Access to Climate 0
Finance in Pacific ; T
Islands Countries AR |

GEMMA PRESTON, FAD

NATALIJA NOVTA, APD Asia and Pacific Department

Fiscal Affairs Department



The Pacific islands have a large climate finance gap...
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And a large gap between funds committed and
disbursed.

Funding approved and disbursed to PICs 2014-2019
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Requirements for accessing Climate Finance span
multiple areas — PFM is but one

Accreditation:

Transparency
Fiduciary and Gender
Standards | Accountability Policies
Provisions

Environmental
and Social
Safeguards

Contains PFM- Contains PFM-
related Provisions related Provisions



Rigor and type of PFM-related GCF requirements

Access Modality

Direct Aecess

- International Entity
Access

- Regional Entity
Access,

Sca!e of Activities
Miere: up to USD 10 1mill

- Small: up to USD 50 mill
- Medium: up to USD 250 mill

- Large: USD 250 mill

\ b4

depend on:

Phase of the
Climate Lifecycle

- Aecreditation
- Project Design,
development & approval
PFM Requirements - Project Implementation
for access to the GCF
depend on:
Nature of Activities

- Project management
- Grants Management

- On-lending.



Access hurdles occur across the Climate Finance
Lifecycle

Project Approval & Implementation Phase

: :Possible
1|, hurdles | Project Concept Note Development
——

1. Direct Access through a
nationally Accredited Entity

|

2. Regionally Accredited Entity
e.g. SREP and SPC

Possible .
P ct Al |
hurdles > roJect Approva
Possible " n
Project Implementation &
hurdles \—b ] i

disbursement of Funds

Paossible
urdles
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3. Internationally Accredited Entity
e.g. World Bank, ADE, UNDP

Possible Access modalities and Pathways




PIC Successes and Challenges: Accreditation

Direct Access

Regional Access

International Access

Accreditation Phase

Challenges:

v Complexity of requirements.

v Lengthy process; re-accrediation needed every 5 years.
Requires significant resources where capacity is already

v
thin.

Challenges:

Y Demand for support is too high; not all requests can be
supported.
v Can only support small-to-medium size projects.

Challenges:

Demand for support is too high; not all requests can be
supported.
v Misalignment of priorities can constrain support.

Reciprocal recognition allowing for "fast tracking" (although
still lengthy process).
v Readiness funding usefully deployed.

v Gaps assessment helpful.

v Offer crucial support for GCF readiness grants.

Large amounts of funding can be available even for low
capacity countries.
v Implementation can begin earlier than with direct access.
v Re-accrediation done by international entity.



PIC Successes and Challenges: Post-accreditation

Project Approval & Implementation
Challenges: Successes:

Insufficient human resources and Steps towards better monitoring of
technical skills to develop projects. climate flows (climate budget tagging).

Introduction of climate units to

v/ Disbursement delays. . . : L
coordinate climate finance activities.

/ Harder to get funding for adaptation
projects.




What are the PFM-related requirements specifically?

The GCF ‘basic’ PFM-related
accreditation requirements are
categorized across seven core areas of
PFM capability.

Focus is on strong control frameworks
and accountability mechanisms.

Entities must prove policies exist, have a
track record of implementation, and the
review panel must deem that practices
are ‘adequate’.

|

=

m Corporate Governance

m Financial Reporting

® |nternal & External Audit
Internal Controls

B Procurement
Transparency

m Budget & Monitoring




PFM Requirements span the GCF Climate Finance
Lifecycle

(d). Phase in climate Lifecycle

-
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= _ . Must satisfy GCF Investment Criteria,
< Direct Access BASIC SPECIALIZED INTENDED Project Concept PEM/PIM relevant criteria includes:
& STANDARDS STANDARDS: SCALE OF Note | - |
-g (Nature of activities)(c) ACTIVITIES (b) Country Ownership
T | ! | Efficiency & effectiveness |
v
w
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= | o oG | | | Y Expert Project Approval Zende Gdlering (Froen
© . orp. bovernance Project Management judgement: is
g International | Fin. Reporting | capacity | Detailed Project Costing/Budget |
@ Access [ Budget | | Awarding Grants | demonstrated
g [ Audit | : entity is Feasibility Study
8 | or | On-Lending | 'odequate’ in X
< [ Internal Controls | I Procurement Plan
Py - ight of the Project
—= Regionally | Procurement |
e scale of - — .
- Accredited P Implementation Monitoring & Evalution Plan
3 cereaite e funding & Disbursement
o Entity sought.
=
Requires strong Public Financial Management (PFM) foundations: Requires strong Public Investment Management (PIM) practices
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IMF Diagnostic Tools Supporting Climate Finance
Requirements

B} PR,
Climate Public Climate
Macro- Imvestment
economic Management
Assessmeant Assessment
Program (PIMA)

(CMAR)

Public
Expenditure
Finance
Aszessment
(PEFA CC)

Green
Budgeting
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Where can PFM tools help to strengthen capacity?

e T Project Development, Approval & Implementation

() =

1. Direct Access BASIC SPECIALIZED
STANDARDS STANDARDS:
(c. Nature of activities)
| [
Includes: | Includes: -
- | Corp. Governance Project management
ETEETL T A | Fin. Reporting : a
1 Budget Awarding Grants

Expenditure
tagging of
climate flows

Internal Controls

|
|
|
[ Audit l
I |
| Procurement |
1I |

Transparency

|

On-Lending

hJ

Project Concept
Note

Project Approval

| Gender Budgeting |

©

e

Must satisfy GCF Investment Criteria,

PFM/PIM relevant criteria includes:

| Country Ownership |

"l Efficiency & effectiveness |

Gender Budgeting (Project)

- Project identification,
preparation and
appraisal

- Project oversight and
control

- Monitoring and
evaluation

- Manage project risk

Project
Implementation &
disbursement of
Funds stage

l‘

Detailed Project Costing/Budget

Feasibility Study

Procurement Plan

Monitoring & Evalution Plan

Requires strong Public Financial Management (PFM) foundations

Requires strong Public Investment Management (PIM) practices
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Key Conclusions

Grant-based instruments are needed to meet
adaption costs in small and fragile countries.

Direct access has been the
A mix of access modalities is PIC’s preferred pathway, but
needed, which should be progress has been too slow
strategically deployed by PICs. despite efforts by the GCF to
support countries.

GCF direct access requirements are complex
while building capacity takes time.

PICs should continue to build International access has been
-

PFM & PIM capacity and @ the most sucpessful so far, but

incorporate GCF requirements 5 3 some countries can be left

into PFM reform plans. o behind.
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The way forward...

» Consider further streamlining &
prioritization of access

: : requirements
Continue to Build PFM

. - £ " « Consider greater focus on ex-
capacit
bacly . : PaCIfIC C“mate post rather than all ex-ante
Be strategic in matching |S|andS FU ndS requirements

climate project proposals A
with potential funding
sources

Establish dedicated
climate finance units

« Seek other innovative ways to
reduce the accreditation
burden, beyond fast tracking.

Continue with capacity development in core
PFM & PIM

* Integrate climate challenges into macro
surveillance

» Take analytical approach
* Use convening power
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Thank you!




Costs of Adaption are high, fiscal space is scarce and risk of
debt distress is already high in many countries

€253 58§33 7JEEFczxgEEE 23 EEERETE

Source: IMF 2021 (Fiscal Policies to Address Climate Change in the Pacific).
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The Pacific Experience and the GCF: A mixed picture

Direct Access Regional Access International

Access

\/ \/

* Almost all PICs seeking

\/

_ * 3 Regionally Accredited * 13 projects, totaling
Direct Access entities USS435 million approved.
* Only 2 entities accredited * 2 approved projects, * Disbursements 51%.

(low value projects). totaling USS32 million,

1 Proi q * Mix of instruments, grants
]ISl el * USS5 million disbursed. concessional loans.

* 0 Disbursements thus far




PFM Capacity based on PEFA assessments

Summarised GCF PFM Requirement

Substantial Medium Low or Insuffient

Recent PEFA Self-assessments & Unpublished PEFA

Basic PFhErelated criteria

. Fiji Tonga |Cookls. | Solls. | Samoa | Vamuatu | Tuvalu REMI
Classification of GCF PFM-related PEFA Dimenison 2016 FW) SCOTEs
2020 2020 2015 2012 204 2013 2011 2012
requirements (Nauru, PNG,FSM, Palau, Kiribat]
1. Corporate Governance
Compieteness of annual finandal
reports

2. Financial Reporting:

‘Submission of reports for external
avdit

Accounting standards

3.Budget Credibility:

Budget calendar

Guidance on budoet preparation

In-year budget reports

4, Internal & External Audit

Internal audit

External audit

5. Robust Internal Controls:

Payroll Contrds

Internal controk on nonsalary
expendture

6. Procure ment:

Proaurement

7. Tramsparency and accountability

Pubiic access to fiscal information
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