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EXECUTIVE SUMMARY

Why a Rapid Review of Conservation Trust Funds?

This Rapid Review of Geservation Trust Funadgresents an overview of experience with

the creationpperation and evaluation of conservation trust fui@BFs) and provides a

rationale for further investmenh CTFs. TheReviewis not intended to replicatthe

Global EnvironmentFaci | i t y 6 s cdm@&hEnsisdvaluati®ndod Experience

with Conservation Trust Fundsbut rather to review theurrent status of CTFs

worldwide, focusing on thoséhat have been in operation for at least five yealts.

identifies best practice atdards for effectivgjovernance and administration of CTFs,
andprovides guidelines for monitoring and evaluatthd Fs 6 oper ati ons and |
impact.

The Conservation Finance Alliance (CFA) Working Group on Environmental Funds
commissioned th&eview, with support provided by the French Development Agency
(AFD), French Global Environment Facility (FFEM), German Development Bank
(KfW), Conservation International (Cl) and the World Wide Fund for Nature (WWF).
The Reviewwas prepared by a consultitgam consisting of Barry Spergel and Philippe
Taieb based on extensive interviews, a CTF survey, review of CTF literature including
CTF evaluations, and consultations in Paris, Washington and San Salvador. The
consutants and the Working Group are gratefio the many individuals and
organizations who participated in tReview with special thanks to the GEF that served
on the Steering Committee for thHeeview and the Latin American and Caribbean
Network of Envirmmental Funds (RedLAC).

CHAPTER 17 BACKGROUND ON CONSERVATION TRUST FUNDS

Over the last fifteen years, CTFs have been established in more than 50 developing
countries and transition economies. As shown in map below, the majority of CTFs have
been established in the Latin American and Caribbegion.

CTFs are private, legally independent graratking institutions that provide sustainable

financing for biodiversity conservation and often finance part of the -temg

manag@me n t costs of a countryds proteanted ar e
effective means for mobilizing large amounts of additional funding for- @iversity

conservation from international donors, national governments and the private sector.

CTFs raise and invest funds to make grants tegomernmental organizationsdlGOs),
community basedrganizations (CBOs) and governmental agencies (such as national
parks agencies). CTFs are financing mechanisms rather than implementing agencies.
They also can serve as mechanisms for strengthening civil society and for making
govemment PA manage government agencies more transparent, accountable and
effective.
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CTFs can be characterized as puplivate partnerships, and in most cases at least half

of the members of their governing boards are from civil society. In additioumntiinig
conservation projects, CTFs provide technical assistance and grants to strengthen the
institutional capacity of grantees. CTFs have also served as catalysts for the creation of
new partnerships with private businesses for the conservation anchablgtaiise of
biological resources. Many CTFs also reduce threats to biodiversity by financing projects
that mprove and promote sustainable livelihoods of poor communities living near PAs.
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CHAPTER 27 PURPOSES AND ROLES OF CONSERVATION TRUST FUNDS

Many CTFs are hybrids of what earlier studies considered to be distinct categories of
CTFs, serving as Aumbrella fundsod to manag
purposes, but under a single legal and institutional structure.

Grants Fund

Channels resources to target groups (typically NGOs
and CBOs) for a broad range of conservation and
sustainable development projects, not limited to PAs.

Green Fund
Primarily financesctivities related to biodiversity
conservation.

Brown Fund

Finances activities such as pollution control and

waste treatment. Many brown funds allocate five to ten
percent of their grants for biodiversity cemgation

and PAs. Most brown funds are financed by pollution
charges or fines.

Parks Fund

Finances the management costs (and sometimes
also the establishment costs) of specific PAs, or of a
count ry 6 systamRA maregement casts can
also include financing for alternative livelihoods or
sustainable development activities in PA buffer zone
communities.

Endowment Fund

Capital is invested in perpetuity, and orthet
resulting investment income is used to finance
grants and activities.

Sinking Fund

The entire principal and investment income is
disbursed over a fairly long period (typically ten
to 20 years) until it is copletely spent and thus
sinks to zero.

Revolving Fund

Income from taxes, fees, fines, or Payments for
Ecosystem Services (PES), that are specially earmarked,
regularly go into the fund to be used for specifiedposes.
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Essential Conditions

CTFs are just one of a number of different tools for financing biodiversity conservation,
and are not necessarily appropriate or feasible for all countries and in all situations. The
GEFEvaluationconcluded that CTFs regeifouri e s sent i al: condi ti onso

1 The issue to be addressed requires a commitment of at least ten to 15 years;

2 There is active government support for a puplivate sector mechanism outside direct
government control;

3 A critical mass of people frordiverse sectors of society that can work together to
achieve biodiversity conservation and sustainable development; and

4 There is a basic fabric of legal and financial practices and supporting institutions
(including banking, auditing and contracting) which people have confidence. These
four conditions continue to be valid, with certain refinements that will be discussed in
later chapters of thiReview.
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CTFs and the Paris Declaration on Aid Effectiveness

Experience has demonstrated that CTFs can be an effective tool for achieving th
of the Paris Declaration on Aid Effectiveness (2005) by:

1. Strengthening part nopmentctategies and assotial
operational frameworks with respect to the management of PAs;

2. l ncreasing alignment of ai d wi t
prioit i es, and helping to strengthen pa

3. Ehhanc ng donorsdé6 and partner countri g
and parliaments, because CTFs are open and transparent institutions that: (g
grants based on publicly declared criteria; (b) Submit detailed annual reports o
activities to donors, national governments and the public; and (c) Are subject to §
audits by independent accounting firms, which are made public; and

4. Eliminating duplication of efforts and rationalizing donor activities to make the
costeffective & possible, because CTFs combine and coordinate funding from my
donors, which also reduces the reporting burden on grant recipients;

5. Defining measures and standards of performance and accountability of
country PA systems, by conditioninGTF grants on the achievement of measurd
perfaomance benchmarks and compliance with rigorous standards of fing
management.

CTFs al so address what t he Pari s De ¢
by:

6. Providing more predictable amaulti-year commitments on aid flows to committ{
partner countries;

7. Delegating authority from international donor agencies to a partner country
making institution (i.e., the CTF), which can integrate global programs and initig
(such as th€onvention on Biological Diversity, or the UN Framework Convention|
Cli mate Change) into partner countr.i

8. Increasing transparency and reducing opportunities for corruption, by the
disclosure of dlCTF grants, operating costs and investments, and through super
by independent publiprivate governing boards.
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CHAPTER 317 STRATEGIC PLANNING, GRANTMAKING AND
ADMINI STRATIVE COSTS

CTFs use strategiplanning to set priorities and ensure that funds and resources are
effecc i vely and efficiently applied in the exe:t
are typically developed for three to five years in broad consultation with diverse
stakehatlers.

Most CTFs have a separate grant administration manual, or a section of their operations
manual, that covers grant proposal review procedures, procedures for responding to
applicants, grant reporting requirements, and grant monitoring and evaluatioia citd
procedures.

Administrative costs for most CTFs range from ten to 20 percent of their total annual
budget. To minimize administrative costs, CTFs need to keep costs below a ceiling, based
on a standard definition of what constitutes administraipsts.

Ensuring a Long-term Focus on Biodiversity Conservation

Some CTFs have evolved from a strict focus on conserving biodiversity to an increasing

focus on improving the livelihoods of communities near PAs and promoting sustainable
development. In soecases, this shift in focus has been encouraged, or even required by,
international donors or national government
their overarching goal. Supporting such activities in communities near PAs is also

viewed as aindirect way of supporting biodiversity conservation and strengthening PAs,

to the extent that this contributes to reducing the level of human threats to biodiversity

and PAs.

However, there can be a risk that uengCTFb6s ¢
direct impacts on biodiversity. Strategies for maintaining a focus on biodiversity
consevation include:

A Provisions in a CTFés articles of incorpol
the CTF can make grants, and require the unanimatgsof the board for any changes;

A Requirements that members of the CTF6s bo
biodiversity conservation or their affiliation with nongovernmental conservation
organzations; or

A Donor grant aishseparatesaccousts ih enGTE that can calip be spent

for narrowly defined purposes, and are governed by a special committee that includes
representatives of a particular donor(s).

Vi
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CHAPTER4T FUNDI NG PROTECTED AREASO6 RECURRENT CO
FINANCIAL GAP A NALYSIS

Funding for PAs in developing countries has not kept up with the roughifoltén

increase in the number of PAs in the world over the last four decades, which now cover

appr oxi mately 12 percent of the worl doés | a
Conservation Monitoring Centre, less than one billion dollars annually are spent on PA
management in developing countries, resulting in inadequate staff, vehicles, fuel and

other basic m@agement necessities. Insufficient investment often leads to pragressi
degradation of the biological resources that PAs were established to conserve.

Through their funding for longerm recurrent costs of biodiversity conservation and PAs,
CTFs provide a relatively stable and secure source of funding for salariedyuictias
maintenance, equipment and supplies. CTFs also serve as an exit strategy for
international donors in countries where they plan to close down their projects or offices
(for budgetary or other reasons) but would still like to have a lasting impact.

In some cases, donors have initially expressed concerns about whether they will receive
sufficient public recognition if their financial contributions are combined with those of

other donors and managed by a CTF. However, many international donordiandl na
governments realize that the value of their investments in conservation can be multiplied

many times when their contributions are leveraged by matching contributions from other
international donors, and/or by a national government in the form ofeesrand taxes
specifically earmarked for the CTF. CTFsod6 s
raising public awareness of biiversity conservation and PAs has led many

interrational donors and national governments to further increase theinfufm PAs

and bodiversity conservation, even above and beyond their CTF contributions.

CTFs are commonly used as a mechanism for creditor and debtor governments to channel

funds generated by defuir-nature swaps (i.e., the cancellation of debt repmt

obligati ons i n exchange for funding progr ams
biodiversity) and to spread the spending of those funds over as long as 20 years rather

than speding them at once. Countries such as Peru, Ecuador, Bolivia and Madagascar

have used CTFs to channel many tens of millions of dollars from bilateraladetsture

swaps into longerm financing for their national PA systems.

CTFs can improve the management performance of goverrmmeRA systems, because

CTFs require grantecipients to adhere to specific conditions and procedures, and often

to meet specific benchmarks. The predictability and security that CTFs provide as a
source of sustainable financi n-termiplamminggases P/
and increasestakeholder support by reassuring people that financial resources for
conservation and sustainable development activities continue to be available.

CTFs are often based on (and often utilize) H@rgn financial and business planning
tools, such as finamal gap analysis and financial sustainability scorecards. This

vii
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improves the effectiveness and efficiency of PA management, which can in turn lead
national governments to increase their annual budget allocations for PAs.

CHAPTER 517 MONITORING AND EVALUA TING IMPACTS ON
BIODIVE RSITY

Most CTFs do a good job of monitoring and evaluapimgect completionndicators, but

do not do an equally good job in monitoring thiediversity impact®f their grants. One

of the reasons for this is because they eitteemot have, or they do not collect, the
baseline data necessary to monitor and evaluate these biodiversity impacts. Biological
indicators are also challenging (and sometimes expensive) to collect and interpret, and
are often not sufficiently sensitive av&hort time frames relevant to program managers.

Many CTFs are now devoting more resources to improving their monitoring and
evalution (M&E) of the biodiversity impacts of their grants, which should lead to
improved grant selection and project desigthifuture.

M&E of parks funds can be done relatively easily and cheaply by using tools such as the
Management Effectiveness Tracking Tool created by the World Bank and WWF.
However, M&E of biodiversity impacts of grants funds is often much more diffesil

these grants serve many different purposes, and are often made to NGOs and CBOs with
no previous M&E experience.

Best Practices for Monitoring and Evaluation

CTFs should require each grantee to: (1) Include goals and indicators for biodiversity
congervation (or threat reduction) in its grant proposal; (2) Collect relevant baseline data
on biodiversity (or on threats to biodiversity) before implementing the grant; and (3)
Submit data several times during grant implementation, and after grant completio
measure changes in the key indicators.

Annex G to thiReviewrepresents a model template for evaluating: (1) The performance
of CTFs as institutions and (2) The programmatic impacts of their grants.

CHAPTER 6 1 BOARD AND GOVERNANCE ISSUES

The single most important condition (i.e., best practice) for good governance is for a

mg ority of t he me mber s of a CTFo6s governi
government. Experience shows that CTFs with greater independence from government

are more tragparent and effective in achieving biodiversity conservation goals, less
influenced by shosterm political considerations, and more successful in attracting
contributions from international donors and from the private sector than government
controlled fundsOt her i mportant factors ensuring a C
(1) The Chairman of the board should not b

viii



Rapid Review of Conservation Trust Funds

offices should not be physita located inside a government ministry; and (3) Non
governmental members tife board should not be chosen or appointed by a government.

Board Composition
Non-governmental members of the board should be elected by other board members, or

be chosen by widely recognized and independent groups and associations. However, it is
highly advised to have at least one higlvel government representative on the board, to

ensure that a CTF6s activities are |linked

and policies, and to ensure government support for a CTF.

Board members sh&ihave diverse backgrounds and be chosen on the basis of their
personal competencies, based on how they can contribute to achieving the goals of the
CTF.

Board membersdé terms of office should be
time) to provwde greater institutional continuity and their responsibilities should be clearly

t o

st

specified in a CTF6s bylaws or its operation

The Role of Expert Committees

CTF boards often function more efficiently if they delegate certain topics to expert
committees (i.e., finance or technical committees) to discuss and then make
recommendations to the full board. Larger boards benefit from having members with
different kinds of technical expertise and geographical backgrounds. However, a larger
board canmaket har der to reach deci sions, and
One option is to have a smaller executive committee that meets more frequently and
handles many sheterm and urgent decisions, while the full board meets only once or
twice each gar and focuses on larger and more strategic decisions.

CHAPTER 7 17 LEGAL AND TAX ISSUES

All common law countries and most civil law countries have laws that permit the creation
of CTFs as trust funds or foundations. In the absence of an appropraté&adegework,

CTFs may also be established by: 1) Enacting a special law solely to establish a particular
CTF and grant it tax exemptions and other privileges; 2) Establishing an offshore CTF in
a country with a flexible and wetkspected legal system; i) Establishing a CTF
through a bilateral or other international agreement, rather than under national legislation.
The Netherlands, the United Kingdom and the United States have the most unrestricted
legal frame works for establishing CTFs and founatestio

CTFs need to ensure that interest and investment income (including capital gains) earned
by investment of endowment funds is exempt from taxation at the source (i.e., in the
country where the money is invested) or in the destination country (i.ecothery

where the CTF is legally registered or operate
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Conflict of interest rules should be clear]l
bylaws and operations manual to prohibit CTF board members, staff or their family
members from receiving anyrants from the CTF, or receiving any kind of economic
benefits from the CTFO6s grants.

CHAPTER 8 - FUNDRAISING

New fundraising opportunities for CTFs are emerging. While the GEF and bilateral aid
agencies remain the major sources of funding (almosei&ept) for CTFs, partnerships

with corporations, other nonprofit organizations and foundations also play an increasing
role. In most cases, money raised through those partnerships is used to finance individual
projects and programs rather than to cagiéadindowments.

Some natural resource extractive industry companies have provided funds to help
capitdize new CTFs or new accounts within existing CTFs (mostly in the form of sinking

funds). However, partnering with such companies can also be potemisidyyfor a

CTF6s i mage. A CTF6s board and executive di
company’s values significantly overlap with the CTF's values, and that the CTF retains

the capacity to walk away if the company’s policies or activities pulEthec 6 s r eput at i
at risk.

Other new types of funding mechanisms (such as PES, PA entrance fees, or various taxes
and levies) have continued to emerge in the past few years to finance conservation in PAs
and other biologically rich areas. This additionalding for conservation, whether or not

it is channeled through CTFs, can relieve pressure on CTFs to raise money from other

sources.

CTFs can al so tap & ndonation§ byesecially kconsciemiduhr r o py 0
wedthy individual® both in developed cotmes and in emerging market countries, but
CTFs will have to learn to position themselves to capitalize upon these new opportunities.

Best fundraising practices for CTFs include building up the necessary fundraising,
marketing and strategic skills of bas and senior management, and designing a realistic
and well thoughtut marketing and fundraising strategy.

CHAPTER 91 INVESTMENT MANAGEMENT

The Conservation Trust Investment Survey Anali98) shows that the investment
performance of CTFs is cqmarable to that of USolleges and universities: the weighted
averagaeturn for 19 CTFs responding to the survey w49 percent for all years, and

10.57 percent foR003 through 2006. Thisis asign of growsig p hi st i cati on i n
investment policis. Many CTFs have also hired investment advisors to oversee their
investment managers, and most CTFs now have clear and specific investment guidelines.
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Best investment management practices include having a diversified asset base and a
flexible spending plicy, both of which should be regularly reevaluated and modified as
necessary, b a s e d-term nnvestmer@ FtiRat@gy and achamgges in global
financial markets. Around 80 percent of CTFs rebalance the allocation of investments in
their potfolio at least once per year, with some CTFs doing either monthly or bimonthly
rebalaming.

Environmental screening has become standard with CTFs, whereas the use of socially
responsible investing (SRI) practices is not as widespread. SRI practices can be time
consuming and expensive and require significant background research and dialogue with
various companies to influence their operational practices.

Summary Table

The following key data presents aggregate numberg
CTFs around the world. The data is based on informg
provided by roughly 20 CTFs in response to
questiomnaire sent to more than 50 CTFs, as well as n
recently available information from other sourc
including CTF websites, annual reports and perse
interviews.

Number of CTFs ~b5

Capital Raised Worldwide

An estimated $810 million*
(74% in LAC, 10% in Asia, 9%
in Africa, and 7% in Europe).

Capital Raised

US: 45%; GEF: 19%

Breakdown by (with 31% in Africa);
Donor WorldwideGermany: 7%;
National Governments: 6%;

Other Donors: 23%.

Investment Performance

Weighted average annual return of
19 CTFsis 10.19% for all years,
and 10.57% for 2003 through 2006.

* |n the case of the PoligEcoFund, only the $45.5 million generated at the inceptio
of the Fund has been taken into account.

Xi
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CHAPTER 107 CONSERVATION TRUST FUNDS IN AFRICA

Most CTFs in Africa before 2@focused on supporting just one or two PAs, and were in
anglophone countries. However, most of the newer CTFs in Africa are in francophone
countries and were created to help finance
focus also reflects the shiby the GEF (which is the largest donor to CTFs in Africa)

from supporting conservation projects at individual site levels to supporting skstein
management of PAs.

Identified Challenges

Most African CTFs in existence for at least five years hawkgusitive impacts on the

individual projects that they have funded on the ground.

African CTFsd own institutional weaknesses
need to increase their capital to levels that will enable them to have a more significa
biodiversity conservation impact.

The lack of systerwide PA financial gap analysis in most African countries (with a few

notable exceptions like Madagascar) makes it difficult to design and establish CTFs to

support entire national PA systems. Howevereven desi gning a CTF b
frillsd scenario that provides only the mini
can be expensive.

Successes in raising initial capital for the Madagascar Foundation for Protected Areas and
Biodiversity and Ce't r a | Af r i c-nafiomal Fandagidm econtist iwith the
chdlenges faced by East African CTFs in raising additional capital, or the difficulties
faced by emerging CTFs in Benin or Mauritania in finding initial capital. Therefore, it is
hard to prettt the extent to which the international community will be willing and able

to contribute the money needed for creating CTFs across the region.

Requirements for Establishing Successful Conservation Trust Funds in Africa

After 15 years of experience Africa, and even longer experience in Latin America and
the Caribbean, we know that key factors for establishing successful CTFs include: 1) A
countrywide conservation strategy that presents a quantified biodiversity conservation
needs assessment bothhwntand outside PAs; 2) Political support at the highest levels in

a country, with | imited g¢gowedaymamgement;3)v ol v e mi
Fundraising and technical support from international organizations; 4) Consultative
processes that incled a | | maj or stakeholders and refl ec

including support for sustainable livelihoods; and 5) -fiopch human resources that
provide the breadth of skills needed to lead a CTF, both at the senior management staff
level and boat level.

Xii
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CHAPTER 117 ADVANTAGES AND DISADVANTAGES OF CONSERVATION
TURST FUNDS

The Reviewhas found that the following list of advantages and disadvantages of CTFs
from the 1999 GEFEvaluation remains valid, with certain qualifications that are
discus®d in detalil in th&review.

ADVANTAGES

1. Can finance recurrent costs;

2. Can facilitate longerm planning;

3. Broad stakeholder participation leads to transparent deaisaking and strengthens
civil society;

4. Can react flexibly to new challenges;

5. Can plan for the lonterm because independent of changes in government and shifts in
political priorities;

6. More capable than donor organizations of working flexibly and with attention to-small
scale details;

7. Create better coordination between donors, government and civil society;

8. Allow donors to comply with international recommendations for aid effectiveness;
and

9. A vehicle to collect and secure greater private contributions for biodiversity
conseration

DISADVANTAGES

1. Can tie up large amounts of capital; modest income; high administrative costs;

2. Exposed to market volatility and possible loss of capital;

3. Can create pressure to spend too much on gramesihef building up capital;

4. Secure financing can breed complacency if there are no performance incentives;

5. Making grants reflects a projebased approach, and risks neglecting the legal and
economic framework; and

6. Donor agencies are not ableflow up on such longerm investments and ensure
accountability for the use of public funds.

Xiii
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FUTURE ROLES OF CONSERVATION TRUST FUNDS

In the future, CTFs will continue to play a role in ensuring sustainable financing and
providing recurrent funding fo the management of PA systems. CTFs may also
increasingly come to rely on recurrent sources -@auantry funding, such as:

Payment for Ecosystem Servicesincluding payments for carbon sequestration and
watershed conservation;

Business biodiversity offets which involve environmental compensation for major
mining and resource extraction projects;

Tourism taxes and feesvhich are allocated by law for nature conservation; and
Pollution taxes and environmental fines.

Another emerging role for some €3 is serving as a grants administrator for
international donor funded small grants programs (SGPs) in fields that are not necessarily
related to biodiversity conservation. CTFs are an attractive vehicle because CTFs often
represent the only nongovernmeéntacountry based grammhaking institution, and many

CTFs are widely respected by the public for their honest and efficient administration of
small grants programs. The advantage to CTFs of playing such a role allows CTFs to earn
extra income to cover paof their fixed operating costs, and thereby subsidize the costs
of carying out their primary mission of biodiversity conservation.

In the future, CTFs may also be able to use their expertise and experience in
administeing SGPs as the basis for serviag a financial intermediary between buyers

and sellers of environmental services. CTFs can also use their expertise as grant making
institutions and financial intermediaries to serve as efficient and effective mechanisms for
channeling longerm subsidies financial incentives and compensation to rural
communities for shifting away from ecologically unsustainable practices to more
sustainable forms of naral resource use.

Xiv
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CHAPTER 1: BACKGROUND AND METHODOLOGY
Background on Conservation Trust Funds

More than 50 conservation trust funds (CTFs) have been created since 1991, with the aim
of providing a longterm sustainable source of funding for biodiversity conservation and
sustainable development in developing countries and transition economies (sed~Annex
for a list of CTFs). The total amount contributed by donors to CTFs probably exceeds
$1.2 billion, of which around $800 million has already been given out as grants for
biodiversity conservation, environmental protection and sustainable developrhent.
majoiity of CTFs have been established in the Latin American and Caribbean (LAC)
region.

CTFs are private, legally independent graratking institutions that provide sustainable

financing for biodiversity conservation and often finance part of the -teng

manag@me n t costs of a countryb6s protected ar e:
effective means for mobilizing large amounts of additional funding for biodiversity
conservation from international donors, national governments and the private sector.

CTFs raise and invest funds to make grants tegoMernmental organizations (NGOS),
community based organizations (CBOs) and governmental agencies (such as national
parks agencies). CTFs are financing mechanisms rather than implementing agencies.
They al® can serve as mechanisms for strengthening civil society and for making
government PA management agencies more transparent, accountable and effective.

CTFs can be characterized as publivate partnerships, and in most cases at least half

of the membes of their governing boards are from civil society. In addition to funding
conservation projects, CTFs provide technical assistance and grants to strengthen the
institutional capacity of grantees. CTFs have also served as catalysts for the creation of
new partnerships with private businesses for the conservation and sustainable use of
biological resources. Many CTFs also reduce threats to biodiversity by financing projects
that improve and promote sustainable livelihoods of poor communities living near PA

Background onRapid Review of Conservation Trust Funds

In 2007, the Conservation Finance Alliance (CFA) Working Group on Environmental

Funds identified the need to conduct a rapid revievexgierience with the creation,

operation and evaluation of CSF The objective of thiRapid Review of Conservation

Trust Fundsis to assess the current status of CTFs worldwide, focusing on those that

have been in operation for at least five years, and to provide a rationale for further
investment in CTFs. ThdRevew identifies best practice standards for effective
governance and administration of CTFs, and provides guidelines for monitoring and
evaluating CTFsé operations and biodiversity

The CFA Working Group on Environmental Funds commissionedRééeav, with
sypport provided by the French Global Environment Facility (FFEM), French
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Development Agency (AFD), German Development Bank (KfW), Conservation
International (Cl) and the World Wide Fund for Nature (WWF). TReviewwas
prepared by a consultingaie consisting of Barry Spergel (lead consultant) and Philippe
Taieb based on interviews, a CTF survey, review of CTF literature and extensive
consultations. The conkants and the Working Group are grateful to the many
individuals and organizations whanpicipated in theReview with special thanks to the
Global Environment Facility (GEF) that served on the Steering Committee for the
Review and the Latin American andaftbbean Network of Environmental Funds
(RedLAC).

Il n parall el , t hmnittteragkdlidts Se@dtaaat to assegs th€ pertinence
of funds as models for financing biodiversity conservation to guide their decision to
continue supporting funds. Since francophone Africa represents the core geographical
priority of the FFEM, the FFAR requested that thiReviewinclude analysis of the state

of development and future prospects for funds in francophone Africa.

The CFA Working Group on Environmental Funds and RedLAC also recently sponsored
the first annualConservation Trust Fund Ingament Survey Analys{goordinated by
Wildlife Conservation Society (WCS) and ClI, with support from the Acacia Fund) which
provides a comparative analysis of investment strategies and financial performance of
CTFs. Chapter 6 of thReviewon Investment Mnagement draws on findings from the
Investment Survey

Evaluations of CTF Experience

TheReviewi s not i ntended to replicate the GEFO:
Experience with Conservation Trust Furid&lmost ten years later, the recommendation

from this evaluation continue to guide the development of funds around the world. The

GEF evaluation focused on the performance of the funds, but not on their biodiversity

impacts, since most of the funds were too recently established to allow faalaerel

assessment of these impacts.

CTFs are now increasingly carrying out evaluations of their own operations, and
participating in independent evaluations in response to donor evaluation requirements.
For example, the United Nations Development Progreev(UNDP) and the World Bank

have prepared project evaluation reports on more than a dozeiiifaiéed projects

that nvolve CTFs. The United States Agency for International Development (USAID)
has commissioned more than 20 independent evaluations of GaFsvere financed

with the proceeds generated by US bilateral debt reduction agreements under the
Enterprise for the Americas Initiative (EAI) and the Tropical Forest Conservation Act

! Global Environment Facility. 199&xperience with Conservation Trust Fun8saluation Report N1
99. Washington, DC.
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(TFCA). In 2003, RedLAC sponsored an assessment of the experiefntsesSofember

funds?

Methodology

TheReviewwas conducted in 2062008 based on:

Interviews with representatives of CTFs, donors and NGOs, including the
exealtive directors of more than 15 CTFs at the 2007 RedLAC General Assembly
and more than 20 tgdaone interviews with executive directors of CTFs in Africa
and Asia (see Annex B for a list of persons interviewed by the consultants);
Review of over 200 reports, publications and legal documents that are listed in the
Bibliography (Annex C), including waluations of individual CTFs that were
commissioned or carried out by donor agencies such as the GEF, World Bank and
US Government;

Survey of CTF executive directors (results summarized in Annex D);

CTF case studies (Annex E) provided by RedLAC membaddwand other
participating funds

Feedback from public presentations and discussions oR#wewat various
stages of development, including at the following venues: (1) RedLAC General
Assembly in El Salvador in November 2007; (2) GEF Secretariat irmivgten

in November 2007; (3) Environmental Funds Working Group meeting in
Washirgton in January 2008; and (4) French government hosted meeting in Paris
in February 2008; and,

Comments on the draft report from more than 40 technical experts, CTF executive
directors, and donor agency representatives.

2 Oleas, Reyna and Barragairgurdes. 2003Environmental Funds as a Mechanism for Conservation and
Sustainable Development in Latin America and the Caribb&aport prepared for RedLAC
(www.redlac.org).
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CHAPTER 2: PURPOSES AND ROLES OF
CONSERVATION TRUST FUNDS

Main Characteristics of CTFs:

e CTFs are intended to provide letgym financing (usually for at least ten to|15
years) for purposes defined in tiekTFs 6 | egal documeints and
easly changed.

e Biodiver si
proportion
cons@vation.

ty conservation is one |[of a C°
of a CTF6s grants are| awar dec

e CTFs are legally independeentities governed by a board of directors (or an
equivalent such as a gowarg council or oversight committee) that incluges
members from outside of government, who usually c¢tuteta majority of th
governing board or council.

D

e CTFs award grants almsed on:
e An open and competitive process of soliciting anduating proposals
based on transparent criteria i n the

e An assessment of whether PAs have met specific eligibility critefia or

peformance benchmarks (inthecaseoa fApar ks fundo) .

In either case, there is a clear separation between the organization |that is

respansible for raising, managing and awarding funds (i.e., the CTF), and the
organizations that spend these funds to carry out caaeervelated activities
and projects.

Evolving Roles of CTFs

Some CTFs are primarily dedicated to conserving biodiversity, whereas others also focus
on strengthening civil society as one of their main roles. For example, the Foundation for
the Philippine Environment (FPEyas set up during the 1980s at a time of democratic
transition in the Philippines. FPE was established to support growth of NGOs while
supporting the environmental sector.

Some EAI funds spend only around 25 percent of their annual grants budgetgeots pro

t hat focus on biodiversity conservation.
Environmeit a | Actions and Childhood (FPAA) admini
provides grants for environmental management and child development. The biodiversity

impact ofa CTF can be challenging to assess if only part of its mission is to conserve
biodiversity.
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Some CTFs have evolved from being primarily grnawatking institutions to being

facilitators and policy advocates. An independent evaluation of the Indonesian
Biodiversity Foundation (KEHATH identified an initial fouryear period in which its

overall strategic objective wabiodiversity conservation at the level of species
conservatonand during this period, KEH®AaIhggs rol e
organkation. In the second fivgear period, the focus on biodiversity conservation

shifted from species oservation to communitpased biodiversity conservation efforts,

in which KEHATI played a role as a facilitator (i.e., providing financial assistance,
technical assistance, education and consultancies for local partners). KEHATI continued

to execute its obgive in the third fiveyear period, but with the additional role of public

advocacy (i.e., lobbying) for new laws and policies that promote comrrinasiyd

biodiversity conservation, such as the provisions that were included in a new
environmental law that EHATI helped the parliament to draft. The independent
evaluation thus comment s: AThe danger here
a conserationtbased organization toward

being an NGO focused primbr on

devel opment i ssues.|O AThe advantage of
that what you los in terms of
immediate cash flow, you gain in

Characteristics of CTFs: Discipline, pemanence, i.e. the discipline that

Flexibility and Transparency an endowment implies forces you to

spend money wi sel
too easy to end up wasting money

A 2008 report commissioned by the World on 6éwhite elepha

A .
Bank’ found that: projects  (buildings, roads and
AiSmall grants assfci d’@'céeath%.i"’”ktﬁke i 'ﬁthfst fund
s money to maintain. Nevertheless,
projects are rated as more succesgful there are some cases where you may
than small grants programs (SGPs) need to spend large sums of money
which are one of several components pn on a ondime basis, ie., for
a given project. Taken together, the emergencies like massive forest

fires or for land acquisition for PAs.
However, haing the CT F 6 s b
operational costs covered by an

factors listed below likely account for g
more robust portfolio of subprojects

leading to stronger implemation endowment [or, one might add, by
performance of trust funtbased SGPs: an assured stream of income from a

revolving fund or a londerm
a.trust funds tend to place greatgr sinking fund] serves as an anchor,
emphasis on governance and and allows the CTF to focus its
dedsion-making processes; efforts on other fundraising efforts

for different programs and

b.trust fund boards and associat¢d projects. o

technical committees are ofteh _
comprised of professionals frorp ~ Lorenzo Rosenzweig, FMCN
both the public and prate sectors
and tend to have at least some

% Paget, Ret al.,2005. Evaluation of the Indonesian Biodiversity FoundatiRmject, USAID.
* Alderman, CThe Role of Small Grants Programs in Biodiversity Conservation: An Evaluation of World
BankGEF Experience
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individuals recruited on the basis of recognized technical and spiofal
expertise;

c. trust funds have greater inherent flexibility allowing them to adapt and change
their priorities and strategies asfielchcd i t i ons change; €0

Many CTF executive directors say that CTFs are more efficient, flexible, effective and
transparent institutional mechanisms for delivering financial and technical assistance to
PAs than many government agencies because CTFs are palitaszed or rigidly
constrained by civil service procurement rules and employment rules.

For example, in one country, park managers used to have to wait for six to 12 months to
obtain all of the necessary approvals and authorizations from officigthe icapital city

to buy pencils, but now routinely ask the CTF in that country to buy them things like
binoculars or radios. The CTF has efficient computer programs and accounting systems
for processing such requests and can quickly disburse the fuedsedhéo the park
manager to purchase equipment if their requests meet specific criteria. In another country,
park staff often experienced delayed salary payments of up to nine months, which left
everyone demoralized. After a CTF began supporting a laageqgh the operating costs

of the PAs the delays ceased and it was finally possible to recruit talented and dedicated
staff for the parks.

CTFs6 Relationship to Government Policies

Many CTFs describe their mission as providing financing to implemewnérgment
policies. For example, the Mexican Nature Conservation Fund (FMCN) uses the
following criteria for project selection:

(1) Conservation of biodiversity;

(2) Relationship to national environmental priorities;

(3) Compliance with national programfor natural resource management, such as
terrestrial priority areas, hydrological priority areas, areas important for bird conservation
and the Convention on International Trade in Endangered Species (CITES), and national
normsfor conservation and sugtable use of biodiversity;

(4) Technical quality and structure and design of the project; and

(5) Direct involvement of communities living in the area of the project in project
opektions.

According to FMCNb6s Executive Director, FMCN
e Played a fadamental role in consolidating and improving the Mexican
Gover nment 6s PA System,;
e Held a very low profile in affecting broader government environmental policy;
and
e Provided a sense of continuity for the Mexican Government because FMCN
has lasted througihree different presidential administrations.
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In two Latin American countries, recently elected populist governments discussed the
possibility of nationalizing very successful CTFs, and merging them into government
ministries. This points to the need fegally enforceable grant agreements between the
donors and the host country government that give donors the legal right to retrieve or
reprogram their funding contribution if a CTF is taken over by the host country
govenment. CTFs can play an importardle in helping to implement government
policies, but CTFs lose their effectiveness and theiri s o nif thetydosimiply eecome
merged into government.

Some CTFs were designed based on the assumption, or promises from the host country,

that certain ledaor policy changes, would occur to create the necessary enabling

elir onment for the CTFO6s conser vathroughron str at edg
government commitment the CTF risks stagnation and the inability to achieve its
objectives.

| f a cQd rkRigsion depends on certain key political or legal commitments, then the
best practice may be for donors to delay contributing to the CTF until the necessary legal
or regulatory changes are in place. This type of donor conditionality has been welcomed
by local conservation NGOs and even by government PA management agencies.
Potential international donor contributions to a CTF can be a powerful incentive to
convince national legislatures or executive bodies to make needed reforms. Conversely,
CTFs may b unable to fulfill their chosen role in a weak enabling environment.

Role of CTFs in Capacity Building and Institutional Strengthening

The PUMA Foundationos ProjeAcentral part of the mission

Boliviaés PUMA Foundati on ;and st_rategic plans  of many
of how a CTF can provide capacity building and institutioj CTFS IS to support capacity
strengthening for NGOand CBOs that implement projects f{ building and institutional
biodiversity conservation and sustainable natural resource| strengthening for PA
PUMA requires potential grantees whose concept papers managment agencies, NGOs

passed an initial screening to attend a Project School, whi
a twoweek course that teachegrantees about financig and CBOs. CTF boards need to

planning, reporting and other components that need to| determine: How much and
incorporated into the design and implementation of thh what kinds of technical

projects, as well as business planning for their propd ggsistance are appropriate for
revenue genetimg ventures. The Project School has prbte the CTF to provide? How

be very effetive. Whether this represents a best practice .
other CTFs to emul ate depe much does (or should) this

strategic plan and grant eligibility criteria to encompass { COst? Will it supstantially raise
kind of capacity building activity. administrative cost? Should
these additional costs be passed
on to grantees? Should the technical assistance bsoorwted as a grant, cooperative
agreement or atract with an NGO or foeprofit consulting firm that specializes in
providing this type of technical assistanand training?

Many TFCA and EAI funds in LAC have been very successful in strengthening local
environmental NGOs and building the capacity of CBOs to carry out sustainable
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development projects that can reduce threats to biodiversity. Sometimes fukels ma
grantsexpt i t 'y for this purpose; someti mes a CTEF
to grantees without any charge; and sometimes funds charge or deduct fees (usually equal

to around ten percent of the amount of a grant) for providing such aesis@marging

grantees fees can be controversial, and there is no consensus among CTFs and
international donors about what constitutes best practice in this regard.

Payments for Ecoystem Services and other Markditased Mechanisms: New Roles
and RevenueSources for CTFs

CTFs are in a good position to use their expertise and experience in administering SGPs
for serving as the financial intermediary between buyers and sellers of ecosystem
(envronmental) services. CTFs can also use their expertise asngaiimg institutions

and financial intermediaries to serve as efficient and effective mechanisms for channeling
long-term subsidies, financial incentives and compensation to rural communities for
shifting away from ecologically unsustainable practicesntre sustainable forms of
naural resource use.

For exampl e, Guatemal ads Sierra de | as Mina
from watershed services (i.e., commercial and individual water consumers), and then

channel these fee revenues to pagpliers of watershed services (i.e., small farmers and
landowners) for conserving the forests that help to maintain water flow and water quality.
Costa Ricabs FONAFIFO channels revenues fror
the national gasolm tax; carbon sequestration payments by foreign electric utility
companies; and watershed conservation payments by Costa Rican hydroelectric power
companies and commercial water users) in order to pay small landowners for signing
five-year renewable contes not to cut down the trees on their lands (thereby
sequestering carbon emissions and conserving watersheds).

Scott Lampman, the head of USAI Dobs EAI and
following possible future roles for CTFs as intermediaries iyniants for Ecosystem
Savices (PES) transactions, which can thereby also serve to reduce transactiohs costs:

1. Be the fund administratdor the PES revenues generated

2. Serve as the trustee for the PES sché€nee, manage the investment portfolio
including foreign currency deposits).

3. Bundle ecosystem services and/or buyers and sellers to achieve economies of scale:
The bottorline is ensuring payment for performance, regardless of the revenue
source. Sellers need not know or care who the buyers are.

4. Strengthen the institutiorengaged in the PES transactions.

® Scott Lampman. 2007. Possible Roles for Environmental Funds in Payment for Ecosystem Services
Schemes. This unpubhed paper is partly based on USAID PES BrieysRohit, Jindal and John Kerr.
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5. Monitor, evaluate and potentially enforce compliamath PES contracts.
6. Broker negotiationgparticularly by representing small disparate sellers).

7. Support government decentralizatiqby outsourcing what might otherwise be
treated as a national government function).

8. Serve as a fair and transparent distributor of the benefit strdaensgrant making).
9. Assist in the valuation of the paymefiis., pricing the services).
10.Lobby governmdn to simplify the policy frameworknder which specific PES

programs operate(i.e., design, registration, validation and monitoring of PES
programs).

fi Bgagement in PES schemesi necessarily appropriat®r all Environmental Funds (EFs). Soni
EFs do not have the fiscaled to participat ¢
resources to engage on the issue). Other EFs simply lackndketive to engage in PES schemn
because their strategic orientations are not well served by doing so. In other words, they do no
compaet i ve advantage for engaging in PES and (

Scott Lampman

CTF governing boards will need to carefully weigh the costs and benieétgaging in
PES related activities, relative to their own capabilities and strategic focus.
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CHAPTER 3: STRATEGIC PLANNING, GRANTMAKIN G AND
ADMINISTRATIVE COSTS

Main Conclusions:

e CTFs can use strategic planning to set priorities and redefinepibleires and
grant programs over time.
e Best practices for grammhaking generally include:
o Follow consistent procedures that are vpelblicized;
o Specifically define the areas for which proposals will be accepted;
o At first request only short concept notes preliminary screening;
0 Use different criteria depending on the amount and type of the
grant being sought;
o0 Instead of disbursing the entire grant all at once, disbursg the
amount based on the granteeso6| meetin
¢ Administrative cots need to be clearly and uniformly defined, and should exclude
costs for providing training and technical assistance to grant applicants and grantees,
which are really program costs. Many donors and CTFs limit CTF administrative
coststo no morethan 1#p cent of a CTFO0s annual budget
operation. The GEF now tries to limit such costs to ten percent. This is often pasier
for larger CTFs to achieve, because of economies of scale.

Strategic Planning

CTFs use strategic planning focus their grantmaking programs. Most experts agree

that including all key stakeholders (the CTFs board and staff as well as international
donors, national government officials, partner organizations and potential partner
organiztions) constitutes # best practice for the strategic planning process. Strategic

pl ans transl at e a CTFo&s broad vision and
objectives and activities. Strategic plans need to be periodically reviewed and adjusted,

and most CTFs do thig Beast once every three to five years.

Grant-making

Most CTFs have a separate grant administration manual, or a section of their operations
manual, that covers grant proposal review procedures, procedures for responding to
applicants, grant reportingequirements, and grant monitoring and evaluation criteria and
procedures. Such manuals provide a valuable guide for existing and also incoming staff.

Most CTFs only request and accept grant proposals aspablished dates, rather than

throughout theyear. The former practice makes it easier for a CTF to plan, budget and

carry out administrative functions. Grant applicants should be notified within a relatively

short period after the deadline for submitting proposals, whether or not their proposals

haw been received and have passed a basic sc

10
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staff. Some CTFs allow grant applicants to modify shortcomings in their proposals and
resubmit them, whereas other CTFs require grant applicants to submit new proposals

ater the CTFO6s next public call for proposal
capacity, the number of proposals received, and the degree of technical assistance that the

CTF is able or willing to provide to grant applicants.

In many countries, the Regst for Proposals (RfP) process is likely to generate an
avalanche of proposals from a wide spectrum of applicants and result in considerable
demand for technical assistance and capacity building in project development and
implementation, which is why CTdneed to be specific about the kinds of projects for
which they will accept proposals.

Many CTFO6s provide grants for a combinati
projects, scientific research, and work at the policy level. These elementsonbed t
carefully coordinated to achieve maximum impact. In some cases, a CTF grantee serves
as a pasthrough organization for funding
specific PAs, local communities, etc. |
other caes, a grantee provides technid
assistance within PAs or in surroundin
buffer zones, or provides training an
capacity building for PA staff, NGO{
and/or local commuties.

on

FUNBI Ob6s
Request Process
In the absence of a natial biodiversity strategy
in Brazil, FUNBIO originally identified five
priority areas in its first call for proposals: (1
sustainable management of natural forests;
agriculture and biodiversity; (3) sustainab|
fisheries; (4) management of conseraatiunits;
and (5) conservation of ecosystems on priv
propaty. However, the breadth and variety
themes brought an avalanche of respon
totaling 1,083 proposals. Of these, FUNBI

Management

One way to streamline part of the projg
cycle is to first invite all interested
potential applicants to submit a simpl

concept paper or profile ofeir proposed
projects. The CTF can review and pr
select the projects of interest, and invi
the selected applicants to submit detalil

selected and gported only 10 proposals (i.e
less than 1percentipr a total of US $2.1 million.
This experience led FUNBIO to redefine i
programs to better focus its priorities and nicf
and make more effective use of its resources.

proposals.

CTFs often apply different procedures or criteria for the eligibility depending on the

amount requesteth the grant proposal. For example, some CTFs, such as FPE or
KEHATI, make it possible for regional fund committees to approve small grants based

on small grants criteria without getting th
Mgahinga Conservatiomrust (BMCT) allows its local community steering committees

to approve small grants of up to $1,000 pursuant teegtablished criteria, without first
getting the approval of the Trust Management Board. Other CTFs lower some of their
usual requirementsithe case of small grants, such as requirements fnaxacing or
scientific monitoring and data collection. Some CTFs (including many of the EAI and
TFCA funds) require their largest grants (over $100,000) to be approved by a higher
majority of the CTHs board (by a fAsupermajorityo
or by board membensho represent the national government and the major international
donor(s) to the CTF. Other CTFs require higher amounts -éihaacing, and/or more
rigorous forms okcientific monitoring, in the case of larger grants.

of 7

11
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Making grants for a relatively long period of time (more than three years) can lead to lack
of accountability, or spending funds on approaches that fail to produce intended results
(in addition to thedct that issuing a grant for several years, or making very large grants
can strain the financial resources of a CTF). The best ways of addressing these issues
include disbursing a grant in tranches based on achievement of specified performance
benchmarksand requiring increasingly larger amounts offic@ncing from the grantee

or other sources for grant renewal.

Administrative Costs

A CTF should always try to minimize its administrative costs and maximize the net funds
to achieve the objectives whichet CTF was originally established to support. The CTF
is simply a means to an end, not an end in itself.

CTFs differ in using the term fAadministrat.i
monitoring and evaluation (M&E), and assisting grant applgaiith proposal writing or

grantees with project planning and implementation. A standardized definition of what
constitutes administrative costs is needed. Staff salaries, rent, vehicles and travel should
generally be considered administrative costs. Magierts in designing CTFs and CTF
executive directors feel that a CTFO0Os costs
should be considered program costs (i.e., costs of conservation projects) rather than

admi ni strative cost sdesires to limiteCIFp admisistratite @ostsl onor s 6
CTFs generally seek to minimize costs for staff, office space, vehicles and foreign travel

for CTF staff.

The administrative costs of most CTFs range from ten to 20 percent of total annual

budget, at least aftethe second or third year of operation. A number of donors, such as

the US Government and GEF, include provisions in their grant agreements with CTFs

that esthlish a ceiling or a maximum percentage (commonly 15 percent, but as low as

ten percent or as Hig a's 25 percent) of a CTF©O6s budc
admini strati ve e xup easts ars likelyAo n@aKkeFt® admisistrative t

costs far exceed ten to 20 percent i n 1ts
administrative costs may algesult from the fact that endowments take time to start
producing investment income, and #feor e t he t ot al budget of a

small in its first year. Many donors give CTFs a separate grant to covewupstart
administrative costs and/or to cowe first year of grant making. This is usually a good
practice, although in some cases this has |
spend more in their early years when their costs are initially subsidized with less to spend

later on when the initlasubsidy expires), leading to phil readjustments and
retrenchment processes.

To keep within donemposed ceilings on administrative expenses, many Latin
American CTFs collect a fee from their grantees of between five and 15 percent of the
totalgramt amount . This is used to pay for the
swport costs and capacity building activities. However, the US Government now
includes a provision in newer TFCA agreements, which specifically prohibits this

12
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practice, becausé can indirectly have the effect of permitting CTFs to spend too much
on administrative costs.

However, in some cases (depending on a partd.i
plan) it may be possible to reach an agreement on how to allocat& pdrhinistrative

costs for specific projects (i.e., for monitoring and evaluating individual grants, or for

providing technical assistance to individual grantees). Detailed rules about whether and

how such costs should be allocated between program aadtadministrative costs can

sometimes be specifically included in grant agreements between donor agencies and

CTFs, or in CTF bylaws or operations manuals.

13
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CHAPTER 4: FUNDI NG PROTECTED AREASS®

COSTS AND FINANCIAL GAP ANALYSIS

Main Conclusions:

The percentage of the recurrent operating costs of national PA syj

stems

provided by CTFs varies between zero and 95 percent. There is no typical or

recommended percentage.

CTFs should not be regarded as a silver bullet for covering all recurrent

opeaating costs of PAs, but rather as one among various financing sot
which can also include national government budget allocations, visitor
PES and donor contributions made directly to PA management agenci
specific projects and programs.

Thereis no consensus on whether CTFs should pay for the salaries d
staff, which is one of the largest recurrent costs of many PA system
principle, this should be a government responsibility (or even a required
of government cdinancing); but in pactice, some governments may la
sufficient resources to pay salaries, or to pay them consistently and on
and CTFs may feel the need to fill this gap.

In a number of countries such as Mexico and Peru, CTFs have sen|

irces,
fees,
bs for

f PA
S. In
form
ck
time,

ed to

catlyze greatly increasedovernment spending for PAs (more than

00

percent). In other countries such as Ecuador, there have been no signjificant
changes in government spending on PAs after a CTF was established fo help

co-ffinance PAs. There do not seem to be any cases in whaasthblishmen

of CTFs has led to an overall decrease in government spending on PAs. In
some cases where CTFs were established to support only certain particular

PAs, or only PAs in certain reglions

region), govemmentshave transferred their past support for those PA

to

spend the same overall national budget for PAs on different PAs in other|parts

of the country.
The Convention on Biological Diversity (CBD) calls on each countr

to

conduct a comprehensive financiamanalysis for its PA system. This can pe
an extremely useful tool for defining the role of a proposed new CTF and for
persuading donors to contribute to it. Financial gap analysis can also be a very

useful tool for redefining and refocusing the role mwiadready existing CTF.

The

Role of CTFG6s in Financing Recurr

ent

CTFs that provide financing for individual PAs or national PA systems typically finance
a portion of core park operating costsometimes 50 percent (as in the case of the

Caucasus Protected Areas Foundation), or sometimes either a higher or lower percentage.

The remainder of the operating costs must be provided dmaring by national

governments, international donor agencies, or by entry fees and other types of user fees.

This approach limits dependency upon the CTF and encourages diversification of
revenue sources.
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In Mexico, Peru and Jamaica, parks funds typically agree to finance PA costs such as
core staff (the park director, conservation chief, administrator andlg)uand basic
operational costs (electricity, water supply, gas and vehicle maintenance). Funding
agreements are usually meyear. The CTF typically agrees to a three to fgesr PA
management plan budget. The CTF provides funds to PAs each quadegreasl in the

plan. The PA manager and staff can expect the funds to arrive on schedule and they can

plan program expenditures more rationally.

Most CTFs are not sufficiently large to provide operating costs for all of the individual

PAsintheircounf 6 s PA system.

Therefore

CTFs

prioritize which PAs should receive CTF support and which PAs will be financed from
other revenue sources. For example, the bylaws of the Caucasus Protected Areas

Foundation specify the follaing five criteria for
prioritizing which PAs to support: irreplaceability
representativity, urgency, feasibility  an
ecoregionalmportance.

Some CTFs, like FMCN, try over time t
Agraduateo specific PA
words, FMCN tries d build the capacity of]
individual PAs to fundraise for theselves and
develop alternative funding sources; or, in so
cases, FMCN has created separate 1
endowments of around two million dollars fq
individual PAs. Those PAs are then no long
eligible to receive grants from FMCN, which give
FMCN the flexibility to use its limited resources t
prioritize those PAs with less access to alternat
funding sources.

The following five cases illustrate ways in whig
CTFs have financed PA operating coststheir
respective countries.

Percentage of Annual PA Operating
Costs Covered by CTFs

Me x i ¢ o 6 sl4 derfgenthf total
costs of thenational PA system

Boliviads BOpErbeEtSMN
total costs of national PA system

Ec uador 2Operdem df costs of
national PA system

Peruds PROFGQb&denBfH
costs of national PA system

Madagascar Foundation for Protecte
Areas andBiodiversity (FAPB)goal

of 30 percent of costs of national PA
system

Suriname Conservation Foundation:
100 percent of costs of Central
Suriname Nature Reserve, lesser
percentages of other PAs

Mexico

FMCNOGs mission is to

conseryve

Mexi co

natural resourcefuring its first five years, FMCN operated exclusively as a grants fund,
for conservatiorrelated projects to Megan NGOs, scientific research institutions and

| ocal communiti es.

FMCNGOGSs

support

(or th
upport.
6s biod
for Me x

National Council on Protected Areas decided to transfer its remaining resources ($16.48

million) from a GEF project to FMCN.

endowment fund, the Natural Protected Areas Fund (FANP).

Thesesources were used to create an

Since 1998, the returns generated by FANP have been channeled to ten PAs, covering
basic personnel and programs of conservation, enforcement, community participetio
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training. It also catalyzed a tripling of t
those ten PAs within just a fiwgear period, where support grew from a 14 percent
contribution to the total budget in 1998 to 45 percent in 2002. ConsequerAl\ P 6 s
contibutions decreased from 24 percent in 1998 to 14 percent in 2002.

Although it is hard to clearly demonstrate a cause and effect relationship, CTFs seem to

have a significant effect in raising the level of government spending for PAs in some
countries by: 1) Raising public awareness on biodiversity conservation; 2) Producing
success stories in the case of i ndi vidual F
Through direct or indirect lobbying (which can be facilitated if a CTF has prominent
politicians and business leaders on its board, as has always been true in the case of
FMCN).

In 2001, the GEF approved a second grant to FANP of $22.5 million, which increased the

total number of PAs included in the program to 22. Today, 72 of the 149ifPA

Mexi cob6s PA system have their core staff an.
Mexican government, and 27 PAs have a published management program. By way of
contrast, as recently as 1990, no PAs in Mexico had permanent official staff.

Through spport from FANP, the national PA system is developing schemes for long
term planning and monitoring of field activities. In addition, significant external
contributions to the endowment from bilateral, corporate and-profit donors have
increased the sizof the endowment from an original $15.5 million in 1997 to over $50
million today. While in 1997 the endowment was capitalized by just a single donor
(GEF) and spported ten PAs, 12 donors have now contributed to an endowment that
supports a total of 1BAs.

Bolivia

The vast majority of funding for the Bolivian national PA system (SNAP) comes from
international donors. The national treasury contributes only about three percent of the PA
system's funding. Historically, most support for the system was fdonoffunded

projects. While this helped to create and strengthen the SNAP, atesinorproject
approach did not secureloiger m r ecurrent <costs and a sust e
National Protected Areas Fund (FUNDESNAP) was created by a $i6mgjtant from

the GEF to help fill this gap.

In addition to its initial role in managing investment funds, FUNDESNAP has expanded

its activities to also include the management of project funds, such as thénafWwed

Biodiversity in Protected Areasgect. FUNDESNAP never intended to fund all of the

nati onal PA systemdbs recurrent costs as two
of these costs, including PA entry fees, and contributions from municipalities and
prefectures resulting from nesecentralization policies. However, until the new financial

straegy and other sources of income are in place, the main sources of financing of the PA
system will continue to be revenues from FUNDESNAP. But since this is only enough to

cover about 30 peroeof the recurrent costs of half of the PAs included in the SNAP, the
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SNAP will be operated on the most basic level. Although the Government of Bolivia
originally committed to contribute $3.3 million over five years, because of fiscal crises it
was only &le to provide 27 percent of the planned amount.

Ecuador
Ecuadordéds National Environment al Fund ( FAN)
Ecuador 6s PA system, whi ch amounts to abou

Government of Ecuador has alsequested that FAN provide guidance on the most

effective disbursement of funds, including guidance on PA management policies. In
addition, FAN has raised money for Ecuador ¢
Moore and MacArthur, and has worked togethethwnational NGOs to secure
contributions from oil copanies to support conservation projects. FAN has also created

a special account foeceiving individual donations for citizens who want to contribute

towards protecting the environment without donatidigectly to the government.

Government spending on PAs has been relatively flat during the lifetime of FAN,

because of economic and political crises in Ecuador.

Peru

Peruébés National Fund f or Pthraugheao 818 dnilliohr eas ( F
endowmeh and various sinking funds from debt swapprovides 75 percent of the
financi al resources for Peruds entire nati
Govenment 6 s budget for PAs increased by roughl
to $1.7 million @r year. In addition, the amount of money generated by PA entry fees

went from $100,000 in 1997 to $1.8 million in 2005. The R¢BJFree Trade Agreement
requires Peru to increase the number of par
budget for PAs tancrease substantially more in the future. Peru has 60 PAs, representing

15 percent of its national territory (compared to 13 percent in 1997).

PROFONANPE provides a unique type of lelegm sustainable financing for PAs,
because only private, and naalghic, institutions in Peru are legally allowed to have
endowment funds. PROFONANPE's resources enabled the national PA agency to staff
and manage six PAs that previously had no such resources. The total number of staff
across the PA system grew from 60 1891 to 278 in 1999, of which 40 percent
employed with budget support from PROFONANPE.

As a result of PROFONANPE funding, PA staff received their salary promptly and on a
monthly basis for the first time in many years. This had a highly positive iropastiaff
morale. Because of the budgetary stability provided by PROFONANPE, INRENA was
able to develop and implement improved management policies including: (1) A reduction
in staff turnover; (2) Increased training opportunities; (3) More efficient buadget
disbursements to the field offices; and (4) Implementation of entrance fees programs
which now make up more than half of its operating budget. The participatory process
built into the preparation of PROFONANPE's annual work plans also allowed for small
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but impatant input of norgovernmental actors to participate in the decisraking
process for PAs.

Suriname

The Suriname Conservation Foundation (SCF) contributes $800,000 per year to finance

100 percent of the costs of the Central Suriname NateserRe. Although SCF has not

made a legal commitment because of the risk of unstable investment income, the level of

support is expected to continue in perpetuity. The Suriname Government has classified its
$3.6 million contr i butichwas atcanditighCrdr dlgainiegn d o wme n
Dutch Government and UNDBEF contributions), as payment in advance for future

year s6 government budgetary support for the

Payment of Salaries of PA Staff

One subject that continues to be debated is whethes Ghiduldpay for salaries of PA

staff. Since such staff are government employees, paying their salaries is often considered

to be exclusively a government responsibility. Paying the salaries of PA staff is also
considered to be an appropriate way for goweents to provide a matching contribution

orcof i nanci ng. Some international donors even
a legally binding commitment to continue paying for PA staff salaries in perpetuity, as a
precondition for the internationaldoor 6 s agr eement to contribut e
other hand, the harsh reality is that in some countries, PA staff are often not paid their

salaries on time, or in full, and the salaries are sometimes far below the cost of living and

can be as low as tetollars per month.

Some independent evaluations have found that the greatest impact a CTF can have on
biodiversity is its effect in improving the morale and efficiency of PA staff by assuring
regular salary payments, and allowing PAs to hire qualifiet dedicated managers by
paying higher (although still not very high) salaries.

The Aproso and Aconso of whether CTFs shoul i
level, must be weighed carefully relative to the circumstances of each particular case.

There does not seem to be one single best practice or general answer to the widespread
problem in some developing countries of government salaries which are below the

povaty level or are inadequate to attract qualified people, and which can sometimes lead

to widespread petty corruption. This is a broader macroeconomic and governance issue,

which the limited sphere of PA management may not be able to address in isolation from

more systematic national civil service reforms.

Financial Gap Analysis
T h e CBrbgoam of Work on Protected Areas required that by 2006, all countries
should have completddA system gap analyses, of which one importantcsubponent

is financial gap analysis. The purpose of financial gap analysis is to analyze and compare
theactual total expenditures on a national PA system with the total expendiaqesed
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to cover the minimum and optimal management costs of a national PA system that meets

the CBDo6s requirements for a system of PAs t
and inland water biodiversity and ecosystems. Financial gap analysis therefore goes much

further than simply analyzing the percentages of the current costs of existing PAs that are
provided by CTFs, as presented in the preceding pages.

An important parbf financial gap analysis includésisiness planningo determine how

to improve efficiency and thereby reduce expenditures, particularly those that are not
strictly necessary for achieving desired biodiversity conservation objectives. In many
cases, bugkts and staff may need to be reallocated among different PAs and functions to
most effectively address the most important threats to biodiversity.

TNC lists the following steps for conducting a financial gap analysis:
0 Assess PA management and capacggds;
Screen and assess existing and new funding mechanisms;
Formulate financial plans;
Implement the action plans; and
Measure progress and adapt the sustainable finance plan regularly.

© O 0O

Although many countries are now in the process of conductingharebensive financial

gap analysis of their PA system (which usually takes at least one or two years to
complete, because data on the management costs of individual PAs is often not collected

or not centralized in one single place), so far only five ceesthat have a CTF have

completed a financial gap analysis of their PA system: Ecuador, Peru, Brazil, Colombia

and Madagascar. Of these countries, only Ecuador has done a financial gap analysis that

speci fically analyzes a €m&BbsPAokgstemfi BRaoad
cur ently provides between ten to 20 percent
PA system.

The gap analyses for the other four countries listed in the preceding paragraph make only

a passing reference to the roletloéir CTFs in financing their national PA systems. For

example, there are only two references to a CTF in thepda@é financial gap analysis

for Colombiads nat i Bbecalse & that time the GER had aot yetd 2 0 0 5

approved its $15 millionrga n t to capitalize Col ombiads ne
Trust Fund.

The financi al gap analysis for Perubds PA sy
finance the countrydés PA system under a dAmi:H
an Aoptiemali oo al most double ($41,842,414).
$16,544,201 per year under the minimum scenario, and a gap of $35,348,546 per year
under t he opti mal scenari o, based on Per t

® Implementacion de la estrategia financiera para el Sistema de Parques Nacionales Naturales de
Colombia. 20022005.Pp. 187 and 199.
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Managme nt A g e nAcPyE®ss ) ( 10N 4 b u d’gehe reporf doeds gt 4 8 3, 8 6
anal yze PROFONANPEOGs role in financing SI NAF

Brazil s PA financi al gap analysis reveal ed
invests a total of $108 million per year in the federal PA systarh that the system

requires $170 million per year to cover needed capital investments, and $180 million per

year to cover recurrent costs, which leaves an annual financial gap of $242 million per

year for the system as a whole.

The Brazilian Biodivensy Fund (FUNBIO) has estimated that it costs an average of

around five dollars per hectare per year to cover the recurrent costs of PA management in

Brazil. PROFONANPE has calculated that PA management costs in Pepl.Bdeper

hectare forcandmiomj mamd $2.68 per hectare f
protection/management) scenariBAN has estimated that average per hectare PA

managme n t costs in Ecuador are around $4.20
scenari oo that 0 nément activibes, utadnensstratinm and planreng,f or ¢
but more than ten doll ars per hectare in a
research and emenmental monitoring, and activities to assist local communities in
developing alternative livelihoodddowe v e r , even the <costs for

scenario in Ecuador range from an average of $0.83 per hectare for large PAs in sparsely
populated regions, to an average of $26.84 per hectare for smaller PAs near heavily
populated areas (whererhan pressures drthreats to biodiversity are much greater).

It is difficult to estimate a standard per hectare management cost that applies to all PA
systems. Management costs will probably be much higher in countries with smaller PAs,

such as small island countries)dain densely populated countries with more human

pressures and threats. Furthermore, there is no single uniformly accepted definition of

Aper hectareo PA management cost s. For exa
management costs cited above includesdosts of the headquarters of the national PA

agency, but other countries only include costs incurred in the field, or include some costs

but not ohers.

Costs per hectare can also vary greatly depe
living; the extent to which supplies and equipment have to be transported to reach remote

or inaccessible PAs; the extent to which fences are (or are not) required to protect an

area; the extent to which the military and local law enforcement authorities arédlavaila

to help protect a PA, or conduct aerial surveillance; and the costs for constructing and
maintaining trails and visitor facilities. In sum, costs per hectare have to be interpreted

carefully and in context. Costs per hectare cannot simply be appe@ Imechanical

formula to determine how efficiently PAs are being managed, or how much funding they

require.

" Proceso de Construccién del Plan Firggro a largo plazo para el SINAPE: Primera fa2805. Lima,
Peru 2005.p. 10.
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UNDP Financial Sustainability Scorecard for Protected Areas

In 2007, UNDP published the firgtinancial Sustainability Scorecard for Protected
Areas which is designed for the PA system level rather than the individual PA level.
Part | of theScorecardrequires financial data to determine the costs, revenues and
financing gaps of the PA system both in the current year and as forecast fdutée fu
Part Il of theScorecarchas three components:

e Component 1: Governance frameworks that enable sustainable PA financing

e Component 2: Business planning and other tools foreffesttive management

e Component 3: Tools and systems for revenue generahzand mobilization

Component 1 (Governance frameworks that enable sustainable PA financing) has nine
el ement s, of whi ch el ement number 3 i s F
establili ng endowment or trust fundsascoreTohi s el e
high, medium, low or not all, in response to each of the following:

(i) A CTF has been established and capitalized to finance the PA system

(i) CTFs have been created to finance specific PAs

(i) CTFs are integrated into the national PA ficang systems

However, UNDPOGs Financi al Sustainability Scc
and evaluating the performance of individual CTFs.
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CHAPTER 5: MONITORIN G AND EVALUATING IMP ACTS ON
BIODIVERSITY

Main Conclusions:

e Most CTFs do a good Ipof monitoringproject completionndicators (i.e.,
process indicators) for their grants, but many CTFs do a relatively poor job of
monitoring thebiodiversity impactsf their grant$,

e M&E of CTF grants is necessary for CTFs to avoid spending money on
activities that have little biodiversity impact.

e M&E can be done relatively easily and cheaply in the case of parks fungd, by
using recently developed tools such as the Management Effectivgness
Tradking Tool (METT) created by the World Bank and WWF.

e M&E is often much more challenging in the case of grants funds, because the
grants which they make to NGOs, CBOs and environmentally sustainable
businesses often have diverse purposes, and such grantees often have no
previous experience with doing M&E.

e The bestway for CTFs to monitor and evaluate the biodiversity impactg of
their grants is to require each grant applicant to: (1) Include goals|and
indicators for biodiversity conservation (or threat reduction) in its grant
proposal; (2) Collect relevant baselinata on biodiversity (or on threats tp
biodiversity) before implementing a grant; and (3) Submit data several tjmes
during the priod of grant implementation, and after grant completion,|in
order to measure changes of key indicators.

e Most CTFs are not abléo show the aggregated results of their grants, and
therefore do not have clear indicators and targets with which to evaluate| their
own impact as mechanisms for financing biodiversity conservation.

e Annex G to thisReviewrepresents an attempt to create @dsl template for
evaluating: (1) The performance of CTFs as institutions; and (2) [The
programmatic impacts of their grants.

It is relatively simple, straightforward and roantroversial to dgrocess monitoring,
i.e., to check whether a grant recipieatried out all of the activities that it agreed to do,
and did this on time, and within the agreed budget.

It can be much more difficult, timeonsuming and challenging to conceptualize and to

carry out biodiversity (and sociaijnpact monitoring and t is therefore harder to

motivate grant recipients to do biodiversity impact monitoring. As the executive director

of FPAA (Columbia) stated in an interview:
about indicators than the donors do. Local implemgndigencies are more interested in

project completion indicators and process indicators, whereas donors are more interested
in overall bi ol ogi cal and soci al i ndi cator s.
to biodiversity have been reduced.

8 This is also true of many international donor agencies, although there are many current efforts to try to
improve monitoring of biodiversity impacts.
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Many CTFs consider M&E to be a secondary priority that can be put off until they have

been successfully operating for a number of years. For example, the 2003 profile of

Boivi adbs FUNDESNAP that was prepared for RedlL
new instituton, it has not yet applied monitoring and evaluation methods. It has

identified an impact evaluation methad a need for the mediumterno [ i t al i ¢ s addec

Similarly, the 2003 profile for RedLAC of E
were disburse to the PAs at the beginning of 2002. Monitoring and evaluation methods

have not yet been applied, so it is not yet possible to discuss impacts. FAN has identified

i mpact monitoring as something to be address

However, the 2007 USD-c o mmi ssi oned independent eval uat
fund drew the following | esson: Alt i s 1 mpo
the beginning in order to enable learning and haveaccessible institutional memory

that will facilitateevh uat i on of I mpacts. 0

Two of the leading independent experts on M&E for conservation projects have listed the
following major challenges for using biological indicators to measure the success of
conservation projects:
e Biological indicators are not suffiently sensitive over the short time frames
relevant to project managers;
e The data required for biological indicator approaches are relatively difficult and
expensive to collect;
e Biological indicator approaches are hard to implement as a part of everyday
project activities;
e Results are difficult to interpret;
e Results are difficult to link to project activities;
e Biologically based approaches require the presence of baseline data against which
to compare changes in various parameters. As a result, it isifiicimpossible
to use these methods in projects where baseline data have not been collected; and
e Results are hard to use to make meaningful comparisons amory sites.

However, M&E of biodiversity impacts is necessary for a CTF to avoid dispersing its
limited resources into a multitude of activities with little overall impact on biodiversity.
The report from which this list of major challenges is cited recommends that instead of
trying to monitor and evaluate biodiversity impact, in many cases it may dse m
practcal to monitor and evaluate threat reduction (i.e., decreases in the number and
extent of threats such as poaching, dynamite fishing, illegal logging, encroachment of
agricultural settlements into PAs, etc.) rather than trying to count the nsinolber
endangered species, or other direct measures of biodiversity.

o Margoluis, Richard rad Salafsky, Nick. 2001ls Our Project Succeeding? A Guide to Threat Reduction
Assessment for Conservatidiodiversity Support Program, Washington DC.
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In the case of parks funds (i.e., CTFs whose primary purpose is to support the recurrent
costs of PAs), it is possible to apply relatively inexpensive and simple tools for
measuing progess in PA management effectiveness, such as the METT, recently
developed jointly by WWF and the World Battk.

PA Management Effectivenes Tracking Tool:

The METT consists of a list of 30 questions that can be easily answered [on a scale from 0 (pq
(excellent)] by those managing the PA without any additional research, including:

e Are systems in place to control access/ resourcenuse iPA?

e Is equipment sufficient for management needs and equipment adequately maintained?

¢ Is the PA providing economic benefits to local communities?

o Iffees (i.e., entry fees or fines) are applied, do they help PA management?

This type of M&E should,ri any case, already be a part of the management plans for individug
and for PA systems as a whole. The METT does not attempt to directly measure biodiversity ind
such as the population numbers of a threatened species, or the percentage offereor of coral ree
cover in a particular area. The METT stat ¢
outcomes and is really aimed at providing a quick overview of the management steps identifieg
WCPA [World Councilon Pr&éct ed Ar eas|] Framework up to
based on the assumption that APA managemen
outcomes. 0

In the case of grants funds, the collection and monitoring of biological indicators may be
technically difficult, timeconsuming and relativelgxpensive for small NGOs and CBOs
that receive grants from CTFs but that have never before focused on monitoring and
evauating the biodiversity impacts of their activities.

Grants funds rarely set specific goals to measure the extent of biodiversgreation

or threats reduction. It may be particularly difficult to quantify the total biodiversity
impact of grants funds, because of diverse goals, at diverse levels, in diverse ecosystems.
For example, trying to weigh and compare the relative biodtyemspacts of a grant for
conserving coral reefs with the biodiversity impacts of a grant for restoring degraded
forests, or the biodiversity impacts of a grant for promoting ecotourism as a sustainable
livelihood source, is like comparing apples and gean Biodiversity cannot simply be
measured in terms of a single uniform unit in the same way, for example, that greenhouse
gas emissions can (i.e., tons of carbon emitted), irrespective of particular sources or
locations. There is also a great deal opdise and uncertainty about issues of causation,
such as the extent to which projects designed to provide greater economic benefits to
poor local communities in areas of high biodiversity actually result in reducing human
threats to biodiversity*

©The METT is available online at:
www.panda.org/about_wwf/what_we_do/forests/our_solutions/piotétools/tracking_tool/index.cfm
1 Cf. the paper by Alderman that is cited earlier in footnote 15 above.
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Nonethegss, unless an early, deliberate and sustained effort is made to install and
implement systems for monitoring and evaluating grants, M&E may take a back seat to a

grat eeds (and a CTFO6s) i mmedi ate operational
funds Many independent evaluations of CTFs have concluded that the best practice is for
CTFs to allocate sufficient funds and staff

PUMA Foundation (which is purely a grants fund) allocates ten percent of the amount of
each grant for project design and M&E. PUMA works with grant recipients to refine the
criteria for M&E during the process of actually doing M&E, thus treating it as an
evolving process.

A recent comprehensive independent assessment of the M&E systerb ysedT NC O s
Parks in Peril Program (which has made grants to multiple sites in many different Latin
American countries over a tgmear period) came up with the following concluding
recommendations, which can also be applied to CTFs:
e Hire or designate a sfaimember to facilitate retrospective and prospective
leaming across sites. This person should be devoted 100 percent to this role.
e Develop a formal written action plan for prospective cigiss learning, define
priority problems or issues around whigarning should be focused, and define
structures and processes for learring.

Grants funds may need to hire ftithe staff specifically to carry out M&E and facilitate

learning across sites and projects, whereas parks funds may find it less necedsary to

this, since many PA systems already incorporate M&E as part of their management plans.
Furthermore, individual PAs within a national PA system are usually more similar to
each other (and hence can mor e ealwioftery | earn
very diverse grant recipents of a typical grants fund. In the case of hybrid funds that
combine parks funds and grants funds (or multiple separate accounts) under the umbrella

of a single legal and management entity, different M&E systems andaagbhy@s may be

more appropriate for different accounts.

In conclusion, most CTFs are now trying to devote more resources to improving their
M&E of the biodiversity impacts of their grants, which should lead to improved grant
selection and project designtime future.

US Government s TFCA Fund Scorecard

The US Government has created a Fund Scorecard for tracking the progress of the more
than a dozen TFCA funds established worldwide. The Scorecard is divided into four

set i ons. The firswtetresantceoncont deds AGoesti or
whether all of the provisions of TFCA grant agreements have been complied with,
including each CTF6s submission of alll requ.l

of questions relating to process indicat(gsch as whether the minimum annual number
of board meetings has been held with a proper quorum, and whether the fund has done an

2 Foundations of Success. 2008xternal Evaluation of the TNC/USAID Parks in Peril Program
p. 78.
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annual institutional sekvaluation and staff performance evaluations). However, the

governance section also includes selvkey questions that are related to conservation

impact, such as:

e Does the CTF have a written strategic plan that includes conservation and funding
priorities? Does the governing board annually evaluate progress toward the key
objectives specified in thetrategic plan, and implement any changes judged
necessary?

e Do the CTFO6s goals and objectives complem
national environmental plans, other donors, and debt swap partners such as
interrational NGOs)?

e Has the CTF estabhed and implemented an M&E plan for determining the
consevation impact of projects it funds?

Sections 3 and 4 of the TFCA Fund Scorecard address grant management and financial
management, and include questions that mostly focus on whether proper prsdete
been followed.

Several independent consultants who were asked by USAID to use the Scorecard for
evauating TFCA funds commented that
AThe [ TFCA] Scorecard is an excellent to
Fund's activities, but is weak mssessing "outputs” and "impacts”. To achieve
the latter, the Evaluators believe that additional criteria would need to be
devdoped on effectiveness, efficiency, relevance, sustainability, learning and
impact. It is entirely appropriate for the OC [tparticular Oversight Committee
for each TFCA fund] to develop more highly refined assessment criteria not
addressed by the USG [US Government] Scor

A model template for monitoring and evaluating CTFs is attached as Annex G to this
Review.
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CHAPTER 6: BOARD AND GOVERNANCE ISSUES

Main Conclusions:

The most critical factor for good governance is for a CTF to have a
governmental majority on its board of directors.

Having a norgovernmental majority on the board helps CTFs to att
doretions from the private sector and from international donors.
Non-governmental board members should be chosen based on their pe
competencies rather than as official representatives of a parti
constituecy. Their terms should be staggered (rather thheraling at the
same time) to provide greater institutional continuity.

A large board (with 15 or more members) may be able to draw on |
technical expertise and geographical background from its members, |

large board can also make it harder to reatdrisions, and raise

administrative costs. One option used by many CTFs is to have a srn
executive comntiee that meets more frequently and handles many-sant
and urgent desions, while the full board focuses on larger and more strat
decisios, as well as approving the annual budget, work plan and g
program.

CTF boards often function more efficiently if they delegate certain topid
committees that make recommendations to the full board. Common exa
include finance and investmewbmmittee, and a scientific and technig
committee. These committees can alseopb norboard members to assis
them.

Board me mber s o responsibilities
bylaws or its operations manual, and they should be given &hwtor twe
day) training and orientation when they join the board.

CTFs commonly employ between four and 25 staff, depending on the siz
type of grants they administer. One CTF employs 60 staff, but provides
of the financing for almost 70 PAs, all as administering almost a dozq
special accounts for different donors and different purposes.
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Board Composition

Based on the experience of CTFs over the past 15 years, the most critical factor for good
governance is for a CTF to have a fgoverrmental majority on its board of directors.

The least successful CTFs are generally those CTFs whose boards are composed mostly
of government officials, or CTFs that are housed within a government ministry
(physicdly or institutionally), or have a boardatis always chaired by a government

official.

The reason why it is important for a majority of the board members to come from outside

t he

government is that then the board
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different board members,apdust i fi ed by appealing to the C
its strategic plan, and its grant making criteria, rather than being based on government
political criteria or cronyism. Negovernment controlled boards are more transparent

and much more likelyot publicize their finances, grants, policies and priorities, especially

after a CTF is no longer under supervision by its initial dofibrs.

A complaint commonly voiced about CTFs is that board members who represent the host
country or donor country goverrants tend to change frequently, and their replacements

take time to get Aup to speedod. This happens
in ruling parties, or where ministers and other
Boliviados National senior officials shift between different
(FONAMA) was origindly created as & ministries.
national environmental fund that wa

independent of any particular governmer
ministry. It attracted tens of millions of dollan
of funds from multiple international donor
because it had become a model for integt
and profasionalism ina country with a long
history of government corruption. Howevel
when a new political party came to powsg
FONAMA was restructured from having fod
out of nine board members from th
Government, to hang two out of four
government represaives; and istead of
FONAMA being an mdependent organizatio
responsible directly (and only) to th
Presidency of the Republic, it wg
transformed into a line organization locatg
inside the Ministry of Sustainabl
Development. According to a 2003 profile ¢
FONAMA prepared for RedLAC, thg
restrict uring of FONOMA
of autonomy and assimilation into the stg
hierarchy; (2) constant turnover in executi
and technical staff; (3) delays in processi
appications for funding; and (4) ineffectiv
fundmanagement . 0 As
as the US Government and the GEF withdr
the money which they had contributed
FONAMA and transferred this money to tw
newly created Bolivian CTFs.

affected by the preseec of Gov

Even t he fact of

Board members from outside of government
who are appointed in their individual
capadties, or as representatives of NGOs,
academic institutions, or the private business
sector, are likely to serve on the board for a
longer time (often for renewable terms of
sewral years each) than board members who
are appointed by government, and they are
much more lilly to attend board meetings
themselves rather than sending an alternate or
a deputy. For example, a profile of El

perception within some parts of civil society, and in particular within the NGO

13 After such a supervision period, a CTFesfino longer has any legal obligation to report to donors about

its activities and fi

Sal vador 6s EI A Fund (FI AE
preparedor RedLAC in 2003 states that one

of the main fobstacles to
lack of continuity in the Administrative

Council due to the govement
representatives constantly changing, and the

fact that observers are present who can
accompany or replacethe government
representatives, and who in spite of having

neither voice nor vote, can become involved

in the operation of the Fu
GE F Bwluatonof Perudés PROFONAN
fund states that Aits oper

ernment reps as active memi
housing a CTF inside of a
nances, and donors no |l onger hay

or project sites, or to demand the return of their contributions to a CTF ifaheynis not being spent on

the agreed purposes.
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community, t hat t hé [ henhdiutiisong 0 6@aapttulreed:
evaluation of Argentinabés Americas Fund (FP
FPLAisanarmofthe Ge r nment of Argentinad was streng
affirmative vote of the Gee r n me n t o fs regresentmtivé onnttee Board was

required for any decision by the Bodfd.

The best practice for selecting board members from government is to choosevkigh
policy-making officials (such as a minister of environment) rather than operational level

or line agency officials such as the head of a PAs agency. For example, the profile of
Ecuadordés FAN that was prepared in 2003 f or
Minister of Environment among the Board members has facilitated processes of
negotiation ofsupport from the government and assures that activities financed by the

fund are const e nt wi t h nati onal environment al pol
automatically served as Chairman of the Board, but over time the Government
voluntarily relinquishedhis privilege, and the Minister of Environment now serves only

as anexofficio voting menber of the Board. Having a single government official on a

CTF governing board can suffice to ensure government support and coordination with
government policies @ pri ori ti es, which in FANOsS case
working agreements with the gernment.

Similarly, Me x i -mentber bdarill tBall indiudes onky ong hember from
government, the Minister of Environment, and yet FMCN is universaljproeed as

being extremely successful in coordinating its activities with government agencies and
national priorities. On the other hand, some CTF executive directors complain that when

the head of a PAs agency is a member of the board, that person efethét their

agency is automatically entitled to receive grants from the CTF with minimum of
conditions & ac hed, and S of t en unwil ling t o I
recommendations.

A CTF independent of government and with a board with a majariftynon

governmental members, will find it easier to raise donations from private sector
companies, from individuals and from international donors. Some donors have explicit
regubtions or policies that restrict them from making donations to CTFs with
govanmentcontrolled boards. Private donors are often concerned that if they donate

money directly to government to support PAs and biodiversity conservation, the money
mayendupd ng used for other purposes. FUNBI Ob
rea®n why it has been able to attract several one million dollar unrestricted donations

from Brazilian coporations is due to its independence from government and its well
respected board. Ecuador @xount dMNEcuadotiaa b | i s he
citizens who want to qap o r t Ecuadorés national par ks but
simply donating money to the government for this purpose.

14 This is a standard feature of most EAI funds, along with the similar requirement that the US Government
representative on an EAI Board must also approve any decision, even though the Boards of EAI funds are
required to have an NGO majority, and all decisions are made by majority vote. This is not a feature of
TFCA funds.
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Donor Representation on CTF Boards

In addition to having at least one board member from the national govermmaany,

funds also include a representative of an international donor agency on their board. Many
CTFs have one or more international donors on their board. The best practice is to try to
limit this to one or two donors, since having too many donors canddeads of the sense

of national ownership of the CTF. Donors and international NGOs can provide new CTFs

with handson t echni cal assistance and advice. S
intermrat i onal NGO6s invol vement canhelCBaada peopl e
dependent entity of the donor agency or of the international NGO.

In the case of the EAI and TFCA funds, US law requires that the US Government (as

well as the host country government) must have a representative on the board until all US
Government contributions have been spent, and that the US (and the host country)
Government ds approval i's required for deci s
estdlishing a TFCA or EAI fund. US Government approval is thus required for any

change irthe purpose of the fund or the composition of its board (since both of these are

usually defined in the bilateral agreements). Sometimes CTFs request donors to be on the

board to give the CTF more credibility with other potential donors, and to beroefit fr

intermret i onal donorséo experience, broader per s
connections.

Some international donor agencies, such as the World Bank and GEF, choose not to serve

on the board of directors of a CTF, because they consider it to dliataaf interest to

be involved in managing an organization which they are also responsible for supervising

and evaluating. Some donors simply dislike the {trgh and labeintensive obligation

of serving as a board member of a CTF.

Bilateral donorssometimes require CTFs to establish special committees to administer a

separate subccount which they have financed (often through -fi@bhature swaps).

Such committees commonly include a representative of the bilateral donor agency to

ensure thatthe TF i s compl ying with the donords <cor
management and disbursement of its contributions. The powers of such committees may
vary from merely advising the CTFOG6s boar d,
expenditures from the stbc count t hat was set wup with the

would seem to set the stage for serious conflicts between the board of directors of the
larger institution and the special committee(s). However, it does not seem to have caused
problems apwhere.

Selection of NonGovernmental Board Members
Procedures for selecting ngovernmental board members vary. In the case of the
Americas Fund in Chile, NGO representatives are chosen by their peers through a

membershigbase maintained by the Fund of @ngzations. Around 400 NGOs are part
of this regstry.
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Il n some cases, NGO representatives on a CTEFGQ¢
ministers have been criticized by other NGOs as being too closely linked to the
govenment. Many CTFs specify in ¢fr articles of association that NGO board members

should be nominated by a national association or network of conservation NGOs, or that

the board itself should elect its NGO board members. Similarly, CTFs often stipulate that

private sector board membeskould be nominated by business associations (such as a

chamber of commerce), and scientific or academic board members by scientific or
academic associations.

Most CTF executive directors who were interviewed for this report feel that non
governmental bard members should be chosen based on their personal competencies,
and not represent the interests of any particular outside organization. Most importantly,
each board member should have broad knowledge of the CTF and its strategic plan, and

an abilitytocont ri bute meaningfully to the CTFOSs o0
is also important to choose board members who have the ability to fundraise and increase
the size of the CTFOs endowment . Anot her i m

large enough to adequately represent the various constituencies that require a voice, and
to have board members with local knowledge of the parts of a country where projects
fnranced by the CTF6s grants are | ocated.

To maintain continuity, the terms of eted board members should be staggered. For
example, a board with nine members should have-feaeterms, for no more than one
third of members leaving at any one time. Training of board members is also important,
particularly in the stewardship of instenents.

To avoid losing the contributions of board members once they complete their terms,
several CTFs, such as FUNBIO, created a council of former board members to serve in
an advisory capacity. Board members often feel a strong sense of ownership and
commiment to the work they are helping to move forward, and consequently find it
difficult to leave the CTF board.

In many countries without a strong previous history of partnership between government
ministries and nogovernmental organizations, CTdrd members have expressed
satisfaction about the unique level of empowerment and responsibility they experienced
as CTF board members. The significant degree of social representation and control
expressed by the diverse composition of many CTF boardaddesl to the legitimacy of

the decisions made. For example, an independent evaluation of FUNBIO noted that
AFUNBI O6s Boar d br-toshgpuddertreprgsertativesrfrons dmalludcad e r
environmental grass root organizations to leading laogéeentrepreneurs. While this

might be taken as a usual and expected best practice elsewhere, in Brazil this is a quite
uni que experience. o0

Local community representatives ma y be =eas
commitees where CTFs have been establish f or j ust one or two PAs
BMCT or South Africadéds Table Mountain Fund.
difficult for a national e v e | CTF in a |l arge country |ike
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FMCN has managed to achieve represeom of local community perspectives on its
board by inviting experts with known track records of working with communities in
different regions to serve on its-ieember board.

Having a large board whose members have diverse skills and backgroundeved al

CTF like FMCN to establish effective spalized technical committees linked directly to
day-to-day operations. However, large boards can also make it more difficult to convene
meetings, make decisions and efficiently conduct business transaddesgite these
challenges, several CTF directors and board members complained in interviews and in
CTF evaluation reports that their boards are too small and could benefit from adding
members with different kinds of expertise, such as investment bankergsters.

Board members from the private sector can benefit the CTF by bringing in additional
skills and resources in areas such as financial administration, credit management and
marketing. Business leaders can also help to build collaboration gnérghips with the

business sector, by providing a wealth of personal contacts and networks and new
oppatunities for fundraising, as well as building private sector trust and confidence in the
CTF. Recognized business associations, such as a natiangbehof commerce, can be

asked to elect a short list of new board member nominees for any designated private
sector seats on the board of a CTF. This adds transparency and openness, and represents a
form of outreach to civil society, which is likely toalé such groups to become more
actively nvolved in the CTF.

Board Committees

To use the board membersdé time most ef fect
advantage of specialized committees composed of board members with expertise and
experience in paicular subject areas, such as finance and investment, science or
fundraising. Committees can -opt additional experts from outside the board to assist

when needed. For example, many CTFs -@pt prominent local bankers and other

financial experts who ameot board members to serve as+vating advisory members of

a CTF6s finance and investment <comratinggtee, or
advisory members of a CTFés scientific and t

A number of CTFs, such as the Philippis 6 F P E, I ndonesi abés KEHATI
Ecofondo, have established regional committees, or have reserved seats on their boards

for representatives of different regions of the country. However, in some cases this has

led regional representatives to fablht their regions should automatically receive a

cat ai n percentage of t he CTFo6s grants regart
submitted from the region, or higher conservation priorities of other regions. Board

me mb e rm&ar§ regpansibility is tpromote what is good for the CTF rather than what

is good for their regions or sectors.

Many boards or councils (especially those with a large number of members) have created
an executive committee composed of a smaller number of board or council mémbers
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meets more regularly (i.e., monthly) and functions as the body responsible for general

oversight of the CTFO6s management
Defining the Roles and Responsibilities of Board Members
Board membersdé responsibilitiés bhbaivd

operations manual. Such responsibilities commonly include strategic planning, approval
of budgets and financial reports, fundraising, review of grant proposals and completed

grant evaluations, review of the performance of
executive diector and the performance of th
CTFOs i nvest ment ma n 3
experience of many CTFs, it is resmended that
there should be clear standards of performance
new board members so that expectations are @
from the beginning.

The board kould delegate the responsibility ¢
fund operations to the executive director, &
provide the resources to exercise it, within t
context of a strategic plan. This plan should cleg
lay out the vision, mission, goals and objectives
the aganization, and the actions required to atta
these. Once these are clear, it will then be posg
to specify staff requirements, responsibilities ar
profiles for each of the staff positions, and open
techncal positions to a competitive selectig
process.

Smaller CTFs with very small staff such, as t
Americas Fund in Argentina, give board membg¢
responsibility for proposal evaluation and proje
monitoring. However, experience shows that it
more effective to hire professional project staff f
propo®l monitoring and project evaluation, or evg
to outsource these functions, to reserve bo
me mber s o ti me and ef
dedsionrmaking.

Argentinads Amer.
Argentinads Amer
as®ts came from a bilateral debt swg
worth approximately three million
dollars, never had technical proje
staff and seldom an executive directq
Instead, all dayo-day operations werg
handled by an administrativ
secretary, sometimes assisted by
parttime accountant. With  ng
executive diretor, the Board handleq
institutional management and gra
making. Board meetings usuall
consumed the entire day. Since bog
members had limited free time f
contribute  (without any financia
compensation) to visng project sites,
project monitoring was sometime
delegated to other staff in a boa
me mber 0s own . This

created unevenness in the w
grantees and projects were treated, 4
impeded the normal enrichment th
comes from a project officegaining

experience across a humber of proje
in a number of different sectors (¢
regions of the country. On the othg
hand, board members all spoke ve
positively of the personal enjoymer
they got from the experience ¢
visiting the projects, and howthis

contibuted to raising their morale
None of them volunteered to leave tf
Board when their terms came to &
end.

Training of Board Members

n

CTFs often provide formal orientation for new board members to meet tharstdearn
about the operations of the CTF, review its founding legal documents and policies, and

meet other board members. Orientation materials can include current documentation on
the CTF and past board meetings that can be organized as a trainungj,rsaessing the

ng

rights, duties and responsibilities of board members, as well as the limits of their powers
(i.e., with respect to getting involved in daytday management activities).
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It is also a best practice for CTFs to provide opportunitiesh s workshops and
retreats, for board members and staff to unify visions and approaches, and create

common wunderstanding, by working together C
program eviews and annual work plans. Board members also appreciab@ploeunity
to partigpate inaonelay training module on investment

investment advisor or investment manager, especially if the board members are people
with a nonfinancial background who might otherwise feel uncomfortablentimidated

when asked to discuss and vote on such issues as part of their duties during regular board
meetings.

| ndi vi dual CTFs6 Il ink to regional or gl obal
should be taken advantage of to establish contacts with @Tesher countries to
exchange ideas and best practices.

Operations Manuals

An operations manual i's necessary to assure
procedures, which also makes the CTF less vulnerable to staff turnover. An operations
marual consists of a set of procedures for human resources management, procurement,
accounting, investment management, graaking, etc. The manuals should be
produced in loosdeaf form, so that modifications can be submitted regularly to the
board, and dustitute pages inserted accordingly. Pages should have their creation date
written at the bottom of the page, so that readers can track the evolution of the document.
Copies of all the prior versions of the text should be kept for the record. CTFs should
finds ways to simplify their operations manuals wherever possible, by requiring reports
from grantees every six months instead of every three months, or by dropping evaluation
(but not monitoring) requirements for small projects, keeping in mind coste(tfdhe

M&E and the grantee) and benefits (impacts on conservation).

One of t he most i mportant functions of a C
postions, responsibilities and remuneration. Many funds have reported that one of their

most difficult issues (at least initially) was to design a general or uniform set of standards

by which to evaluate, remunerate and promote staff whose functions and technical
expertise often vary greatly.

Staff

Perhaps no single prerogative of a board of direatba CTF is more important than the
selection of the CTFO6s executive director.
estdlish a formal process for hiring a new executive director, by first identifying a pool

of highly qualified applicants and refigna shorlist to make a selection. The list of

duties of an executive director should be o
bylaws and/or operations manual. In most cases, an executive director is responsible for
carrying out the decisions amalicies of the board; overseeing (including hiring, firing

and promoting) all other staff; representing the CTF in dealings with government

officials, donors and local NGOs; signing contracts and opening bank accounts for the
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CTF; dealing with investmemhanagers; overseeing the preparation of annual reports and
budgets; and raising additional funds for the CTF. Some CTFs, such as the Caucasus
Protected Areas Foundation, even specify that the last of these duties listed (i.e.,
fundraising) should be givédni r st priority in the CTFO0s init

A weakness of some CTFs is their dependency upon the personal charisma of the
exealtive director. A strong executive director is essential, but at a step just below, one or
two senior management positions aseally advisable. The great strength of many CTFs
has been their organizational integrity and highly respected staff at all levels.

Once the executive director of a CTF has been retained, boards usually turn over the
recruitment of other staff to thaepson. Although the board remains involved in broader
staffing issues (such as policies and budgets and issues relating to the growth of the
organization), boards seldom take a role in the process of recruiting staff other than the
CTFO6s executive director

Some CTFs have experienced conflicts and power struggles between their executive
director and board. This rarely lasts longer than a year or two, because it usually results in

the hiring of a new executive director. In the meantime, however, thideeahto

functional paralysis of the CTF. To avoid such problems the board should: (1) Clearly
specify the respective roles of the board ar
legal documents and its operations manual; (2) Devote sufficient ticheftort to hiring

the right executive director; and (3) Make sure not to sign an employment contract that

will make it too difficult or costly to fire the executive director if that becomes necessary.

It may be a good practice to include specific perfamoe targets in the executive
directord6s employment contract or terms of r
not to try to 0-4oidayropenatonsaof thed CTFE, hwieich dhawd be

supervised by the executive director.

The number b staff and the specific roles and titles of the staff of CTFs vary
significartly, depending on their financial resources, their geographical scope, their
mission, their conservation strategies and their relationship to government agencies and
nortgovernmat grantees. However, the total number of paid staff ranges from around
four as a minimum, to around 25 at large CTFs (FMCN, PROFONAMPE, FPE and
KEHATI), to around 60 in the case of FUNBIO (most of whom have been recently hired
to manage Amazon Region Rroted Areas Program, ARPA).

Most CTFs have filled the following positions:

e Executive director;

e Program staff (who bring a variety of skills including familiarity with the
geographical areas where the CTF works and professional knowledge of the
thematicareas of concern to the CTF, such as biology, forestry, reit@rprise
develgpment, etc.);

¢ Financial staff (often including an accountant);

e Administrative staff, such as secretaries, and a receptionist;
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e Other support staff, such as a messenger, ardavbuilding caretaker or guard
and an office janitor. In middle income developing countries it is usually more
cost effective to source such services from outside contractors as needed, but in
many of the least developed countries it may be moreetfesitive and more
customary to hire fultime employees due to low and prevailing wages;

e As funds grow larger (i.e., more than a ten person staff), it is also common to hire
communications and fundraising staff, although sometimes program staff perform
thesefunctions.

It is not uncommon for grants funds to hire specialists to conduct M&E, capacity building

and training of grantees and grant applical
strategic plan and financial resources.
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CHAPTER 7: LEGAL AND TAX ISSUES

Main Conclusions:
e CTFs can be legally established either as:

0 In-country trust funds (in common law countries);

0 In-country foundations (in both civil law and common law
countries);

o Offshore foundations or trust funds (i.e., in Europe or the US);

o Created by special legislation; or

o Created by international agreement between donor and benefigiary
country governments.

e |tis extremely important that a CTF be exempt from paying taxes on the
income and gains from its investments. If this is not possibis
recomneneded to legally establish the CTF in an offshore location where
charitable oganizations are tax exempt.

Trust Funds and Foundations in Common Law and Civil Law Countries

CTFs have been established in various different legal formsfoamdation, a noprofit
corporation, a trust fund established under
choice among these legal forms depends on which ones are available and are most
advantageous under local laws and regulations, includingdgulations.

The concept of a Atrusto originated in the
relat i onship in which assets that are given by
by a board of trustees, or a board of directors) for the besfedihother person, or for a

pupose specified by the donor (such as #Apro
globally significant biodiversityo). A Atrus
trust, or to the legal entity that is created thoe purpose of holding the money in trust.

Under the common law, a trustee is obligated to make all decisions about the assets with
thebenet i ar yds interests in mind.

In most civil law countries (which include all of the countries of continental Eyiramd

all of the French Spanish and Portuguesspeaking countries of Africa, Oceania, Latin
America and the Caribbean), it is possible to create a legal entity that is very similar to a
trust fund by establishing a foundation. Virtually all common leauntries (i.e.,
cowntries whose laws are based on British or American models) also have laws that
authorize the creation of foundations, and there is a very large degree of overlap between

the | egal definitions of DdDtMhMpesonfotinclbapiorab]
andafcthabl e organi zation. 0

All Latin American countries have laws relating to the establishment and operation of

foundations, and some Latin American countries also have laws authorizing the creation
o f fideicomisog)  whhareca uniquely Latin American type of legal entity based on
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concepts of Roman law and yet very similar to the concept of a trust fund in common law
countries. A few Latin American countries, such as Guatemala and Panama, have laws
authorizing common lawrust funds (mostly intended for commercial purposes).

Law on Associations

Most francophone African countries do not have laws authorizing the creation of

foundat i ons, but only t he creation of Aci vi l
francophone Afian countries inherited and adopted t
(Loi des Asgciationg of 1901 when they achieved their independence from France in the

1950s and early 1960s, but they have not adopted later French legislatieb9ginsthat

specifcdly authorizes the creation of public benefit foundatioRgndations reconnues

doutili)® pPpoberqube 1901 Law of Associati on:
as voluntary associations of two or more people who unite for a common purpose which
does not involve the enrichment of the assoc

partnership or corporation). This is a very broad definition that includes sports clubs,
civic assodiions and professional organizations, such as a Bar Association.

The main disadvantage of a civil association in comparison to a foundation is that a civil
association is required to have a general assembly of all of its members, which is the
highest governing body of the civil association (rather than a board ofadggcnd the
general assembly usually consists of dpaging members who each have one vote. The
Law of Associations also does not include any specific provisions about the management
of property (such as an endowment) that is owned by a civil assogiatid thus does

not state that the members of the association (or their elected representatives) have any
fiduciary duties that are comparable to those of a common law trustee, or the statutory
duties of the members of the board of directors of a coiiparat a foundation.

During the last decade, two francophone African countries (Madagascar and Senegal)
have enacted new | aws for the <creation of
some ways more similar to the laws for foundations of Anglophanuetdes than to

recent French law governing foundations. This is because in the case of Madagascar (and
perhaps also in the case of Senegal), such laws were adopted to satisfy the requirements
of international donor agencies that were prepared to makdarge donations to newly
established foundations in those countries, on condition that the countries enact laws
governing foundations that satisfied the concerns of the donors.

CTFs Created by Legislation or Decree

One way of getting around an utistactory national legal framework for establishing
foundations and CTFs is for a country to enact a special law solely to establish a
partiaular CTF, and grant it tax exemptions and other privileges, rather than trying to
enact a new general law on foatidns and trust funds, which could take years to pass in
parliament.
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There are several examples of CTFs that have been established by special legislative acts,
such as Belizeds Protected Areas Conservati
made b create national PAs funds in Gabon and in Guyana through special legislation.

Offshore Trust Funds and Foundations

Offshore trust funds can be used in order to legally establish a CTF for a particular
country under the laws of a third country that hedlexible but wellrespected legal
system (such as the US, UK, Netherlands or Switzerland) that permits registered tax
exempt foundations or trust funds to carry out all of their charitable activities and hold all
of their board meetings in another coyntind to have all of their board members (or all
except one of their board members) consist ofeibrens.

Establishing a CTF offshore can serve as an additional way of ensuring the security of a
CTF6és <capital, especi alrésyCTksrcan @leol bie tinitiadlya | | 'y ur
established offshore, with the expectation that after a country passes new laws dealing

with nonprofit foundations (including exemptions from tax on their investment income),

the offshore foundation can transfer all ofatsets to a new-country foundation whose

structure has been approved by all of the donors.

All of the four existing multicountry CTFs have been legally established offshore in a
country different from the countries for which those CTF make grarite. Hastern
Capathians Biodiversity Conservation Foundation, whose mission is to fund
conservation activities in a biosphere reserve covering parts of Poland, Slovakia and
Ukraine, is legally registered as a Swiss charitable foundation. The Caucasug&rotec
Areas Foundation, whose mission is to fund up to 50 percent of the costs of priority PAs
in Armenia, Azebaijan and Georgia, is legally registered as a German charitable
foundation. The Sangha Tational (TNS) Foundation, whose mission is to funeehr
adjoining PAs in Camroon, Central African Republic and Republic of Congo, is
registered as a UK public dtiy. The Mesoamerican Reef (MAR) Fund, whose mission

i stodl i nspire innovative, transnational sol ut
Mexico, Belize, Guateala and Honduras, is established as a USetaempt charitable
foundation.

In the case of the first three muttbuntry funds mentioned above, the countries for
whose benefit the CTFs were established did not (at the time thatTtRe Were

estbl i shed) have | egal systems in which most
| aws would not have exempted the CTFO6s inve
have i mposed | egal barriers to tdoeerrQmT FOs ef f

the case of each of these muatiuntry CTFs that if the CTF were legally established in

one of the several countries for whose benefit the CTF was being legally established, then

that country might come to dominate the CTF, and that this dmukloided by legally
establishing the CTF in a fAneutral o and m
Switzaland, Germany, the UK or the US.
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CTFs Established under International Agreements

CTFs have been legally established through bilateral or @itemnational agreements,

rather than under any kind of national legislation. Some of the EAI and TFCA funds were

created through an international agreement between the US Government and the host
countryds government. | hoseaCTIFsdnas nat leesneestitely t he | €
clear, although this has not affected their ability to operate, open bank accounts, enter

into binding contracts, etc.

Basic Legal Issues of CTFs

T he GHv&uatonof CTFs states that in order to establish a CTF, themreoul d be i a
legal framework in the country that permits establishing a trust fund or foundation, and
provides tax exemption for its earnings fr
Evduationt hi s i s described as fAa Ipacgidecand abr i c
institutions in the country t hEsduatipndoep | € hav e
not include any kind of detailed definition or discussion of what constitutes an adequate

legal framework, or a basic fabric of legal institutions, itih people have confidence.

Il n most cases, it i's useful to begin by ane
burdensome legal requirements or restrictions on trust funds and foundations with respect
to:
The minimum or maximum number of directorstbeir governing boards;
The citizenship of members of their board of directors;
The country where board meetings must be held;
Voting requirements;
Power s, duti es and gualifications of t h
officers;
e The need to obtaigovernment approvals for decisions by the board (other than
for the organizationés dissolution and I
e Restrictions on the permissible objectives and activities of charitable
organiztions (except for certain restrictions on political and caruial activities
of nonprofit organizations);

e The permissible sources of funds for the organization;

e The ability to transfer the organizati oné
e Maintaining the organizationds accounts i
e Thetypes of investments of the organizati on

or impermissible (other than the general requirement that such investments must
be Aprudent o) .

The laws on foundations and trust funds in countries such as the US, the UK or
Nethelands impose almost no restrictions on any of the alisterl subjects. In other
words, foundations established in these three countries can have any possible number of
directors; the directors are not required to be citizens of the country where thetionnda

is incorporated; board meetings can be held anywhere in the world, and not just in the
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country of incorporation; there is no need to obtain government approval for any
decisions of the board, including amending the articles of incorporation, orvihigsof
merging the foundation; there are no specific restrictions on what types of investments
are permisble, etc. However, the laws governing foundations in most other countries
impose one or more of the above types of restrictions, and some coumipiese
restrictions on almost all of the subjects listed abfdveis very important to clarify all

of these kinds of issues with a competent local lawyer very early in the process of
designing a CTF, to avoid surprises down the line and discover thatotime options

being considered for theesign of a CTF may not be legally possible in a particular
country.

Certain legal issues should be analyzed specifically for the purpose of designing a CTF,
such as:

e Is the national government legally allowed d¢ontribute public funds to the
endowment of a nomgovernmental foundation or trust fund (which was an issue
for FUNBIO in Brazil)?

¢ |s the national government legally allowed to earmark certain taxes and fees to be
deposited in a negovernmental trust fud or foundation (which was an issue for
the PACT in Belize, and required passing a special new law to authorize this)?

e Conversely, is an independent rgovernmental foundation or trust fund legally
allowed to pay part of the budget and expenses of argment PAs agency?

e Could a CTF make grants directly to a particular government agency, or would it
have to give the money to the Ministry of Finance? Is there a possibility that the
Ministry of Finance might decide to use the money for other purposdsh(wh
actually happened in the case of a CTF financed by an airport tax in the Cook
Islands, and led the CTF to sue the Minister of Finance in the Supreme Court)?

e Are individual PAs authorized to accept funds directly from a CTF, or could the
CTF only transér funds to the national government agency responsible for
managing PAs? Could the PAs agency legally decide to reallocate part of the
CTF6s grant to cover the agencyods headqgqua

e Are individual PAs legally allowed to keep any part of theneftes that they
collect, or any other income that they might generate (for example, from operating
a guesthouse, or selling souvenirs) to use the money to help finance their
opemtions? Or is an individual PA required to transfer 100 percent of theueven
it collects to the ministry responsible for forests or to the Ministry of Finance?

e What kinds of dispute resolution mechanisms could be utilized in the case of a
future dispute between the CTF and the national government? For example, is
there any preaent for using arbitration in a neutral third country in such a case?

5 For example, some countries have financial regulations that effectively prohibit US, UK or European
firms from managing investments f@TFs located in the country. On the other hand, certain countries
(such as Russia and Colombia) are on a restricted list for US and European banks and investment managers
which can make it much more difficult for them to do business with CTFs establislsedh countries.

These considerations can be very important at the very outset in consideration of how to structure funding
fora CTF.
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How easy would it be to enforce an arbitral decision in the country where the CTF
is headquartered?

Many issues or potential risks of potential concern to international domben
contributing money to a CTF should be addressed in a grant agreement, or another type

of offic i a l bil ater al agreement , bet ween the don
(i .e.., beneficiary) countryos theoGTE legament , r
doauments.

Some CTFs established under the EAI are financed by the proceeds of bilateral debt
reduction agreements with the US Government. Provisions in the debt reduction
agreme nt s state t hat i f t he benesfagreedar y co
commitments relating to the use of the proceeds of the debt swaps, the US Government is
legally entitled to declare the entire original amount of the debt as reinstated and
immediately due. Most other bilateral and multilateral donor agencieshalge various

provisions in their grant agreements relating to penalties and sanctions in the event that
donated funds are not used for agreed purposes.

A legal issue that at one time was of concern to lawyers at the World Bank, and which is
specificaly menti oned i n the Wolssles an®@piidn®isthel 995 r ¢
Design of GEFsupported Conservation Trust Fundd y K. Mi kitin) and th
Evaluation is whether unpaid foreign creditors of a country that has defaulted on its

foreign debs might have the legal right to seize the assets of a CTF that was established

to help finance t howred RAs, prmovidedytdas thogeofunégsrareme n t
demsited in (and invested by) a financial institution in a third country, such as the US or

th e UK. Thi s concern wa s rai sed I n t he C ¢
PROFONANPE, in the 1990s when the Government of Peru had defaulted on repayment

of its debt owed to foreign commercial creditors. Some of those foreign creditors had
successfully swkin US courts to seize airplanes landing in the US that were owned by

Per u. Part of the advice given by the World
assets should only be invested in Peru, and not in foreign financial markets for as long as

the PeruvianGovernment remained legally in default on its foreign commercial debts.

Anot her way of avoiding the possible seizur
be to establish a clear legal and factual separation between the CTF and the government,

in order to denonstrate that the CTF is not controlled by the government. This not only
protects the CTF6s assets from seizure by t
protects them from being seized by the government, and protects the CTF from being

later merged into a government entity.

Tax Issues

One of the most critical issues in establishing a CTF is to make sure that the interest and
investment income (and the capital gains) earned on funds being invested are not taxed

either at the source (by tl®untry where the money is invested in stocks, bonds, bank

deposits, etc.) or in the destination country (where the CTF is legally registered or

operdi ng) . | f a CTFO6s income and investment i
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countryos s ttaxingdhasinass andhindigidual prafits and income, this could
result i n t h e-thir@ orAmre of lito annual dudgetn(assuming that the
budget derives entirely from the income earned by investing an endowment). Most
developed countries do naaxt the income, profits or gains that rorofit charitable
organizations earn through passive investments (in contrast to any profits that they earn
from actively opeating a business that competes with regularpfofit businesses).
However, many develapg countries and countries in transition do tax the bank interest
and the investment income (as well as capital gains) earned hyroftnfoundations. It

is extremely impdant to consult with local tax accountants or lawyers to clarify this
before estialishing a CTF in a country.

| f a country imposes taxes on a CTFo6s 1inve
founders of a CTF should either try to secure the enactment of a special new law that will

exempt the CTF from paying such taxes, or includer@vision in donor agency grant

agreements (i.e., legal agreements between a bilateral or multilateral donor and the
beref i ci ary countryds government, not with th
CTF from having to pay such taxes. A last option ikgally establish the CTF offshore

under the laws of a country that does not tax the interest or investment income ef a non

profit charitable entity such as a CTF. Each year, the offslegistered CTF could

simply transfer the income or gains that itresafrom investing the endowment through a

series of direct payments to grantees in the beneficiary country, or to a locally
incorporated CTF counterpart organization or committee whose only function is to decide

how to allocate grants out of the moneydteives each year from the offshore entity.
Sincetheicountry organization would not itself ¢
it would be tax exempt on the income or gains from investing the endowment.

For fundraising purposes, CTFs should alseksivorable tax treatment for donations

given to the CTEF. I n some cases, they hav
organizations in other countries that can channel donations to them while providing tax
exemption for donors in their home coussi

Rules against Conflicts of Interest

Every CTF should have clear and comprehensive provisions in its articles of
incorpoktion, bylaws and operations manual that forbid CTF board members, staff or
their family members from receiving any grants or ot benefits from the CTF or its
grantees. Board members and staff should also be required to disclose to other board
members and supervisory staff any interest or association that they or their family
members may have with an organization that is apglfon a grant from the CTF or that

is proposing to m|ter into a contract to sell or purchase goods or services to or from the
CTF. Most CTFs require their board members not only to disclose all potential conflicts
of interest, but lzo to abstain from vaig on, or sometimes even from being present at
board discussions of any such proposed grants or contracts. Clear and strictly enforced
rules against pote i a | conflicts of i nterest are esse
reputation with mmbers of the phlic, donors, grantees, and the national government.
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CHAPTER 8: FUNDRAISI NG

Main Conclusions:

The GEF and USAID together account for around-tincds of all funding for
CTFs. While their contributions to CTFs have recently decreased, Eur

bpean

bilateral donors (such as Germany, whose laws previously made it impossible for
the German Government to contribute to endowments) are now major dorors to

CTFs.
National governments in countries such as Mexico, Brazil, Panama, Ecuad

or and

Mauritania have allocatl substantial sums from their national budgets as capital

contributions to CTFs.

International conservation NGOs have contributed amounts ranging
$500, 000 to five million dollars t

from

significant role hasbeen convincing multilateral and bilateral aid donors to

support CTFs (i.e., lobbying aid donors), and providing technical assistance
design and startip phases of CTFs.

Most of the direct contributions to CTFs by corporations and foundations
been for one million dollars or less, and usually been fefinamcing specific

in the

have

projects rather than for building |up the
The most successful CTFs in raising additional capital are those which| have
managed to stalrea, @ Bwiattturoaucst icryg i nfi ti al

one or two key international donors, and demonstrating a high level of

accoundbility and results during their stamp phase (i.e., their first one to fiye

years of grantmaking).

Newer types of fundg sources, such as PES, earmarked user fees or taxes, and
business biodiversity offsets, are becoming increasingly important for many

CTFs.
The potential ofthesoal | ed fAnew philanthropyo
but could be a promising newwsge of funds.

rema i

Best practices include building the necessary fundraising, marketing and strategic
skill sets of management team and board, and designing a realistic and well

thoughtout outreach strategy.

The

changed little since 2003; national and foreign governmeritsi | |

c

o i ndiv

| ast comprehensi ve hes firmds Reyaan @leasoand Re d L A
Lourdes Barragan, 2003) found that 11 of the 21 CTFs studied had two or more sources
of funding. Almost 75 percent of the funds came from GEF grants andatetdture

swap proceeds (mostly with the US, German and Dutch govetsjmend most of the
rest originated from national governments and bilateral and multilateral institutions.
However, half of all LAC CTFs (ten out of 21) only had a single donor. The picture has

account

for

share of CTF funding in LAC. In a few cases, international NGOs have played a bigger
role in mobilizing resources. For example, in Brazil, WWF donated $5.25 million (which
includes one million dollars from the Italian Governm)eio fund the ARPA trust fund
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which is managed as a separate account by FUNBIO. Other donors have pledged or
already given $24 million to the ARPA trust fund, including two Brazilian private sector
companies.

Major Developments

The biggest developmesince 2003 seems to be the increasing leverage effect that CTFs
have had. For example, FUNBIO has been very successful at implementing its
Partneship Funds Program whereby sponsors (who are not the project implementers) are
asked to contribute at least pércent to the cost of the given project. The $3.5 million
amount raised to date from the Terra Institute, CSN Foundation, Klabin Parana Forest
Products and The Minas Gerais Power Company, has covered over 65 percent of total
project costs. Partners engagq what they see as a wivin collaboration with an
established institution like FUNBIO that will serve their external communication
objectives and possible goals to integrate sustainable development into their operating
practices. FUNBIO and other CTRave attracted new money that would likely not have
gone to caservation otherwise.

A 2007 survey of EAI/ TFCA funds found that seven funds (FPAA, PROFONANPE,

Per u6s America Fund (FONDAM), Environment al |
and PUMA) had ermged in a total of 72 private sector partnerships that raised $40

million. Almost 60 percent of partnership funds were contributed by tfiencters (who

were expected to participate in the projects

Another other major development for E'in the past few years is that the bigger CTFs,

such as FMCN and PROFONANPE have continued to do very well in their fundraising;
showing results and being accountable to the
or has exceeded $100 million and bdtimds have bold fundraising goals. During an

int erview at the 2007 RedLAC Meeting, FMCNOG s

Boardodés goal was to raise the FMCNOGs assets
end of 2008.
Several of thanediumsized CTFs s uch as Panamaébs Natur al R €

Fund (NATURA), FPAA (Colombia), EFJ (Jamaica) and PUMA (Bolivia) have started
implementing formal fundraising strategies. For example, PUMA was successful in

raising about three million dollars from new pagrs between 20086. It secured

$500,000 from the Critical Ecosystem Partnership Fund (C&RFgreate a onto-one

matching fund to cdinance sustainable natural resource use projects in the Vilcabamba

Amboro Conservation Corridor. It also receivedat$460,000 (as part of a thrgear
$1.32 mil i on grant) from the McKnight Foundat.
Administrator of the Collaborative Crop Research Program in the Andean region. It

further received $1.44 million from the Amazon Basin Coveston Initiative to support

community projects related to conservation and sustainable use of natural resources.

8 CEPF is a joint initiative between CI, AFD, GEF, Government of Japan, MacArthur Foundation and the
World Bank.
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Finally, the Tarija Prefecture contributed a little over $535,000 to support the financing
of sustainable erironmental enterprises and inttiees in the region’

Furthermore, major foundations such as MacArthur, Ford and Packard, have funded more
than one CTF (largely in the LAC region). However, their grants tend to focus on
projects or progr ams or on I n(set, icdpacityi o n a |
building). The Moore Foundation appears to be an exception. Its $100 million gift to CI
enabled the creation of the Global Conservation Fund (GCF). The GCF has contributed to
the capital of many different CTFs, including $1 millionth® Madagascar Foundation

for Protected Areas and Biodiversity (FAPB) and over one million to FMCN that is

a

earmar ked for Mexi cobs Baja California regi

remaning $60 million will be invested as capital in CTFs.

Bilateraland multilateral donors have remained a very steady source of funding for CTFs
around the world. In Africa, the GEF and bilateral donors (primarily USAID, KfW and
AFD/ FFEM) have contributed about 80 percent of the funds raised in the past 15 years
for CTFs. Their role has also been critical in other regions, particularly in Latin America.
For exampl e, Peruds PROFONANPE managed to
Finnish and Canadian international cooperation agencies between 1995 and 2000.
Boliv i aFONAMA secured all its capital from bilateral and multilateral sources (the
GEF, the US, Germany and the Netherlands were the main contributors. In Asia,

at

Bhut ands Bwindi Mgahinga Conservation Trust

the GEF, Finland, brway, Switzerland, the Netherlands and WWF.

Aside from the GEF6s contributions, proceed s

a significant share of the capital of existing CTFs. The largest 40 CTFs have received an
estimated $800 million in capitand cefunding (paying mainly for statp costs)
received to date; 56 percent has come from some bilateral debt reduction programs.
Through debfor-nature swaps and the TFCA and EAI programs, the US has been the
largest source of bilateral debt swaps gccounts for about twihirds of all such
transations), followed by Germany.

The sources of funds vary by region. In the LAC region, 70 percent of 20 CTFs surveyed
received some money from debt swaps. The amount contributed by those swaps totaled
60 percent. In Asia, Europe and Africa, the situation is very different since only around
30 percent of the capital and stag money collected came from debt swaps, and only
25-30 percent of CTFeeceived money from debt swaps.

Not all CTFs have been sucséd in their fundraising efforts. A 2005 USAID evaluation

of KEHATI showed that their fundraising strategy was unsuccessful for the most part.
The first component of their strategy was to target the Indonesian domestic private sector
for donations which wuld be pooled into a single purpose investment instrument, called

the HfAGreen Fund. o Unf ortunately, t he i nabi

taxable income in Indonesia made the Green Fund an unattractive sponsoring mechanism

" EAI/ TFCA Secretariat. 2006. Report to the US Congress.
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for corporate donorsThe second component of the strategy was a mass mailing
campaign throughout Indonesia, however, an inadequate infrastructure made the mail
delivery wnsuccessful.

Two lessons can be drawn from the experience: 1) It is imperative to conduct an
assesment d the context and enabling environment before designing any fundraising
strategy. The absence of a supportive tax code and reliable postal service did not provide
the enabling context for KEHATI 6s fundrai si
staff ard boards must possess the necessary skills (strategic, marketing and fundraising)

and relationships to be successful in fundraising over the long run. Boards should anchor

a fundraising campaign, either by board members making contributions themselyes or b

using their networks to attract donors, whether these are institutions or individuals.

Innovative Corporate Partnerships

An increasing number of CTFs have formed innovative partnerships with corporations.

Some CTFs |l i ke Perubds FHrordled t Nhcludea comsultiegx p a nd e d
servces. FONDAM is now advising mining companies in particular on ddeservice

basis on how they can offset the impacts of their activities by supporting environmental

and social projects and SGPs. By the same token, 3@ me 6 s SCF i s approac
companies about managing their corporate foundations on an outsourcing basis.
Evet ual |l y, those mining companiesd6 foundati or

example is that of EFJ (Jamaica) that manages a smalladdr 6 s devel opment p
return for a management fee.

CTFscan offer valued services to companies, by connecting them to government or NGO
leaders, and identifying opportunities for companies to showcase their philanthropy.
Corporations can be powasl allies and bring substantial funding when the partnership
between the CTF and the company brings benefits to both actors and makes sense in the
eyes of the public. For example, the Gernmaewery Krombacher ran a marketing
campai gn f or r that eised foven tieree tmilionbEeres for tropical forest
consevation in Central Africa. The Rainforest Foundation in Germany manages the
proceeds of that campaign and serves on the Board of the SangNatidnal
Foundation, which will be the beneficygof campaign funds.

Extractive industry companies have formed a number of partnerships with CTFs, in the
LAC region in particular, actually contributing to their capital in a few cases. Examples
include FANmanaged EcoFondo in Ecuador, a sizable sgkumd provided by the

OCP Pipeline Company. PROFONANPE is also managing funds from the Camisea
Project Pipeline, while the Fondo Pro Bosque Chiquitano in Bolivia secured funding
from a gas pipeline project connecting Bolivia and Brazil. A similar exampAdrica is

the Foundation for Environment and Development in Camer(fiEDEC) that was
created with funding from the Cameroon Oil Transport Company (including Exxon) with
the purpose of offering compensatory mechanisms for potential damage caused by the

18 Synergos Institute. 2000Foundation Building Sourcebook
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ChadCameroon pipeline. However, extractive industry partnerships are not without risk,
and CTF executive directors seem to be aware of the sensitivity of those partnerships and
the potential risk that their CTFs may incur in terms of public relationsegndation.

Other Financing Sources

PA authorities are increasingly attempting to generate income themselves or channel

rkenues by either tapping into usersodéo or tou
and other key stakeholders that have a tngampact on biodiversity. Income

generating activities can include trophy hun
an acreo programs, entrance fees or concessi

from those revenues directly though thare exceptions, such as PROFONANPE that
manaes the funds so raised, even if it does not have the sole control of how these are
spent. These new sources of funding contribute to the sustainable financing of PA
systems and thus help reduce the burden disCT

Taxes, fines and other levies are gaining wider use as way to channel money towards
CTFs. In 2006, FUNBIO launched the Fauna Brazil Portfolio, a special account for
protecting endangered species which is financed largely by environmental fines and
judicial awards, under an agreement between FUNBIO and the Brazilian Federal

Government Prosecutorés Of fice and the Nati o

Another potentially very large source of future funditgit CTFs could manages

payments for ofiseduomend derhiogeist ati on and f or e

Currently around a fifth of all global greenhouse gas emissions come from deforestation
and forest degradation. At the Conference of the Parties to the UN Framework
Convention on Climate Change in Bafidonesia in December 2007, agreement was
reached to develop a mechanism to compensate countries for REDD. Although the details
remain to be worked out and will doubtless be subject to intense negotiation, some
experts have suggested that up to $50 billieryear could become available through the
REDD mechanismCTFscan offer the followingadvantages as institutional mechanisms

for channeling REDD payments to beneficiaries such as PA management agencies, Forest
Departments, and local communities odiindual landowners in PA buffer zones:
transparency and accountability; equitable berséfdring; grantmaking based on

whet her grantees meet prescribed benchmar ks

payments for a large number bé&neficiariesto ensire that agreed upon targets for
REDD can still be met even if accidental forest loss.,(through fire) occurs in a
particular area.

New Philanthropy

One of the potential sources of funding that CTFs have not fully tapped is-tadlexb

Anew Mmhiopygntd The world of philanthropy has

the emergence of donors who come from the corporate world and have amassed
extraagdinary wealth in a short period of time (according to Merrill Lynch and Cap
Gemini in their annual Witd Wealth Report, there were 9.5 million millionaires werld
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wide in 2006). New philanthropy is characterized by an increasing number of wealthy
individuals and families who want to fAgive
principles that they are egstomed to.

Newly created funds, such as MesoAmerican Reef (MAR) Fund in Central America,
have had some success accessing new philanthropy by receiving standard grants from
innovative foundations such as Summit, Avina, Oak and Ocean Foundations. It is
important to note that MAR got off the ground thanks to the support of already strong
national CTFs and could count on senior leadership and a board with established personal
networks in LAC, North America and Europe.

CTFs seem to be watlositioned for ne philanthropy provided they have had high

|l evel s of accountability for a |l ong ti me,
effectiven e s s and efficiency. CTFs o area of f o
conservation and finance is inherently attractive to yndwnors in this new world of

philanthropy where finaneeslated professions, namely hedge fund and private equity
professionals, are ghiroportionately represented.

However, new philanthropy remains a potential rather than an actual source of funding
for CTFs for the time being. Thus far, most CTFs have focused on traditional donor
organizations where opportunities for funding are more visible. However, growing
concern over climate change among the general public may provide new opportunities for
CTFs, specially if they are able to link their activities to the carbon markets or promote
the vdue of protecting speciggch ecosystems as an effective adaptation mechanism to
climate change.

Less impressive in dollar amounts, but more compelling in nundfedonors is the
movement <called Acitizen philanthropy, 06 wher
with an internet connection can easily support the cause of their choice. A number of
intermediaries (like DonorsChoose, GiveWell or GlobalGiving inuls9 have emerged

in the past few years and provide information to potential donors about how effective

specific charities are, or serve as a channel for them to fund their favorite causes. Online

giving has been growing exponentially each year in theftd8, $250 million in 2000 to

more than $4.5 billion in 200%.

¥ DonorsChoose, 'The Future of Philanthropy,' Provides More Than Half a Million Dollars Worth of
Supplies to Los Angeles Classrooms. Magf)07- http://www.prnewswire.com/cgi
bin/stories.pl?ACCT=104&STORY =/www/story/@8)-2007/0004549403&EDATE=
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CHAPTER 9: INVESTMENT MANAGEMENT

Main Conclusions:

e Based on a sample of 19 CTFs, investment performance for the period
2006 was roughly in line with that of USlleges and universities, averagi
around ten percent year for that period.

e There is a growing sophisticati
hired investment advisors and have clear investment guidelines.

e CTFs should be encouraged to tap it@p-quality investment advisors: thg
can pool funds with other CTFs,
management directly, in order to get increased attention from top manag

e Asset allocation varies greatly from one fund to the next. thedkreation and
spending policy should evolve agd
priorities. Diversification is the key to hedging against risk. This incld
diversifying the currencies in which investments are held, and not keg
more than B percentof total investments in any one currency such as thg
ddllar, unless donors require otherwise.

e Most CTFs now apply environmental screening to their investments
screening for socially responsible investing (SRI) is not as widespread.

Performance: Average Rates of Return on Investments

The 2008 Conservation Trust Fund Investment Survey Anafinsestment Survgy
conducted for the CFAr@d RedLAC found that the investment performance of CTFs is
broadly comparable to that of US colleges and universitiesweighted average return
on investments for 19 CTFs responding to the survey was pert@ntfor all years, and
10.57percentfor 2003 through 2006

The 12 responding CTFs from LAC have total investments of $268 million, with the
average amount invested by each CTF being $22 million. The largest CTF (FMCN)
manaes $89 million, and the smallest CTF has assets of $1.4 million. Tid¢xehave a
9.94percentweighted average rate of return on their investments across all reported years
(which goes back to 2000 for four responding CTFs) and 1pe2dentfor the years

20032 00 6 . The best performing fpamedweigBedazi | 6s

2 saccardi, Daniel. 2008Conservation Trust Fund Investment Survey AnalyBiepared for CFA and
RedLAC.
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average rate of return (measured in US dollars) during both periods, while the poorest
performer had a return of 4.73 and 1p@Bcentfor the two time periods, respectively.

Five African CTFs have a total of $42 million invested, with therage amount invested

by each CTF being $8.5 million. The largest African CTF has $13.4 million invested, and
the smallest CTF manages $2.9 million. These five CTFs have a weighted average rate of
return of 12.06 percent across all years (two funds peovithta going back to 2000) and
12.99 percent from 2003 to 2006. The best performing African CTF achieved returns of
22.6 percent for both time periods while the lowest performer had returns of 7.2percent
across all years and 3.05 percent from 2003 thr@0Gi6.

The 18 CTFs responding favestment Surveljave a combined total of $315 million
invested, with the average investment of each CTF being $17.5 million. The weighted
average annual rate of return on investments for all 18 respondents was 10elf) fuar

all years, and 10.57 percent for the years 2003 through 2006.

By comparison, a study of the investment performance of the endowments of more than

700 US colleges and universities published by the National Association of College and
University Busness Officers (NACUBO) shows that US college and university
endavment funds with a capital of less than $100 million had the following average
annual rates of return on i A2002:sninoseln5? : 1990
percent; 2002005: 11.14 peent; 2006: 9.03 percefit.

Other Findings:

e A number of CTFs had no particular investment strategy early on, which is reflected
in the two CTFs that barely averaged a return equal to that of fixed rate investment
products in the 1990s. Some CTFs (partiduléhe three or four largest CTFs in
LAC) continue to invest most of their capital in relatively low yielding but-fiske
(or low-risk) fixed rate investments such as US Treasury bonds.

e In both 2005 and 2006, milzed CTFs (with assets of between &bd $20 million)
outperformed their smaller and larger peers (fewer than $10 million and more than
$20 million, respectively), largely because they invested a higher percentage of their
assets in equities.

e The highest returns in the past 15 years oftemecdrom investments in local
(emeging) markets, because high yield products could be found at the time (as was
the case in Jamaica in the 1990s when the Government issued those products) or
because those markets have been performing particularly welu (Per St o c k
Exchange was one of the highest performing stock markets in the world in 2006, and
Brazil s has been the best performing mark
five years, while at the same taven200OBr azi | 6

ZLNACUBO Endowment Study: http://www.nabo.org/x2376.xml
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percent against the US dollar). However, those numbers have to be considered
bearing in mind that local currencies may also lose value against stronger currencies,
and local inflation might be much higher than in Europe and in the US and thus,
adjusted eturns may be less impressive. Furthermore, local emerging markets are
typically riskier than those in North America, Japan or Europe, which explains why
emerging markets offer higher rates of return on fixed income products, for example.

Investmeh s i n | ocal currency often refl ect
CTF6s assets -doomatere swapo tme nzoney ehdnbeled through the
swap is in local currency. In a few cases, governments have granted authorization to
re-convert parbf the local currency debt swap proceeds into hard currency and invest
it overseas, in order to achieve diversification and reduce the risk of investing all of

the assets in just one country (i.e., the host country).

CTFso6 solid per fcte theiragrowieg sophisticatiory with eegpéce to

investment strategies. Most CTFs now have diversified investment strategies and policies
developed by an investment committee in collaboration with an investment advisor/

consultant that in turn manages sealénvestment managers on behalf of the CTF. A few

specialized investment firms have developed expertise in the management of CTF capital.
In addition to their specific knowledge surrounding CTF management, the investment

firms serve as intermediaries andv er see t he i nvest ment s
which helps relieve the dag-day workload of the boards.

It is also standard for CTFs to measure their performances against benchmarks. Almost

all of the seven CTFs use world market benchmarks suitte &tandard and Poor (S&P)

t

500 or Lehman Bros Aggregate Bond | ndex.

different benchmar k, i . e. Peruvian private
Asset Allocation by Geography & Investment Type

CTFs allocate the assets in the@ivestment portfolios by type: fixed income (i.e., bonds

and bank deposits), equity (i.e., stocks), cash, and other (i.e., real estate investment trusts,

commodity funds, hedge funds, etc.); by geography: US;Ufnnternational (i.e.,
Europe, Japan, emang markets), and ieountry investments (i.e., domestic); and by

curency (US dollars, Euro, other international currencies, and the local currency of the

country where the CTF operates).

Approximately half of all CTFs have investment restrictions ineddsy outside funders

(international donors and national governments) or CTF boards. These restrictions pertain
to asset managemeintmandates on asset and/or currency allocations, risk versus return

limitations, etc.

CTFs in LAC show a clear preferent@ investing in fixed income (7®ercen} over

equities (16percent and cash (six percent) (there was no substantial allocation to other
forms of investment). Allocation by geography is more evenly divided, with a near even
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split between domestic investmis (37.3ercent and US investments (3ercen), with
almost 2(percenin nonUS international stocks (see Figures 1 antf 2).

% Figures 1 through 4 are all taken from enservation Trust Fund Investment Survey Anatg$esred
to in footnote 37 above.
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Figure 1 & 2: LAC CTFs Asset Allocation by Type and Geography (n=12)

Domestic

37.3%
Fixed Income

78.1%

Non US int
19.9%

By contrast, African funds allocate assets enevenly across asset types, by investing a
slightly higher percentage of their total assets in equities (@&r&n} than in fixed

income (35.1percen}, followed by investing 27.lpercentof their funds in cash

equi val ents (such awhichicarnenmtlye pay aroand kwe ttoothree u n d s
percent in the US, with no risk, and no limitations on when funds can be withdrawn).
There is also a fairly equal distribution across regions with domestic investments (42.8
percen} outpaing nortUS internationahnd those in the US (28p@&rcentfor each).

Figures 3 & 4: Africa Asset Allocation by Type and Geography (n=5)

Domestic
42.8%

Fixed Income Non US int

9
35.1% 28.6%
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The total weighted asset allocation of 19 CTFs reflects the large share of total dominance of the
total assets under management i tAC CTFs. Consequently, just over ttfords of all assets

are invested in fixed income (67pérceny, followed by equity (18.percen}, and then cash and

other instruments (mostly hedge funds). Similarly, assets are almost evenly split between
Domestc (38.1percent and US (35.7%ercent sources, followed by nedS international (21
percen). As stated in thénvestment Surveyt is worth noting that funds with substantial equity
allocations represent the top performing funds. However, those vattegrequity allocations

were also represented among the bottom performers. This is consistent with the higher risk and
returns associated with equity investments. o

Diversifying the Currencies of a CTFO6s I nvest

In addition the geographic allocatidoy asset type it is instructive to look at the cumulative
currency allocation of stocks, fixed income, and cash. Among the 13 LAC CTFs surveyed, the
percentage of assets in domestic currencies and domestic markets are roughly eqpat¢adnt4
comparedo 37.3percent r espectively). However, all- but a
Domestic assets are doHdenominated (6%ercent whereas there is more of a mix of the
geographical regions where nBomestic CTF assets are invested (19&centnonUS
interrational, 37percentUs).

The five African CTFs surveyed mirror their LAC counterparts in that there is a near equal
allocation of assets invested in domestic currencies and domestic markets (40 greteEhB8
respectively, mostly accountddo r by the Table Mountain Fund®6
Afric a 6 s domestic currency and domestic mar k e
predominantly dolladenominated (4percentversus 12percentin Euros and sevepercentin

other curracies),but there are more spread out among different geographical regions, with 28.6
percentbf their total assets in nddS international investments.

Some CTFs whose national currencies have appreciated very sharply against the dollar in recent
years(suchaBr azi | 6s currency, whi cpercdntagainsathemollaaci at e
over the last 6 years) might be considered to have lost significant purchasing power (at least on
paper) by keeping so much of their assets in US dollars. Since many laamtidgeconomists

are now forecasting that the US dollar may continue to decline in relative value (after having
aready lost over 4@ercentin value against the Euro during the last six years), and since the
total value of all stocks denominated in Euesseeds the total value of all stocks denominated

in US dollars, CTFs should consider (as a best practice) keeping no more freneétiof their

total investments in US dollars, and increasing the percent of their assets that are denominated in
Euros orother hard currencies such as Japanese yen, British pounds, Swiss francs, or Australian
and Canadian dollars.

The Need to Reduce Risk through Diversification
A diversified portfolio is designed to maintain a revenue balance in market fluctuations and
avoids overinvestments in any particular category, currency or geography. The 2006 NACUBO

Endowment Study demonstrates that point in a table presenting the 2005 and 2006 returns of
various investment assets of US colleges and universities. While somaedmaliatively stable,
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others swung quite widely in the span of one short year. For example, the returns of US equities,
real estate funds, and natural resource funds varied little between 2005 and 2006, whereas US
fixed income went down from 6.7 percemt liess than one percent, while A8 equities

jumped from 15.7 to 24.8 percent, and real estate (public) decreased from 27.9 to 19 percent.

The 755 US colleges and universities surveyed by NACUBO invested their endowments among
the following asset classef®r those endowments less than $100 million in size, investments in
equities accounted for 5880 percent of total invested assets, while fixed income represented 21

29 percent of the total, real estate represente®.8.percent, hedge funds Z® pecent, and

cash 3.65.3 percent (all other categories were below two percent).

't 1 s recommend e cevieoheir in€eBtmandstrabegipsmodically ainad revise
their asset allocation to maximize their returns.
In addition to having an irestment
Matching a CTFb6s | .nV?St me nt policy, many CTFs also have a
tTh e case eEAMTBFnzani aod spending policy that sets the
anzani aos Eastern Arc Mount maXimu m percent o f t h

(EAMCEF) provides an interesting example of an investm ) )
poicy t hat matches the Fund| capital which can be spent each

EAMCEF is currently in an 1 year. In a sample of CTF
objectiveis to build its endowment until the end of 2008. In 20{ jnvestment guidelines, spending
it will enter an fiincomeod ph |imits ranged from an aggressive

its grantmaking activities. As such, its investment portfol .
reflects its strategy with initial heavier weight in stocks with 6.5 percent of capital per year h_'Et
higher risk/reward profile (70 percent in equities under | case oOf KEHATl (up from .f|Ve
preferred senario - minimum of 25 percent and maximum of 7 percent following a UAID mid-

percent) with a declining equity portion that will decline to | term review in 2000) to a more
percent under the same scenario, and as low as ten percent, sl ~gnservative three percent for
in 2009. The goal will be to reduce the likelihood of urd Ugandads BMCT and Ma o

performance and strive to achieve as steady a stream of inco )
possible. Simild vy , EAMCEFo6s spendiq FAPB. BMCT uses earnings to

evolution. EAMCEF&6s board d| supplement its substantial grant
period, sending could add up to five percent of the portfolio val revenue to meet regular annual

at the end of each fiscal year (minus gifts received during budget neds but averages only
year). From 2009 on, trustees would regard spending as const about three percent in draws per

dollar terms. ; .

year. Mulanje Mountain
Conservation Trust (MMCT) uses a fiverpent spending limit, but has also taken supplemental
draws from its capital to pay for special needs including seed project fundingrstdiction of
the MMCT offices. The NACUBO samplebs spendin
$100 million endowment) is in the same range as that of the CTFs surveyed. In the past ten
year s, t he NACUBO sampl e 0 s.55.pmerahi GegeralyaGTE h a s
investment guidelines also specify a miam percentage of the portfolio value that must be
reinvested each year in order to offset for inflation.

The need to provide predictable incomes for conservation programs angbatesitial shortfalls

is precisely the reason why large CTFs like FMCN and PROFONANPE have kept a more
conservative investment portfolio. Conventional finance theory would argue that by-under
investing in stocks (which have been shown to be the highesirménty investment product
over the long run), one would incur a major opportunity cost (a dollar invested in the US in 1926
in a big canpany stock fi | a r giewowdshpve yielded $7,432 in 2001, while the same dollar
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invested in an average bond wouldvéayielded only $50). Moreover, considering thyear

periods instead of focusing on singlear, performances do even out gmar swings. For
example, in the 55 years between 1945 and 2000, US Stock Exchange S&P Index had 43 years
of positive returns ah 13 of negative returns. If that period had been broken intey&ae
tranches, the number of negative returns would go down to three. Looking at those 55 years in
tenryear periods, one would not find any with a negative return.

Periodic Asset Realloation

The Investment Survefound that nearly 7(@ercentof LAC CTFs change their allocations
among different types of assets at least once per year (six CTFs reallocated on a quarterly basis
and three did so every one or two months). Not surprisingtyfdtr funds that do not annually
reallocate (rebalance) their investment portfolios are the ones that hd@® pércentof their

assets in fixed incomiethere is little to be reallocated. All LAC CTFs that have a mix of stocks

and bonds reallocate thimix at least annually. In Africa, all but one CTF changes its asset
allocation at least once per year, and the one CTF that did not rebalance has mengeivbf

its assets in equities. Therefore, there is a similar tendency for African CTFs withifecasig

mix of assets to rebalance their investments.

Professional Investment Advice

Whatever the asset allocation bias that a CTF manager or board might have, it is nevertheless
critical to manage oneds capi abale, itéssmpgtandtb es si o
seek professional advice (typically from an investment advisor who oversees individual
invedme n t managers under CTF board supervision)
executive staff and board to have the necessary skillmanage the investment advisor or
investment managers effectively. This can be done both by securing the volunteetiorefull
support of finac i a | professionals and by giving fina
training.

Interestingly, the CTFs witkhe highest return in 2006 and second highest return in 2005 paid

the lowest fees to their investment advisors. The investment advisors used by different CTFs
offer an equally wide range of services. Interestingly, every CTF responding liovéstment
Surveyi ndi cated that It was satisfied with its
there is a range of both fees and performance.

CTF managers were asked to explain how they had handled market dowhitinesanswers
were mixed, but two majorénds emerged:

e A majority of CTFs made fewer or no grants during years investment earnings were
substantially lower than expected (64 percent) and used unspent grant money or income
from previous years (58 perceamd,) to fund t

23 |bid.
%4 See Responses to Questionnaire in Annex.
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e Most CTFs (82 percent) did not dismiss staff, and 64 percent chose not to spend part of
the CTFO6s capital or raise emergency contr

Hence, CTFs that were surveyed manadlendingt o fAwe
period without making significant changes to their operations.

One potential difficulty that CTFs have had to resolve is how to access competent professional
advice. First, CTFs have to use a comprehensive, transparent, and competitive §@lectien

when engaging an advisor and investment manager. Nowadays, CTF leadership can easily obtain
T generally from specialized investment firmsomprehensive and precise guidelines on how to
search for and identify a good investment manager. Secdondhd more importantly CTFs

have to make sure that they are granted access to the best fund managers.

An obstacle to getting firgtate counsel is the relatively small size of many CTFs, especially
those that fall under the average $20 million threshioéd major financial institutions use for
assigning their top managers to clients.

To access the best advice available, CTF boards slwolch t a c t financi al i ns
leadership teams directly. Some of the reasons why CTFs (even if their assetdatively
small) may still be attractive for major financial institutions to have as clients include:

e Their funds will grow in the next few years and are likely to exceed the minimum size
(CTFs may already be able to present a growth plan substagaafuture increase based
on donorsdé6 commitments and pledges); and,

e Giving CTFs access to the best managers ¢
Coarporate Social Responsibility (CSR) policy. Many financial institutions (mostly
American and Euro@a) incorporate CSR into their corporate objectives, but they may
not have considered yet that helping clients to finance biodiversity conservation can be
regarded as a form of achieving CSR. CTF management teams and boards should put
together naterial tha underscores the often widespread social and environmental impacts
that their funds intend to have at a country or regional level.

Many CTF managers and experts agree that while good financial advice may be more costly
upfront, the costs will likely beignificantly offset by additional returns resulting from the expert
advice.

Social and Environmental Screening

Environment al screens have become standard <co
and environmental screening is routinely done by blest investment consulting groups or
advisors. It requires the investment consultant to purchase and utilize environmental and social
governance screening software. SRI can be implemented by screening and selecting to invest in
the most responsible compies, or by directly working with companies on reducing their
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environmental footprint. One practical reason for why CTFs are less engaged in SRI practices is
that they are very timeonsuming and expensive as they require extensidepth research
about and dialogue with, potential corporate partners.

A broader application of environmental and social screening is possible if CTF boards specify
screening requirements in their investment policy statements and require their consultants to do
the routine wrk of keeping their investments compliant with CTF investment policies.

All CTFs with developed investment guidelines hgwevisions regarding compliance with
international antmo n ey | aundering regul atermorsm screemingd wi t
activities. Compliance with these directives has had no impact on investment policy or selection

of asset categorieBlowever, finding the right investment manager can be challenging. A
number of large investment management firms have declined to do businesgain areas,
especially in Africa, no matter the level of transparency or complidingereluctance comes

f r om fnwillingress to @ngage in the complex legal reviews required to ensure they are not
contravening local country laws, and the duégdiice process required for the firms to have
confidence that they are in compliance with all -amtiney laundering requirements for the
specific client.

This should not prevent most firms from accepting CTFs as clientsstment advisors need,
nonethéess, to be very clear about these new requirements and to make sure that everyone in the
investment management firm, including the legal and compliance department, is aware of and
agrees to them.
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CHAPTER 10: CONSERVATION TRUST FUNDS IN AFRICA

Main Conclusions:

e Most CTFs created before 2002 are located in anglophone Africa and cover specific PAs
versus entire PA systems. Recent trend has been a shift towards financing an entire PA
system and creation of more CTFs in francophone Africa.

e Positive result®f CTFs mainly include satisfactory -@he-ground project achievements
and higher level of support by local stakeholders.

¢ International donor agencies remain the main source of funding for CTFs in Africa.

e CTFs should be part of a broader national or megictrategy to conserve biodiversity
effectively longterm. They must be designed according to the local context.

e Prospects for new CTFs across Africa are mixamain obstacles could be lack pf
national biodiversity strategies and difficulty of raisingney.

e Success factors are wéthown and based on prior experience in Africa and LAC.

Current Situation

Africa has 13 existing CTFs, six CTFs in the process of being established, and at least four
others that have been the subject of feasibility studMscan countries that have already
esthl i shed CTFs include Botswana, Cameroon (2)
Cameroon (2), Malawi, South Africa, Tanzania and a rualtintry CTF that covers three
adjoining natimal parks in the Central Atta Republic, Cameroon and the Republic of Congo

(i.e., Sangha T+National Foundation). CTFs in the design phase include ones in Benin, Gabon,
Guinea Bissau, Democratic Republic of Congo, Mauritania and Sierra Leone. Additional CTFs

are beingconderedd6r Li beri a, Mozambi qgue, Senegal and
Senegal

Of the 13 existing African CTFs, five were set up in the early part of the 1990s, and seven more

have been established since 200Hutmosidftheowdsze of
created to date do not exceed ten million dollars. Among those that have been in existence the
longest (pr2 0 0 2) only Madagascardés Tany Meva Fount

By contrast, most of the African CTFs createdhe past few years have a capital exceeding ten
million dollars.

The higher capital amounts of recently established African CTFs can also be explained by the

fact that not wuntil the creation of Ctdne dol v
a countryos entire PA system and ot her ar e.
Madagac ar 6 s FAPB has al so been created with a ne
design stage i s expected to systemport the count

The relatively small size of most African CTFs makes it more difficult to assess their actual
biodiversity impact on the ground. However, experience has shown that the smaller CTFs have
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post i vely influenced sur r ouPRAsithroggh theoimplemeniatton e s 6 |
of integrated conservation and development projects. As such, these CTFs have tried to serve the

| ocal PAsd needs and reduce human threats to
win over | oc adeptacce anthsupportforBAsO ac

All African CTFs, with only two exceptions, have relied exclusively on bilateral and multilateral

donor contributions for their capitalization (either as sinking funds or as endowments). The
biggest single contributor has éethe GEF, which has contributed to almost-tire of all

African CTFs. Since 2003, the GEF has decided to focus on supporting entire PA systems rather
than individual parks. The US Government is the second largest donor, having contributed to 28
percert of African CTFs. The German and French governments have contributed to several
CTFs, although these two donors together barely account for 20 percent of the capital and co
financing raised for African CTFs to date. However, they have played a verfycsighiole in
setting up most of the new African CTFs of t
Central Afica (TNS), and Madagascar (FAPB).

International NGOs have also played an important part in funding African CTFs, representing
about tenpercent of all contributions (including dmancing). However the most important
contribution of NGOs like WWF, Cl and WCS has been in helping to develop most of the
proposals for the creation of new CTFs and providing technical assistance and adiiee to
various actors during the often | engthy desig
has earmarked $8.3 million for direct CTF investments supporting African PAs over the next

five years.

The estimated total amount of all projects fundedby¥s in Africa to date is $24 million. South
Africads Table Mountain Fund, Madagascar 0s

T
Mal awi 6s MMCT have each di sbur sed bet ween $:
grants®

While the LAC region is furtheahead than other regions in terms of the number and size of
CTFs(since there are now CTFs functioning in most of the two dozen countries of the region)
Africa seems to be considerably further along than Asia in establishing CTFs. Whereas 20 CTFs
are in &istence or in the design stage in Africa, only eight CTFs exist in Asia and the Pacific,
and there appear to be very few new ones being considered.

Most African CTFs cover areas of high biodiversity value and global significance, and most of

Cl 6 s BsityoHotspote in Africa are covered by CTFs: Madagascar is covered by Tany

Meva and FAPB; the Cape Region/ Succulent Karoo/ MaputbRortiolandAlbany areas in

South Africa are covered by the Table Mountain Fund; West African Guinean Forests are
coveredboy the CTFs in Clte doélvoire, Ghana and Ca
Sierra Leone; and the Eastern Afromontane r ec
Only what Cl designates as the fHorthiopia, f Af ri
Eritrea, Somalia and southern Sudan) does not yet have any existing CTFs, although UNDP and

the Frankfurt Zoological Society have each recently discussed the possibility of establishing a

% gee detail in Annex 6.
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CTF in Ethiopia. Central Africa and the Congo Basin, wiaichwidely considered to be of very
high biodiversity significance but are not classified by Cl as Biodiversity Hotspots, are home to
the TNS and the nationddvel CTFs now being planned for Gabon and DRC.

Findings

There do not seem to be reliable datanostAfrican countries about what resources it would

take to conserve PAs and other biologically valuable areas efficiently and effectively. Best
prectice is to have a countrywide conservation strategy that includes a needs assessment as the
firststept owar ds preserving a nationds biodiversit
for Madagascar, for the Sangha Trinational re
not the case in most of the rest of the continent. In the absenaetofrdormation, it is more

difficult to make a convincing case for why a CTF should be established and how it should be
designed (i.e., the amount of capital needed).

Even an estimated budget for a fAno feealaleso pa
minimum protection for biodiversity is not available in many African countries. Establishing a

Ano frillsod baseline makes sense because many
great basic need¥hus, establishing a CTF that can praveh acceptable level of conservation
at the | owest cost possible iIis the most reasc

scenario, a financial gap analysis for PAs and other biologically valuable areas cannot be
completed.

Furthermore, som experts agree that it is not in ever
frillsd scenari o, since it may | mply operat.i
other noressential expenses if necessary. Governments and PA agencies nriglottaat to

impl ement a Ano frillsd scenari o. Mor eover, C
projects in the past have done so on the basis of cost scenarios that did not necessarily use the

| owest fino frill so hypodorheedsnersagencies amreondling tacpays e s .
for projects based on higher cost scenarios, African governments and park authorities have little
incentive to actively endorse fino frillso sce
Moreover, conservation is rarely among African govermmhes 6 t op pri oriti es (
a rare exception). In some countries the situation is even more complicated, with PAs so

negf ected and in such a poor shape that even tF
needs seems daunting. Furtherejosome countries generally do not attract the attention of

donor agencies or international NGOs because of their relatively low biodiversity value, or their
extremely uncertain political situation (such as Somalia or Sudan, notwithstanding their high
biodiversity).

Madagascar has managed to mobilize the highest dollar amount per capita for conservation in the
African region in recent years from its own Government and from the international community.
The newly formed FAPB has committed to pay for 3Ccpern t of Madagascar 6s

cost s (i .e.., for the 46 PAs managed by Ma d ¢
ANGAP) . FAPBOGs current capital is $11 milliol
FAPBG6s goal is to ranmtseal$l7ys. tHoO whelvoeOr , mi H A F Bodns
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already knows that even a fully capitalized CTF is unlikely to pay for everything needed to
effectively conserve the existing PA system as well as newly declaretf PAs.

Given the existing challenges in securimegessary funding, eveninthe case of ssallal e, fino
frillso scenario conservation in Africa, t he
governments, Africads civil society and the i

to systematcally set up CTFs across the continent? Those interviewed foRekiewwith

extensive experience in establishing new CTFs, including those in Benin and Mauritania, were
only cautiously optimistic that their fundraising targets (of Euro 15 million foriBeand Euro

20 milion for Mauritania) will be met. In both countries, the national governments strongly
support the proposed CTFs, and many details of their design have already been developed and
agreed on. Thus, whether or not the next ten years wltls® emergence of CTFs in most of
Africads more than 50 countries remains to be

The funding challenge may also be as much a question of resource allocation and donor
coordnation as it is the result of lacking sufficient funds. For instance, Benin PA pr ogr am
funded the countrybés two national par ks and
invested a total of around Euro 20 million. However, it is estimated that the additional funding
needs for Beninds entuncoeldbk ket byyesablshing @ GTE witha h e |
capital of only Euro ten to fifteen million. By the same token, Burkina Faso is now engaged in a

parthnes hi p with the World Bank in a funding ini
through a $30 million ggram, instead of planning to establish a CTF that might be able to
finance the <countryés entire PA system in p

endowment equal to far less than $30 million.

Experts agree that CTFs are not a silver bullet amust be designed to fit into the national
context. In countries that have completed comprehensive conservation strategies and where
CTFs were established, such as in the LAC region, CTFs are just one of several mechanisms to
ensure longerm financial satainability for national PA systems and other biologically
significant areas. Furthermore, even when it makes sense to create a CTF, -aidetiGTF

may not éways be the best solution.

CTF6s income and capital S p eandlon thegbasic purpgosesor d e p e
mi ssi on of a CTF. Madagascar 0s FAPB <channel
management authority, while BMCT has used most of its funds disbursed to date to pay for
sustaible development projects.

In countries that ar@ot ready to commit to preparing a national biodiversity conservation
straegy, a nationalevel CTF may not make sense. Smaller local CTFs covering a specific
geographic area may be a better solution. Smaller amounts are easier to raise, and the CTF will
probably be more likely to succeed by having a narrower geographical scope than that of a

PAs as a percent of Madagasods t ot al | and area have recently tripled
supposed to be managed by Il ocal communities. As far as
WWEF-US and the World Bank (M. de Longcamp, JC. Carret, C. Raatay) show that by 2012, the financing gap

could already amount to between $31 and $46 million.
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nationatlevel CTF. For example, the Royal Society for the Protection of Birds (RSP
working with the government of Sierra Leone (with support from the EU, FFERCF and
potentially World BankGEF) on a project to protect one of the last patches ofprederved

B) is

West African Upper Guinean rainforest (the Gola Forest). The-tlemg financial security of
this initiative will be supported by a CTF that would notyocover the operating costs of the PA

but also include payments to the local chiefdoms to support community projects (as a means of

providing incentives for their support for forest conservation whilst foregoing the timber royalty

revenue that would haw®me their way had the forest been logg@éd).

African CTF6s Relationship with Government

In some African countries where the national government faces severe cash shortages, CTFs could become an
attrective target for government officials to try to use faurposes other than biodiversity conservation, because of

their size and the relative predictability of

government can not be entirely avoided, but there are safeguards that can be g, isyah as building a we
bal anced board that includes diverse stakehol de
tighttyandnarral y as possi bl e; agreeing early on abouts
annual income can be spent, whatever its amount
Articles of Incaporation do); giving decisiemaking autonomy to the CTF and making it truly independent of

t hei

the

government. For examplé,was agreed when BMCT was created that each year 20 percent of all grants would go

to support the management of two parks created, 20 percent would go to research, and 60 percent to local

community organiations. Each year, the Park Authority must présieinding proposals to BMCT, whose bodg
may decide to turn them down.

Making CTFs clearly independent of government control to ensure greater accountability may cause tens
governments. Legally establishing a CTF offshore is a type of safethetranore and more fund designers
Affica have been considering. Keeping all of the C
earned every year to the beneficiary country is a solution that might give greatest peace of harabtets but
may not always be easily accepted by national governments.

CTFs sometimes become appealing financing vehicles not only because of their success in LAC in particular but

rd

ons with
in
TFo6s

C @

al so because they are known c¢aostabdardsj theywdually paynhgter salariesi o n s

than those paid to civil service employees, and
and board members should make sure that their particular CTF has enough resources sméttedain a high
quality staff while not creating a chasm in pay scales with other organizations working on conservation
government agencies, and local and foreign NGOs).

Legal Issues and Options for Francophone Africa

ar e

such as

The existingegal sytems in francophone Africa are not especially conducive to the creation of

CTFs. The | egal form of a dAcivil associ
used for norprofit organizations in the region, is cumbersome: it lacks flexibilithentypes of

at.i

governance structures it allows, and it limits the kind of financial investments that a CTF can
make However, the following strategies have been applied to create CTFs in francophone

African countries:

2 Comment by Martin Davies, RSPB, Januar{’22008.
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e The adoption of a new national law ateg the concept of a foundation, or
exparling the scope and flexibility that foundations have in managing their assets
(cases in point are Madagascar and Ctte d

e The incorporation of a special section into existing or new environmental legislatio
that creates a statutory PAs CTF that is legally independent of government and is tax
exempti which is what Gabon is in the process of doing with its new Forestry Law;

e The registration of a CTF offshore in the UK, Netherlands or the US (as in thef case o
the TNS Foundation or of FEDEC, which operates in Cameroon as a foreign legal
entity).

The first two approaches take much more time but can have a meeadaing impact on the

country, since the adoption of a new law on foundations essentially chémgeules of the

game for foundations of any type. The third approach is more straightforward, but requires that
CTFs be legally recognized in the countries where they operate (which in francophone African
countries requires dsohafieaacsgrocoaperatian ageeneegtevath the T h e
respective governments to receive public funds and enjoyexampt status (which in
francophone African countries requires a public benefit declaration).

A more substantial obstacle to development of CiiFfrancophone Africa seems to be the
centralized governance structure of many of these countries, according to experts having worked
in the region. Centralization has various implications: little interest on the part of government in
giving and guarantéeg autonomy to nomgovernmental or private organizations like CTFs;top
down approach that clashes with need for consultative processes during creation of CTFs; and
oversized headquarters of PA management authorities, which prevents funding from being use
most efficiently to bring about conservation on the ground. However, most experts agree that
CTFs need national governmentso support in or
find a good balance between enough government representatitiee dooard and sufficient
autonomy for CTFs to include other major stakeholders, create the necessary international and
national networks, and attract private funding.

The requirements for establishing successful CTFs in Africa, based on experieatse tad be
summarized as follows (most apply to other regions as well):
e Integration into a countrwide conservation strategy that is based on needs
assesments in and outside of PAs, and presents a sysidemmanagement plan;
e Political support at thhighest level, while government involvement in the-tagay
management and spending decisions of a CTF remains limited,;
¢ International fundraising and technical support, because African countries themselves
cannot raise all (or even most) of the fundimgeded to effectively conserve their
biodiversity, including setting up CTFs;
e Consultative processes during which al |
integrated;
e A balanced focus on supporting sustainable livelihoods, and not simply supporting
biodiversity conservation in ways that exclude surrounding communities and
overlook development issues; and
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e Highly capable staff and board members that can provide the breadth of skills needed
to lead the CTF.

The Future of CTFs in Africa

CTFs in Eastern Aican countries have struggled to raise significant funds following their initial
capitalization. As a consequence, their impact is likely to remain limited. Needs assessments and
gap analyses that have been conducted, for example in Madagascar and liA€ocoeintries,

tend to show that even with Ano frillsodo bud
conser ve bi odiversity are significantly mor e
significantly more than the sums that have been raised f@eoation in recent years. In light

of these facts, the following is necessary:

The actual costs of effective conservation need to be accurately predtehtimes they are

based on past projects and donor sspcurnerit tobts ngn e s
have become higher than they need to be to effectively achieve conservation results. Thus,
determining the true cost for achieving a reasonable level of conservation is a prerequisite before
starting a CTF.

Conservation needs to becomenauch higher priority for African governments and the
international communityThe environment still represents less than ten percent of total Official
Devdopment AssistanceAs long as environment and biodiversity conservation are not
integrated into Ar can countriesdé poverty reduction str
small. Studies atumenting the economic value of biodiversity andR¥s, such as those
conducted by the World Bank in Madagascar in 2002 and in Zambia in 2007, cao inedke

the economic case for conservation.

Donors, NGOs and governments need to improve joint planning, prioritization and coordination
across CTF initiativesThere is wide recognition amss Africa that international players (i.e.,
bilateral and multilateral dwr agencies and international NGOs) do not sufficiently coordinate
among each other. Most experts agree that some regions and PAs receive much attention because
of their public relations value, while others are consistently overlooked.

New sources of fding need to be tapped more systematicRIBS have raised hopes of
providing large amounts of new funding for conservation, and so hastheso | ed MfAnew
phil anthropy. 0

A continerrwide network organization of CTFs similar to RedLAC needs to be foithedCTF
community in Africa needs a forum where CTFs can exchange best practices and reflect about
possible ways to advance their agendas in the region. So far, CTF managers only seem to interact
at international events to which they are invited, sudh@dVorld Parks Congress in Durban in

2003, or CFAorganized meetings in Arusha in 2002 and in Libreville in 2005. To be most
effective, a new African CTF network organization will have to define precise goals and results
that it wants to achieve withindefined timeframe.
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Some summary figures:

Committed Capital

Estimated Amounts

Administrative

at Inception Spent on Projects| Costs (as percentag
(in millions) since creation of total budget)
(in millions)
Tany Meva $10.4 $5.0 22.5
(Madagascar)
Table Mountain $6.6 $2.5 NA
Fund (South Africa)
BMCT (Uganda) $4.3 $4.0 40.0
MMCT (Malawi) $5.5 $3.5 NA
GHCT (Ghana) $2.0 $1.0 NA
EAMCEF (Eastern $7.0 $0.1 35.0
Arc - Tanzania)
FEDEC (Cameroon $3.6 $0.9 27.0
FAPB (Madagascar $20.0 NA NA
FPRCI (Cote 0 NA 14.5
doél voire)
TNS (Sangha Txi $10.6 NA NA
National)
TFCA (Botswana) $7.0 NA NA
Total $77.0 $24.0

NA: Data not available. In some cases the CTFs are too recent to estimate funding.

Notes:

BMCT supports other activities that are not speally related to the CTF. Hence, its operating

costs cover those projects that are outside the realm of the CTF.

EAMCEF also manages a GEF project, accounting for its high administration costs.
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CHAPTER 11: ADVANTAGES AND DISAD VANTAGES OF
CONSERVATION TRUST FUNDS

As a conclusion to thReview this final chapter examines whether the 16 assumptions about the
advantages and disadvantages of CTFs that were listed in the 19%va&HE&tionremain valid.

The original assumptions appear belowitalics, and the discussion of these assumptions
appears in blue below.

Advantages of Conservation Trust Funds

1. Revenue from CTFs can be used to finance operating and follaosts of PAs, which are
usually not covered by donor organisations.

This is true, sine most donor agencies cannot fund projects for more than five years, and
cannot fund recurrent operating costs. This means that most donor agencies are limited to
fundi ngi nieocbnecost s (i .e., for PA establishm
collection of baseline data and shéerm consultants), but cannot pay for periodic
maintenance, repair and replacement of infrastructure and equipment, fuel for patrol vehicles

and other supplies, or lofigrm monitoring and data collection. As a resultngnaf the
achievements funded by donors prove to be dh@ad, because developing countries may

lack the finacial resources to pay for recurrent maintenance and operating costs.

2. As alongterm source of financing, funds facilitate the planning predes PA management.

This is generally true, especially in the c
Perubdés PROFONANPE and Ecuadordéds FAN. This f
parks funds, not to grants funds.

3. The broad participationof governmental and negovernmental stakeholders in the
supervisory bodies of CTFs contributes to a transparent deem#ing process and
improves aceptance of conservation measures in society (ownership). Through the support
of NGOs, community groupand the private sector, CTFs also make an important
contribution to the development of civil society.

This is true, becausé a board consists of a diverse collection of stakeholders who are
independent of one another and have different interests, érgiyrmeans that decisions will

have to be negotiated between the different board members, and will have to be justified by
appealing to the CTF6s gener al purposes and

However, there appears to be no easy way to prove or test thapaies that the broad
paticipation of governmental and ngyovernmental stakeholders in the supervisory bodies

of CTFs improves acceptance of conservation measures in society. This perhaps expects too
much of CTFs.
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The experience of many Latin Americ@nT F s , as wel | as Asian CTF
KEHATI and t he Philippines?o FPE, demonstr a
contribution to the development of civil society through their support of NGOs, community
groups and the private sector.

4. As thg are independent of government regulations, CTFs can react flexibly to new
chdlenges.

This seems to be generally true, especially if CTFs have good leadership. However, it cannot
simply be assumed that this is automatically true of all CTFs.

5. CTFs carplan in the longterm, because they are independent of changes in government and
related shifts in political priorities.

This tends to be true, as evidenced by the fact that CTFs have continued to function well and
steadily pursue their biodiversity cargation mission even in countries that have undergone
major political crises, changes in government, and related shifts in political priorities over the
past 15 years, such as Peru. Obviously, this may not be true in countries where governments
actually ake control of CTFs, as happened in one case in Latin America.

6. CTFs are more capable than donor organizations of working flexibly and with attention to
smallscale details.
This tends to be true because:

e CTFs generally have less complex proceduresititamational donor agencies;

e The regulations, policies and procedures of bilateral and multilateral donor agencies
usually apply uniformly to all countries where those donor agencies give grants, and
therefore are not as specifically adapted to localditions as are the policies and
procedures of CTFs; and

e CTFs can pay more attention to detail because the staffs of bilateral and multilateral
donor agencies often individually oversee portfolios of projects costing tens or
hundreds of millions of dollas.

7. CTFs create better eordination between various actors (donors, government, civil society.

This is true to the extent that CTFs have representatives of each of these actors on the
governing boards or advisory committees.
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8. CTFs allow donors to conhp with international recommendations for better aid
effectiveness.

See Chapter 3 oftiieeview A CTFs and the Paris Declarati ol

9. CTFs constitute a vehicle to collect and secure private contributions for biodiversity
consevation, leading to increased investments in the sector, notably in Africa, from
international and private foundations.

In many cases CTFs have attracted very large donations from international and private
foundations that otherwise might not have donated momelgase particular countries for
biodiversity conservation, and CTFs have also attracted multimillion dollar contributions
from big international NGOs such@sl 6 s GWWF.and

Disadvantages and Risks of Conservation Trust Funds

1. CTFs tie up large amous of capital, which generate relatively modest income, a portion of
which is spent on administrative costs. However, most CTFs invest their capital wisely and
receive income that corresponds to the opportunity costs. In particular, CTFs that aim to
suppot PAs can keep their administrative costs down.

The first sentence is certainly true of endowments, but is not true of sinking funds or
revolving funds. Most CTFs whose assets come from-debtature swaps, or bilateral debt

redwtion programs suchashe EAI and TFCA, are sinking fu
a 15 to 20year payment schedule and receive incremental funding each year, which means
that they do not tie up large amounts of capital. In other words, each year the debtor
count r vy o0ent pgys are agreed amount of local currency to the CTF, in lieu of
repaying interest and/or principal of the cancelled foreign debt that the government would
otherwise have to pay.

There can be no denying that endowments do have an opportunity cokeyTtpeestion is
whether this cost is outweighed by the advantages of an endowment. The observations by the
Executive Director of Mexicods FMCN quoted i

RnThe advantage of an endowment ateecashtfitwat wha
you gain in permanence. The discipline that an endowment implies forces you to spend

money wisely. Ot her wi s e, itds too easy to
infrastructure projects (buildings, roads and vehicles) that will take af money to
mant ai n. . . [ Furt her mor e, ] having the CTFO6s

endowment serves as an anchor, and allows the CTF to focus its efforts on other
fundraising efforts for different programs

With regard to admistrative costs, there are a number of points that can be made. Smaller

CTFs tend to have relatively higher administrative costs, because larger funds can benefit
from economies of scale with respect to many fixed costs, such as salaries for cdieestaff,
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paid to outside | awyers and auditors, and e\
a lower percentage of the assets being managed as the total amount of those assets increases).
For this reason, the GHEvaluationon CTFs concluded that fivaillion dollars is probably

the minimum size or threshold for establishing an endowment, because if an endowment is
smal l er than this size, then administrative
resources.

CTFs that make small grants to local N&fther than to national PA management agencies
also tend to have higher administrative cos
defined), because small grants usually have higheupérdministrative costs than larger

grants, and also invodvadditional costs for RFPs and then having to review large numbers of
proposals received in response. Parks funds do not need to spend money on publicly
advertising and issuing RFPs, and usually only have to review a relatively small number of

PA proposat each year. Nevertheless, even some grants funds have quite low administrative
costs (i.e., five to ten percent, such as the EAI funds in Argentina and Uruguay), although
such monetary savings is achieved at a high-monetary cost (i.e., by minimizindhe

amount of M&E).

It is not necessarily true that CTFs earn
CTFs such as Bhutantés BTFEC and Brazildos FUI
18 percent per year for periods of five successive ywamsore. Most CTFs earn an average
long-term rate of return from investing their endowments that is similar to the average long

term investment return earned by many US universities angpmdin institutions: around

eight percent per year over a-tgearperiod.

In cofinancing schemes, contributions to the capital from donors like the FFEM remain
small and reduce the visibility of the contribution and the institution.

This may be true, but it is up to donors to try to achieve greater visibility threneglive

public relations. Many international donor agencies (including international conservation
NGOs) actually find it to be a marketing advantage for their own fundraising purposes to be
able to tell t heir own don astrys parfiament, and thé r g 0 \
public) that donor agencydés contribution to
funds by attracting matching contributions to the CTF from other donors or from CFF host
country sources (such as increased-bosinty government budget support for PAs, revenue

from new fees or taxes that is earmarked for the CTF, or private sector contributions, such as

the two Brazilian companies that recently contributed one million dollars each to the Amazon
Region PAs CTF managéy FUNBIO).

Fund capital is exposed to market volatility, which could lead to loss of capital. Funds are
justified and designed to finance loteym operating costs while common public aid policies
exclusively allocate public aid to investments angichgpending on operating costs.

It is true that CTFs which invest heavily in stocks have sometimes lost significant amounts of

capital (up to 25 percent) in the shtwtm. However, each of the CTFs that lost part of their
endowment capital when global® c k mar kets fell sharply in 2
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and the end of the fidot com bubbleo then r
amount of their capital within a thrgear period, as world financial markets improved (i.e.,

the Suriname €Gnser vati on Foundati on, Bhut anods BTF
However, sometimes a significant loss (i.e.; 25 percent) of endowment capital has led

CTFs to cease gramaking for several years. For this reason, CTFs whose primary mission

isto supportt he recurrent costs of PAs (such as |
sonetimes chose to invest their endowments in lower yielding financial instruments that have

a guaranteed rate of return, such as government bonds and bank certificates of deposit. It is
easier for grants funds to sharply curtail their activities in times of poor economic conditions
than for parks funds to do this. The | atter
portion of) their endowment capital in years when they havenetoincome, and then

replenish this capital in later years when their investments are again performing very well.
However, CTF legal documents generally impose strict limits and conditions for doing this.

. Depending on the overall framework and the authiot y of t he CTF&s super
is a danger that its funds will be used [up] by [making too large a number of grants to]
governments and/or NGOs, and that there will be pressure to spend resources instead of
increasing the capital of the CTF.@h [ donor s 0] | ost control ove
key question, but needs to be balanced in light of all current recommendations on aid
effecien ess advocating for a fiprogram approacho

This largely depends ontwe t h er a CTFo6s | egal document s
international donors explicitly prohibit this kind of over spending (which is true in the case of
most CTFs), and on whether CTF boards and other aspects of governance are designed with
adequate ché&s and balances to prevent this from happening. This kind of over spending is
perhaps more likely to happen if national governments play a dominating role on CTF
boards, because government officials are often subject to political pressures to spend money
quickly for immediate impact. In the US, public benefit foundations and universities with
multi-billion dollar endowments (like Harvard and Yale) are much more likely to be
criticized for the opposite tendency, i.e. for spending too little of their annuestment

income.

It is true that by contributing to CTFs, donors lose a certain amount of control over how their
contributions are spent. However, they can exercise control indirectly by ensuring that a
CTF6s purposes and aourtdingiegdl doeuments and byldononigrane d by
agreement s, and sometimes also by the donor
However, a certain amount of loosening of donor control (i.e., sharing ownership and control

with the beneficiaries) is recanended by the Paris Declaration, and is part of the basic
rationale for establishing CTFs. However, this does not usually mean greater ownership and
control by the governmermtf the beneficiary country; rather, CTFs are usually partly owned

and controlledby the representatives of a broad cross section of civil society in a beneficiary
country.
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4. CTFs can breed complacency in terms of effec
incentives for good performance are provided for ([therefore] astigoart of the payments
[by CTFs] should be performancee | at ed é)

There seems to be no evidence that CTFs have bred complacency in terms of effective/
efficient conservation management, although it could happen, especially if government
agencies feelaatmat i cal ly fAentitledod to receiving a
grants, without having to go through an open, transparent and competitive process of
submitting grant proposals each year.

However, many CTFslo make their grants performancg at e d . For exampl e
FMCN and Peruds PROFONANPE require individu:
to receive the next tranche of their grants, or to receive grant funding in the following year.

This kind of conditionality might be much harde enforce if the purpose of a CTF is only

to finance the recurrent operating costs of a single PA, since in such cases there might not be
any alternative potential grantees to which the CTF could award a grant. However, even in
such cases, the CTF boarmuld always decide to withhold or reduce funding for a particular

year, until and unless certain conditions are met.

5. The allocation of fund resources underlines a project orientation with the danger of
negleting the legal and economic framework.

This may be true in the case of small funds, or funds that serve only to finance the recurrent
operating costs of a single PA. However, as discussed in Chapter 3 &ethey some

CTFs make it a part of their mission to try to influence government pobciderestry and
natural resource use and ownership, either by directly trying to influence (or help the
government to draft) national legislation (as FPE and KEHATI have done in the Philippines
and Indonesia, respectively), or by giving grants specijidal the purpose of strengthening

NGOs6 capacity to play a role in national (
FPAA has done), or by giving grants to academic and research institutions to do research on
environmental polFUNBIOhasslene)es (as Brazil 0s

6. Donor agencies are not necessarily structured to follow up effectiveness of vetgriong
investments (replenishment uncertainty, regular rotation of staff, changes in priorities) and
to be able to remain accountable to tax payershenuse of public funds.

In many casegjonor agencies are not necessarily structured to follow up on and ensure the
effectiveness of very loagerm investments. However, some donors (such as the US
Government in the case of the TFCA and EAI funds) egeired by law to maintain long
term involvement (i.e., by serving as a CTF board member until all of the funds which it
contributed have been expended). The ways that donor agencies can address concerns about
the dfectiveness and accountability of loetgym investments in CTFs include

e Lengthening donor supervision periods (i.e., to ten years, instead of the usual five

year period);
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Agreeing to serve as a permanentoriongr m me mber of a CTFOs
Keeping a permanent right to nominate a board menvheris an individual or

an NGO that the donor feels can represent its interests relating to biodiversity
conservation or other goals; and

Il ncluding a provision in donor

grant ag
approval for changred pwunr gdhee LCTFOBamgessii
govanance structure or its articles of in
(spend) the CTFO6s capital (i f the CTF h
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SUMMARY of the 1999 GEF Reportodos Ass
ADVANTAGES and DISADVANTAGES of CTFs

Advantages:

1. Can finance recurrent costs;

2. Facilitates longerm planning;

3. Broad stakeholder participation leadgremsparent decisiemaking and
strergthens civil society;

Can react flexibly to new challenges;

Can plan for longerm because independent of changes in government and s
in political priorities;

6. More capable than donor organizations of working flgxémd with attention to
smaltscale details;

Create better coordination between donors, government and civil society; an
Allow donors to comply with international recommendations for aid effectiven
A vehicle to collect and secure greater private roations for biodiversity
conservation.

ok

© o N

Disadvantages or Risks:

Can tie up large amounts of capital; modest income; high administrative cost
Exposed to market volatility and possible loss of capital;

There may be pressure to spend too much on gresitsad of building up capital;
Secure financing can breed complacency if there are no performance incenti
Making grants reflects a projebaised approach, and risks neglecting the legal
economic framework; and

Donor agencies are not able to follayw on such longerm investments and
ensure accountability for the use of public funds.

arwnpE

o
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ANNEX A: TERMS OF REFERENCE
Background and Corext

More than 50 conservation trust funds (CTFs) have been created since 1992 with the aim of
providing a longterm sustainable source of funding for biodiversity conservation. They have
often also served as vehicles for bringing together a multitudta&éholders frequently to
prioritise conservation actions that also respond to community and other local needs.

In 1999, the Global Environment Facility (GEF) sponsored a compreheBsaieation of
Experience with Conservation Trust FurfdsAlmostten years later, the recommendations from
this evaluation continue to guide the development of CTFs around the world. The GEF
Evaluation focused on the performance of the CTFs themselves, but not on their biodiversity
impacts, since at that time most b&tCTFs operating were too recently established to allow for

a reliable assessment of these impacts.

There is now a growing collection of fund evaluations carried out by the CTFs themselves and in
response to donor evaluation requirements (for exartigelJNDP and World Bank for GEF
grants to CTFs and USAID for evaluation of CTFs managing debt swap proceeds). In 2003, the
Latin American and Caribbean Network of Environmental Funds (RedLAC) also sponsored an
assessment of member CTFs' experiéfice.

The Conservation Finance Alliance (CFA) Working Group on Environmental Fliruss
identified the need to conductReviewof fund experience to date. The overall objective of the
Review is not to replicate the GEIEvaluation but to highlight specific aspectsf fund
experience that will advance the creation, operation and evaluation of CTFs while enabling
donors to better assess the rationale for further investment in CTFs.

In parallel, the French Global Development Facility (FFEM) Steering Committeesked &s
Secretariat to assess the pertinence of CTFs as models for financing biodiversity conservation to
guide their decision to continue supporting CTFs. Since francophone Africa represents the core
geographical priority of the FFEM, the FFEM has rexjeé that thisReviewinclude analysis of

the state of development and future prospects for CTFs in francophone Africa.

Furthermore, Conservation International (Cl) and World Conservation Society (WCS) with
sypport from the Acacia Fund are coordinatipgeparation of financial benchmarking analysis
that will collect on an annual basis financial and investment data from existing conservation

% Global Environment Facility. (1999xperience with Conservation Trust Fundsvaluation Report N299.
Washington, DC.

% Oleas, Reyna and Barragain, Lourdes. (2@8)ironmental Funds as a Mechanism for Conservation and
Swstainable Development in Latin America and the CaribheReport prepared for RedLAC (www.redlac.org).

%9 The CFA Working Group oniivironmental Funds includes representatives of Conservation International,
European Commission, AFD, FFEM, KfW, GEF, Mesoamerican Reef Fund, National Environmental Fund (FAN
Ecuador), Peruvian Trust Fund for Protected Areas and National Parks (PROFONARYBEAC, Royal Society

for the Protection of Birds, The Nature Conservancy, Wildlife Conservation Society, World Bank, USAID, US
Treasury and WWF.
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endowment funds, and use that data to perform a comparative analysis of investment strategies
and fnancial perforrance across the spectrum of funds.

The Reviewwill draw on the collective experience of existing CTFs and CFA members, relying
primarily on analysis of prexisting evaluation and assessment reports, and targeted interviews
with fund managers and oth&takeholders.

Objective of Review

The objective of th&keviews to look the current status of CTFs worldwide, focusing primarily

on CTFs with at least five years of experience, to identify best practice standards for effective
governance and administiat of CTFs and to prepare guidelines for design and operation of
CTFs as models for financing biodiversity conservation.

Key Tasks of Review

1) Review of fund development

¢ |dentify existing CTFs and prepare profiles of CTFs based on data provided bywGilléks
wide (including RedLAC6s assessment) ;

e Conduct a critical review of legal, institutional and governance issues for CTFs operating in
francophone Africa, presenting any recent innovations introduced in "civil law" countries to
adapt the trust fund coapt initially introduced in anglophone "common law" countries; and

e Ildentify and atesemsfienascimg dGapngnal ysi so f
by country.

2) Analyze best practice standards for CTFs with five years of experience émtiveff
govenance and administration of CTFs based on the following illustrative list of questions:

e What structures and/or conditons n t he sense of fAbest practi
are needed for CTFs to be effectively governed and administered iransparent,
participatory and efficient manner, and what structures and/or conditions are likely to hinder
success?

e What approaches have helped to ensure commitment and performance at local (i.e., PA) and
national level (i.e., budget cycle)?

e What gwernance structure(s) and mechanism(s) are particularly conducive to independent
and objective decisiemaking, particularly for prioritizing resource allocation?

e What considerations should be taken into account when designing a CTFs legal framework
and gvernance (board) and administration structures, and defining the skills, qualifications
and amount of time required for adequate ovVve

¢ What guidelines and criteria should be adopted when nominating a boardifo?a f

¢ What other governance provisions should be incorporated into the CTF's statutes and bylaws,
including succession/rotation of board members, procedural (i.e., quorum) and conflict of
interest rules?

e What are the key prerequisites required for the efecv € manage ment of t he
and oversight of the CTF&6s asset management
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e What process and criteria should the board use to select and oversee performance of the
CTF's asset manager(s)?

e What are the requirements for effective strateglanning, including prioritization of
program objectives and projections of their financing needs?

e How does a fund effectively monitor and report on its funding progré&iifat are the most
effective M&E systems?

e For monitoring activities that are/werepported by the CTF: what are the major parameters
for defining the necessary level ekante and expostmonitoring by the board on the one
hand and the desired efficiency and flexibility on the other?

e What approaches for technical and financial audibh@ctivities supported by CTFs have
proven particularly effective and efficient (highlighting respectixes & cong?

e What are generally wvalid indicators for ef

meding annual PA operational targets or off)@r

e What selection criteria have proven to be particularly valuable for effective, transparent and
focused allocation of CTF resources (i.e., grantmaking)?

e What are the main factors driving decisimaking and how many different administrative
layers areequired for approval of applications to the CTF?

e What can be considered a reasonable range for administrative expenses, and what factors
should be taken into account in determining this level (i.e., type of grants provided, definition
of types of adminisative expenses included)?

e How realistic/ f e«albpdckntofanual CTFiraventes'? such as

3) Assess the institutional, financial and technical status of a representative sample of CTFs to
update the GEF checklists for successful desigh @peration of CTFs based on more recent
experience, and to draft a model template for monitoring and evaluation of*€TFs.

4) Evaluate methodologies for measuring the biodiversity impact of CTFs relative to the state of
the art of biodiversity impactsaessment.

5) Test assumptions regarding advantages and disadvantages of CTFs (see attachment 1).

As part of this activity, analyze to the extent possible, the conditions (technical, financial,
eonomic, etc.) where the creation of a CTF is appropriaig @esirable and where more
traditional financing may be the most appropriate option.

Deliverables and Timetable

e Draft outline of report by November 5 for circulation to CFA Working Group members.
Review/ followrup on the draft report by CFA Working Gimmembers will be done by
e-mail and teleconference if technically feasible given the time available, and by a
meding in Washington provisionally scheduled for January 14, 2008.

1]

The template to be developed should focus omeasonitor.i:

well as the biodiversity impact of its financing/grant program.
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e Presentation of draft outline and preliminary findings at side meeting toAR=General
Assembly for discussion with RedLAC members and other stakeholders.

e First draft of report due for circulatioty January 4, 2008.

e Second draft of report due for circulation by January 30, 2008.

¢ Final draft of report due by February 27, 2008.

The final product will be a CFA Working Group on Environmental Funds report and executive
summary, mentioning the origin of the funding sponsors.

A specific budget is provided for editing the final report and its translation (French/ English/
Spanish).

Methodology

e A Steering Committee, consisting of the sponsors of the study, including AFD, CI, GEF,
FFEM, KfW and WWEF, will oversee implementation of RReview

e The CFA Working Group on Environmental Funds will serve as the Advisory Committee
for the Review. CFA Working Group members will provide key background documents
to the consultants prior to and during the consultancy.

e The consultants will conduct their work based on the present TOR and will develop a
joint work plan prior to conducting tHeevew.

e The consultancy will consist primarily of a desk review based on the consultants
colleding information by email and through targeted telephone interviews with CFA
members, CTF representative and other stakeholders.

e The consultants will consult Wi RedLAC members and other CTFs participating in the
RedLAC General Assembly (beginning November 13) in El Salvador. They will also
consult electronically and periodically with Advisory and Steering Committee members.

e A lead consultant will have respohsity for producing the final report.
Consultant(s) Qualifications
Two consultants will be recruited for thigeviewto share the 15 weeks of estimated workload.
Each consultant will have the following minimum profile:

e Substantial experience in desigmaoperation of CTFs;

e Advanced degree in law, economics, natural resources management or other related field.
e Fluency in English, and French or Spanish.

The two consultants to be recruited should be collectively fluent in English, French and Spanish
to canduct the review in all three languages.
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Attachment 1

Advantages of CTFs:

Revenue from CTFs can be used to finance operating and follavests of PAs

and which are usually not covered by donor organisations;

As a longterm source of financing, CTFsciatate the planning process for PA
management;

The broad participation of governmental and sgorernmental stakeholders in
the supervisory bodies of CTFs contributes to a transparent degisking
process and improves acceptance of conservation nesasur society
(ownership). Through the support of NGOs, community groups and the private
sector, they also make an important contribution to the development of civil
society;

As they are independent of government regulations, CTFs can react flexibly to
newchallenges;

CTFs can plan in the loAgrm, because they are independent of changes in
government and related shifts in political priorities;

They are more capable than donor organisations of working flexibly and with
attention to smaikcale details;

They create better cordination between various actors (donors, government, and
civil society);

They allow donors to comply with international recommendations for better aid
effectiveness$? and

They constitute a vehicle to collect and secure private cotibiisu for
biodiversity conservation, leading to increase investments in the sector, notably in
Africa, from international and private foundations.

Disadvantages and Risks of CTFs

CTFs tie up large amounts of capital, which generate relatively modestanaom
portion of which is spent on administrative costs. However, most CTFs invest
their capital wisely and receive income which corresponds to the opportunity
costs. In particular, CTFs which aim to support PAs can keep their administrative
costs down. Ircofinancing schemes, contributions to the capital from donors like
FFEM remain small and reduce the visibility of the contribution and the
institution;

Fund capital is exposed to market volatility, which could lead to loss of capital.
CTFs are justified ah designed to finance lorigrm operating costs while
common public aid policies exclusively allocate public aid to investments and to
avoid spending in operating costs. Depending on the overall framework and the
authority of the supervisory boattlithereis a danger that the CTFs are used by

% The Paris Declaration (Mars 2005) on better aid effectiveness is organised around the five key principles:
owneship, alignment, harmonisation, managing for results, and mutual aabdiimt Cf.
http://www.oecd.org/document/18/0,2340,fr_ 2649 3236398 35401554 1 1 1 1,00.html

33 Checks & balances are a key is$ugne important reason for Task 2 on governance analysis.
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governments and/or NGOs and that there is pressure to spend resources instead of
increasing the capital of the fund. The lost control over financial aid is a key
question, but needs to be balanced in light of all canrecommendations on aid
effectiveness advocating for a program approach which implies withdrawal of
control;

CTFs can breed complacency in terms of effective/ efficient conservation
management. If no incentives for good performance are provide@fdeast part

of the payments should be performanekted);

The allocation of fund resources underlines a project orientation with the danger
of neglecting the legal and economic framework; and

Donor agencies are not necessarily structured to falipwn tle effectiveness of

very longterm investments (replenishment uncertainty, regular rotation of staff,
changes in priorities) and to remain accountable to tax payers on the use of public
CTFs.
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ANNEX B: LIST OF PER SONS INTERVIEWED

Directors of the followigq RedLAC Funds
Belize, Protected Areas Conservation Trust, PACT: Valdemar Andrade
Bolivia, Fundaciéd PUMA: Juan Carlos Chavez
Brazil, FUNBIO/RedLAC: Pedro Leit
Brazil, FNMA: Elias Araujo
Colombia, FPAA: José Luis GtezRodriguez
EcuadorFAN: Samuel Sagué&aPardo
El Salvador, FIAES: Jorge Oliviedo
Jamaica, EFJ / Forest Conservation Fund: Rainee Oliphant
Mesoamerican Reef Fund: Maria José Gonzalez
Mexico, FMCN: Lorenzo Rosenzweig
Panama, Fundacion Natura: Zuleika Pinzon
Peru, PROFONANPE: Alberto Pagiza
Peru, Fondo de las Améas: Juan Gil Ruiz
Suriname Conservation Fund: Leonard Johanns

Board members or staff of the following RedLAC funds
Brazil, FNMA Taciana Leme,
Brazil, FUNBIO: Daniela Lerda antanoel Sampaio
Ecuador, FAN: Sjef Gussenhoven
El Salvador, FIAES: Ana Patricia Vasquez
Guatemala, FCG: Carlos Baldetti
Panama, Fundacion Natura: Ariel Vaccaro
Paraguay, TFCA fund: Juan Angel Alvarez and Felix Kasamatsu
Peru, PROFONANPE: Tito Cabrera

Directors of the following CTFs in Africa and Asi
Bhutan Trust Fund for Environmental Conservation: Tobgay Namgyal
Philippines Tropical Forest Conservatiéiund: Onggie Caraval
Madagascar, FAPB: Christian Ramarolahy
Madagascar, Fondation Tany Meva: Fenosoa Andriamahenina
Uganda, BMCT, George Dutki
C! t moirel Boundatiorfor Parks and ReservdsannyN 6 Go | o

Conservation International (CI)
Jennifer Morris
Christopher Stone
Léon Rajobelina

French Gldal Environment Facility (FFEM)
Julien Calas
Marc-Antoine Martin
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European Commission (EC)
Pierre Caret

Fonds Internationdd u  Banc d&éArguin (FI BA)
Sylvie Goyet

German Development Bank (KfW)
Matthias von Bechtolsheim
Christoph Kessler

Global Environment Facility (GEF)
Yoko Watanabe
Claudio Volonte
David Todd
Laura Kennedy

International Union for 6nservation of Nature (IUCN
Geoffroy Mauvais

The Nature Conservancy (TNC)
Scott Smith
Marlon Flores

Royal Society fothe Protection of Birds (RSPB)
Alastair Gammel

Union Bank of Switzerland (UBS)
John Adams

United Nations Development Programme (UNDP)
John Hough

US Agency for International Development (USAID)
Scott Lampman
Jerry Bisson
Alicia Grimes
Victor Bullen
Charles Barber

US Treasury Department
Katie Berg

US State Department
Charity Dennis
Bernie Link

83



Rapid Review of Conservation Trust Funds

World Bank
Charles di Leva
Alberto Ninio
Kathleen Mikitin
Claudia Sobrevilla
Kathy MacKinnon
JeanChristophe Carret

Melissa Moye
Marie de Longcamp
Esteban Brenes
John Morrison
Brigitte CarrDirick
Jean Paul Paddack

Independent Consultants
John Pielemeier
Allen Putney
Richard Magolius
Rémi Gouin
Francis Lauginie
José Galindo
Stephen Cobb
Uwe Klug
Udo Lange
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ANNEX D: ANALYSIS OF QUESTIONNAIRES COMPL ETED BY CTF
EXECUTIVE DIRECTORS

|. Conservation Programs and Impacts

1. What percent of your fund's total grants used for each of the following purposes?

Out of the 28 respondents (see complete list at end of this document), ontydfowt list PAs

as one of the purposes of their grants. The second most mentioned use of the grants was local
NGOs/ CBOs, followed closely by Sustainable Development/ Ecoenterprise Projects. Use for
PAs though coming first had a wide distribution betw@eh percent (EFJ/ Jamaica) and 100
percent (FAPB/ Madagascar) (average of 34 percent) while Local NGOs/ Community
Organizations varied from five percent (Tany Meva/ Madagascar) to 75 percent (Green Trust/
South Afica) with an average of 20 percent andt&unsble Development Projects averaged 18
percent. Other purposes that were most quoted (in descending order) included: Capacity
building, fdlowed by Research/ Monitoring and Environmental Education whickthwds of

the CTFs mentioned as a use evenugh it rarely exceeded 15 percent.

2. Does your fund have any specific biodiversity conservation targets in itstshoror long

term strategy?

An overwhel ming majority of CTFs (over 80 pe
cat ai n s p & specdic apnseavation target. Interestingly enough, no biodiversity target

(even the category Other Objectives) elicited more positive than negative answers. However,
those ctegories were not far from the 50 percent mark, with Other Objectives a&rd@np and

reduce certain threats and increase number of size of PAs slightly under 40 percent. Other
Objectives were quite varied, i.e., maintain forest cover at a certain percentage, increase number

of hectares of PAs under collaborative managementaortain biodiversity.

3. Has your fund been directly responsible for the establishment of any new PAs?

Two-thirds said they were not responsible for the creation of any PAs. Their comments gave a
somewhat more balanced picture, namely that three of tidsfbad an indirect impact on
creding PAs while another one purchased land directly to protect it.

4. Does your fund have any special sdgounts?

A small majority of CTFs (58 percent) have sailt count s . They created t
request (i.e., APB / Madagascar has such an account to receive money that will come from a
debtfor-nature swap with Germany), wanted to tackle specific issues (i.e., Policy Support in
Laos or Turtle Fund in PNG), or set up several CTFs early on to meet different negds (
Ecuador).

5. Has the creation of your fund resulted in an increase, a decrease, or made no change in your
government's annual budget for conservation?

Il n most cases (54 percent), the CTFs had no
consevation When CTFs did have an impact, it was more often to influence the budget
positively (38 percent of responses) than negatively (eight percent). 80 percent of the CTFs that
responded they had a positive impact are located in Latin America.
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Il. Fund's Inter nal Management and Finances:

1. How many members does your fund's board of directors have?

The average size of the board of those who responded is ten members. The breakdown by
cakgory is as follows: between two and three representatives from natios@hgeent agencies

or ministries and from national or local NGOs, between one and two from unaffiliated
individuals and from business sector representatives, slightly less than one from other
organizations, andebween zero and one from international NG@d &om foreign government
agencies.

Those averages hide regional disparities, between Africa and Latin America and the Caribbean in
particular. Whereas the board of an average African CTF has eight members, its equivalent in the
LAC region has 12. Outfdhose 12, almost five come from the local NGO sector and 2.5 from
national government agencies. By contrast in Africa, less than one board member comes from
the national nonprofit sector while less than two come from national government agencies.
Undfiliated individuals and the business sector have about the same weight as government
agencies in African CTFsd boards.

2. What is the total number of staff of your organization?

The average number of staff is 15 in our sample. That number comes with distrdrition

since the | owest headcount is two and the hig
respectively, with a standard deviation of over 16. Eleven CTFs have 15 or more staff (including
nine in the LAC region, the others being Laos and Tdrya,), four have ten employees, seven

have between five and nine, and six have fewer than five (MAR Fund, Dutch Caribbean, FAPB,
Mama Graun, Table Mountain Fund and Green Trust).

We did not have enough data on staff breakdown (only five responsesytaay meaningful
conclusions. On several occasions, it was mentioned that CTFs supplemented their staff with
consultants on an dibc basis.

3. What is the average percent of your fund's total annual budget spent for management and
administrative costsuring each of the last three years?

The average percentage of management and administrative costs over the last three years was a
little over 23 percent among the 26 CTFs that responded (two that did not are still-upstart
mode). As was the case withetmumber of staff, the distribution is broad again, with numbers
ranging from five percent (FMCN and PROFONANPE) to 90 percent (Laos). Laos CTF is
probably not representative since they started their operations recently. The standard deviation is
almost 20percent.

Among those that have been in existence for more than two to three years, the highest
percentge s i ncl ude Ugandabs BMC#0 pPpamnmzemnitdads aBAM
FUNDESNAP (60 percent). Half of the funds that participated in our sunepy their
administration and nmagement costs at 15 percent of their budget or less, including two in

Africa and two in Asia.
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4. What is the approximate amount of new contributions or revenues that your fund has raised or
received, starting in the secogéar after the fund began operating (earnings from investments

not included)?

The funds in our sample managed to raise an average $19 million after their first year of
operations. It should be noted that respondents included grant and capital (both amkin
endavment) money in their responses, which skewed them a bit (if grant money had not been
included, the total would have been slightly lower). However, there are wide discrepancies in the
group, which is shown by a standard deviation of over $30 moilh . l ndeed, Nhe:
funds such as FMCN, FNMA, and PROFONANPE managed to raise $90 million or more after

their inception while the next largest amounts were betwees2$21illion and were all raised

by RedLAC funds (Ecuador 6Gol AN, aBandmaAdAs MNAT
FUNBIO). None of the African CTFs managed to raise more than $6 million after their first year,
though the recently created FAPB in Madagascar will be a likely exception.

5. If your fund's investment earnings have ever babstantially less than expected in certain
years, did your fund do any of the following?

The answers were pretty mixed but there were two major trends that emerged. A majority of
CTFs made fewer or no grants the year investment earnings were substémuiallythan
expected (64 percent) and used unspent grant money or income from previous years (58 percent).
Most CTFs (82 percent) did not dismiss staff
capital or raise emergency contributions to contima&ing grants.

Funds that participated in our Survey:

BMCT, ECOTRUST (Uganda), Tany Meva, FAPB ( Mad
Fund (Central America / Regional), FEDEC (Cameroon), EAMCEF (Tanzania), EFJ (Jamaica),
FAN (Ecuador), Dutch Caribbeddature Alliance, Vietnam Conservation Fund, LEPF (Laos),

BTFEC (Bhutan), MCT (Micronesia), NATURA (Panama), Mama Graun Conservation Trust

Fund (Papua New Guinea), Green Trust , Table Mountain Fund (South Africa), FMCN
(Mexico), FPAA (Colombia), FUNDESNARBolivia), PUMA (Bolivia), FNMA, FUNBIO

(Brazil), PROFONANPE, FONDAM (Peru), and SCF (Suriname).
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ANNEX E: CONSERVATION TRUST FUND CASE STUDIES
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Indonesian Biodiversity Foundation
(KEHATI)

The Indonesian Biodiversity Foundation, better known as KEHAYayasa
Keanekarangaman Hayati), was established in 1994 by the signing of a Memorandum of
Undeastanding between the US Agency for International Development (USAID) and

KEHATI . KEHATI 6s mission is to prornegte co
useofhdonesiads biological resources b way
activities. KEHATI 6s role has changed ove

biodiversity conservation at the level of species conservation through-medang, it
has broadened its focus to also serve as facilitator and public advocacy arm for
communitybased biodsersity conservation.

Origin of Fund

In 1994, the United States, through USAID, agreed to fund an endowment for an Indonesian
biodiversity foundation governed by an Indonesian Board of Directors. Thus, KEHATI was
formed. In 1995, KEHATI and USAID signed a tg@ar (19952005) Cooperative Agreement,

which provided a grant in the form of a $16.5 million endowment fund to ensure the atintinu

of KEHATI as a grant making foundation. USAID also agreed to disburse a total of $2.5 million

to support the first five years of KEHATI 6s ¢
efforts on forming its organizational structure, operatiomamework, and Board. Between

1995 and 1998, KEHATI 6 s mamdking iestitwienssuppaatingn | y t |
biodiversity conservation at the species level. In 1999, it shifted its focus towards coramunity
based biodiversity conservation, amd2002 added additional emphasis to its role as a-grant

maker and facilitator to serve as a policy advocate for sustainability and comiiasey
resource management . KEHATI 6s focus, accordin
(20082012), isreducing threats to biodiversity loss and increasing ecosystem resiliency. Since it

was founded, KETHATI has established a nationwide reputation as a leader in protecting
biodiversity in Indonesia.

Board Composition

As an independent foundation, KEHA® governed by a Board of Trustees composed of 21
distinguished Indonesians, representing scientists, academics, NGO leaders and the business
community. Professor Emil Salim is the Chairman of the Board of Trustees and has also served
as the Minister of Bvironment of Indnesia in a former capacity.

Fund Operations

The operations of KEHATI are guided by a Strategic Plan. The Advisory Board is responsible
for budgeting and establishing the general policy and guidelines for fund management and
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operations The Executive Board assumes the role of establishing operational policies, setting
priorities for annual programs, monitoring program execution, and hiring the Executive Director
of KEHATI. The Supervisory Board is in charge of supervising the impleatient of the
policies. The Executive Board and the management are assisted by special committees,
including the Granmaking Committee, the Investment Committee, and the Resource
Mobilization Commitee. The Executive Director and staff oversee and madageH A T 1 0 s
programs and activities on a deyday basis, including budget/financial management, staff

issues and general affairs, grant administration and other miscellaneous activities.

Funding and Fundraising

Annual income from the initial USAID fundeehdowment has constituted a pool which funds

both operating expenses and the grants program. A cooperative agreement between USAID and
KEHATI allowed until March 2005 ultimate US control over the investment funds and
supervsory financial purview of thEoundation.

KEHATI has explored several fundraising strategies in the recent past, including raising funds
through private sector donations for the fGr e
where income earned would support additional enviromaheauses. A mass mailing campaign

targeting the general public was also initiated throughout Indonesia. Both attempts were slow in
progress due to lacking legal incentives (tax deductions for donations) and general infrastructure
allowing for effectivemail delivery. Fundraising is expected to take two strategic approaches:
grassroots fundraising through awareness building, and targeting Board member contacts and
networks.

Investment Management

KEHATI 6s policy i s to matiequityandd0 peroentdixediecomemi x 0
Through this traditional asset mix, KEHATI has been able to maintain its strategic objective and
planned funding of programs, and be a reliable provider of support for environmental causes,
even in tough economic tirae. KEHATI 6s performance situate
oveall to the investment returns of US private, coamity and public foundations.

Activities Supported

KEHATI Vi ews i t-smmakifngasPlausid Groarnggtani zati on t h
consevation in Indonesia.As s uc h, KEHATI 6s activities rangé¢
natural resources management in various ecosystems, includingregnaigrebiodiversity and

coastal and smaisland habitats. KEHATI further provides technical istssice to local

partners, particularly relating to community organizing, local management activities (including
administetion, finance, program development, report writing, proposal development, mapping,
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monitoring, etc.), and with issues relating to cowomity-based conservation (including
sustainable economic development, agusiness and edourism).

Monitoring and Evaluation

KEHATI and its local partners base their work on an annual workplan, also known as the
Logical Framework Analysis. Howeveturing the last USAIEBconducted evaluation in 2005,
KEHATI was unable to point to specific indicators or benchmarks for monitoring the workplan
activities. KEHATI now has data available that covers the duration of grant period, total grant
funds, and mhing funds from other donors; however, some data, including monitoring for
level of income and areas covered by the grants are yet to be compiled. The organization had
rather focused its efforts on establishing and measuring the process rather tloarpthe
outcome or impact of its projects. Thus, the indicators used to measure the level of success were
through project completion and grants disbursements.

KEHATI has encouraged its partners to be transparent in the program planning and
implemengtion process and has sent its staff to the field to observe and provide input and
assistance when needed. KEHATI conducts two visits to each project area annually, usually
around evaluation periods, and spends about one week per visit.

Contact Information

Damayanti Buchori, Executive Director
JI. Bangka VIII no. 3B

Pela Mampang

Jakarta

Tel: +62 21 718 3185

Fax: +62 21 719 6131

e-mail: dami@kehati.or.id

http://lwww.kehati.or.id
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Cameroon, Central African Republic and Republic of Congo
Sangha Tri-National Foundation
(TNS Foundation)

The Sangha TfNat i on al Foundation (ATNS Foundleti ono)
TNS Foundation is an independent conservation trust fund that will raise and channel millions of
dollars for the protection and managent of a transboundary forest complex called Sangha
Tri-National covering a total surface area of some 28,000 km?, including the three contiguous
National Parks of Lobeke in Cameroon, DzaiN@oki in the Central African Republic and
NouabaleNdoki in Cong (Brazzaville), and their buffer zones. The TNS complex is one |of the
most important conservation areas in Central Africa, not only because of the great diveysity of
its habitats but also because it harbors important populations of the mega fauna odl Cent
Africa with the highest densities of bongos, gorillas and forest elephants in Africa.

Origin of Fund

Following the March 1999 Heads of State Summit on conservation and sustainable management

of forest ecosystems in Central Africa, including trBosndary areas, and the signature of the
AYaound® Decl aration, 0o the Governments of Cam
of Congo took in December 2000 a major step towards materializing their commitment through

the signature of a Cooperation Agresrthto establish and manage the TNS ttamsndary

forest complex. Recognizing the need to strengthen thetéong financing of conservation

activities in the TNS, government representatives of the three countries, as well as several
partners, confirmethe feasibility of creating a conservation trust fund. A process for the design

and cretion process of the TNS Foundation was developed with support mainly from the World
Bank/World Wide Fund for Nature (WWF) Alliance for Forest Conservation and Sudtinab

Use (World Bank/WWF Alliance), German Agency for Technical Cooperation (GTZ), Wildlife
Conservation Society (WCS), French Cooperation and the US Agency for International
Development (USAID¥unded Central Africa Regional Program for Environment (CARPE).
Steering Committee responsible for overseeing
sypport from a Regional Facilitator, and a small team of experts in conservation finance from
WWEF, WCS and GTZ, worked together to develop the profile andetied documents leading

to the Foundationb6s registration.
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Board Composition

The governance structure has been purposefully designed to have a single, independent Board of
Directors with a majority of nogovernmental representatives. The first seBeard Members

were appointed in March 2007 by each of the following founder organizations: Government of
Cameroon, Government of the Central African Republic, Government of the Republic of Congo,
WCS, WWF, Regenwald Stiftung and the German Developmemit B&W). It is also planned

that the French Development Agency (AFD) will be represented on the Board beginning in June

2008. These nRnCategory A0 B 0 a r-dgoverhteenidl dBoasd al s o
Members (ACategory Bo0) whandfaomehe divil oamretytidtlading NS ¢ ¢
one from the banking sector. The Chairman of

and was appointed in March 2007 as well.

Fund Operations

The TNS Foundation is registered as a company limited by guarantbe United Kingdom,

where it received charity status in March 2008. It is also currently seeking recognition in each of
the three TNS countries, where it will conclude a cooperation or country agreement that will
define the terms of the collaboratitretween the Foundation and the Government, and their
respective rights and obligations. A cooperation agreement with the Ministry in charge of
protected areas in Cameroon was concluded in early May 2008, as a first step towards the

Foundt i on6sghiutioneicoe the country. Based on the
of the TNS Foundation is currently established in Cameroon. The Executive Director is
responsible for i mplementing the Boardébés deci

TNS Foundation has two sulmmmittees: an Investment Committee and a Fundraising
Committee, each coposed of three Board Members and one or two external expedmess

plans are available for each of the three National Parks and a document preseniifisth
Foundat i on @jectiohsi omeathecnexaflve ypars was completed in the second half of
2007. At its June 2008 meeting, the TNS Foundation will endorse its grant manual and review
drafts of its operations manual, fundraising strategy andsimant policy with the objective of
finalizing all its main management tools by September 2008.

Funding and Fundraising

The TNS Foundation has already received several endowment commitments from both public
and private sector donors. Endowment fundmgurrently secured from KfW (five million
Euros), AFD (three million Euros) and the Regenwald Stiftung (about 3.5 million Euros)
registered in Germany to support tropical forest conservation in Central Africa and capitalized

through sales of Krombaclies fir ai nf orest beer, o for a tot
current target of the TNS Foundation is to raise an additional amount of 22 million Euros. It is
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expected that funding agreements with the first three contributors will be completed by
September 2008. In addition to its endowment commitment, KfW has also provided 500,000
Eurosasstatip funds to cover the Foundationbds ope
actual return omvestment) and to fund the first grants to the TNS bereies.

Investment Management

The investment manager will be hired through a restricted international call for tenders to be
completed by early September 2008.

Activities Supported

The objective of the TNS Foundation is to contribute to the specificity financial needs to

manage each of the three TNS parks, both in terms of conservation and in terms of sustainable
management of natural resources in the peripheral zones. Those needs correspond to both
recurent and investment priority costs as defi and approved in the management and business
plans of the parks. In addition, the Foundation also plans to support a number-défineit
transborder activities linked to coordination, trabpsundary planning and information
exchange, as well as sonmnt implementation activities. The Foundation will therefore have
four funding Awindowso: one for e a ¢ koorderf t he
activities.

Monitoring and Evaluation

The monitoring and evaluation criteria of the Foundatidhbe defined during the second half
of 2008.

Contact Information

Dr. Timothée Fometé, Executive Director
C/O WWFRCARPO

B.P. 6776

Yaoundé, Cameroun

Tel: +237 99 93 64 46; +237 22 05 76 82
e-mail: fondationtrs@yahoo.com

Names of Board Members

Category A:
- Denis Koulagna Koutou (Cameroon)

- Maurice Yondo (Central African Republic)
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- Antoinette Nkabi (Congo)

- Laurent Magloire SOm@NVWF i Chairman)
- Matthew Hatchwell (WCS)

- Martin Bostroem (Kfw)

- Uwe Klug (Regenwald t8tung)

- Iréne Alvarez (AFD as from June 2008)

Category B:
- Gervais Bangaoui Batadjomo (CameradParlementarian and biodiversity expert)

- Passe Sanand (CARbiodiversity)

- Gilbert Bopounza (Congb banker)
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Madagascar
Fondation pour les Aires Protégées da Biodiversité de Madagascar
(FAPB)

Established in 2005he Madagascar Foundatiofor Protected Areas and Biodiversity
supports and fosters biodiversity conservation in Madagascar by financing | and
promoting the effective protection of existing prtedcareas and the creation of new
ones. The creation of the Foundation is a major step towards securing sustajnable
financing for the protected areas system and reducing the dependence upon external
funding. Due to its strong institutional base, the Fdation has to date attracted
significant commitment from the national government as well as multilateral | and
bilateral donors and nogovernmental organizations.

Origin of Fund

In 2000, Madagascar initiated an innovative process to design ddiongugainable financing
strategy to secure substanti al i nvest ments t
The following year, the Minister of Environment appointed a Trust Fund Steering Committee
after the Sustainable Financing Commission had idedtifie creation of a conservation trust

fund as the most promising sustainable financing tool to support protected area management and
biodiversity conservation. In January 2005, the Madagascar Foundation for Protected Areas and
Biodiversity unidMad aoaquadgc awasFoest abli shed by th
through a debtor-nature swap with the Government of Germany, and donations from the World
Wide Fund for Nature and Conservation International as a public benefit foundation under
Malagasy law. Te mission of the Foundation is to help support the preservation of biodiversity

in Madagascar by promoting and financing of the expansion, creation, conservation and
valorization of protected areas. The Madagascar Foundation plays a key role in thg 6osintr
larger sustainable finance agenda. Madagascar is one of the few countries to have assessed its
funding needs to support its national protected areas system that varies between three and ten
million dollars per year?

Board Composition

The governingbodies of the Foundation include the Board and several committees. The first
Board of Directors was appointed by the Found

3 Carret, IC et Ramarolahy Christian. 2006AP environnementcdlts et ressources disponibleBanque Mondiale.

Washington DC.
Brand. J. 2007SAPM et sauvegardes: colts de création et gaps de financemeie explicative des estimations.
Banque Mondiale. Washington DC.
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eight members (the Foundationdés St ahepubles cal |
and private sectors and civil society. These members will serve a term of four years. Thereatfter,
onethird of the Board of Directors will be replaced every two years under the conditions

established by the Byaws. The Bylaws require that aehst three Board members are women

and that all major regions are represented. Currently, seven members are Malagasy citizens and
residents. The Boardds Execut-PreselenGaadnmi tt ee i
Treasurer. The special committeesrsee investment, financing and prioritization of funding
allocation.

Fund Operations

Establishing the Foundation required the passage of a new foundation law as well as the
registration of the Foundation as a public benefit foundation, under Statbtegted by the
founders. The Foundation Bgws that were subsequently adopted by the Board cover issues not
stipulated in the Statutes regarding appointment and/or recruitment, roles and responsibilities of
the Board of Directors, the President of the fBlopghe Committees and the Executive Director.

The Executive Director oversees the programs, and operations and administration of the
Foundation.

The operations of the Madagascar Foundation are guided by a Strategic Plan approved by the
Board as well agshe Operations Manual defining the rules and detailed procedures of the
Foundation.

Funding and Fundraising

The tot al amount commi tted so far for the Fo
goal of $50 million by 2012 with $53 million committed date by several private and public
donors including the German, French and Malagasy governments, the World Bank, the
MacArthur Foundation, Conservation International, WWF and an individual donor. While $37.5
million have been secured, an additionab$nillion are in the process of being secured through

an agreement with the German government. There are also negotiations underway with the
Global Environment Facility to contribute nine million dollars to the endowment fund. Protected
areas are a prity in the Madagascar Action Plan (MA®)with the President of Madagascar
announcing that eight percent of new debt relief will be allocated to protected areas through the
Madagascar Foundation. The French and Malagasy governments recently finalizeéatioegot

of anotherdebtfor-nature swap agreemeinthe largest to date in Madagascar and totaling over
$20 million 7 that will be invested into an endowment fund managed by the Foundation.
Furthermore, the Foundation manages a sinking fund of $1.28 m{difohich $0.54 million

*The Madagascar Action Plan is a fiyearplan which establishes direction and priorities for the Malagasy nation from Vision
AiMadagascar Natwurallyodo from 2007 to 2012.
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have been disbursed to date) and debhature swap funding of $13.17 million to be paid over
24 years.

The Foundation was registered as a 501 (c) 4 organization in the United States in July 2007 that
allows it to claim taxexemption on investment revenues. The Foundation is further tax exempt
in Madagascar where Malagasy residents can receive tax deductions on donations.

Investment Management

The Foundation has adopted a conservative investment approach and hedge®fiardatisk

by investing in the international as well as domestic markets. The Executive Director is expected

to keep abreast of market developments and maintain constant dialogue with the investment
managers. JP Morgan Chase was selected by the Boatdeargilan managi ng t he F

i nvest ments i n the beginning of 2007 based
Investment Committee. The Foundation holds annual meetings with its investment managers to
review the portfolio and global trends, opportut i es and ri sks. Prior

involvement, the funds (about one million dollars) were solely invested in Madagascar and
provided a rate of return of 12.4 percent in 2006. The rate of return the following year (2007)
was 8.5 with 90 percertdf the capital placed in the international market place and ten percent
invested in Madagascar.

The revenues generated through the investments are used to support conservation activities
established and disbursed ac cites. dSdomeyfundinges Foun
reserved for unexpected and urgent needs of less prioritized protected areas and the sinking fund

is designated to solely cover operational costs. It is projected that with capital of some $50
million, the Foundation will generai@bout three million dollars yearly from interest earnings

thatwill be used to fund protected areas.

Activities Supported

The Foundation was established to finance, with certain exceptions, protected areas that are of a
permanent status, and that hawem in existence for more than three years. A prioritization
policy defining allocation criteria is expected to be finalized in 2008.

To accomplish this mission, the Foundation provides financial support towards the following
activities:

a. Conservation andustainable management of protected areas;

b. Research on biodiversity and ecological monitoring of protected areas;

c. Promotion of ecotourism in protected areas; and
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