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BIODEVERSI'IY ErnWIRXSE m FOR LATIN r n R I C A  

B i ~ ~ ~ ~ i t y i s t h r e a r e n o d ~ e w m e f a m u o f d e v e l o p m e n t b u t a l s o p ~ o r u s c d ~ ~ b y a t h m .  
Forem and other natural habitnts are d m t h r a t  from increased papulatimq2oggm& pollution, and 

ofcropland aud urban settlement. Respwscs to the t h a t  dmhat& in the si- ofthe 
t h v d o n  on Biological Divmity (the Cammtim). Howevcr, the problems rempmd by the 
Gawmim wiU not be solved untws d c  reasons for p t & q  biodiversity are found and unless the 
private sector contributes its ~ a s t  technical, managerial, and *cia1 resources and m p f i s t .  The 
-on challenges signatory d e s  ta geek and mcwuage new hamiit1 resources, includmg p r h k  
sector resouroes, to implement the abjectiva of the C o n d o n .  The private sector can htlp prewat 
biodiversity loss by creating new valne from intact ecmptum and petit m c e s ,  diverhg pressure 
from cridcd biadivtrsw resources, and practicing low impact methods for suminable yields. 
Commation activities, gmmmmt policies, and consumer demaods fur m c t s  d e d  as " d b S t "  
by third party certifiers are e x p m h g  %idvcrs~linked markets" for businwsu that sustainably use 
biological swourcts in agriculture, fomhy* n m h b e r  products h m  fkmb (NIT) and wifdlands, 
eccrtwrisn, and other activitim that rwtore or sake Wlopmmt pressure off of b i d e  mwum. 
T h e  hst grow@ markets for biodiversity-linked products, give the p r i m  sector an hadw to imrest in 
suminable uses of bidversrty. 

The htmmtiaaal Finance Gwpdoil (IFC) conducted a market ~~ ofthese b i d k s i t y - h k d  
sectors and a review ofillwfmtiw projects (the "deal flow"), The study m d i d  that mnnerws projects 
cldst in Sou& M c a  m tbc sust...3inable agnculture and foi#rtry sectors, and sewed m NTFPs and 
ecotcRlrism. T'GSG basinesses nre seUmg g d s  and services into p w i q  markets (15% avtrage d y  
amass all the biodiversity market secton). While the volume of biodivtfsity pd'ucts is still very d l  
dative to the overall size of t h e  markets, the production of h products is incfk~sing mpidly. D d  
for bidversity pducts is driven primarily by consumer demands to convert markets h 
m v i m m d y  damagng to wstaiaably produd p d u c t s .  Biodiversity products art sold into segmds 
of Iarge, wtablished markets. For example, mstaimbly harvested timkr is sold into thc US and hropcan 
tropid Iumbm market which is Yalucd at US% 1.3 billion muaI1y, d c d  organic agriculauaI sales 
totaled US51.9 billion in the US and US%4 billion in Europe in 1993, and NTFPs such as c s s d  and 
d b l e  oils are part of the mtud products m k b y  whch reached USS6.2 billion in sales in the US in 
1993. hother fktor is the m i t i o n  in the US%200 billion n a t u ~  toutism market towaml ewtourism. 

IFC, the private sector af l ikte ofthe World Bank Group, is the largtst source o f d t i k r a l  finance for 
the private sector in dweloping d e s .  FC plays an active role m developing Iocal k c i a E  idhitions 
and capital markets and in mobilizing Id savings and extend invement flows. tn this regard, IFC 
provides debt and equity finance te banks, h a n g  and insurance companies, and vtnture capital, emerging 
markets, and pension funds. IFC invests in vmhm capital to channel finaucing to d and medium snd 
projects that rn 500 small for direct JFC h c i n g .  



PROJECT OWE- 

Globd Environment Obj- aud BmtfitJ 

TbeBi-mhFdforLatinAmeriwt(tbsFundrd+btbeW~afth~ 
Cwvention to engage the private sbctor ia h d n g  biodlvtrsity conservation. The C m m d h  g m h  
and ?he Secretariat of the C o n d o n  are s d c m g  new financial mwroes, includtag private sector 
re sou^, to implemart the objectim of the C o d o n .  The Fund will dcmonshate a new finaaciag 
method for sustaiuable uses of biodiversity. The Fund's projects wilI generate global environmental 
ben& by irrvestlng m m b l e  uses or proteetiw of biologid mourns, 

Specific Project Objedks mil Benefits 

' h e  F d ' s  &j& is to r d k  long-term capital appmiation &rough invtsbnents in mmpanies and 
enterprises in Latin America that rmstahb1y use or protect bidvcrsity in mfs that are signatories to 
the Conwntiw. The F d  will camlyze and encoumge biodiversity-lmkod business oppmtdties by 
bringmg together *ent managemeat expertise, dvanoed sector how-how, and h t h  ld and foreign 
investment capital and make these mowces available to d and medium s i d  businesses that 
sustainably usc, prokc?, or mtorc biodiversity. The i n m s  in the Fund are d c l y  to rnvwt & d y  in 
projects of this sizt. ?he Ftmd wlll be the W institutional effort at b d n g  in private sector b i d k s i i  
projects in the region. The succcsr oflthis project will have an important dcmmshti011 ef&d with respect 
to the economic viabihjl of such projects and is expected to be a d y s t  for further investment in 
biodrvcrsity-linked businesses. 

PROJECT DESCRIPTION 

IntroductiodRatidt for the Fund 

The F u n d 4 1  be a ~ ~ W t 9 d h ~ 1 e l l s w o f b i o f o g i d d i v t t ~ i t y i n W  
M a .  The Fund, with a capitahaim of up to US$3Q million, will & iwestrnent fun& from IFC 
(up zo 20% of the iwtstment in the Fund) a d  scvcral p t w m d  local and foreign pnvatt sector mvtstors, 
foundations, and instinttions. The Fund wiII invest in prq& with a total capitahah011 of about US $100 
millfon. The Fund will not be launched aad the GEF funds will not be all@ unless a mininnun of 
US% 15 d h o n  in capital is raised for the Fund. Ifthe 5rst USU0-30 d i m  is succcssfuZIy in- it is 
the -on of the Fund: to raise sigmficant a d d i t i d  inwrfncnt to expaad the size ofthe Fund. 

The rationale for tbe Fund iaclude~ the following: 

s o p - p o r n  h ~ b i ~ i r y b u s i o t s ~ o p p o r t n n i t i c s i n ~ A m c s i c a a n d ~  
Ammican and other investors mopk thGse q p r h d i w  atmd haw begun ta invtst in t h e  projects. 
Need for ca~itaV1w-: These vcntum are seelang capital but fimds available to hance these 
projects are madeequate because the projects arc too small for standard IFC and other instihrtional 
h c i n g ,  local bank debt is s m  d offen at prohibitively hgh rates, b i l d  agencies and 
f ~ o z l s  fwus on N W s  and microenterprim, and project development costs and transaction risks 
are high. Capiml from the Fund is needed to help these h s k s e s  obtain bank debt and equity 
inwmnent. 
IwestorsJSpmors: sedor sponsm are i n m ~ ~ &  in b&ng in the Fmd. 

* Timing: There are d r e a m  for mating the Fund naw inehdmg a) th market 
underway in forestry and other bi-ity-linked Btctors arr likely to -1emte aad the Fund will 



- - -  - - 
-I- ~iineamparri~~thatwi!l Ieadthtscmarketf; audb] threatcnedbio log id~mmdaagctof  

bcmg lost and pri- capital is urgently m d d  to help protect and msbhabIy use thun. 

La& Anaericaisproposdl fbtthc Fund be#u*reofthhrge mmbtrdtmdim& b i d w s i r y p j e c t s  I 
in the eon,  the size and d i m i f y  ofhe Brazilian and n e i g h k g  momia, and the h k m t a  of 
pmml inwstors. T 

m ~ ~ ~ d o r g a n i e a l l y ~ ~ ~ , ~ l e s , ~ a n d a t h e r ~ o e , w t t o n s ,  
& dyes, and other products; denrtilized @cultural plant and m i n d s  speci 
Andean tuber), amaranth, p h  oils, d t  toltrant halophytes, and legume cover cro 

and cube of sptcjw us% smtahabk practices that are miangered m ule WIGS w to ease 
wmhhing of wild s t ~ k .  

es such a 

Ps; im 
m .  . 

s the oca 

.. . . 

Cornparues undertaking selective logging and pbntatim of Id mixed tropical h d w m k  and marketing 
and cmtkation cornpanics are ~~nhdate  i a m e n t s  for the Fund. 

3. N~~mbcrprodrrds f iom f m s  m d  WfIdmds 

Scveral wterprises and Id o m m u d i e s  in labn heriw are extractinn nub. hits. rubber, and oils 

S m  nature oriented tourism businesses H o w  mtwim bat p d c e  liking travel in ~lativdy 
p ~ ~ t o l o w i m p S e t u s e , ~ m o f t h e ~ ' m ~ ~ ~ , a n d b m & t o l ~  
ccmununities. Projects are in development all over Latin America. 

T h c F u a d w i l l h a v e a ~ o f t t n ~ a n d n u k e  15-20inwstmento. Theapmxtiwrsof~fundwillbe 
contracted to a ntw fund Mauagment Company (FMC). The Fund will have a Board of Directors 
dtsigmted by the principal shareholders. The Board, or its Inwmnent Commie, d approve 
investments recommended by the FMC. The size of the Fund and number of investments d l  be expand& 
if the first US$20-30 million is sumsfully mwted. The i n t e e  ofthe GEF wiIl be mpresmted an the 
board of the Fund. 

The Fund will m t e  undm hancisl d biodiversity iwestmmt guidtEinw to be establishad by the 1 
founding shareholders. The -cia1 guidelines w-d include g& clrp- guidelines such & Iunitations 
on individual in- s k  and sectoral a d  =try conmtration. Eligible projects will include exrsting + 



m m  --up -0115 with experimcbd mars m &e U S S ~ O O , ~ ~  to US$~O m~n w 
range. The Fund will limit its invemmt to about 2540% of a project's cogts and leverage its ttsauroes 
with aahet caAw&ms inchdiag Id parbm, basks a d  shategic, .pxhology, or markettag pamm. 
The Fund WU exit its invmnents via sham repudmse or put agrments with thc in- company, initial 
public stock offefings, or sale to d e r  company/invcstor, 

Biodiversity and Environmental Guidelines 

Investmmts will be subject to b i d i m i t y  criteria to be escabl ished by the FMC, IFC, and the Fund's 
Advisory B o d .  Thwe criteria will inelude for example, internabanal s t d a d s  or best p r a d m ~  for 
sustainable fom, organic aghdtm, and ewtourisrn and the World B d ' s  environmental policies and 
guidehes, includmg wldlands and forest policies. The biodiversrty screening of projects and related 
project development work will include eonsulkition or partiapation of l d  wmmutllbes and stakeholders 
and tevitw of b a l  intellectual propexty rights, lndlgenaus nghts, and technology cooperation issues. 
C~~ menants r e w g  environmental and bidvtrsity issues win be included in the illvatmmt 
agreements between the Fund and the F d s  portfolio companies. An Advisory Board ofrepmmtativw of 
scientific research, broad-based and leal NGOs, and business orgarikatiws and a member ofthe GEF 
Science and TtchnoEogy Advisory Pam1 (STAP) will advise the Fund on bidimity issues and sm&q 
of projects. The FMC will set up (with the advice of the Advisory k d )  an e n v i r o m n d  and 
bibdiversity impact review procedure satisfactory to IFC to scsocn pmjccts. The Fund will also be ~llbject 
to the World Bank Group's emrirmmtal  m i c w  requirements. FC will assess the Fund's apabil* tu 
carry out envimmentaI and biodwemrty reviews an cach investee campany and periodically miew thE 
Fund's activities as part of thc supervisim work that is Imderkkm for alP F C  in-. 

Monitoring and E d u f i o n  

The FMC (with the I U S ~ C C  oftechnical experts) will monitor and evaluate Zhe fmmcial, 
' 1, 

a d  ~ ~ i t y  aqxcts of of Fund's in- projects ad prwide an & rcpbrt Zb h d m I d a s  
( including'~~)  and the GEF un b i d m i t y  issueshenefits. Monitoring and evaluation critwia and 
methds will be established in consultation with the Fund's Advisory B o d  and IFC. 

GEF Grant Funds 

USS5 million in pant Amds are r e q u a  hm GEF bcwusc the risks and costs of M 
financial and bibdiversity objectives will be higher than for a typical venture c a w  fund. These ristcP d 
costs include the vrmsual b i ~ ~ ~ f i c  pmjm development and supenisim GO&; the relatively 
small size, regional soope, and innovative nature of the Fmd; d thc ~ m c c m i d e s  inherent in investing m 
new bidvetsity-imked market m. Oncc projects are devetopbd and m e d ,  the F d s  i n w e n t s  
will be made on commacia1 ttmrs. The p n t  funds wiU not be pan of or mingled the F d s  
in~tntfunds,rs~rdthtgrantfUndsbeusedmmakedirtctin~entsin~aniworin~ 
projects. Cnma for use of and the budget for the grant finds will lx spelled out by F C  in the Fun& 
m w a c t  wrth the FMC. The FMC wiIl keep a separate aecwnting of the uscs of the GEF grant fun& and 
provide suitable reports to IFC and GEF. See Project Financing and Budget seetion below for an 
explanation of the uses of the GEF h d s .  

Invest an 

% F u n d h b c e n p d y d t ~ t I o p t d b y F C w i t h t h e a d v i l ; e a n d ~ r ~ o f ~ ~ ~ .  
IFC is expcmd to provide up to 20% of the hvestmmt in the Fund, Other pomhd investors have 
cxpmsed a serious interest include Latin American and foreign invegtors and companies and s e v d  



m. B ~ ~ a n d m u l t i l a t e r a l ~ a g m c i e s h a v e a I s o e x p d a n i n t m s t .  
D u r i n g l a t e 1 9 9 5 , I F C ~ t b c F M C w i l l a p p d ~ ~ z o o b t a i n i n v c s t m e n x ~ .  
Oace tht W pri- sector hmstmmt is mmitted to the Fund, tbc Fund d d  consider a GEF equity 
in-inthtFd. 

The Managemat Company 1 
TheFmdisnrpected 
-group 
individuals with inve 
representad on the Fh ;. The fe 

tokmbyanewcx>mpanytobeestabWbaBratiliaam-fimd 
I mn Tbe &w ofthe FMC win be located in B&' " - H w i l l  include 

d, venture capital, and NGO x. FCwrllbe 
rd of directors to take part in policy Msim e mmgemmts for the 

FMc are still to be dm-. 
-.. . 

Project Documents 

RATIONALE FOR GEF FINANCING 

Fin@: W i t h t  the GEF grant M, the proposed Fund will not be nor will it athct sufficient 
invwtor in- because of project developmeat costs and rids that are hi* than for a typ id  
mmmcidfund. GEFgrarrtfundswillkudtow~rtht@md~ting~htareaverand 
abwe b e  of a normal or wid venture capital fund neW to biodiversity scmnmg, project review, 
mmdofing and evaluation. The GEF grant will also be used to strengthen the biodiversity aspects of the 
pqacts that d v e  an invcstmmt h m  the Fund (e.g., by addug b i d m i t y  considerations to project 
d ~ s l g q  -duct@ mwitOAng and waluatiq providmg technical assisrsnct, including stakeholders and 
inchgemus m p s  in project implmmtation, and d d b g  amtmcts to reffact indigmms rights, inttllcctual 
property, and techm1ogy -tion issues). 

Tbe C o n d o n :  7%e Fund will m p d  to the ChaHcnge of the Cm& and the guidaae of the 
Conferen= of h e  Parties to wage She private sector in k c i n g  biodiversity amstnation aad to find nm 
h c i a l  resources to i m p l m t  the objectives ofthe Convention, and to support innovative measures to 
conserve and sustainably use bidiversrty inciudtng cmnomic i n d v e s .  

Tbt GEF Instrument: The restructud GEF anticipated an active role f o r t h  private sector in the GEE. 
The bhmmt  spells out in paragraph 28 that GEF project actcution by private sector entiti- may be 
= p p o d .  

GEF operational strategy: Several paragraphs of the draft strategy d l  f ~ r  "lamaging a d d i t i d  bee 
through creatrve and innovative approaches to working with the prime sector and activities h c h  address 
bidvcrsity management within the prductive sectors of an lecowmy likely to lead to long term 
sustainab~lrty includrng n o n - h k r  forest prodllcts, wild reurn of domesticated s p i t s ,  agro- 
biodrversity, susmnable harvesting techqtlts, and sustainable wild&-based munm." I 
Innovation, demonstration effect, repiitability and susthability: The Fund dl be the firrt 
kt imional  effort at investing h private sector biodiversity p m j m  in the region. The success of this 
project will have an important d m d m  effect wah respect to the ewnomic viablErsy of such projects 
and funds and is expected to be a catalyst fix further i n m m t  m biodiversiQ-linkad businesses. The 



project wil l  a h  establish onc ofthe few venture capital managem~nt companies'm the r e g i d  a 
company with tht capabilrty to sereen projects fur both invcstnmt and bidversify objtctivcs. 

GEF and the private sector: The GEE S- is prepwing a papa fir mdemtim by the GEF 
Cmci l  .& its Octok 1995 meting. The paper outlines options for gmdm involvMlrenr of the; p h t e  
sector in the GEF, di&rmt types of kincing mechanisms (gsants, ~~)ncessioaal h c e ,  participation in 
f ids) ,  and ways to dcfrne incremental mst in a private, sector conte~t (private sector projects face 
"fmncial" rather than the "6canomicW i n c m d  costs f a d  by public mar projects; and, incremaaal 
costs can include incremtatd risks). The proposed Flrnd cwtavls exanrp'lw of and will be a c h ~ t i m  
of private sector approaches that mi& be used by the GEF in ather future projects. 

Financial leverage: USS5 million in GEF grant funds will lmmage US$20-30 million in investment in the 
Fund. Thc Fund, in turn, will invest in projects with a wcal hvestmcnt cost of US%TO- 100 million 
Eweraging the imeslmmt 6f e n t q r a . e p r  and co-invcstm in the pmj-. (The Fund's participation in 
any one project wiIl average about 25-30% of project costs). IF the first US $20-30 million is successfuUy 
in- it is the intmtion ofthc Fund to raise adhtional investment funds for the Fund up to about 
US$100 dhm, further irrcrwsing She levenrge. 

PARTICIPATION 

The Fmd will engage m a  variety ofcortlrmmidans, participation, outnach, and mmk&on activities: 

a The Fund will engage smaZl and muiium sized m?qri rets  by investiag in their projects, 
m Spmsordinwsbrs include inmment and b a s k s  groups with in u w h m d b  

sensitive ixmhmeat projects and private sector s03utim to biodiversity chdlenges. The Fund wiI1 
bring to* l d  and foreign private sectur imstors, compaks, banks, fmdatims, bilatetal and 
r n u ~ ~  a p c i c s  to invest in the Fund or to ~0-m in projects. 

* The Advisory Board will include r e p h i o n  h n ~  STAP and the s c i d c  atad NG6 m i t i e s .  
Project reviews and impl-on wrll indude wasultation oflocal cornmrmitim and other 
stakcbldm when appropriate. 
The design of the f m d  and the feasl'bility study conductad by IFC inchdad mmhatim with the 
private sector, Id and international NWs, fbmdatio~s, s c i d c  and d orgubhons, 
a E Td and GEF donor govemmwts, and multilateral i nd tho r  

* 1 ; oftbe Fund's in- and a summary of thc &ring an ionadvkiwwillbt 
dmtll- in an mual report of the Fwd available to the intmstcd public. 

w The FMC, IFC, md the potcntd Fund ~ ~ U S U R S  have a wclleseablished project rdwrat network fix 
biodiversity business projects that includes investors and companies, banks, NGOs, hkmational and 
government agencies, and industry associatiom. 

gendes 0 

'he sUtw 
---L-A 

I LESSONS LEARNED AND TECHNICAL REWE,W 

WC's experience with GEF-eligible biodiversity projects durmg tbe Pilot Phase i n d i d  that most such 
projects are too small for direct in- by F C  (la Zhan US$lO million in investmm costs). IFC has 
ken seeking ways to invest in SMEs through h m c d  hkimediaties such as baaks, venture capital and 
in-t campanies, and NGOs. The IFCtGEF S d  and Medium Scale Enttrprise Program, apprwcd 
by GEF during the pilot phase, is an example of ths approach. The proposed Fund d l  oo-finance projects 
(with total i a m e n t  cost per project in the US $300,000-US $10 d i m  size) that arc larger than those 
t q # d  by the SME program ('less h u  US $300,000 in size). The lessons learned from IFC's extensive 
partidpation in ventme capital and invdment companies during the past TO years will be incorporated in 
the design and supervision ofthe proposed Fund. 



'ChE IukpmW T&d Revim of the p+ Fund is a#acl 

T h e t a t a l ~ ~ o r ~ b u d g c t o f t h c F M C  is expectdlto btaptoUSS1 d o n ( o r u p  
to 4 5 %  of the invested capital in the Fund). About half ofthm costs will be d by the inwstm in 
the Fund jn the form of tbe management fee charged to the Fund by the FMC. T h d r e ,  about 2.0-2.5% 
ptr year (subject ro finsrf negotiation with  k. FMC d lead w) ofthe US$20-30 million fund will 
'be used for the n o d  or typical management costs. The balance of the in- =pi& dl be inverted in 
~ortf0li0 COlllpdCS. Staff, ~ffid~~dld, tf8~ l , l@,  and 0th~ WSb of -g d 5 ~ m S h g  &C 

hzmcial aspects of n Fuud and inwstm companies w i k  one rwon of a c a i d ~ ~  would b in the range of 
USWO0,OOQ to US$S00,000 per year or a h t  US%5 million wer the Ilfe of the Fund. 

The other partion of the a d  operating m t s  4 1  be covered by the US$S d i m  GEF grant (or abut 
USS500,000 per year). GEF @ funds wdl be used to c;wer that portion of the Fund's qmatmg or 
~~ costs that arc wer and abovc those of a normal or typical commercial venture capital h d .  
S v f i d y  the grant will cover the adhtional m, amultant, tmvel, and other expense costs directly 
dated to the biodrvmky aspects of project m e w ,  meal assistance, morumhg, +ti- aPlcE 
r e p o m ,  aad the Advisory Board. Undertakw to Wll the biodiversity objectives of the Fund, these are 
acti~ts that fimd managers would not n 0 4 y  suppbit fmm their ahinismti= budget. The 
b i ~ v e r s i , t y - s p ~ c  activities m y  include biologid, risk, social, and I& assessments; additirrnal 
tbchnid mew; prepation ofs- h & v e  catmcts to address biodjversity, i n d i p o m  rights, and 
intellectual property issues; and scakeholdtr d a r t i o n .  These are activities or transaction cats  reguvad 
to gct projects and spbnsars to the pomt w h  an iwestn?urt decision can be taken using bth hancial and 
biodiversity objectives. Once lthe in- is made by the Fund, biodivef8ityqxcfic cwts will include 
techical assistanw provided to recipient companies to mhance the bidliytfsity WES of tbe project and 
project suprmsiw and waludan. 

G r z m 2 ~ w i l l b e ~ ~ h ~ C i n ~ n n u a 2 ~ ~ t b e ~ o f . t h t F d 6 w n ~ W o r l d  
Bank GEF tnut fund. IFC will closely monitor and approve the FMC's anrmal budget for bidvmrty- 
relatad acsitrltits w v e d  by the GEF grant. 

The preparation of the Fund was conducted largely by IFC. IFC conducted a sectoral feasibility study, 
vcttedpr~wM~,adlwtablisMcontactswithpotemislleadinmstors. h e  
preparatory costs were funded by IFC, the GEF, and st grant from the Heinz Endowmwts. The World 
Bank contributed advim during the Fwd development. 

INCRJI~FcrrAL COSTS 

A baseline or business-as-usual scenario is as follows. These ventures are seeking capital but Investment 
funds availabk to h c e  these pmj- are madquatc because the projects a r e  too small for standard IFC 
and other inmtutiwal financmg, local bank debt is scarce and oAm at prohibitively hrgh rates, bilateral 
agencies and foundations fmus on NGOs and micmttrpriscs, and project development costs are hgh. 
There are numerous commercial banks and a kw i u m e n t  funds in Latin America but thcse W c l a I  
idtutions do not w i d e r  biodiversity criteria in investment dacisiw. Thtrefore, capttal from the Fund 
(combined with tbe entreprenm's qurty), i s  necdcd to help k t  bushema obtain aetded bank debt and 
additional equity investment. And the Fund wdl not attract sufficient inveabllent d e s s  GEF gmnt funds 
ate available to cover the higher than wrmal fund mawigemat and invmm risks related to meGerng 



t b c b i u l k s i r y ~ i v e o f h F u n d .  T h e G W ~ f t l n d s w i l l l ~ a ~ U S S ~ ~ ~ ~ ~  
in projeds with biodiversity benefits, projects that would Iikely nOt have bam f i n a n d  or not fma~& h~ 
severst lylater .  

she in- c h  fw this pmjact wmkt &the @oa &be F d s  project p q x m t i d d ~ ~ e 1 ~  
technical assistan=, stakeholder consultauoa, monitoring, and duatim msta raquircd to mezt the 
biodivmhy objectives of the Fund that arz over and a b v e  those of a n o d  at wid cxmrmercial -re 
capital h d .  These costs arc hrther described in the Projext F h e i n g  and Budget s d m  above and art 
cons ided  lncruneatal msts by the GEF. 

Mobilization Risk: While morc than ten investors have indicated a serious inmat in hesting in the Fwd, 
there 1s a risk that the amwnt r a i d  from invsbfs will be lower than the targeted m o m .  The Fund will 
requk a minimum of US$15 milIion to close. This risk is mitigated by the number and seriwsness of 
bes to r  intefest, IFC's participation, and rhe potmtlal availability of p t  funds to d u c e  project 
devel-t risks and management costs. 

DGal Flow Risk: There is a risk that the m k r  of projects in the US%300,000 to US% 10 million s h  m y  
be h e r  than anticipated which could slow disbumcnts  from the Fund aad put pressure an the Fund to 
make lower qualrty mvmtmmts. 

Mananemart Risk F m  fund management companies in Latin America have vclrturt capital/q&y fuud 
managematt experience or biodiversTty screening eqcnence. Hcwmmt the m a q m e n t  team scltctdl will 
bave mvmment fund, banking, vesture capml, and environmental NGO experitnce. IFC, though its seam 
on the Board of Directors of the Fund and the FMC will supv ise  the biodiversity arad e n v i r m d  
s c r r m h g  mmtahg ,  and evaluation activities of the FMC, 

mlic Retatim K S ~ :  Many NGOS and donor govmments are private stctor mcipatim in 
biodiversity mmrvation. Within these &clm, the proposed Fund will be a highly visible dmo&on of 
a private ~r khiat~vt, Minitions of what m~es an appropriate biodivmsity mvetmemt and views 
rn biodimrty impacts may M e r  from one group to another. Smkeholders, iuwsm and donors should 
keepind&rhepropascldlFrrndwillka-on,firstofitskmd,effm LRssonslearaedfrom 
€he eqmencts ofthe Fund will help the & m a t i d  currmmity to define bmt practices, impacts, and 
susmmble uses. 

BiodivemitvRi&- ~ i s a r i s k t h a t ~ l i o e a m @ e s m a j r e n g a g e i n a o t i o n s w i t h f n n d s  
rece~vd frwn the Fund that are harmful to bidvenity rtsources. As a risk mitigation suategy, the Fund 
will have ptmtxd hmstmmts m i m e d  by the Adviswy Board and require that the ~nvestment projects 
follow & m a t i d  bzst practice and World Bank envirmtlltal poIicfes and guidelines. Fund invesmmk 
will be monitored and dU. h ~ e n t s  m companies that fail to & the environmental and 
bidversiry covenants of she i n m e n t  agmmmts will be t e r n  if mrnctiw- actions are not taken. 

- .  
I N S ~ O N A L  FRAMEWORK ANI) PRQJT3CF IMPLEMENTATION 

Thep~G~grant~beadministeredbyFC(withifi~W0~1:dBank~p). Thernonitoringand 
tvaluatim activities of the FMC and of IFC are described in previous sections. 



ABPENDXX 

PROJECT FINANCING AND BUDGET 

BI~DRTERSITY ENTEWRISE FUND FOR LATIN AMERICA WEF) 

Fund Capitabtioa: 

US$20-30 million h n  IFC, prim& sector m, M a ,  a d  possibly othtt internarid 
-cia1 Mtutio~ls. 

. . .. 
WKO ofthe Fund's Capital: 

1. bhagemmt fee or opwdug budget of tbe fimd managtrPleat m p a n y  (FMC). This feiz is 
typidy 2% to 2.5% n w d y  of the capital in the fund, in thls case, abut USW50,OM) to 
USS500,QOO per ~EU. Thig budget is for staff, of5c;e and travel expeuses, and other costs of 
mm&g the ftmd (including project i d & & g  scmmhg, selection, structuring, supemision, 
teEhtllcal as*ccI and exit). 

GEF Gmnt: 

TheUSSSmilliminGEFgrans~wlllbe~dyfmaad~ctedtathtooststeZbeFrmdof 
addressing the b i d m i t y  aspects .of project review, scremiog, supervision, and technical assmtmce and to 
ftllfill the evaluation and reporting in t tdmp&mf& of the GEF. These are costs wer and abwe the 
normal or typical costs ofrnanagrng a fund (and included in the FMC's management fe) u d l e e n  to 
mcct the b i u h m i y  objectives of the Fund. These are acthities that a fund manager would not normally 
incur. The biodi++pccific a c t i ~ c s  may include biol@caE, social, Icgal, and risk assessment; 
additional t d m i d  hew; preparation of special conrracts to nddress bid~vtfsity; indigeaws rights, and 
intell- propertr issues; and stakeholder amltatim. Thtse are all transaction cost activities required 
to get projects and sponsm to the point where an investment decision can k taken using both fmancial and 
bidiversity criteria. Unce the in-t is made by the Fund, biodiversity-spdic costs will indude 
technid assistance provided to recipient companies to &CC the biodivtrsrty km&s ofthe project and 
project supenision and evaluation. Thus, the GEF funds will be usad for the a d & d  FMC staff, 
multant, travel, and other expenses & d y  related to the biodiversity aspem of project review* 
moaito~g ,  evduwion, techcal asaimce and rcporling; and the Advisory B o d .  Grant funds will be 
advanced to the FMC in m u a l  i n s t a l h a  of US%SOO,OQO (approved armuaily by EC) mer the life of 
the Fund. 

US$5 million in GEF grant funds will lcvmgc US$ZO-30 million in immtrnmt in the Fund. The Fund, in 
turn, d l  invest in projects wrth a total investment cost of US$70-100 milllm lcvcraghg the investment of 
cnWpreneurs and ~o-invstors in fhc pmjtCtS. (The Fund's participation in any me project will average 
abwt 25-30% of pqect  costs). Yf the first US $20-30 million is succcssfulIy mmkd, it is the intermon of 
the Fund to raise addrtloaal invemmt funds for the Fund up to abwt US% 100 mihon, further increasing 
the Iwcragt. 



RE. Independent technical review of Biodiversity Enterprise Fund Proposal 

Date: August 3 1,  1995 

I ,.ave served on several GEE Review Panels over the course of the past three 
years. In my estimation, the proposal for the establishment of the Biodiversity Enterprise 
Fund is the bm project thalt I have seen submitted to the GEF. Let me explain why. 

Most of the projects 1 have either sten or heard about represent traditional 
approaches to conservation: set up a protected area and manage it. This type of 
conservation does not represent new paradigms that GEE coujd develop and implmem. 
That is why I'm so supportive of the Biodiversity Enterprise Fund. Like any other 
movement, intematio. .I conservation has its phases: endangered species, parks and 
protected areas, megadiwrsity, sustainable development, etc., etc. There has been much 
talk of latt of using "the magic of the marketplace" for conservation, but this has not been 
tried on any scale approaching what i: :,%essaq to tmly make a difference. Effofls have 
been haphazard and undercapitalized. The Biodiversity Enterprise Fund has been designed 
to change that. 

Makc no mistake - I do not see the BEF or any other private sector investment as 
the ultimate savior of the rain forest or the panacea for the problems inherent in economic 
development in the humid tropics, & strongly disagree with the belief (both widespread and 
fashionable in Washington) that msenratian activities by the public sector have been a 
dismal failure and the private sector holds all the answers. As the same time, however, I 
feel that the private sector should play a bigger role in thtse activities. Yet I: worry that 
some of these market-related conservation activities now being launched may have a 
disastrous impact on the species they are supposed to save bemuse of the lack of 
adequate project design and/or long tern monitoring. 

This is where BEF comes in, I can see no higher priority right now than the 
establishment of this fund under the aegis of a major multilateral like IFC. The projm 
design s m s  more than adequate, and the proposal clearly addresses the Convention on 

- Biodiversity's dl for the support of innovative measures to lconservt and sust~inab1y 
utilize biodiversity, The proposal is also right in line with the Conwntionvs stated n c d  to 
find additional resources (from the private sector, in this case) to finance biodiversity ' 



conservation, As described in the proposal, BEF appears to have adequate projeez 
screening, monitoring, evaIuation, and reporting capabilities. and requirements to address 
GEF biodiversity concerns and objectives. 

Clearly, the size of the fund - $30 million - is not that large, especially givm the 
enormity of the problems the fund is supposed to  address (but worth bearing in mind is 
that this kind ofmoney does dwarf the budget of many NGO's working in this field). 
What is infinitely more important than the size of the fund itself is that the multilateral 
community gives its imprimatur to this type of approach to conservation by establishing 
the fund in the first place. - . -- 
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There is a sea chanac now undwway in most South American countries as the old 
statist models a way. This has had a very negative impact on the natural 
resources of so its because, in the rush to the global marketplace, these 
resources are being sola ar a mere fraction of their value. Yet in Costa Rica, the value of 
ecotourim txctcds that of timber, cattle, and coffee. The world needs more examples like 
this, There is no reason that countries like Peru and Brazil, both richer in terms of both 
biological and cultural diversity, should not be able to outpace Costa Rca. With the 
establishment of BEF, these cwntsies now have somewhere to go to receive the funding 
necessary to build their own successful models. 

I believe that the project is well-designed but 1 have three particular concerns. The 
first is that of locating the Fund within the region. If the headquarters are in Rio, will 
applicants from non-Brazilian countries face a level playing field, or will we end up seeing 
all the money spent within Brazil? (Perhaps it might be worth stating at the outset that no 
more than halfthe funds could be spent on projects withinBrazil). Secondly, the fund 
needs to be monitored very carefully to ensure that thcst monies are not used .by predatory 
companies claiming to be conservationists but employing the funds to carry out business 

II (I'm particularly concerned with big ecotourisrn efforts). Finally, if projects can be 
e as $10 million, is BEF redly ready to fund only three projects9 I would suggest an 
ceiling of projects in the 33 million range in order to launch enough different 

projects to get a feel for what dots (and doesn't) work. 

I am favorably impressed with the chosen areas of focus: alternate agriculture, 
*I 

sustainable forestry, non-timber forest products, ecotourism, and bioprospecting. Of i 
1. 

course, $30 million could be put into any one of these areas and still not fund all the good 
ideas that are our there. Nanethcless, I want to reiterate my warning that care must be i 

1 
taken that the money not go solely to the big players that art already in these fields and 1 

\ 

will use the monies to tarry out activities which they will label as "sustainable" solely to ( 

have access to these funds. One of the best ways to avoid falling into this trap is to 
explicitly plan sponsor projects by small and medium scale enterprises (as the BEEF 
proposes) and by community p u p s  as well as NWs,  in addition to the layer companies 
that will (more than likely) be the most numerous applicants for these funds. 



I'd dso like to comment on two of these areas which are my special areas of 
experrise: N F P s  and bioprosptcting. En terms of the MFPs, most recent efforts have 
tended to fall into two camps: working with products which are already commodities in 
the international marketplace (e.g., rubber and Brazil nuts) or with products which art 
little known outside indigenous communities Furthermore, the major lhrust of many of 
these efforts has been to focus on international markets. I would strongly recommend 
focusing on NTFPs with strong local markets with an orientation on expanding these local 
markets into regional ones. 

I In terms ofbioprospecting, the Fund has to proceed as cautiously as possible. This 
i is a highly contentious, rapidly evolving field which can result in a11 sorts of negative 
i repercussions if not managed emremely carefully. {I have just been told that the 

Venezuelans are so anti-bioprospecting that they are passing lesislation forbidding all plant 

I collection within their borders - even by local botanists who are engaged in taxonomic 
studies!). The difficulties of bringing a new pharmaceutical drug to the global marketplace 

I are staggering. Once again, I would encourage the submission of proposals for developing 
new pharmaceuticals for regional markets which will prove much easier in the shon term. 
This is not intended to give the impression that I don't believe that new drugs for western 
markets cannot be developed by local firms, just that this type of regional approach has 
seldom been tried and is well worthy of support as a complementary effort. 

I hope that these commts prove useful. Please do not hesitate to contact me if I 
can provide additional information. 


