, draftand approve 42 ks 9755-4 wks
regulations to implement users' fees

Develop and implement accounting and 2538 wks 3SS+48 wks
management system for fee collection

Develop criteria and approach for 39 wks 99sS
review of existing forestryprojects
permits _system
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o1 2002 2003 2004 2005 2006 2007
Task Name | Duration | Predecessors |Q3|Q4(Q1| Q2| Q3|Q4|Q1[{Q2|Q3| Q4| Q1| Q2| Q3[Q4|Q1{Q2| Q3| Q4| Q1| Q2| Q3| Q4| Q1| Q2| Q3|
Implement substitute environmental 201.8 wks 100FS+9 wks
permits conditions with existing
projects
MONITORINGTARGET:New act and 0 wks 99SS,100SS [ |
regulation drafted
MONITORINGTARGET: Thirty percent 0 viks 10155+65 wks ]
of all forestry operationssubject to
environmental assessment
MONITORINGTARGET: All forestry 0 wks [ |
oper ations subject to environmental
assessment
Environmental Monitoring by L ocal 332 wks T
Communities
Review and amendment of legal 61 wks 3SS+9 wks
options for community monitoring
Development and implementation of 68 wks 106FS-13 wks
program for training development and
support for community monitoring
Training of community assessors 176.8 wks 107
Establishment of four pilot community 2228 wks 107SS+22 wks
assessment areas
Evaluation of pilot schemes and 131.8 wks 109SS+86 wks
establishment of further community
i 1t programs
MONITORINGTARGET: Environmental 0 wks 109SS+21 wks [ |
assessment training modules ready
MONITORINGTARGET:One hundred 0 wks 1108s [ ]
community assessors trained
MONITORINGTARGET: Twenty pilot 0 wks
assessment programsimplemented
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Additional
Annex 17

Supervision Plan to Mid-term Review

Asnoted under item 5 of C. Project Description Study, in the main text of this document, the Quality
Enhancement Review, carried out for this project in February 2000, strongly recommended that, given the
high risk environment in which this project is to be implemented, it requires:

“ .intensive supervision, beyond that required for conventional investment operations,
particularly during the first three years of the project implementation period.”

The QER recommended that a specific annex be appended to the Project Appraisal Document, detailing
specific milestones, priority areas for supervision, a supervision plan, and proposals for the use of trust
funds and cooperative arrangements with other donors to implement enhanced supervision. It further
recommended that some specific mention needs to be made of the resources that the project will provide to
enhance environmental assessment and monitoring and evaluation in this area. It aso proposed that the
Bank needs to go beyond conventional Bank practice, by defining an exit strategy with trigger points and
indicators specified for this project, in view of the high risks associated with its implementation.

The table below outlines a plan to monitor the project up to the point where amid term review will be
carried out. In this case, the MTR will be done just prior to the time when the major funding component of
the GEF, to establish the endowment phase of the Conservation Trust Fund, will be due. Thisisaso
about the time when most components of the project have completed initial legal and regulatory reforms,
staffing and training, and also extension and training for recipients of project outputs (primarily
landowners involved in the formation of new landowner units), and should be ready to proceed to scaling
up of field implementation of al project components. It thus represents a convenient point at which to
apply the exit strategy recommended by the QER. The design outline for the MTR itsdlf isintended to
provide not only a broad assessment of how well the project is progressing, but aso to inform a decision
by the Bank and the Government on whether to proceed with the project.

This decision will be based on three critical performance indicators:

1 Any evidence of significant financial or procurement mismanagement in the project;

2. Any failure to implement amajor project component e ement, or to implement it at an unacceptable
level of performance.

3. Failure to comply with loan covenants.

The reason adecision to close the project would be taken if either of these manifest isimplied in the highly
integrated and interdependent nature of this project, as described at various places in the main text of this
document. A major failure in any component would compromise the performance and sustainability of the
project as awhole, and would therefore be unacceptable. Thisis not to suggest that the MTR might not
suggest major restructuring of the project if thisis judged as being needed at the time: but thereisa
gualitative difference between the conditions under which that judgement would be made (for example, it
may well eventuate because circumstances in the sector have altered in  unanticipated ways during the
course of the project) and the fundamental problems of commitment and accountability that would
underlie a decision to terminate the project.

The costs of the supervision process outlined here will be high: far higher than is the norm for Bank
projects. Total cost of supervision for the first 30 months after effectiveness as estimated at $325,000
and involve 45 weeks of staff and consultants’ time. At the time of writing of this document, a global
review of the Bank’s performance in the forests sector since issue of the Bank policy on forestry wasin
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progress, and the review of implementation of the policy by the Bank’ s Operations Evaluation Department
had already concluded that one of the major reasons for the poor performance of Bank forest projects was
the lack of effective supervision of implementation. Another conclusion which was beginning to emerge
from the policy and implementation review process was that Bank interventions in the forests sector were
likely to become more complex and less reliant on individual, stand-alone field investments, and the strong
implication is that these newer forms of intervention will require more analysis of the ESW type to
formulate effectively, and then more monitoring and supervision under implementation. The benefit likely
to be achieved, however, is that Bank forest interventions will become much better designed, better
integrated with other activities of the Bank and other donors and stakeholders, and more effective
especidly in delivery of the Bank’ s overriding goals of poverty aleviation and sustainable development.
This Papua New Guinea project has many of the features which will be recommended for the Bank’s new
approach in the sector, and may therefore be seen as a precursor of others that may soon follow for
presentation to the Board.

An effort will be made to obtain externa support for the supervision and monitoring effort needed for this
project, in two ways:

1. A searchfor trust fund and other sources of support which would cover the costs of consultants,
workshops and other expenses will be made when the project is approved for implementation. An
approach to the UNDP will be made in this regard,

2. Thetask team will seek out opportunities to combine supervision and monitoring activities for this
project with thoise for programs and projects being implemented by othersin PNG. The Australian
aid agency, and the European Union are preparing major interventionsin the sector, and have
coordinated so far with the Bank in this. There may even be opportunities for joint supervision of
these activities by all agencies involved, which would lead to cost savings and efficiencies: the
Australian agency has expressed some interest in thisidea already.
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Supervision Monitor ables/Focus of Mission Expertise Duration Estimated Cost
Mission Required (staff/consultant
time & travel etc)
1. Effectiveness | Project Management: TTL/forest 3 weeks - fares, subsistence
review - PMU & POC operating; policy and etc: $15 000
(3 months after | - first AWP and budget prepared; economic - staff/ consutants’
effectiveness) - financial management system, specialist; time: $23 000
hardware, manuals etc in place; financial mgt and | 1 week
- bids, contract for initial goods procurement
purchase completed. specialist; 1 week
LDOU: forest
- LDOU staff employed; management
- initial TA in place; specialist
- DOS strategy paper done and
training for DOS under way.
Conservation Trust Fund:
- CTF staffing complete and training
under way.
Sustainable Forest Management:
- review of FMA and operational
processes initiated;
- forest revenue study initiated;
- regeneration systems assessed.
Environment Assess & Monitoring:
- legal and policy reviews initiated;
- monitoring/assessment system
designed.
2. Early Project Management: TTL; 2 weeks - fares, subsistence
implementation - Project management and landowner 1 week etc: $15,000
review coordination operationally specialist; - staff/consultants’
(6 months after effective; finanical 1 week time: $20,000
effectiveness) - project monitoring and reporting in management and
place; procurement
- procurement and TA recruitment specialist

satisfactory;

- financial management and
accounting satisfactory.

LDOU:

- DOS related activities underway;

- ILG legidation review initiated;

- strengthening GIS capacity in OEC
underway.

Sustainable Forest Management:

- establishment of plantation
investment and promotion unit
initiated.
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3. Early LDOU: -TTL 2 weeks fares, subsistence
implementation - legidlative and regulatory reforms - landowner 1 week etc: $15 000
review prepared. specialist; staff/consultants
(9 months after | Conservation Trust Fund: - environment 1 week time: $20 000
effectiveness) - first grant proposals under specialist;
implementation;
- endowment fundraising under way;
project appraisal/monitoring
capacity functioning.
Sustainable Forest Management:
- recalculation of annual allowable
cut initiated;
- forestry project reviewsin
progress;
- performance bond system
designed.
Environment Assess & Monitoring:
- lega and regulatory reform
proposals completed
4.Implementation | - regular supervision of monitorables | - TTL; 2 weeks fares, susistence
review and according to implementation plan; | - Forest 2 weeks etc: $8 000;
workshop - workshop with stakeholders, other management staff time,
(15 months after donors etc to gain feedback on specialist; consultant fees:
effectiveness) implementation, sector issues etc - local 1 week $18,000;
stakeholders, workshop expenses
etc: $9 000
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5. Pre- MTR
assessment

(21 months after
effectiveness)

Project Management:

- planning for MTR;

- status of overall management and
financial management.

LDOU:

- general functioning of unit;

- education training for landowners
in progress;

- enabling laws/regulations to
Parliament/Cabinet; -

- best practices workshop on
landowner organizations held.

Conservation Trust Fund:

- all legal instruments, operational
manuals and processes, appraisal
criteriain order.

Sustainable Forest Management:

- 15 forest operations reviewed;

- environmental GIS links between
OEC and FA working;

- planning technology operating in
FA;

- new FMA system proposal to
Forestry Board,;

- new AAC and silvicultural
processes applied;

- regeneration guidelines devel oped.

Environment Assess & Monitoring:

- env assessment training systems
ready

- TTL;

- legal specialist

- forest
management
specialist

2 weeks
2 weeks
2 weeks

- fares, subsistence
etc: $20 000;

- staff and
consultants' time
etc: $25,000

6. MID TERM
REVIEW

(27 months after
effectiveness:
just prior to
disbursement of
CTF endowment
funds from GEF)

MTR will review performance of:
- PMU; POC; LDOU

MTR will audit:

- procurement capacity;

- financial management system;
- CTF funds/disbursement;

- fund mat.;

- fund-raising efforts

MTR will evaluate:

- condition of landowner groups and
DOS process,

- status of forest operations,
management, monitoring and
enforcement;

- status of natural regeneration
potential;

- activities related to plantation
development;

- status and progress environmental
assessment of forest operations;

- linkage of project to other donor
activities, and to local stakeholder
groups

- TTL

- forest sector
specialist;

- environmental
specialist;

- landowner
specialist;

- financial and
procurement
specialist;

- CTF evaluation
team (3 persons);

- local consultants/
stakeholder
participants.

3 weeks
3 weeks

2 weeks

3 weeks

2 weeks

9 weeks

- fares, subsistence,
local travel etc:
$46, 000

- staff time &
consultants fees:

$72,000

- workshop and
internal participant
expenses: $15 000
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Additional
Annex 18

Public Participation Summary
Participatory Approach The Forestry and Conservation Project by its nature will be heavily reliant upon
participation by landowners, civil society groups (especially the various church groups, which are highly
involved and influential in PNG) and NGOs, and progressive elements in the forest industry sector. Itis
expected that the project will set in train along term set of changes in the means by which stakeholder
groups become involved in the use and management of forests: in one component — the Conservation Trust
Fund — longevity is actually mandated in the design of the financing arrangements, which will guarantee
that this non-government facility will be capable of supporting landowner activities within its terms of
reference into perpetuity.

For these reasons, the preparation phase of the project has relied heavily on participation by stakeholders
— especidly those in the civil society grouping —in the formulation of basic objectives and design of the
project. The implementation phase of the project has very specific measures incorporated (especialy
within the Landowner Decision Making component) to bring broad groups of stakeholdersinto the
implementation management and planning process: for example, a number of regional workshops, leading
to anational level conference on landowner representation and decision-making issues is programmed into
the implementation schedule for the project.

Consultative Process During Preparation.

® Genera project development consultations within PNG. Meetings and discussions on the broad
objectives of the project, and the options for its implementation were held with alarge number of NGO
groups, landowners representatives, church groups, women’s organization and other elementsin civil
society during the preparation of this project — many of them in multiple meetings especidly
throughout 1998 and 1999. In addition to consultations organized and attended by members of the bank
project team, both the PNG Country Director, and the Regional Vice President for East Asia and the
Pacific have had meetings with NGO groups on the project in PNG. Networks established during the
operation of the Bank supported Targeted Community Devel opment Program were utilized, to broaden
the focus of groups involved beyond those conventionally associated with forest issues. Attachment 1
to this annex provides examples of this process, documenting four meetings held in November 1998:
three with NGO and civil society groupings (in Port Moresby, Lae and Madang), and one with forest
industry representatives. In addition to such larger meetings — of which there were about ten during the
course of project preparation — the project team met with many more stakeholders on an individua and
small group basis: many participants in these smaller encounters were groups who had been at the
larger meetings, and were following up on more specific issues and concerns. Correspondence and a
continuous dia ogue with some of these groups ensued, and continues to the present.

e Specific design consultations. Attachment 2 to this annex lists the titles of some of the working
papers prepared for the project which dealt specifically with landowner participation issues. These
papers were prepared by experts with long experience in landowner affairsin PNG — the major papers
among these were authored by a Papua New Guinea citizen. Heavy reliance was placed on field visits
and discussion with landownersin the preparation of these papers.

® The Conservation Trust Fund preparation. The Bank contracted The Nature Conservancy, an
international environmental NGO with extensive experience in the design and management of
conservation trust funds to design the CTF in PNG, and to manage the process of early establishment
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so that it would be ready to begin utilizing GEF grant funds allocated under the project for project
work with landowners. The terms of reference for TNC required major consultation with a broad
group of stakeholders throughout the preparation process, and TNC has achieved this through
working with a core group of national NGOs in PNG, and utilizing their networks to develop ideas
and receive feedback on the nature, management and operation of the Fund. This consultation process
is documented in the progress reports provided by TNC throughout the preparation. Asaresult, the
CTF now has an initial Board, comprised primarily of NGO and other civil society representatives,
and its deed, congtitution and operational manual have been written, approved and disseminated
widely in PNG.

® Project Consultations Outside PNG. A number of briefings and group consultations with
international and regional NGO groups have been held throughout the preparation process with these
groups. Greenpeace International, WWF, The Nature Conservancy, Conservation international,
World resources Institute and others have met with the project team, and the PNG Country Director,
on several occasionsin Washington. There have been meetings on the project with these and other
groups at regional level (including Australian and New Zealand NGOs) in Australia and New
Zedland, attended by project team members, and the PNG Country Director.

Disclosure Within PNG. During the consultations and discussions outlined above, the project team
utilized a detailed summary of the project design and components, and, with the agreement of GOPNG,
distributed thiswidely to al groups. The environmenta review was also used and distributed in the same
way, when it became available in 1999.

Transparency and Consultative Process During Implementation. At the national level, the project
Oversight Committee will have NGO representation on it. Asaresult of previous and current
requirements of the Bank implemented under structural adjustment operations in PNG, the PNG Forestry
Board now has NGO representation on it, and will soon be governed by regulations requiring the Board to
disclose all deliberations of the Board relating to alocation of forest resources, so that civil society
groupings will have timely access to this material. In addition, the Forestry Board will soon replace the
forest industry representative on that board with a representative from the broader PNG private sector —
either the Chamber of Commerce, or the Business Council: the intention being to expose a wider grouping
of the private sector to forest sector issues, and to draw more interest from responsible members of that
community in sustainable forest investment.

Within the project, there will be support for participation of landowners and civil society groupings
representing their interestsin all components of the project:

e extension, workshops and consultations will be supported on the central issue of landowner
organization and representation in the resource use decision making area, within the Landowner
Forest Decision-Making component —in fact, these are a central element of the strategy of
implementation of that component;

e the Conservation Trust Fund component, as will be evident from the above and more detailed
description of it elsewhere in the document, is entirely based in civil society management, and has
major provisions for constant consultation and interaction with landowners and others in al aspects of
its activities;

e |andowners and their representatives will participate increasingly in the management and monitoring
of ongoing and new forest operationsin PNG, both through specific measures designed to include
them in these processes introduced in the Sustainable Forest Management component, and also as
measures improving their capacity to negotiate with industry and government agencies through the
Landowner Forest Decision-Making component come into effect.
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e  specific support is provided for engagement of landownersin environmental monitoring, under the
Environmental Assessment and Monitoring component;

Project Monitoring and Evaluation. As can be seen from Annex 1 to this project appraisal document,
there a number of specific participation outcomes included for evaluation as key performance indicatorsin
this project: delivery of training on the development Option Study methodology to landowner
representatives; preparation and submission of legisation to smplify and strengthen the process of
incorporation of landowner representative groups; achievement of effectively representative landowner
organization in 20% of major forest resource project areas by mid term review, and *0% by project close;
arange of specific targets relating to implementation of CTF financed landowner projects by mid term
and project close; increased involvement of landowners in the Forest Management Agreement negotiation
process; and achievement of at least 20 pilot community managed environmental assessment programs.
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Attachment 1

EXAMPLES OF PAPUA NEW GUINEA
CONSULTATIONS ON WORLD BANK
FOREST & CONSERVATION PROJECT
(FROM NOVEMBER 1998)

1. Port Moresby and Other NGOs

Date: 11/11/98
Venue World Bank Office, Iander Hotel, Port Moresby
Chaired By:  The World Bank

Jim Douglas, Task Manager

Anita Gordon, NGO Liaison

Glenn Barry, Consultant

TheMeeting:  Thiswas a spirited gathering of a number of Port Moresby based and NGOs from other
parts of the country including Manus and Morobe provinces, many of whom had participated in previous
rounds of consultation on the forest project. The discussion dealt with some of the issues underlying the
vulnerability of forests in PNG including population, agriculture.

They then talked at length about the possibilities for more sustainable forest use and aternative
livelihoods that the project could help deliver. Thisincluded downstream processing that they could
imagine coming out of the World Bank Forest and Conservation Project. Several people had examples of
where thisis dready happening in PNG, i.e. the start up of local industries like furniture making; that
thereisrea potential for this kind of industry; there is already experience through TCDP, The Targeted
Community Development Program of peoplein Milne Bay making boats. 1t was suggested that the
Conservation Trust Fund would be the ideal vehicle for opportunities for small scale operations. Start up
capital could also be obtained through IFC which funds small scale operations. Other participants saw
the possibility of marketing PNG eco-labeled timber in the West; Church representatives saw the real
possibility of spreading the sustainability message through the pulpit — a Church lesson in “rea
stewardship”.

Other Issues Raised on the Project:
Small Scale L ogging — that this not be stressed as an answer to large scale logging as it could be
just as destructive.
Moratorium on Logging - that thisisneeded if the project is to work.
Options- they should be the priority; people should know what options are available.
The Need for Capacity Building - that thiswould be a critical element in the success of the
project.
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PARTICIPANTS

NAME AFFILIATION CONTACT
Medley Kaoito National Council of Women 326-0325
John Evans Unisearch PNG 326-7260
Pat Howley Peace Foundation 325-3910
Box 4205, Boroko 325-4201 fax
Cosmas Rimats Catholic Commission For Justice & 325-6485
Peace
Box 6576, Boroko
Mr. Karol M. Kisokau Village Develoment Trust 472-1666
Box 2397, Lae, Morobe 472-4824 fax
Kelly K. Kalit WWEF South Pacific Program 325-3224
Box 8280, Boroko 325-3334 fax
Celcius Modey Alenus C.CJPS. 325-6485
Gabriel Kuwoh Melsol, Manus 470-9289
Box 204, Loneagau, Manus
Joseph Ogai National Volunteer Service 325-3100
Box 4073, Boroko 325-8756 fax
Jean Kekedo Targeted Community Devel opment
Program
Matilda Pilacapia Manus Landowner 3000-314 fax
Tom Mauri EDC 326-1346 fax
ChrisKia MEL 325-2917
Brian Brunton Greenpeace

Eric Kwa

University of PN G

Bafike Kongrui

University of PN G
Box 58, University, NCD

323-3451 or 326-0539

John Nolrohas

Melsol, Manus
Box 204, Loneagau, Manus

470-9323
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2. Forest Industries:

Date: 11/10/98
Venue: PNG Forest Authority Boardroom
Chair: Thomas Nen, PNG Forest Authority

World Bank: Jim Douglas, Task Manager_
Anita Gordon, NGO Liaison
Paul Ryan, Consultant

TheMeseting:  Thiswas an opportunity to meet with representatives of the Forest Industry Association
(FIA) and a number of other industry people, as well as a number of othersinvolved in forest projects,
and forest research in PNG. Jim Douglas explained the Bank’s involvement in the forest issue, and said
that in terms of the Bank’s Forest and Conservation Project, he would be looking to work with industry on
this, to get their support. He made it clear that the forest program was looking to the future, afuturein
which forests would play a much different role than

now. He cited carbon offset as an example, saying that if it were to happen, it would revolutionize forest
use and forest economy.

The FIA presented highlights from a paper — “ Draft Comments on the World Bank Forestry and
Conservation Project”, which was as much alitany of complaints about what the FIA considers the
Bank’s pressure on them as a critique of the Project. The FIA representative raised a number of concerns
including: that the move to “independent audit” meant sidelining the NFB and NFS; that the project
summary maligns industry by suggesting it doesn’t play ball. (Jim Douglas said he would remove that
reference in the document); that although small scale use and forest development is fine, would it be
sustainable once the original funds run out; although log export accounts for the bulk of forest activity,
shouldn’t ignore growing processing sector, and industry investment in reforestation; that Bank’s moves
(VAT and processing tax) adversely affected any future growth in those sectors. One participant said that
the forest industry has taken alot out of PNG and hasn't put alot back in; and aso pointed out when
TNC wanted to join the FIA, the organization refused them membership. The World Bank team reiterated
that it very much wanted industry to be on board vis-a-vis the Project.

Other Issues Raised on the Project:

Role of NGOs - need more detail on how NGOs would be involved; should be areview of NGO
capacity and the ability to build capacity; a problem that few conservation NGOs left in PNG.
The Need to Build a Climate of Trust in PNG. The project document doesn’t tell how thisis
going to happen.

The Development Options Study is the most important element of the project; if carbon offset
becomes a redlity, thiswould be really big; would like to see the devel opment options study
enlarged and emphasized more.

ILG’s (Incorporated Land Groups) - Problem will be identifying legitimate ones; also may not
make sense to work with small groups, small ILG's; should work with larger groupings.
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PARTICIPANTS

NAME AFFILIATION CONTACT
Wep Kanawi TNC

Martin Golman PNGFA

Colin Filer NRI

Tony Power Mobil Exploration
Katherine Y oave FPCD

Oscar Mamalai AFPNG

Robert Yong W T K Realty

Frans Arenil PNG HRD Project
Paul Ryan World Bank Consultant
K Wartoka DEC/OEC

Dennis Riss Forests

Anita Gordon World Bank

Kely Kalit WWF

Thomas Nen PNGFA

Kanawi Pouru PNGFA

Jm Douglas World Bank

Bob Tate FIA

Gabriel Samoc AFPNG

Peter McCrea PNGFA
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3. Moraobe Province NGOs and Other Groups

Date: 11/12/98
Venue Lae International Hotel, L ae, Morobe Province
Chair: Village Development Trust - VDT

World Bank: AnitaGordon, NGO Liaison
Paul Ryan, Consultant
TNC: Wep Kanawi, PNG Coordinator

TheMeseting: Lae hasthe strongest and most active focal point of civil society in Papua New Guinea.
The Morobe Kibung is made up of representatives of universities and schools, NGOs, business leaders,
women'’ s groups, community council leaders, professionals, service clubs and others. After introductions,
the Bank team described why the Bank got involved with the program — the Bank’ s mandate for poverty
reduction, natural resource management; in PNG the World Bank had always worked at the macro level
on forest issues; there was now understanding that change must also happen at the local level aswell if it
isto be effective. Wep Kanawi of The Nature Conservancy described the Conservation Trust Fund in
pigin and with descriptive drawings and diagrams.

The greatest concern that emerged from the gathering was that the entire Bank project with the trust fund,
not become another “cargo” grab; that people would get something for nothing without stringent criteria
attached; that it would ssimply become a free-for-all. Both Bank and TNC made clear that this would not
be the case. Thiswas not going to move faster than it was able to cope; that there would be strong criteria
for access to the trust fund; but on the other hand it wouldn’t be so difficult that it would run the risk of
becoming paralyzed.

A number of questions were raised about the government funded poverty alleviation program, the
Targeted Community Devel opment Program (TCDP) and how it could interact with the Bank Forest and
Conservation Project. It was decided by the Bank team after this meeting to invite Jean Kekeo, the
consultant heading the TCDP to attend the next consultation meeting in Madang.

Other Issues Raised on the Project:
Independence of the Trust Fund — concern that the trust fund be independent of government
control.
Tranparency - that criteria be clear to those NGOs and community groups working with the
project so that they don’'t midead their constituents.
Capacity —that before any money goes to anyone capacity be enhanced to deal with such
projects.
Lack of Conservation Ethicin PNG —the need for environmental education in schools to make
something like the Bank project work.
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PARTICIPANTS

NAME AFFILIATION CONTACT
Esatu Minahau National Committee for 473-4508
Urban Shelter 475-7633 fax
Rick Bein E RM C Unitech 473-4686
473-7534 fax
Ken Costigan Arch. & Bldg. Unitech 473-4512
475-7577 fax
Elliot Harding Morobe NGO Kibung 472-4722
Lions Club 472-5884 fax
Wilfred Peter PNGIMR 472-5266
472-5267
Joe Kewere Morobe Provincial. Administration 473-1771
472-4745 fax
David Timi Nau Ecology Ingtitute 474-6341
474-6381 fax
Raena Asunu VDT 472-1666
Linda Girard Buubam Village 472-1360
Joseph Geparo Balobt 472-4511
Peter Dam EU-IRECDP 983-5469
983-5852 fax
Peter Schaffer Lutheran Development Service 472-1544
472-1456 fax
Meu | Baro EU-IRECDP 473-1501
Steve Abelman SBDC 472-1677
472-3876
Galiki Mala CWA/YWCA 472-1691
472-1436 fax
Anna Buge YWCA 472-1691
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Robin Warkia YWCA 472-2764
472-2654 fax
CeciliaWam YWCA 472-1691
Trevor Birney Coronation College 472-7914 & 472-1216
472-6098 fax
Koichi Miyabayashi LAMP Centre (JICA) 472-5252
Kamung Maerus P.O. Box 198 Lae
Volkey Schiller FETI 474-7186
Box 717, Finschhafen 474-7055
Roy Banka Nationa Botanic Garden FRI 472-4188
Lilo Massing German Development Service 472-5370 (ph. & fax)
Endo Tanis Guaf FRI — Botanic Garden 472-4188
472-4357
Lilian Mwangi Soroptimist Int. S. B. D. C. 472-1677
472-3876
Rod Spivey National Botanic Garden 472-4188
472-4357 fax
Joneka Paulsen VDT 472-1666
472-4824 fax
Andrew Binnie Liklik Buk Info. Center 473-4781
473-4303 fax

4. Madang Province NGOs and Others.

Date: 11/16/98
Venue: Madang Resort Hotel
Chair: Ivan Mullel, Madang Provincial Government

World Bank: Anita Gordon, NGO Liaision
Glenn Barry, Consultant

TNC: Wep Kanawi, PNG Coordinator

TCDFP: Jean K ekedo, Consultant

TheMeeting:  The meeting was organized with the assistance of Ivan Mullel of the Madang provincia
government. Thisis an area that has seen some of the worst forest degradation in Papua New Guinea, so
there was keen interest in a program which offered aternatives for livelihood that were alternatives to
losing their forests. Numbering almost 60 people, the group was made up of a broad range of government
representatives (mainly forestry and community workers), NGOs, community council presidents, women’s
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groups, and other members of civil society including people who described themselves as “grassroots’.
After people introduced themselves, Bank representatives described the project and Wep Kanawi of TNC
described the Trust Fund, how it would work and how it fit into the greater project context.

As in the previous consultative meetings in Port Moresby and Lae, there was greater interest in the Trust
Fund and how it would work than in the rest of the Bank project. The majority of the questions centered
on the Trust Fund — how it would operate; who would be eligible; would it be free of government
interference; how easy would it be to understand the rules of the game. They made it clear that they
simply wanted to improve their lives; that they had heard enough talking over months and years on
“awareness’ and wanted to see the cold hard cash that they could use to improve their quality of life.
They specificaly wanted to know how soon they would see this project happen. There were a number of
technical questions in terms of asset/fund management, operations manual, shareholding, government
policies linking the CTF programs to priority needs etc.

Provincia forestry officials were not entirely sure how the overall project was going to affect or improve
their capacity to perform their duties on the ground. Great care was taken to explain the design and
operation of the project and CTF in pigin, using illustrative drawings and diagrams.

Other Issues Raised on the Project:

TheNeed to Improve Lives- There was adesire to see this as avehicle to improve the livesin
rural communities rather than structural or other improvements.

A Voice on the Board — Participants stressed the need for a strong community development and
awareness voice on the Board of the CTF.

Potential Conflict of Interest of Board Members- The issue of possible conflict of interest in
Board members being associated with NGOs which would seek funding from the CTF was raised
by quite afew people. The record was set straight on this and it appears to have been accepted.
Possible Gover nment | nterference — How would the money in the Trust Fund be protected so it
wasn't grabbed by government.

The Need for Simple Language — Any application and criteria and descriptions should bein
simple English or pigin.

Incorporated Land Groups (ILGs) That Aren’t Authentic —What can be done? this theme ran
through all the meetings held.
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PARTICIPANTS

NAME AFFILIATION CONTACT
Peter K. Wang Local Level Govt.
Box 788
Nichodemus Ingel Box 1048
Joseph Zale Health Dept. 852-2797
852-2236 fax
Bul Dulau Dept. of Madang 852-2186
852-3502 fax
Stanley Awang Mirap Village
Bennie Keno Madang District Office 852-2404
Chris Toli RDB 852-2961
Steven Kadeum 852-2718 (ph/fax)
Israel Malone Box 551 Madang
Susan Brown TNC 323-0699
Edward Mayer TNC 323-0699
Tailepa Samuel (Mrs.) Dept. of ESP 856-1249
Valerie Kondang ESL.EF. 856-1171
Patrick O’ Callaghan Director V.S.O. 852-1924
852-1926
Edna Mulai Dept. of Madang 852-2237
Jack Masu Dept. of Madang 852-1523
852-1712
Peter Lis P.O. Box 126 Madang
Herman Kahuke Emmskbar L.L.G.
P.O. Box 788 Madang
Otto Avoros P.O. Box 2117 852-2443
Paschal Feria P.O. Box 296 Madang 852-3371
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Regina Kambe

P.O. Box 114 Madang

Agatha'Yama
Ruth Anek P.O. Box 25 Madang
Cunera Mullul P.O. Box 2085 Madang 852-2920
Jubilee Dulau Dept. of Madang
P.O. Box 639 Madang
Elas Gidik Pro. Council of Wimen
Madang
James Kuseng PNG Trust, Madang Branch
P.O. Box 65 Madang PNG
Otto Gingi Networker P.H.F Madang
P.O. Box 593 Madang
Fred Giram Furan Village
P.O. Box 610 Madang
Kiatik Batet Baitabag
P.O. Box 831 Madang
Paulus Tali Lutheran Church, Y outh 852-2776

Representative

Keven Gibson Huhule

Pro-Coordinator, Melsol Madang

George Danwer Forest Owner
Box 263 Madang

Melchior Pessam Com. Leader Vice President Madang
Forest Owners Ass.

Roy Michadl Melsol Dist. Coordinator

Box 831, Madang.

Michael Xystus Tataki

Nat. Executive Mel sol
Box 10, Bogia, Madang

Collins Paton

Berin Village
Box 587, Transgogol, Madang

Melchior Kamugare

Eilewaenani Village
C/Mission Ulingan,
Box 142, Madang

John Akrowai

Middle Ramu Forest Area
Ramu Blogjok
Box 723, Madang




Ben Semri

Grass Root Man

Mark G. Emaui Middle Ramu District Elementary
Trainer
Aiome, Box 1080, Madang
Shem Tema Director of Y outh,
Church of Christ
Box 1080, Madang
Joe Maira Council President,
ArabakalL.L.G.
Peter Bais President, Samigilbert
Box 1210, Madang
Philip Girem Serang Village
Box 110, Madang
Luke Muwri Midu Ram
Jal Herman Middle Ramu
Box 2037, Madang
Wesley Sanerup Gogulnaru

- 126 -




Attachment 2

PROJECT WORKING PAPERSINVOLVING MAJOR CONSULTATION
WITH LANDOWNERS AND OTHER STAKEHOLDERS

1. SOME ISSUESOF LAW AND POLICY RELATING TO LANDOWNER ORGANISATION
AND REPRESENTATION MECHANISM S
Kathy Whimp, Legal Consultant, September 1998

2. LANDOWNER FOREST DECISION-MAKING COMPONENT REPORT
Hartmut Hol zZknecht, Landowner Specialist, 1998

3. WORKING PLANS ON CLAN BASED PARTICIPATION, CONSERVATION AND

LANDOWNER GROUPS
Hartmut Hol zZknecht, Landowner Specialist, 1999
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Additional
Annex 19

Project Financial Management
A. FINANCIAL MANAGEMENT SYSTEM

Organization, Management and Internal Control Structure

The project would be overseen by a Project Oversight Committee comprising representatives of
government agencies, NGOs, and commercial interests involved in landowner and conservation activities
associated with the Project. A Project Manager would lead a small team in a Project Management Unit
(PMU, reporting operationally to the Project Committee. The Project would be implemented by two
existing agencies, and three bodies to be established. The existing agencies are the Forest Authority (FA)
and the Office of Environment and Conservation (OEC). The new bodies are the Conservation Trust Fund
(CTF), the Landowner Decision and Organization Unit (LDOU), and the PMU. The CTF would be
established by trust deed as described in a second section of this Annex. LDOU would be established as a
team of mainly consultants, reporting operationally to the the Project Manager in the PMU.

The PMU, working cooperatively with the implementing agencies, would be directly responsible
for four areas of project financial management:
(a) overall planning and budgeting;
(b) procurement and contract management;
(o) payments, management of Bank accounts, and disbursements, and
(d) accounting and financia reporting for the project.

The PMU would thus provide a service to the Implementing Agencies, enabling them to concentrate upon
the technical management of their components, the provision of work plans and budgets to the PMU for
incorporation in the project budgets, and the certification of payments due under contracts. The situation
for the CTF activities would be handled somewhat differently, as described in the next paragraph.

In the case of the CTF component, the role of the PMU would rapidly phase out. For
establishment activities — procurement of works, goods, and technical assistance — the PMU would provide
the full range of support to the CTF in the four financial management areas mentioned above. 1t would
provide information to the CTF so that the CTF could maintain its own records correctly. For
commencement activities—including theinitial grant program — CTF would take on the primary
responsibility in the four financial management areas mentioned. CTF would report expenditures and the
use of GEF funds to the PMU in order that the PMU could incorporate the commencement activitiesin the
reports on the overall project situation and the project financial statements. Finally, the CTF would be fully
responsible for the endowment activities including planning and reporting. The role of the PMU would be
simply to record the endowment in the project financia statements. The investments made from endowment
funds, and the grants financed from the investment income, would be recorded by the CTF, and reported in
financial statements issued by CTF.

Assessment of financial management capacity of the existing implementing agencies.
During preparation and appraisal, an assessment was made of the accounting and auditing

practices and internal control arrangements within the two existing implementing agencies (OEC and FA).
This assessment commenced with areview of the Public Finances (Management) Act 1995, which governs
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the management of public finances within Papua New Guinea. The Act provides procedures and
responsibilities for financial management and for keeping the Public Account on a cash receipts and
expenditures basis. It also provides for compilation of the National Budget, and budgetary control including
the system of annual appropriations by Parliament for approved expenditures. Finally it sets out the rules
for making payments, and for tenders and contracts. Under the Act, the Secretary of the Treasury has
issued Finance Instruction 7/97, which gives procedures concerning the financial management of
donor-funded projects. This Instruction deals amongst other things with the establishment of counterpart
trust fund bank accounts for government contributions to projects, and for IBRD special accounts, both of
which must be controlled by at least two signatories. It also deals with the requirements for accounting for
expenditures.

With pressures upon cash availahility, and the devolution of responsibilities to provincia
governments, the procedures laid down by the Act and associated Finance Instructions have come under
increasing pressure in recent years. One particular concern has been the multiplication of the number of
trust bank accounts, both those associated with foreign-assisted projects and others. Supervision of these
accounts has been weak and there are concerns as to the aggregate level of the accounts, and their retention
for use from one fiscal year to another. The Asian Development Bank and AusAID are supporting a major
project for effecting improvements in the systems supporting the management of public finances &t all
levels of government. These improvements are likely to yield their results over a period of some years. In
the meantime, some agencies are experiencing difficulty in complying with all the provisions of the
legidation, and reporting in atimely fashion.

The Office of Environment and Conservation is required to follow the provisions of the Public
Finances (Management) Act. A consultant prepared a financial management manual for OEC in 1998. This
draft manual is currently being reviewed, under the leadership of the Director and the Internal Auditor, for
adoption in 2000. It provides detailed procedures for accounting for revenues, for authorizing expenditures,
for government financed procurement, including rules for internal and overseas travel, for air charters, for
computer equipment and software, for consulting services, vehicles and other equipment, plant and
transport hire, and airline tickets. It aso provides rules for cash management, for management of advances
and trust accounts, the keeping of an asset register, and comments on issues related to portable equipment
and disposal of vehicles. It does not provide at present for the maintenance of vehicle log books. The
manual aso deals with rules for personnel, including casua employees, overtime, alowances, and leave.
When introduced, it should enable the Office to upgrade its financial management procedures, provided
staff are available for implementation. However, the Office was required to reduce its staff levels
considerably in 2000, and thus there is some risk that implementation of the new procedures might suffer.

The Forest Authority was created by Act of Parliament in 1991, and took over the assets of the
Department of Forests. Until January 1993, it maintained traditional government accounts, and then
commenced the process of establishing a balance sheet to incorporate the assets taken over from the former
Department, including a plantation. FA’ s expenditures are included in the national budget, and it receives
quarterly alocations of cash from the Treasury, which is kept in separate bank accounts and used for
appropriated expenditures. The Authority also receives fee revenue, which it pays over to other bodies as
specified by legidation or agreements, or to the Public Account. Its organizational structure separates
procurement and contract management from the payment and accounting functions, but aformal financia
management manual does not exist. Its chart of accounts is geared to a substantial amount of analysis by
expense categories, organizational unit, and location throughout the country, but does not include an ahility
to report in terms of the national budget headings. There is no fixed asset register nor vehicle log books.
The Authority maintains management accounts which are presented to its Board.
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The valuation of assets such as vehicles, buildings, and plantations has not yet been completed.
The Auditor-General’ s opinion for 1993 reported this situation, together with some other factors. The
accounts for 1994 are currently being audited, but will also have an asset valuation problem. The accounts
for 1995 are in draft form, ready for audit review, and the intention is then to proceed to each subsequent
year in turn. Until valuation of all assetsis completed, audit opinions are likely to carry adisclaimer or
qualification. FA hasincluded in its FY 2000 budget submission a sum of PGK 45,000 (US$15,000) to
employ a chartered accounting firm to assist in bringing the accounts up to date from 1996, and to assist in
preparation of a Finance Procedural Manual. The Government will be asked at negotiations to commit the
FA to carry out these actions, with aview to having a Finance Procedural Manual in place, and audited
accounts for each year available in the following year.

Separately, the Chairman of the National Forest Board is employing an international accounting
firm to investigate the FA accounts and records for the period since January 1, 1994. The firm isto report
to the National Forest Board on why the Auditor has not completed audits for the years 1994 to 1998;
whether the FA management accounts for these years accurately reflect its financial position; whether there
has been any misuse of trust or grant funds; and whether capital allocations have been used for revenue
purposes.

In relation to externally-funded projects, the Stabex funded Log Export Monitoring Program
managed by FA, valued at PGK 9.5 million (about US$3.2 million) has received a draft clean audit opinion
dated October 18, 1999, from an international accounting firm.

The project objectives are dependent upon the technical strengths, rather than the financial
management capabilities of OEC and FA. The project design places project financial management with an
independent PMU, which isto become familiar with the specia requirements of an internationally assisted
project, including procurement and management of loan funds. The financia role of OEC and FA in
connection with the Project would be confined to expenditures for small payments for some provincia
activities unsuitable for payments directly from the PMU. Advances to OEC and FA for this purpose will
be made from GOPNG counterpart funds. As described in the next section, the PMU capability to
undertake its financial management role is to be established under an action program. There isjudged to be
no undue control risk in relying upon OEC and FA for the restricted financid role they are to undertake
under the Project

Program of Action to establish adequate Project Financial Management Capacity (other than CTF).

Given the above situation, Government has agreed that an adequately staffed Project Management
Unit would be created, with the functions discussed earlier, to assure implementation support, and an
adequate financial management capacity for the Project. As noted earlier, this Unit would be responsible
for budgeting, contracting, payments accounting, disbursements and control of bank accounts, but not for
implementation of the main project activities. The financial management burden upon the Forestry
Authority and OEC would thereby be kept to a minimum. They would certify payments and managing
small advances. Despite the weaknesses mentioned, their capacity to undertake these restricted financial
responsibilities is considered adequate.

A program of action was commenced during preparation to ensure that that the PMU would be
able to promptly establish an adequate financial management system. This program of action is phased in
order to cover the four financia management areas mentioned in para. 2 above.

Thefirst stage of this program is aready well under way, with the objective of equipping the PMU
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with atool to rapidly establish the required financial management systems for the Project. A firm has been
contracted, using funds provided by Japan, to establish a computerized system. This system would
integrate project management, contract and procurement management, disbursements and cash flow
management, general ledger accounting, and required reporting to the Project Oversight Committee,
GOPNG, the Bank and GEF-. In addition, the system would support preparation of annual budgets to
GoPNG and reimbursement claims and/or Special Account reconciliations to the Bank so asto facilitate
the timely flow of funds. All procurement and contract expenditures (in various currencies and at varying
exchange rates) and monitorable outputs are to be linked to financing sources, and cash flow forecasts
would be generated for Bank and GEF financing, as well as for counterpart requirements.

The system would from the outset produce Project Management Reports (PMR) in accordance
with the Bank’ s recommended formats for expenditures (1-A and 1-B), and procurement and contractual
payments (3-A to 3-D), together with Special Account reconciliation reports, listings of expenditures for
disbursement applications, and reports of achieved contract deliverables and related payments. The system
would be capable of generating cash management reports in the Bank-recommended formats 1-D, 1-E, and
1-F required for PMR-based disbursements. The system'’s specification has been reviewed and approved by
the Bank, and would be implemented under a program under which a project specific version would firstly
beinstalled at the Second Gazelle Restoration Project, and a second project specific version would
subsequently be installed at the Forestry and Conservation Project.

The second stage of the action program would introduce the first two areas of the project financia
management agenda: planning and budgeting, and initia procurement. This stage would be undertaken by
the Project Manager and the Project Procurement Adviser. The Project Manager would be in place prior to
negotiation date, and would recruit the Project Procurement Advisor, and the Project Accountant, with the
objective of their being in post prior to Board approval date. The responsibility for the positions, and
Government prefinancing of some start up costs to be financed retroactively were discussed during
appraisal.

In order to support the PMU in its task of establishing the financia management system, the
project provides funds for computer purchase, software training and support, employment of a qualified
accountant and experienced procurement officer, and ongoing monthly support from aloca accounting
consulting firm. The third stage of the action program would be for an accounting consulting firm to be
recruited to produce a financial procedures manual consistent with the computer system specification,
covering the organization structural, responsibilities, separation of duties, procurement, custody of assets
etc. The firm would review the procedure manual of OEC as a basis for adoption or modification by the
Project if judged desirable. It would also conduct training, scheduled for the first quarter of 2001, in the
procedures for staff at al levels, including managers, of the PMU, and coordinators and selected staff in
the Implementing Agencies.

Upon completion of thistraining, the computer system would be installed in January 2001 (initial
hardware having been purchased under local shopping), and staff would be trained in its use. The objective
would be for the first set of PMRs, including schedules to support disbursements under traditional Bank
procedures, for the period to December 31, 2001. By December 31, 2001, areview will be conducted to
determine the feasibility of adopting the PMR — based disbursement procedures. The project provides
continuing support by an accounting firm, of about one month a year or about two days a month, to help
ensure that financial procedures operate and end-of-month financial management reports are prepared as
planned.

Accounting Principles and Audit: The PMU would maintain the project accounts on a cash
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receipts and expenditures basis, but would also maintain records of contractual claims not yet paid, and of
the contingent liabilities outstanding under contracts. In addition, it would maintain records of project
assets. Special purpose project financia statements, in aformat acceptable to the Bank, would be prepared
for the information of the Government, the Bank and GEF, which would summarize receipts and
expenditures and cash balances, and the situation of disbursements and the Special Accounts. These
accounts would be audited by an independent auditor acceptable to the Bank, and the audited statements
will be furnished to the Bank within six months of the close of the financia year. The audit opinion would
incorporate separate opinions on expenditures and the Special Accounts.

Concurrent with the actions discussed earlier, forward planning for audit would take place. The
project manager would contact the the Auditor General and the selected independent auditor, with aview
to having the internal control procedures contained in the financial procedures manual reviewed at an early
stage, as a separate exercise prior to the first audit. The project manager would also seek to establish with
the independent auditor and the Auditor General atimetable for audit work to be conducted by the
independent auditor. The format of the required annua project financial statements, together with details of
the Bank’ s requirements for audit, would be provided to the Government during negotiations.

Summary Action Plan: The above actions are summarized in the table below:

Project Financial Management Highlights
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Action Responsible Date
Agency
|. Preliminary
1. Approval of Specification for Computerized System Bank 30-Nov-1999
[1. Organization and staffing
(8 Appointment of Project Oversight Committee GOPNG (DPM) 15 Sept -2000
(8 Appointment of Project Manager GOPNG/DPM 15 Sept-2000
(b) Project Management Unit GOPNG/PM 16 Nov -2000
(c) Appointment of Project Accountant PM/GOPNG 16 Nov-2000
(d) Appointment of Procurement Specialist PM/GOPNG 16 Nov-2000
[11. Internal Control and Accounting Proceduresfor PMU and
LDOU
(8 Appointment of accounting consulting firm to provide end-of - PMU 28 Feb-2001
month support and develop afinancia procedures manual for the (to be hired)
Project, reflecting the computerized system as necessary, and
setting out responsibilities and, procedures for procurement,
contracting, authorizing expenditures, payments, cash management,
the custody and registration of assets, vehicle log books, and rules
for personnel, and payroll procedures.
(b) Training infinancial procedures Accounting 12 March-2001
consultants
(to be hired)
(c) Install computerized procedures and train staff Grange Jan 31-2001
Consultants
(d) Arrangefor the auditors to review the financia procedures manual PMU 30-Nov 2001
and internal controls prior to the first audit.
V. Operations
(e) Producefirst set of PMRs, for period to 31 Mar-2001 PMU 28 Feb-2001
V: Audit
(f) Conduct areview to determine feasibility of adopting PMR — based PMU 31 Dec 2001
disbursement procedures
(g) Discuss project requirements with AGO and the Independent Audit PMU 30-Nov-2001
firm
(h) Independent accounting firm (or AGO) to review financial Independent 31-Jan-2002
procedures and internal control auditor
(i) First statements available for audit PMU 28-Feb-2002

() Audit complete

B. THE CONSERVATION TRUST FUND and its Financial Management Arrangements
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This section firstly paraphrases the draft documents that would set up the Conservation Trust
Fund. It then gives a brief initia assessment of how they impact upon the proposed Project, and indicates
the next steps to be undertaken at part of an Action Plan to complete project preparation. It then considers
the documents from the point of view of financial management, and outlines further steps that would need
to form part of theinitial work program for the establishment phase of the CTF.

TheDraft Trust Deed

The Papua New Guinea Conservation Trust Fund (CTF) is to be established by atrust deed to be
executed between the Nature Conservancy (the Settlor) and Papua New Guinea Conservation Trust Fund
Limited (the Trustee Company - TC). The Nature Conservancy is to settle anominal sum of PGK 1,000 on
the TC, to hold on trust on the terms of the trust deed. The draft trust deed provides that the primary
purpose of the CTF isto exclusively operate for charitable, scientific and education, and to provide
financia support for conservation-oriented projects and activities. The CTF isto consist of theinitial
settled sum, donations given to the TC to be paid into the CTF, and income or property from investments.
The TC must seek to ensure that the Fund is recognized as a charitable trust fund under PNG and other tax
laws.

The TC must adopt an investment policy with investment guidelines and review it every twelve
months. Investments are to be consistent with the policy, unless the terms of a Donation Agreement require
otherwise. The TC must engage one or more asset managers with expertise in investments in the domestic
and international markets, who will help prepare and review the investment guidelines, advise the TC on
investments, and make investments on behalf of the TC.

The CTF isto be spent on supporting Conservation-oriented projects and in meeting liabilities and
expenses. Other than required otherwise by specific terms of a Donation Arrangement, support can be by
way of grant without or without conditions, by direct or indirect investment, by loans with or without
security, and providing resources, guarantees, or other financial support.

The TC isto adopt a program and program budget for each financial year, setting out the kinds of
projects and activities to be supported during the year, estimates of income and expenditure, and allocation
for each kind of project or activity.

The TC must as soon as practicable, adopt a Fund Operations Manual (FOM), setting out amongst
other things, () procedures for handling donations, for assessing donation proposal, and a fund seeking
strategy; (b) the criteriafor selecting fund managers and other expert advisers; (c) the spending rule
concerning the proportion of fund income available for expenditure; (d) the investment strategy, and (€) a
number of other operating policies and procedures, including independent audit, and the organizationa
structure. (A draft Manua has been prepared and needs to be reviewed and cleared by the Bank)

The TC must each year cause to be conducted areview of its operations by a qualified person, and
each third year by an independent person to ensure conformity to the Trust Deed and appropriate CTF
governance. Project must be monitored, and stakeholders involved, as far as practicable, in an open
transparent and accessible way. A Stakeholder General Assembly is to be held annually, accounts are to be
kept and audited, and an annual report provided to stakeholders within six months of the end of the
financia year. Corrupt practices are forbidden, and conflicts of interest are defined, and declared. The
Settlor may remove and replace the Trustee Company, agree to proposed amendments to the trust deed, and
terminate the Fund. In this event, after paying expenses and liabilities, donations are to be returned as
entitled by donation arrangements, and any surplus distributed to other similar bodies with similar
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objectivesto the CTF.
The Draft Trust Company Constitution

The draft constitution of the TC is the document required for the purpose of registration of the TC
under the PNG Companies Act 1997. The TC isto have one ordinary share, nine directors, initially those
selected by the Settlor, who must be resident in PNG, but not an elected member of parliament, provincial
assembly, or local level government, a public servant, or a constitutional office holder. The restriction on
the eligibility of public servants appears to be at variance with Appendix A of the draft trust deed, and
clarification of thiswould be sought by the Bank, prior to approva of the draft documents. Remuneration
of Directorsisto be fixed by the Board at amounts consistent with practices for voluntary service to
charitable organizations. The constitution also sets out detailed rules prohibiting loans to directors, defining
directors material interests and duties, board powers, meetings, and proceedings. It also provides that the
Board must adopt a Funds Operations Manual as required by the Trust Deed.

The Draft Operations Manual

The draft Operations Manual is an elaborate document, setting out detailed rules and procedures.
Separate board committees cover finance/investment, grants, development (fund raising), and nominating
(of directors). Organizationally, under the Executive Secretariat, are the financia service, the grant
program service, and the support service.

Detailed provisions cover: (i) the CTF organizational structure, (ii) the reception and handling of
donations, (iii) administration and financial management, procurement policy, accounts receivable and
payable, travel policy, other operating procedures, and rules regarding employees; (iv) investment policy,
(v) grant program policies and procedures, including monitoring and evaluation, and formats for submitting
grant proposals.

Initial Assessment and Next Steps

The draft Trust Deed and Constitution were prepared by alarge law firm, and the Operations
Manual by the CTF Advisor. A brief initial assessment indicates that the documents are well prepared and
comprehensive.

The introduction of the section on the reception and handling of donations acknowledges the GEF
Grant that is part of the proposed Project, and notes that it consists of both a Sinking Fund element of
US$5 million and an Endowment Donation of US$10 million. An advised sinking fund may be used for
both CTF establishment expenses and the grant program, as set out in the agreement with the donor, in this
case GEF. An advised endowment fund provides that the earnings from the endowment would be used for
specific purposes and aresas linked to the mission of the CTF and determined by the donor. The
understandings between GEF and the PNG CTF, which would also reflect some detailed provisions
recommended during appraisal, would be set out in a Project Agreement to be discussed at negotiations.
These detailed may differ somewhat from the general wording in para. 12 of the present draft Fund
Operations Manual, which may need to be amended dightly.

The documents would need to be reviewed by Bank legd and financia staff, preferably before they
are executed. Thiswould enable the Bank to confirm that the documents are satisfactory to the Bank and
GEF as abasis for proceeding with the Project and the proposed GEF endowment. Subsequently, and prior
to negotiations, the Bank would need to receive a conformed copy of the signed Trust Deed and
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Consgtitution, and of the Operations Manual, together with a certified copy of the Board resolution adopting
it.

Financial Management of the Fund

Subject to the review by the Bank legal and financial staff, the draft trust deed, constitution, and
fund operations manua would provide a sound base for the implementation of detailed financia
management, including procurement and accounting systems, by CTF. As an institution yet to be created,
these systems are not yet in place, and their establishment and implementation forms an important part of
the Commencement Activities sub-component of the Conservation Trust Fund component.

Under this sub-component, the PMU will provide financial management support to CTF during the
Establishment phase. The structure of CTF will be fully developed by negotiation date. Thiswill include: i)
clearly defining the timetable for the Establishment and Commencement phases of the CTF; ii) appointment
of CTF board members in a transparent process; and iii) recruitment of the CTF advisor. In subsequent
appointment rounds, steps will be taken to enhance independence of the CTF board by considering
inclusion of additional members, such as Transparency International, Attorney General Office, NGOs, and
areputable private/law firm. An independent mechanism will be established to provide on-going monitoring
of the use of CTF fund, consistent with its congtitution. This could include establishment of an independent
three-member audit committee of the CTF board, with two outside members. The work of the committee
will be assisted by an independent accounting firm, which would conduct quarterly review on the use of
CTF funds. An arrangement will be made for the annual audit of the CTF by an independent accounting
firm acceptable to the Bank.

Summary Action Plan for the Conservation Trust Fund: the critical actions to mobilize and
manage the Conservation Trust Fund through the first year or so of its operation as discussed above are as
follows:

Key Actions Related to the Conservation Trust Fund
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stakeholders including Bank by 30-Apr-2002

Action Agency Date
I. Legal
(a) Submit draft trust deed, constitution and operations Completed
manual to Bank for review
(b) Bank comments Bank 31 March 2000
(c) Register trust company CTF 31 March 2000
(d) Sign trust deed CTF 31 March 2000
(e) Send conformed copies to Bank CTF 31 March 2000
(f) Board to adopt Operations Manual CTF 31 March 2000
I1. Organization and Staffing
(g9) Recruit CTF Advisor PMU Completed
(h) Recruit other staff CTF Advisor Jan 1 2001
[11. Operational
(1) Undertake establishment phase PMU/CTF | 31 March 2001
Advisor
(1) Undertake commence activities CTF 30 Sept 2001
V. Audit
Arrange for audit so that audited accounts as at 31-Dec-2000 reach CTF 30 Sep 2001

Accounting Principles and Audit

The CTF would maintain its accounts on a cash receipts and expenditures basis. Under the draft
Trust Deed, the CTF Annual Financial Report must be audited by independent auditors, and made
available to stakeholders within six months of the end of afiscal year. It would be agreed at negotiations
that the Bank and GEF would receive a copy of this report within this time frame.
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