‘ GEF-6 GEF SECRETARIAT REVIEW FOR FULL-SIZED/MEDIUM-SIZED PROJECTS

gef THE GEF/LDCF/SCCF TRUST FUND
GEF ID: 9277
Country/Region: Regional
Project Title: Risk Mitigation Instrument for Land Restoration
GEF Agency: IADB GEF Agency Project ID:
Type of Trust Fund: GEF Trust Fund GEF Focal Area (s): Land Degradation
GEF-6 Focal Area/ LDCF/SCCF Objective (s): LD-2 Program 3; LD-3 Program 4;
Anticipated Financing PPG: Project Grant: $15,000,000
Co-financing: $120,000,000 Total Project Cost: $135,000,000
PIF Approval: Council Approval/Expected: | October 01, 2015
CEO Endorsement/Approval Expected Project Start Date:
Program Manager: Jaime Cavelier Agency Contact Person: Duncan Gromko

1. Is the project aligned with the relevant | JM/DER, August 12, 2015. Yes. The
GEF strategic objectives and results project aligns with GEF-6 focal area
framework?! objective LD

. Is the project consistent with the JM/DER, August 12, 2015. Yes. The
recipient country’s national strategies | project is consistent with target

and plans or reports and assessments countries strategies to promote
under relevant conventions? sustainable land management, restore
degraded lands, and increase carbon
stocks. The project is coordinated
with the 20x20 initiative in Latin
America.

3. Does the PIF sufficiently indicate the JM/DER, August 12, 2015. Please _
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drivers? of global environmental address the following comments.
degradation, issues of sustainability,
market transformation, scaling, and a) The project identifies trends in
innovation? deforestation due to population
growth, extractive industries, small-
scale farmers, and state-backed
incentives for cash crops as
contributing to on-going
unsustainable land use practices. It is
not clear how the project will address
these drivers or create replicable
investments in the face of these
drivers. Please clarify.

JM/DER/IM: August 31, 2015. The
response is adequate at the PIF stage.
By the time of CEO endorsement,
please expand on the innovative
aspects of the investment approach
and how this risk mitigation strategy
could be catalytic and create
replicable investments.

4. TIs the project designed with sound JM/DER, August 11, 2015.
incremental reasoning?

Please address the following

! For BD projects: has the project explicitly articulated which Aichi Target(s) the project will help achieve and are SMART indicators identified, that will be used to track the
project’s contribution toward achieving the Aichi Target(s)?
2 Need not apply to LDCF/SCCF projects.
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comments.

a) From a financial perspective, the
project argues that risk mitigation
funding through this project will
catalyze investment. But there are
already many investment activities
underway, some mentioned by the
project; many supported by IFIs and
bilateral agencies, so it is unclear how
this additional risk mitigation funding
will catalyze new investment. Isn't
there a real risk that this fund will
simply increase returns for private
sector investors who will be moving
ahead with the same baseline projects
regardless?

b) The example provided on page 6 of
a "grace-period" that is needed is
unclear. How would a risk mitigation
instrument, as proposed in this
project, provide a grace period?

¢) The project write-up explains that
"equity taking risk and debt providing
scale" is the typical model but that "in
this sector there are few lenders
willing to take project risk." the
project also explains that in many
land-restoration projects, it may take
up to seven years before forest crops
offer value. Therefore, who can a very
small risk mitigation fund of $15
million be allocated when the
potential risks may not appear for
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seven years? Won't debt providers
want some debt service before the
seven year period?

d) Please elaborate on the "Revenue
Model" that the Public/Private Sector
would like to support with NGI
funding. That is, if the GEF resources
are to be used for risk-mitigation, then
it implies that beneficiaries of
investments will in normal cases be
able to pay the investment back -
please clarify what revenue models
the beneficiaries will allow them to
generate a positive return and pay
back the investment.

e) Please provide benchmarks for
existing businesses in
"intercropping", "shade-grown
systems", "afforestation and
reforestation for biomass", "Timber
and NTFP", "Sylvo-pastoral systems".
Do you have examples of businesses
that are succeeding with these
approaches?

JM/DER, August 31, 2015.
a) The response justifies the risk
mitigation instrument (RMI) by
noting that many investors are under-
estimating the risks that projects face
and will need to take advantage of the
RMI; also that the IDB will employ a
principal of minimum concessionality
that should avoid the consequence of
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excess returns. Comment cleared.

b) The response explains that projects
with grace periods are perceived as
risky, thus these are the types of
projects that may need access to the
RMI. Comment cleared.

¢) The response notes that as in b),
projects with grace periods or long
delays before off-take agreements are
initiated are perceived as risky, and
may need access to the RMI.
Comment cleared.

d) Revenue model explained in
response to question 5. Comment
cleared.

e) Examples provided. comment
cleared.

5. Are the components in Table B sound
and sufficiently clear and appropriate
to achieve project objectives and the
GEBs?

JM/DER, August 12, 2015.

Please address the following
comments.
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a) In the section on risks, there is no
mention of the risk that investments
will not be cost-effective or
sustainable. Please clarify how
investment decisions will be made to
ensure cost-effectiveness and
replicability.

b) In the section on risks, there is no
mention of how the agency will
ensure that each investment is
consistent with GEF focal area
objectives. How will the screening be
performed and monitored?

¢) Enhancements to carbon stock are
estimated to yield GHG emissions
mitigation benefits of 4.5 million tons
over ten years on 45,000 hectares.
The preliminary estimate does not
make clear how much of the 45,000
hectares would have been restored in
the baseline case without GEF
investments. Please clarify.

d) A rough cost-effectiveness estimate
based on the emissions benefit shows
$135 million/4.5 million tons/10 years
equal $3/ton/year. Please clarify if
this cost-effectiveness is comparable
to other projects; and clarify if this
would be representative of the
potential cost-effectiveness for
achieving the 20x20 initiative.

e) the project proposal says
"guarantees and loans" will be
provided. Please explain how the risk
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mitigation "first loss" can use these
two very different instruments.

f) The Outcomes of the project are
22.5K hectares under SFM/restoration
practices and 22.5K hectares in
integrated landscape management for
a total of 45K hectares. Each of these
outcomes plan to use $7.5M from
GEF and $60M in co-financing. The
investment per unit are would be
$333/ha when considering GEF funds
only and $3,000/ha when considering
GE + co-financing. This is a
significant investment with unknown
returns of GEBs. The investment
appears to be not cost-effective.
Please elaborate.

JM/DER/IM: August 31, 2015.
a) IDB performs extensive due
diligence as documented in the
response. Comment cleared.

b) The explanation in the revised PIF
is acceptable. However please note
that afforestation (the establishment
of a forest where there was no forest)
can not be supported with GEF funds.
Reforestation, the reestablishment of
forest cover, can be supported with
GEF funds. In order to better
understand the nature of the proposed
interventions listed on pages 6 & 7,
please elaborate on the working
definitions of reforestation and

GEF-6 FSP/MSP Review Template January2015

11



restoration and their role in the
landscape.

c¢) The response notes that the
estimate of 45,000 hectares is
incremental - none of it would happen
without the investment. Comment
cleared.

d) Sufficient explanation on the cost-
effectiveness was provided. Comment
cleared.

¢) Both subordinated loans and
guarantees can be effective for
offering risk protection/mitigation.
Comment cleared.

f) The response notes that the
$3,000/ha estimate is an investment,
not a cost; that is, the investment will
generate a stream of revenue that will
have positive net present value. Thus
the cost-effectiveness is quite good.
Comment cleared. ??
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Are socio-economic aspects,
including relevant gender elements,
indigenous people, and CSOs
considered?

JM/DER, August 12, 2015. Yes.

Is the proposed Grant (including the
Agency fee) within the resources
available from (mark all that apply):

e The STAR allocation?

JM/DER, August 11, 2015. This is a
request for access to the non-grant
instrument pilot and STAR resources
are not needed.

Technology Transfer)?

e The focal area allocation? NA

e The LDCF under the principle of | NA
equitable access

e The SCCF (Adaptation or NA
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e Focal area set-aside?

NA

8. Is the PIF being recommended for
clearance and PPG (if additional
amount beyond the norm) justified?

JM/DER, August 11, 2015. Not at this
time. Please address the comments in
boxes 3, 4, and 5.

JM/DER, August 31, 2015. The
responses were very helpful. The
major comments have been
addressed, with one remaining
comment in box 5b.

Also, as the project PIF will be likely
be read by Council members when the
project is considered for a work
program, it would be beneficial to
include references in the PIF
document to the following:

a) The Bonn Challenge and how this
project contributes to it;

b) The project's contribution to and
clear link with the 20 x 20 initiative.

Please briefly revise and re-submit.

JM/DER, September 8, 2015. The
revision was re-submitted.

At the time of CEO endorsement
please address the following:
a) By the time of CEO endorsement,
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please expand on the innovative
aspects of the investment approach
and how this risk mitigation strategy
could be catalytic and create
replicable investments.

b) Some of the potential investments
may be risky due to land tenure and
dangerous areas in the region. Please
address these risks.

¢) Some impact investors with only be
interested in projects favoring
"natural restoration" as opposed to
agricultural uses. Please describe if
any of these investments will be
considered and if so, the business
model.

d) Please explicate the business model
for each type of investment. For
example, will any investments depend
on carbon credits for viability?

e) Elaborate on how the proposed
interventions on the ground assist in
structuring sustainable landscapes, by
strengthening or rehabilitating the
forest resources that provide the
ecosystem services necessary for the
commercial activity (i.e. coffee or
cocoa) or some other provision (i.e.
water for downstream users). For this
effect, please provide a map of the
landscapes and target areas for
restoration in each of the sub-projects.
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9-08-15
Yes. The Program Manager
Recommends CEO PIF Clearance.

Review

August 12, 2015

Additional Review (as necessary)

August 31, 2015

Additional Review (as necessary)

September 08, 2015

. If there are any changes from

that presented in the PIF, have
justifications been provided?

. Is the project structure/ design

appropriate to achieve the

expected outcomes and outputs?

. Is the financing adequate and

does the project demonstrate a
cost-effective approach to meet
the project objective?

. Does the project take into

account potential major risks,
including the consequences of
climate change, and describes
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sufficient risk response
measures? (e.g., measures to
enhance climate resilience)

. Is co-financing confirmed and

evidence provided?

. Are relevant tracking tools

completed?

. Only for Non-Grant Instrument:

Has a reflow calendar been
presented?

. Is the project coordinated with

other related initiatives and
national/regional plans in the
country or in the region?

. Does the project include a

budgeted M&E Plan that
monitors and measures results
with indicators and targets?

10. Does the project have

descriptions of a knowledge
management plan?

11.

Has the Agency adequately
responded to comments at the
PIF? stage from:

e GEFSEC

e STAP

e GEF Council

e Convention Secretariat

12.

Is CEO endorsement
recommended?

3 Ifitis a child project under a program, assess if the components of the child project align with the program criteria set for selection of child projects.
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Review

Additional Review (as necessary)

Additional Review (as necessary)
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