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Summary

This document responds to the request of the Board in decision B.33/03 for the Secretariat
to present to the Board for its consideration a review of the operational modalities for the
Green Climate Fund’s Project Preparation Facility (PPF), a revised list of activities supported
by the PPF, and review of funding for the PPF.

This document proposes enhancements to the PPF to increase its efficiency, effectiveness
and impact, in coherence with support offered through the GCF Readiness and Preparatory
Support Programme. The paper describes the value proposition of the proposed revised PPF
modalities for accredited entities, especially direct access entities and developing countries,
in particular small island developing States (SIDS), least developed countries and African
States. The document also seeks approval of additional resources for the PPF to enable its
continued operation over the period 2024-2027.

The document has been informed by a series of consultations with the Board members and
alternate members, national designated authorities, accredited entities and active observers.
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L. Executive summary

1. This document responds to the request of the Board in decision B.33/03 for the

Secretariat to consult with the Board and alternate members, national designated authorities
(NDAs), accredited entities (AEs) and active observers (AOs) with a view to presenting to the
Board for its consideration at B.36:

(a) Revised operating modalities for the Project Preparation Facility (PPF);
(b) Revised list of activities that can be supported by the PPF; and
(© Review of the funding for the PPF.

2. From the consultations! as well as the analysis of the current GCF and PPF portfolio and
pipeline, it emerged that the PPF remains key to the GCF value proposition to countries in
meeting their commitments under the Paris Agreement. The data and the consultations point to
the fact that PPF enables access to climate finance by serving as a bridge between investment
planning and implementation and also provides a critical means of financial support to
countries for the formulation of GCF-ready projects and programmes. As an example, almost
half of the total number of funding proposals approved by the Board in 2022 were prepared
with support of the PPF. In that year alone, the USD 4.5 million committed by the PPF in GCF
funding proposal preparation unlocked USD 327.3 million of GCF finance and USD 453.9 million
of co-finance for approved projects.

3. It also emerged that there are areas where a revised modality and list of activities
eligible for PPF support can improve the overall GCF impact. Sections II and III of this paper
elaborate on how the PPF can be instrumental in addressing the following:

(a) A relatively low number of direct access entities (DAEs) with approved GCF funding
proposals as compared to international accredited entities (IAEs) despite GCF having
accredited a total of 72 out of 114 (62 per cent) AEs as direct access; moreover, a total of
only 50 funding proposals (23 per cent of the portfolio of approved GCF projects) is
implemented by DAEs, corresponding to just 20 per cent of committed GCF finance;

(b) The need for an increase in engagement of the private sector with GCF as only a total of
46 approved GCF funding proposals are from the private sector (21 per cent of the
portfolio of approved projects);

© Going beyond providing resources or technical assistance to DAEs for the preparation of
funded activities by building their capacity and their knowledge in developing quality
GCF funding proposals; and

(@) Further enhancement of access to PPF resources through operational improvements.

4. This paper also explores issues related to the current funding cap of USD 1.5 million per
PPF request. While this paper is not proposing a change in the funding cap in its draft decision,
it intends to inform the Board in Section II on how this aspect has been investigated.

5. Taking these inputs into consideration, this document articulates the value proposition
of the proposed revised PPF modalities and activities in the following areas:

(a) Support in enhancing access to climate finance by DAEs by strengthening their
programming capacities to enable significantly increased participation in GCF
programming, particularly through project development support to DAEs that have not
yet programmed with GCF;

1 A summary of the consultations is presented in annex III.
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(b) Role in creating investments that encourage private sector participation, and
consequently contribute to the operationalization of the GCF private sector strategy as
per decision B.32/06; and

© Alignment with the GCF operational commitment of enhancing access to GCF resources
to make deployment of PPF resources more rapid and efficient to all AEs and to ensure
that the climate priorities of countries, especially small island developing States (SIDS),
least developed countries (LDCs) and African States, are efficiently addressed via
deployment of resources for the preparation of projects and programmes.

6. Furthermore, this paper has been developed in coordination with document B.36/XX
titled “Readiness and Preparatory Support Programme: Revised Strategy 2024-2027" (pending
publication) and with the aim of better positioning GCF to support the development of
transformational, innovative and impactful proposals through seamless and synergistic
Readiness and Preparatory Support Programme (Readiness Programme) and PPF support
throughout the project development cycle.

7. Going into the second replenishment period of GCF (GCF-2), the Secretariat
recommends the following enhancements are made to the original operating modalities of the
PPF adopted by the Board in decision B.13/21 “Operational guidelines for the Project
Preparation Facility”, in order to allow GCF to better serve NDAs and AEs in project preparation,
and to enable a scaling-up of impact via sharing of best practices in project development:

(a) Addition to the list of activities that could be supported by the PPF to include those
related to the development of stakeholder engagement plans, assessment of climate
impact potential, and other studies;

(b) Expansion of PPF to support requests from entities which have submitted a complete
application for the Project-specific Assessment Approach (PSAA), in particular
subnational, national and regional entities; and

(© Creation of a partnerships and knowledge platform that would engage comparator PPFs,
subproject development facilities, bilateral donors and project developers and that
would seek to formalize feedback and learning loops from the PPF experience, and
enable peer learning particularly between DAEs.

8. To operationalize these enhancements and to continue the operation of the PPF into
GCF-2, a request for financial resources for the PPF for 2024 to 2027 is presented in this
document. This is based on an analysis of the financial resources needed for the PPF over the
GCF-2 period and on three utilization scenarios which are subject to the GCF-2 replenishment.

9. The proposed revision to the operating modalities and activities of the PPF represent an
evolution towards its greater relevance, efficiency and impact for countries and AEs.

II. Policy rationale

10. The PPF was established in 2015 by decision B.11/11 with the objective to provide
funding for the preparation of GCF funding proposals, especially those targeting small-scale
activities and DAEs. Decisions B.11/11 and B.13/21 set a maximum of USD 1.5 million for any
single PPF request, which can be accessed by AEs provided that the underlying concept note has
been reviewed and assessed against the investment criteria and relevant GCF policies and that
the countries involved provide a no-objection letter supporting the PPF request.

11. The operational guidelines for the PPF were developed by the Secretariat in response to
decision B.12/25 and endorsed through Board decision B.13/21. This decision initially allocated
to the PPF an amount of USD 40.0 million which was increased to USD 58.0 million via decision
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B.33/03 to cover the following project preparation activities with the aim of having a funding
proposal submitted to the Board within two years of approval of the PPF application:

(M Pre-feasibility and feasibility studies, and project design;

(i) Environmental, social and gender studies;

(iii) Risk assessments;

(iv) Identification of programme- and project-level indicators;

W) Pre-contract services, including revision of tender documents;

(vi) Advisory services and/or other services to financially structure a proposed
activity; and

(vii) Other project preparation activities, where necessary, and with sufficient
justification.

12. As at 30 April 2023, the PPF has committed USD 42 million (71 per cent) of its resources
to support these project preparation activities. Table 1 below shows a distribution of resources
provided for each category of eligible activities in approved PPF applications to date. In
summary, pre-feasibility, feasibility, project design and environmental, social and gender
studies form the majority (60 per cent) of PPF resources committed.

Table 1: Breakdown of committed Project Preparation Facility resources by eligible activity (as at
30 April 2023)

PPF eligible activity (in I‘?Sﬁ(::llil;;ion)
Pre-feasibility and feasibility studies, as well as project design 16.8 40%
Environmental, social and gender studies 7.9 19%
Other project preparation activities, where necessary, and with
sufficient justification 4.2 10%
Identification of programme and project-level indicators 3.1 7%
Risk assessments 2.1 5%
Advisory services and/or oth'er. services to develop financial 16 49%
structures for a proposed activity
Pre-contract services, including revision of tender documents 0.5 1%
Technical assistance related services 0.9 2%
Total activities 371 88%
Contingency, project management costs, and AE fees 4.9 12%
Total 42 100%

13. Various Board decisions have also encouraged the use of PPF for supporting or

accelerating project development for adaptation (decisions B.13/09 and B.33/13) and private
sector (decision B.32/06). Decision B.31/06 also expanded the eligibility to access PPF support
to entities applying under the PSAA pilot. A summary of other key Board decisions relating to
the PPF is presented in Annex V.
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14. To date, the PPF has resulted in the preparation of a total of 19 funding proposals
approved by the Board which represents USD 1.4 billion in approved GCF financing and USD 2.9
billion in co-financing. Out of these, 61 per cent of committed GCF funding is channelled via
DAEs, 74 per cent of which for SIDS, LDCs, and African States, and 20 per cent for micro- and
small-size projects.2 In addition, 14 funding proposals that were developed with PPF support
and which amount to USD 880.9 million in GCF financing and USD 2.0 billion in co-financing
have been submitted to the GCF Secretariat and are in different stages of review ahead of
presentation to the Board for approval. Further information on the PPF pipeline and portfolio is
available in document GCF/B.36/Inf.03 titled “Status of the GCF pipeline, including the status of
Project Preparation Facility requests”.

15. Drawing lessons learned from implementation of the PPF and following an analysis of
the GCF portfolio and pipeline, and consultations with stakeholders, the following challenges
have emerged which the enhanced PPF will aim to address in the course of GCF-2:

(a) The total number of DAEs with approved GCF funding proposals is low. To date,
only 28 out of the 72 DAEs (38 per cent) accredited to GCF have approved funding
proposals. In total, there are only 50 approved funding proposals from DAEs (23 per
cent of the portfolio of approved GCF projects) which correspond to just 20 per cent of
committed GCF finance. While a total of 55 DAEs have submitted at least one concept
note to the Secretariat, many of these are still in the process of review and revision;

(b) There is a need to increase private sector engagement as only 46 private sector
funding proposals (20 per cent of the portfolio) have been approved to date and only 16
(7 per cent of the portfolio) of these are from DAEs. From the consultations with the
private sector observers presented in annex IlI, it emerged that private sector AEs could
benefit from support in articulating and quantifying climate impact and hazards;
assessing viable business models for adaptation finance; and conducting in-depth
market studies and financial structuring for private sector proposals;

© There is a need for capacity-building, knowledge transfer and peer learning for
AEs, particularly DAEs, on matters relevant to project preparation. While it is expected
that DAEs with approved GCF funding proposals supported by PPF already have better
knowledge and capacity to develop subsequent proposals, there have been instances
where these DAEs have submitted proposals that still have not fully met the GCF
investment criteria. Indeed, building the capacity of DAEs to develop GCF funding
proposals is not only related to providing the resources or technical assistance, but
should also aim to increase their overall institutional understanding on structuring a
GCF funding proposal; and

(d) Lastly, AEs have stated that further work on enhancing access and operational
improvements is needed. Negotiation of grant agreements takes a median of 109 days
and this processing time delays the disbursement and implementation of preparatory
activities. The PPF process would also benefit from the digitalization of its processes as
this would introduce greater ease, efficiency and transparency in the PPF submissions of
AEs. This need to improve the speed and ease of access to PPF resources is noted in the
outcome of the rapid review of the PPF embedded in the Independent Evaluation of the

2 Decision B.13/21 indicates that the PPF should support project and programme preparation requests “especially for
projects in the micro-to-small size category". However, the decision is not restrictive to this category and it allows
PPF to support projects and programmes requested by AEs as long as the PPF request is accompanied by a no-
objection letter from the relevant country/ies NDA, irrespective of the project/programme size. To date, 39 (61 per
cent) approved PPF requests are targeting micro and small projects/programmes and 9 funding proposals have
already been approved by the Board.
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GCF Environmental and Social Safeguards and the Environmental and Social
Management System.3

16. The Secretariat has looked into the possibility that the cap of USD 1.5 million per PPF
request might have constrained the submission of multi-country proposals especially
from DAEs. To date, only 11 AEs have received support from the PPF in developing multi-
country proposals. Of these, seven are IAEs which usually have the available resources to co-
finance project preparation costs and often focus on medium to large-scale activities.# The
Secretariat’s experience suggests that regional programmes are more complex and expensive to
prepare due to, among other factors, broader project areas, diversity in jurisdictions and
regulations, and broader landscape of institutions involved. Costs and complexity are also
affected by the region where the project is being prepared. For example, project preparation
activities in SIDS are often carried out in remote outlying islands and can entail a higher cost for
development of the funding proposal.

17. Some of the stakeholders consulted note that the preparation of regional or multi-
country programmes could be constrained by the current PPF cap. Meaningful suggestions
emerged from the consultations to overcome potential issues of insufficient PPF resources for
multi-country projects including the need to identify a set of principles such as direct access,
number of countries involved in the project preparation, among other factors that, when taken
into account, would form a justification to expand the current PPF cap above the USD 1.5 million
threshold. This paper, however, does not propose in the draft decision a change to the USD 1.5
million cap per PPF request, as the available data and evidence analysed did not point to the fact
that the current cap has so far been a constraint in the use of PPF. The average PPF requested
amount is approximately USD 650,000, or for multi-country proposals, is approximately

USD 800,000, which is below the USD 1.5 million cap. On balance, maintaining the current cap of
USD 1.5 million may incentivise AEs, particularly [AEs, to mobilize co-financing and cost-sharing
for project preparation.

18. While GCF will seek to ensure that projects and programmes supported by the PPF are
expeditiously reviewed by the Secretariat and the independent Technical Advisory Panel (iTAP),
and ultimately approved by the Board,> as a measure of success, GCF will also look at qualitative
aspects through a review of the PPF (see Section V). The review will consider the capacity
transferred to DAEs to develop quality and transformational funding proposals while ensuring
that GCF does not commit its resources to projects that are found to be unfeasible.

2.1 Vision for the Project Preparation Facility in the second
replenishment period of GCF

19. The Secretariat articulates in this paper the PPF’s objectives and vision across GCF-2
building on the existing core mandate to serve countries and AEs in developing investment-
ready funding proposals:

(a) Enhance access to climate finance by DAEs, especially for locally-led action:
Consistent with its mandate, the PPF will actively target DAEs and alleviate financial and
technical resource gaps hindering project preparation as noted in the DAE Action Plan
that was presented to the Board at its twenty-ninth meeting (GCF/B.29/Inf.07).6 This

3 Independent evaluation of the Green Climate Fund Environmental and Social Safeguards and the Environmental and
Social Management System, available at https://ieu.greenclimate.fund/evaluation/ess2020

4 At least 25 proposals that the PPF has been supporting focus on medium to large-scale activities. Out of these, 13
(52 per cent) are from IAEs of which 6 target multiple countries.

51In 2022, 8 out of 19 of the approved funding proposals were developed with support from the PPF.

6 GCF/B.29/Inf.07: Report on the activities of the Secretariat - Annex I: Unlocking the Potential of DAEs for Climate
Action: “DAE Action Plan”, available at https://www.greenclimate.fund/document/gcf-b29-inf07
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(b)

(4

includes support to DAEs in addressing design issues that could be related, among other
factors, to financial or economic viability; compliance with GCF policies and standards;
completeness of funding proposal, and framing proposals in a way that emphasizes
innovation and transformational impact. PPF engages with DAEs to enhance pipeline
and project development and expedite project preparation. PPF intends to prioritize
support to newly accredited DAEs and DAEs that have not yet accessed GCF funding.
Through faster access, PPF can better support enhancing direct access and locally led
action and interventions that support early warning systems, and enable countries to
present investment-ready proposals for GCF consideration faster;

Maximize transformational impact and innovation: PPF supports countries in
evaluating and structuring projects that aim to deliver maximum climate benefits while
reducing risks, such as risk of maladaptation or of unclear sustainability. Positioning
PPF as a front-line innovation and risk-mitigation tool for enhancing access for countries
and AEs, GCF can ensure that opportunities for impact and innovation are fully assessed
and utilized. In cases where technical, financial and operational risks are identified
during project feasibility assessment, and that may undermine the benefits that the
country can expect from the project, PPF support can be applied to adjust those
activities and reduce or mitigate risks. PPF can commit resources for feasibility studies
and absorb the risk of projects being found to be technically unfeasible. PPF has indeed
supported projects where activities were reconsidered or restructured during the
design phase to build alignment with the GCF investment criteria;

Encourage private sector engagement: PPF can accelerate the development of private
sector projects and in doing so enhance the private sector’s contribution to countries in
implementing nationally determined contributions (NDCs), national adaptation plans
(NAPs), and long-term climate strategies. PPF can support AEs, particularly DAEs, to
articulate and quantify climate impact and hazards; assess viable business models for
adaptation finance; and conduct in-depth market studies and financial structuring for
private sector proposals. PPF can also extend support for establishment of greenfield
financial institutions, public-private partnerships, and new asset classes in climate
finance. PPF can be deployed to prepare private sector projects under the PSAA pilot
over the course of GCF-2;

Support crowding-in of investment at scale via programmes: PPF can help countries
establish climate investment platforms, green banks and regional programmes that
build synergies across climate investments. The PPF can target support to investment-
enabling platforms, particularly in areas of blue economy, issuance of green bonds,
resilient infrastructure, and local investment vehicles with a sectoral orientation, such
as in water, health, sanitation, etc. For example, the PPF has supported the creation of
programmes such as the Great Green Wall Regional Support programme in 13 countries
in sub-Saharan Africa with the International Fund for Agricultural Development as the
AE,” the Blue Halo in Indonesia with Conservation International as AE,8 and the Green
and Resilience Debt Platform in Africa with the European Investment Bank as AE.? The
PPF can therefore help countries to realize economies of scale in projects; encourage
fund mobilization and innovation; and build partnerships via regional cooperation; and

7 PPF038: IGREENFIN project and GCF Umbrella Program for the Great Green Wall Initiative, available at
https://www.greenclimate.fund/document/igreenfin-project-and-gcf-umbrella-program-great-green-wallinitiative

8 PPF055: Blue Halo S - Blue Ecosystem Adaptation Mechanism (BEAM), available at
https://www.greenclimate.fund/document/blue-halo-s-blue-ecosystem-adaptation-mechanism-beam-0

9 PPF061: Green and Resilient Debt Platform for Africa and LDCs, available at
https://www.greenclimate.fund/document/green-and-resilient-debt-platform-africa-and-ldcs
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(e) Operationalize policies and priorities adopted by the Board, via coordinated
delivery of the Readiness Programme and PPF support for priority initiatives, themes or
sectors. For example, PPF seeks to balance development of adaptation and cross-cutting
projects; increase projects in Africa, SIDS and LDCs; and increase the representation of
DAEs in the GCF portfolio. PPF has also sought to help new DAEs to access technical
assistance and PPF support to develop their first projects for GCF. PPF has also provided
technical assistance to entities looking to ensure compliance with Board policies such as
on sexual exploitation, abuse and harassment provisions at the project level. Working in
close collaboration and in sequence with Readiness Programme support, PPF can help
AEs translate country-driven investment strategies into projects ready for GCF. For
example, PPF is actively engaging with AEs targeting underserved sectors such as
ecosystems, health, climate information and early warning systems to bring strong
proposals in these areas during GCF-2. Finally, the PPF can expeditiously deploy
technical assistance that fits the needs of low-risk interventions such as those projects
and programmes submitted under the simplified approval process (SAP). In addition,
PPF can maximize synergies with other climate funds, seeking to scale up successful
projects and programmes, thereby enhancing complementarity and coherence between
climate funds.

20. The PPF remains central to GCF’s support to countries in developing transformative and
innovative projects that help fulfil their commitments under the Paris Agreement and the
pursuit of pathways for low-emission and climate resilient development. PPF’s value
proposition is further articulated in the form of a theory of change statement as follows:

IF project preparation support  THEN accredited entities BECAUSE accredited entities will
) is available to accredited will be better equipped to have the requisite financial and
g entities, particularly direct develop projects and technical resources to prepare
EFe access entities, through programmes to translate projects and programmes that
S 5 efficient and accessible PPF country NDCs, NAPs, LTS and lead to and catalyse innovative,
? E-’ modalities that advance the other climate priorities into transformational public and
2 g objective of developing investments that promote private sector-led mitigation and
: country-owned and country- paradigm shift and advance adaptation investments ready to
& driven climate investment implementation of the Paris  access funding from GCF

projects and programmes Agreement goals

2.2 Complementarity between Project Preparation Facility and revised
Readiness and Preparatory Support Programme strategy

21. The Board has taken a number of decisions delineating the respective mandates and
responsibilities of the Readiness Programme and PPF. Consistent with the Board decisions, the
Readiness Programme is accessed by the NDAs requesting support for institutional capacity
development, and to a certain extent the development of concept notes. The PPF, to be accessed
by AEs with support from the NDAs, has supported the subsequent project development. Both
the implementation of these two programmes and the preparation of the Readiness Programme
and PPF proposals being submitted to B.36 have been closely coordinated with a view to
facilitating the preparation of effective projects and programmes from conceptual inception to
development, implementation and evaluation. The current review of the Readiness Programme
strategy and updated PPF modalities involves an attempt to communicate more clearly what is
provided by the Readiness Programme and what is provided by PPF, enhancing the
complementarity between the programmes.
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22. The PPF seeks to be complementary to the Readiness Programme and works to extend

the support provided for NAP, NDC, long-term climate strategy implementation and climate
investment planning into the subsequent phase of funding proposal development. PPF works in
conjunction with the Readiness Programme to help NDAs and AEs generate distinct investment-
ready proposals for funding commitment by GCF and co-financiers and for Board consideration
as swiftly as possible.

23. The support provided by the PPF in the GCF Climate Investment Planning Framework is
encapsulated in step 5 in the diagram below.

Figure 1: Role of the Project Preparation Facility in the Climate Investment Planning Framework
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24. The PPF provides a distinct mechanism to help transition from investment planning

supported by the Readiness Programme into pipeline development and implementation. Per
Board guidelines operationalizing the PPF, support is focused on the preparation of funding
proposals, with an emphasis on completeness of the proposals and compliance with the GCF
investment criteria, Board approved policies, AE accreditation scope, fiduciary capacity, and
other considerations. It is important to note that while PPF does not support the
implementation of funding proposals after Board approval, the preparation of funding
proposals is expected to include robust implementation plans, logical frameworks, and
monitoring and evaluation mechanisms operative across the project lifetime. As such, PPF
ostensibly funds the establishment of sound project-level implementation arrangements.

25. The Readiness Programme and PPF provide a continuum of support to NDAs and AEs.
Activities supported by PPF and the Readiness Programme are typically non-overlapping,
however PPF may in some cases fund capacity-building, investment planning frameworks and
sub-project development as part of a funding proposal’s activities. This paper and the revised
Readiness Programme strategy to be presented to the Board at B.36 have been developed in
close collaboration with an effort made by the Secretariat to maximize synergies and offer NDAs
and AEs greater ease of access to both funding sources with clarity on the distinctions and
transitions between the two modalities.

26. Consultations undertaken with AEs and NDAs also indicate a need for greater
coordination and synergies between the PPF and Readiness Programme. Going forward, PPF
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and the Readiness Programme will better coordinate support given to NDAs and AEs for
pipeline planning and investment. For example, the revised Readiness Programme strategy
proposes a new DAE modality as a complementary mechanism from readiness to DAE support
and to PPF, which includes in-house institutional capacity strengthening for DAEs, and support
for discrete deliverables during origination as well as planning for project preparation. PPF will
also seek to leverage the outputs of the Readiness Programme in funding proposal development,
such that country-level climate analysis, sectoral analysis, or other outputs are integrated into
PPF support for funding proposal development. PPF and the Readiness Programme will also
engage with AEs to ensure synergies are maximized in the Readiness Programme and PPF
proposals are implemented concurrently.

III. Review of activities and modalities

27. While the PPF has not been comprehensively reviewed by the Independent Evaluation
Unit (IEU) on a stand-alone basis, various reports have commented on the relevance, efficiency
and effectiveness of the PPF. These are summarized in annex IV. The IEU’s Independent
Evaluation of GCF’s Environmental and Social Safeguards and the Environmental and Social
Management System undertaken in 2020, which included a rapid review of the PPF, observed
that the PPF contributes to environmental, social and gender assessments and preparation of
funding proposals. The report, however, found that the speed and ease of access needed to be
improved.

28. Reflections on PPF in various other evaluation reports stress the need for streamlined
approval and faster speed of deployment of PPF funding; greater awareness by NDAs and AEs of
the PPF modalities; clearer synergies with the Readiness Programme; and need to provide
targeted and strengthened support to private sector entities, DAEs, and projects in LDCs and
SIDS. Stakeholders interviewed by IEU recognized that the PPF is an important tool for project
preparation but were critical of the slow speed and uptake of PPF in its initial phases, and
emphasized the need for greater accessibility for, and faster approval of, funding proposals.

29. In response to the above observations and reflecting on its own experience with
administering the PPF, the Secretariat has made several efforts since inception of the PPF in
2015 to refine the related modalities and improve agility and responsiveness to the needs of
NDAs and AEs. Key steps taken are highlighted below.

(a) Simplified PPF modality: To support AEs and facilitate more efficient access and
deployment of the PPF resources, the simplified PPF funding modality was introduced
by GCF in 2020. Under this modality, AEs requesting up to USD 300,000 from the PPF
are eligible for the simplified PPF funding modality with reduced requirements and
shorter template documents leading to quicker preparation of applications and approval
of grants from GCF;

(b) PPF service modality: Until mid-2020, PPF had only provided direct grants to AEs for
project preparation activities. This involved transaction costs of time and resources
needed for entering into grant agreements, disbursements and reporting on financial
and other aspects of the grant agreements. Some DAEs found procurement of qualified
consultants, particularly local consultants, to be a challenge leading to unsuccessful bids
for services. To address these concerns, the PPF service modality was introduced by GCF
in 2020 offering project preparation services to AEs through a non-exclusive roster of
independent international consultancy firms procured and managed by GCF. This
eliminated the need for grant agreements and procurement of consultants by the AE and
significantly reduced the time taken to launch preparation activities. The PPF service
modality represents over half the number of PPF requests received in 2023 with
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average processing time halved as a result of the roster and faster turnaround time for
funding proposal submission to the Secretariat;

© PPF technical assistance (TA): TA has also been made available to AEs starting in 2021
for short-term assignments needed to improve limited aspects of funding proposal
analysis and documentation. A total of 11 TA assignments have been undertaken by the
PPF roster of consultants and have deployed ‘last mile support’ before projects. Of the
11 proposals supported, 3 have already been approved by the Board. TA support has
proven to be successful, albeit with some initial issues relating to cooperative
arrangements between AEs and service provider resulting in cost or time extensions.
These are expected to be resolved with time as the PPF roster of consultants will gain
familiarity with GCF and its requirements. GCF is also supporting AEs to develop
detailed terms of reference to ensure their requirements are met in an efficient manner
by the TA consultants;

(@ Service standards and streamlined approvals: PPF has also made efforts to
streamline the review, approval and deployment of its resources. The Secretariat
adopted key performance indicators with a target of 80 per cent of PPF requests being
reviewed within 21 days of receipt of applications. Standard operating procedures for
the PPF have also been developed to fast-track processing and approval and streamline
its internal approval process. To address delays during implementation of PPF grants,
GCF is also exploring ways to streamline processing of change requests, cost and no-cost
extensions, and revisions to the scope of PPF deliverables. In addition, PPF is producing
template interim and completion reports to better track quality of deliverables of PPF
service;

(e) Guidance documentation: The Secretariat has also made efforts to provide AEs with
clearer guidance on the PPF mandate and access modalities with a view to complement
the guidance on preparation of high-quality funding proposals contained in the GCF
programming and appraisal manuals. In addition to PPF guidelines, GCF has also
developed template guidance on how to prepare PPF applications, no-objection letters,
confirmation of services letters, change requests, and progress, completion and financial
audit reports. In addition, all approved PPF applications are available on the GCF
website with detailed terms of reference available for review; and

) Expanded outreach to NDAs and AEs: The Secretariat has also worked to increase the
awareness of the PPF by stakeholders and make its resources more accessible. The PPF
guidelines were published in March 2019, updated in October 2020, and made available
in Arabic, English, French and Spanish. In addition, infographics and explainer videos
have been developed, while dedicated PPF webinars and sessions are included in GCF
events, country missions and regional programming dialogues to expand outreach and
recognition.

3.1 Updated activities eligible for the Project Preparation Facility

30. A broad range of core activities for funding proposal development are defined as eligible
for PPF funding. Undefined activities that may be specific to the project or programme are
captured under the broad heading of ‘other project preparation activities’.

31 As per its Operating Guidelines, PPF does not support costs associated with the normal
responsibility of an AE and/or government staff beyond those associated with the project;
project start-up costs, demonstration and pilot projects; capital goods not directly related to the
project; country level-interventions, policies, studies and general capacity-building that can be
supported by the GCF Readiness Programme, and the purchase of vehicles by the AE. The
Secretariat has considered the ineligible activities and assessed these to be valuable in limiting



GREEN GCF/B.36/05
CLIMATE Page 11
FUND

the use of PPF resources in activities that are better suited for Readiness Programme support,
or for consideration as part of funded activities in funding proposals. In other cases, the
ineligible activities limit the inappropriate use of PPF resources for assets or purchases that are
unrelated to project preparation. As such, the Secretariat is not proposing any change to these
ineligible activities.

32. Consistent with the Board'’s request in decision B.33/03 for GCF to revise the list of
activities supported by the PPF, it is recommended to expand these to include the following as
distinct activities:

(M Development of stakeholder engagement plans;
(if) Assessment of climate impact potential for mitigation and adaptation activities;
and

(iii) Activities consistent with paragraphs 72 and 73 of the GCF Indigenous Peoples
Policy.10

33. While these activities are already supported by PPF, they are considered ‘other project
preparation activities’ or fall under the category of ‘risk assessments’. Defining these within the
list of eligible activities would benefit the planning and budgeting process for AEs when
submitting PPF applications and the monitoring of results by the Secretariat. In the case of (iii)
above, it would also allow the PPF to support activities mandated by GCF policies that have
taken effect after the initial decision to establish the PPF at B.13.

34. During consultations with NDAs, AEs and AOs, the Secretariat did not find sufficient
demand for extension of PPF support to other project preparation activities or sufficient
justification to increase USD 1.5 million funding amounts made available to AEs on a per project
basis as explained in Section II. From the Secretariat’s assessment of its PPF pipeline and
portfolio, there appears to be insufficient justification for a significant expansion of the PPF’s
eligible activities or per project funding at this stage. The Secretariat will continue to
periodically review and take into account the demand from AEs and countries for greater or
more varied support from the PPF.

3.2 Incorporation of project-specific assessment approach modalities in
the Project Preparation Facility

35. The PSAA pilot was approved through updates to the accreditation framework of the
GCF, via decision B.31/06. The Board decided that the PPF can support project and programme
preparation requests from entities not yet accredited to GCF, in particular subnational, national
and regional entities, which have submitted a complete application for the project-specific
assessment approach (PSAA), and that the provisions of decision B.13/21 shall apply mutatis
mutandis to such entities.

36. This paper and the attached annex I therefore propose to fully integrate the PSAA
modalities into the PPF operations. PPF and accreditation teams are currently developing
standard operating procedures to operationalize PPF support under the PSAA. The PPF
projections and key performance indicators include the expectations of entities seeking PPF
support for up to five projects annually across GCF-2 under the PSAA framework.

3.3 Creation of a partnerships and knowledge platform for climate
project development

10 GCF Indigenous People’s Policy, available at https://www.greenclimate.fund/document/gcf-b29-inf07
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37. Consultations with AEs, NDAs and AOs highlighted that stakeholders could benefit from

knowledge transfer on design of transformational funding proposals. Towards that end, this
paper proposes to establish a platform to build partnerships with, and leverage learning from,
among others, DAEs and project preparation funding providers. The platform would engage
DAEs in particular, assess lessons learned and develop tools to help inform project
development.

38. The partnerships and knowledge platform would be a new initiative of the PPF and
would have four key features:

(a) Provide a forum to convene AEs to exchange experiences and lessons on project
development for GCF. This would place a particular focus on peer learning among DAEs,
as well as IAEs and DAEs. The platform could support a combination of in-person
exchange through conferences and trainings, with a virtual platform for housing and
sharing practical resources;

(b) Leverage existing and cultivate new partnerships with PPFs of multilateral development
banks, bilateral donors, public and private funds, and focus in particular on engaging
sub-project development facilities. This would also allow GCF to form a community of
practice with other climate funds and PPFs.11 The objectives of this engagement would
be to learn from and inform other PPFs on best practices in climate project
development, identify gaps GCF can fill and guide their development of climate finance
projects (embedding appropriate climate methodologies and parameters) to benefit
countries and, in particular, national and regional DAEs;

© Serve as a platform to convene PPF providers and to better link project funds with AEs
as project developers. This role would be oriented towards DAEs and enhance their
access to co-finance. The platform would coordinate with PPF instruments of, for
example, the Adaptation Fund, Global Environment Facility, United Nations Convention
to Combat Desertification, or bilateral donors, such as the United States Agency for
International Development. The objective would be to ensure that complementarity and
coherence between co-finance sources is maximized and that possible synergies are
realized for project preparation; and

) Develop and disseminate knowledge products, such as technical briefs, working papers,
and sectoral PPF project lessons, in collaboration with AEs, NDAs, and comparator
facilities. The objective would be to ensure that knowledge gained from PPF deployment
is accessible for future proposal development and informs quality-at-entry. This
knowledge would also inform the Secretariat’s evolution of sample documentation to aid
AEs in project development.

39. The partnerships and knowledge platform would enable GCF to respond to concerns
expressed by some DAEs during the consultations that GCF support for pipeline development
and institutional knowledge-building may be fragmented and in need of feedback loops on best
practices. By transferring lessons across regions, entities and projects, the platform will help to
strengthen institutional capacities by aggregating lessons from implementation of the PPF and
review of projects, as well as related DAE support activities through the Readiness Programme.
The platform will enhance access to GCF for DAEs that are currently underserved in GCF
programming and whose utilization of the PPF is hampered by lack of awareness of PPF
modalities. Finally, the platform would aim to assist new DAEs, and others seeking GCF support
under the PSAA framework, to access both the Readiness Programme and PPF in an efficient
manner.

11 For example, the Project Preparation Facilities Network that supports infrastructure project development in Africa.
GCF AEs, including Development Bank of Southern Africa, Inter-American Development Bank, International
Finance Corporation and others operate sector or region-specific PPF facilities.
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40. The partnerships and knowledge platform would be an additional service funded
through the PPF resource allocation. It would link knowledge and learning arising from both
project conceptualization activities supported by the Readiness Programme and project
development activities supported by PPF.

3.4 Enhancing efficiency and operational improvements

41, Since its establishment in 2015 and the adoption of the PPF Operational Guidelines in
2016, the PPF has endeavoured to operate as a lean and fit-for-purpose facility. Operational
improvements have been made, as noted above, that have led to an increase in the number of
PPFs; number of AEs and DAEs supported by the PPF; streamlined approvals; and significantly
reduced timelines for deployment of PPF support. Additional measures expected to lead to
efficiency gains and benefit AEs seeking rapid access to project preparation resources are
proposed below:

(@) Expansion of the roster of consultant firms for PPF service and technical
assistance: GCF has retained eight consulting firms to support AEs via the PPF service
modality, of which three provide TA. The roster has proven to be valuable to both PPF
and the Readiness Programme for upstream project development. Working with the
Division of Support Services (DSS) and in compliance with the GCF Procurement Policy,
the PPF will (i) review the roster’s competitiveness and allow other interested project
development advisory firms to participate; and (ii) expand the roster to include firms
with specific competencies, particularly private sector, financial and legal expertise;

(b) Adoption of online submission and review of PPF applications: GCF information
technology platforms for funding proposal submission, review, and portfolio reporting
have evolved significantly and these improvements can also deliver results in processing
efficiency, transparency, and documenting results of PPF. In 2023, PPF aims to shift from
manual to online submission of PPF applications and implementation reports. The GCF
Project Review and Tracking Platform which has been in use since 2020 would also be
adopted for the Secretariat’s interdivisional review of PPF applications and providing
feedback to AEs. The objective would be to provide AEs greater ease, efficiency and
transparency in their PPF submissions;

© Streamlining grant agreements and administration processes for PPF funding:
Once approved, PPF grants are operationalized via one of three routes: (i) bilateral grant
agreements between GCF and the AE; (ii) grant agreements between the AE and a grant
services administration provider procured by GCF; or (iii) under a Framework
Readiness and Preparatory Support Grant Agreement entered into between GCF and the
relevant AE that also serves as a delivery partner for the Readiness Programme. In the
case of grant agreements entered into with GCF or the grant services administration
provider, AEs have expressed concern about the length of time taken to negotiate and
finalize the agreements. The Secretariat will engage in a review of its PPF templates and
relevant policy framework, and will seek to streamline and reduce the complexity of the
documentation and process, where possible.!2 The objective of the exercise would be to
reduce the time taken between PPF grant approval by GCF and grant disbursement to
the AE, and further simplify related administrative steps;

12 It is important to note that the time required to negotiate and execute grant agreements is not driven solely by the
form of the template or the GCF process. The application of the GCF Policy Framework, or, more appropriately, a
request from AEs to disapply the relevant GCF policies, is a significant factor where there are delays in concluding
agreements. In addition, a cause of delays in executing grant agreements is often the status of the AE’s
accreditation master agreement (AMA) with GCF. Lapsed AMAs or delays in negotiating and executing AMAs can
cause delays in the PPF process, as PPF requires the AE to have an executed AMA in order to receive PPF funds. AEs
are able to continue to implement active grants while AMAs are being prepared for renewal.
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(@) Development of template terms of reference: While the PPF guidelines, developed in

2020, advise AEs on how to draft a PPF request and all approved PPF applications are
published on the GCF website, template terms of reference would be beneficial for AEs
in developing PPF requests to GCF. Detailed terms of reference for feasibility
assessments can be created, drawing on GCF sectoral guidance documents, GCF project
preparation guidance documents (e.g. simplified approval process funding proposal
guidelines, the Programming Manual, Appraisal Guidance, integrated results
management framework handbook, etc.). The template terms of reference would
supplement other guidance generated by GCF and be available as reference for AEs to
adopt as relevant to their project preparation needs; and

(e) Enhanced reporting on PPF results and outcomes: GCF currently publishes all PPF
applications on its website. The Secretariat is now working to increase the visibility of
the PPF’s activities under implementation by developing dashboards that will be
published online, indicating PPF-supported funding proposals approved by the Board,
their thematic and regional orientation, and DAE participation. GCF will continue to
report on PPF activities and funding at each board meeting.

IV. Budgetary and resource implications

42. By decision B.13/21, the Board allocated USD 40.0 million for the initial phase of the
PPF. An additional allocation of USD 18.0 million was approved by the Board through decision
B.33/03. Table 2 below shows the status of the utilization of PPF resources as at 30 April 2023.

Table 2. Status of funding for commitments under the Project Preparation
Facility as at 30 April 2023

Items Total (USD million)
Project Preparation Facility (PPF) allocation (a) 58.0
Approved PPF funding and service requests (b) 411
Approved PPF technical assistance requests (c) 0.9
Total (e) = (b) + (c) 42.0
Remaining balance (f) = (a) - (e) 16.0
43, Taking into consideration the current pipeline of PPF requests (33 active requests worth

USD 17.5 million in total), the Secretariat projects that the remaining commitment authority for
PPF may be exhausted by the end of the GCF-1 programming period.

44, Demand for the PPF, and in turn the resources that will be needed by the PPF during the
GCF-2 programming period, will be linked to both the scale of GCF-2 programming and the
specific programming directions adopted by the Board through the GCF updated Strategic Plan.
Table 3 below sets out three possible scenarios based on ‘flat’, ‘expected’ and ‘high’ utilizations
of PPF resources and which follows an assumption that the resources available during the GCF-
2 period will be comparable to the GCF-1 period.

45, The ‘flat’ scenario represents an assumption that at least 50 per cent of funding
proposals approved during GCF-2 would be funded by PPF. A further increase in PPF utilization
in the ‘expected’ and ‘high’ scenarios could be driven by either: (a) larger annual programming
volumes; or (b) specific programming directions that would require enhanced PPF support,
such as an emphasis on funding proposals from newly accredited DAEs or a focus on
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programming areas where the pipeline is currently underrepresented. This estimation takes
into account:

(a)

(b)

G]

(d)

The anticipated PPF funding and service requests from AEs in a span of four years based
on the number of PPF funding/service requests approved in the year-to-date, covering
the period from 1 May 2022 to 30 April 2023 (an estimated 16 requests per year and
applying a 5 per cent inflationary increase every year to the average amount of USD
650,000 per PPF funding/service request);

Additional PPF funding and service requests anticipated from the implementation of
PSAA (an estimated five requests per year which will be flat throughout the four years
as per decision B.31/06, for a total of 20 requests, and applying a 5 per cent inflationary
increase every year to the average amount of USD 650,000 per PPF funding/service
request);

An estimated request for PPF TA in a span of four years based on the year-to-date
number of PPF TA requests approved, mainly from DAEs (an estimated 10 requests per
year and applying a 5 per cent inflationary increase every year to the average amount of
USD 80,000 per PPF TA request); and

The estimated cost of operationalizing the proposed partnerships and knowledge
platform, for a total amount of USD 2.5 million over the four years of GCF-2.

Table 3. Estimate of Project Preparation Facility resources needed for GCF-2*

e . Expected utilization High utilization
Flat utilization . .
Items . 15 per cent increase 25 per cent increase
no increase
every year every year
PPF funding and service requests
expected to be received from AEs 47.1 68.1 859
PPF funding and service requests for 14.7 14.7 14.7
PSAA proposals
PPF technical assistance requests 3.2 5.2 6.6
Total anticipated commitments 65.0 88.1 107.2
Partnerships and knowledge platform 2.5 2.5 2.5
Grand total 67.5 90.6 109.7
*All figures are rounded up to the nearest USD 100,000
46. The three utilization scenarios presented above follow these assumptions:

(a) Flat utilization (USD 67.5 million):

(@ There is no yearly increase from the baseline of 16 approved PPF funding and
service requests from AEs per year;

(ii) The number of approved PPF funding and service requests from PSAA entities
will remain at five requests per year; and

(iii) There is no yearly increase from the baseline of 10 PPF TA requests per year;

(b) Expected utilization (USD 90.6 million):

(i) The number of approved PPF funding and service requests from AEs increases
by 15 per cent every year from the baseline of 16 approved per year;

(i) The number of approved PPF funding and service requests from PSAA entities
will remain at five requests per year; and
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(iii) The number of approved PPF TA requests increases by 15 per cent every year

from the baseline of 10 approved requests per year; and
(© High utilization (USD 109.7 million):

(M The number of approved PPF funding and service requests from AEs increases
by 25 per cent every year from the baseline of 16 approved requests per year;

(ii) The number of approved PPF funding and service requests from PSAA entities
will remain at five requests per year; and

(iii) The number of approved PPF TA requests increases by 25 per cent every year
from the baseline of 10 approved requests per year.

47. The draft Board decision in Annex I proposes allocating PPF resources for GCF-2 based
on an expected utilization scenario of 15 per cent annual growth, amounting to USD 90.6
million.

48. The Secretariat also took into consideration a number of variables which could have
impacted the calculation of the projections. This includes the coronavirus disease 2019 (COVID-
19) which possibly slowed down the preparation of GCF projects during the past two years as
evident from the 25 per cent decrease in the number of approved PPF requests as compared to
the previous year. On the other hand, the full operationalization of the PPF service and TA
modalities resulted in a 78 per cent increase in the approved PPF requests from 2022 to 2023 as
compared to the previous year. However, it should be noted that data for the PPF pipeline and
portfolio are limited to only six years and, considering the externalities, it is difficult to
determine a reliable average annual trend that would inform the projections.

49, While the available trends and data might not fully reflect the future of the PPF pipeline,
the Secretariat still gauges that, given the current year-to-date trend of the demand for PPF, it
would be realistic to consider a potential increase in approved PPF requests of at least 15 per
cent a year and suggests this as the scenario on which additional resources for the PPF should
be based for the GCF-2 programming period. The Secretariat also expects the Board’s emphasis
on programming from newly accredited DAEs to drive an increase in PPF requests.

50. The Secretariat notes that the need for enhanced PPF delivery capacity will be driven by
a range of factors including: the projected increase in demand for the PPF; the broader scope of
support offered encompassing an expanded roster of firms as well as partnership building and
learning; enhancing outreach to DAEs and private sector entities to support project formulation;
and the growth and maturity of the PPF portfolio, requiring oversight and monitoring.
Following the GCF-2 replenishment, the Secretariat will prepare an updated capability review to
comprehensively assess the capacity needed to deliver GCF programmes over the 2024-2027
period, while also examining potential synergies and efficiencies.

51. It is worth noting that the Secretariat would also need to monitor reimbursements and
re-flows which would replenish the PPF. Pursuant to decision B.13/21, support for PPF requests
is in the form of grants and repayable grants, and equity may also be considered for private
sector projects. The PPF Operational Guidelines encourage grants to be reimbursed where
projects generate revenues during implementation. Through grant agreements and side letters,
private sector AEs have agreed to off-set PPF costs vis-a-vis project expenses or convert PPF
funding into equity as part of the financial structure of the project. However, as of date, there
has been no re-flow to the PPF as relevant projects are still in early stages of development.

V. Implementation arrangements and effectiveness

52. Following the Board'’s decision, the Secretariat will revise the PPF guidelines to reflect
the changes in PPF modalities and activities with the aim of publishing these as soon as possible.
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Templates and related guidance notes will also be updated as needed to assist AEs with PPF
applications.

53 The revised modalities and activities and the funding request may become effective
upon adoption of the decision text proposed in annex L.

VI. Monitoring and review

54. The Secretariat will regularly review the progress of implementation of the PPF and will
report to the Board on that progress periodically through the report to the Board on Secretariat
activities and the status of the GCF pipeline, including the status of the PPF. In particular it will
report:

(a) The PPF requests received during the reporting period; and
(b) The PPF requests approved and under implementation.
55. An independent review of the PPF will be carried out at the end of the GCF-2

programming cycle and integrated in the GCF policy review cycle with the goal to assess its
impact, relevance, efficiency and effectiveness and inform any further changes to the PPF
activities and modalities for future programming periods.

56. On the basis of the review, the Secretariat will present to the Board a further revision of
the modalities of the PPF and the resources needed for its implementation following the second
replenishment period of GCF.

VII. Recommended action by the Board

57. The Secretariat proposes that the Board considers the draft decision in annex I.
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Annex I: Draft decision of the Board
The Board, having considered document GCF/B.36/05 titled “Project Preparation
Facility: revised operating modalities, activities and funding”:

(a) Endorses the Project Preparation Facility revised modalities and activities as set out in
Annex II;

) Approves an amount of ninety million and six hundred thousand U.S. dollars (USD 90.6
million) to be made available for the implementation of the Project Preparation Facility;

(© Requests the Secretariat to update the operational guidelines for the Project Preparation
Facility to be consistent with the revised modalities and activities set out in Annex II;
and

(@ Decides to allocate an amount of two million and five hundred thousand U.S. dollars

(USD 2.5 million) of the Project Preparation Facility resources for 2024-2027 for the
establishment of a partnerships and knowledge platform as per the revised modalities of
the Project Preparation Facility indicated in Annex II.
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Annex II: Project Preparation Facility revised modalities and activities

1.1 Objective

1. The Project Preparation Facility (PPF) will support project and programme preparation
with a view to enhancing access to GCF resources and the balance and diversity of the GCF
project pipeline and increase the quality of transformational projects and programmes that fit
the vision and mandate of GCF.

1.2  Activities

2. The PPF will support the following activities:
(@ Pre-feasibility and feasibility studies, and project design;
(ii) Environmental, social, gender and indigenous peoples studies;
(iii) Development of stakeholder engagement plan;
(iv) Risk assessments;
W) Assessment of climate impact potential for mitigation and adaptation activities;
i) Identification of programme- and project-level indicators;
(vii) Pre-contract services, including the revision of tender documents;

(i)  Advisory services and/or other services to financially structure a proposed
activity; and

(ix) Other project preparation activities, where necessary, and with sufficient
justification.

1.3 Partnerships and knowledge platform for climate project
development

3. The Secretariat will develop a partnerships and knowledge platform specifically to
support the needs of the accredited entities (AEs), particularly direct access entities (DAEs), in
preparing funding proposals and transferring knowledge and know-how among countries,
national and regional DAEs and providers of project development support. Specifically, the PPF
partnerships and knowledge platform will:

(a) Provide a forum for peer learning between DAESs, as well as among international
accredited entities and DAEs, related to GCF project development;

(b) Leverage existing and cultivate new partnerships with existing project preparation
mechanisms from multilateral and bilateral institutions, climate funds and other private
actors to learn and ensure a coordinated approach in supporting the preparation of
funding proposals from DAEs;

(© Serve as a platform to convene and pool preparation funding from multiple providers
and to better link project funds with resources of AEs and needs during the project
preparation development stage, with the end objective of enhancing efficiency in the use
of project preparation resources from multiple sources of funds; and
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) Generate and share knowledge products, such as technical briefs, working papers, and

sectoral PPF project review, to ensure that knowledge gained from PPF projects is
accessible for future proposal development and inform AEs on the expected quality-at-
entry. This will include principles on PPF support for the development of private sector
funding proposals.

4. The Secretariat will ensure that the support of the PPF is coordinated in all stages of the
GCF project and programme activity cycle!3 with the Readiness and Preparatory Support
Programme (Readiness Programme) (decision B.36/XX) (pending publication), noting that PPF
support to the AEs targets mainly the development of a project or programme which has
reached the funding proposal stage.1 Specifically, the partnerships and knowledge platform will
enable the sharing of project development lessons arising from both Readiness Programme and
PPF activities.

1.4 Eligibility and application process

5. Support from the PPF can be requested by all entities accredited to GCF, especially by
DAEs, and entities that, in accordance with decision B.31/06, are eligible for the project-specific
assessment approach (PSAA) and have successfully completed an application.

6. All entities requesting PPF support, shall consult the relevant national designated
authorities (NDAs) and focal points and receive from them a no-objection letter in accordance
with decisions B.08/10 and B.13/21.

7. The application to the PPF will follow the guidance provided by the Operational
Guidelines for the Project Preparation Facility as updated from time to time.

1.5 Approval process

8. The Board authorizes the Executive Director to approve the PPF requests based on an
assessment of the request against a project idea or concept note which is aligned with the
investment criteria (decision B.07/06), a justification of needs, and consistency with all relevant
GCF policies.

9. The Secretariat, in accordance with decision B.13/21, will disclose each approved PPF
request on the GCF website.

1.6 Financing of Project Preparation Facility requests

10. A single PPF request will be limited to a maximum amount of USD 1.5 million.

11. Support from the PPF to the AEs can be in the form of grants or repayable grants. The
determination will be made by the Secretariat in accordance with the relevant Board-approved
policies and operational guidelines for the PPF.

13 As defined by decision B.17/09 for the Proposal Approval Process and decision B.32/05 for the simplified approval
process.

14 Stage IV of the GCF Proposal Approval Process (B.17/09) and simplified approval process (decision B.32/05 Annex
V)
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12. Funding proposals developed with PPF resources should be submitted to the Board

within two years of approval of the PPF request, unless sufficient justification for an extension is
provided and accepted by the Secretariat.

1.7 Review and monitoring of the Project Preparation Facility

13. The Secretariat will regularly review the progress of implementation of the PPF and will
report to the Board on that progress periodically through the report to the Board on the
Secretariat’s activities and status of the GCF pipeline including the status of the PPF. In
particular it will report on:

(a) The PPF requests received during the reporting period;

(b) The PPF requests approved and under implementation; and

(© The impact of the PPF on accelerating access to GCF resources.

14. An independent review of the PPF will be carried out at the end of the GCF second

replenishment programming period and integrated in the GCF policy review cycle with the goal
of assessing its impact, relevance, efficiency and effectiveness.

15. On the basis of the review, the Secretariat may present to the Board a further revision of
the modalities of the PPF and the resources needed for its implementation following the GCF
second replenishment period.

16. The Secretariat will also explore operational improvements to increase the efficiency of

the PPF, including but not limited to:

(a) Review of the performance and expansion of the roster of consultant firms for PPF
service and PPF technical assistance;

(b) Digitalization of the submission and review processes for PPF applications;

(© Streamlining and simplification of grant agreements and administrative processes

related to PPF funding; and

(d) Development of template terms of reference for applications.

1.8 Effectiveness date

17. The arrangements set out in this document will come into effect from the date of
adoption of the document by the GCF Board.
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Annex III: Summary of consultations

1. By its decision B.33/03 the Board requested the Secretariat to bring forward revised
operating modalities and list of activities that can be supported by the Project Preparation
Facility (PPF) as well as a corresponding funding request for the consideration of the Board
at its thirty-sixth meeting. To this end, the Board requested the Secretariat to undertake
consultations with Board members and alternate members, national designated authorities
(NDAs), accredited entities (AEs) and active observers and, in response to this mandate, the
Secretariat undertook the consultations described in this annex.

1.1 Global Programming Conference (September 2022)

2. Consultations on the PPF started at the Global Programming Conference held 13 to 15
September 2022 in Incheon, Republic of Korea. The Secretariat presented to NDAs and AEs
the status of the PPF portfolio and pipeline as well as challenges and gaps identified such as
capacity of AEs in implementation of the PPF; quality at entry of proposals; processing time;
not enough flagship, transformational and large-size projects; and diversity of AEs accessing
PPF. A panel was also formed to reflect on the impact of the PPF in their project preparation
work and discuss ways to make it more useful, efficient and effective.

3. The following points were raised:

(a) The PPF has been useful for AEs to design solutions and establish the climate science
basis of a development project. It has also been instrumental in allowing AEs to gather
climate data and information which are often lacking, outdated or unreliable in many
developing countries;

(b) Capacity-building is vital as there is still low awareness about climate change and its
impact among policy and decision makers. Climate projects are not usually the priority
of governments especially in countries that require humanitarian and development
support. Furthermore, many developing countries, especially the least developed
countries, do not have direct access entities (DAEs) that are accredited or are well-
equipped with financial and technical resources to develop, submit and implement GCF
projects;

© Private sector AEs consider the PPF’s ability to support in facilitating stakeholder
engagements as one of its greatest benefits allowing them to reach out to the most
vulnerable communities, obtain a good grasp of market barriers and gaps, and foster
awareness. These actions can be costly and AEs might not have the financial capacity to
conduct such engagements especially those that rely on funding sources which are not
yet available or mobilized during the project preparation phase;

(@ GCF is encouraged to improve its predictability and timeliness in terms of providing
input, advice and feedback on the funding proposal package. In some instances, these
are received when the PPF grant is already closed and the AE no longer has the services
of the consultant or firm it procured to address the comments from the Secretariat
and/or independent Technical Advisory Panel; and

(e) GCF can develop knowledge platforms where deliverables produced through PPF, such
as market data and assessments, are made available for other AEs for reference.

1.2 Consultations with national designated authorities and accredited
entities (January 2023)
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(a)

(b)

(4

(e)

Four regional consultation sessions were also held virtually from 30 January to 2 February
2023 with the aim of seeking feedback from NDAs and AEs to understand what is working
well, what are the key lessons learned, what needs further improvement, and how the PPF
can further support the development of innovative mitigation and adaptation finance
projects and programmes. This was coupled with a survey that was circulated on 20 January
2023.

Main takeaways from the consultation sessions and the survey are captured below:

Reflections on the PPF cap of USD 1.5 million per project. Consultations showed that
the current cap of USD 1.5 million is typically sufficient for project preparation and is
generous compared to PPF funding available through other sources, such as the
Adaptation Fund and Global Environment Facility (GEF). There was no specific request
made to raise the ceiling by the NDAs or AEs consulted.

While the current cap is viewed as sufficient to cover most projects developed for GCF
funding, it may be insufficient for large-size, multi-country or regional proposals and in
instances where access to co-financing for project preparation is constrained. The costs
of feasibility studies for projects or consultations on sustainability aspects
(environmental, social, gender, sexual exploitation, abuse and harassment, indigenous
peoples issues) can be high when conducted in-country and in the case of multi-country
projects could consume the PPF cap. Some preparatory activities may also require travel
which could be costly especially for small island developing States’ projects.

Respondents also noted that the amount needed for project preparation is dependent on
the size of the project, its ambition and the type of financial instrument (concessional,
guarantee or equity projects);

Reflections on the current list of eligible and ineligible activities for PPF. While
GCF can currently support the upscaling of already existing projects, the idea was raised
of using PPF to fund start-up costs and piloting of projects especially those that are
innovative. It is noted that other institutions such as the GEF, Adaptation Fund, and
others that are willing to take the risk of providing such upstream support are already
doing this.

Other suggestions include the use of PPF in covering the cost of conducting climate
research and supporting the development of new climate technologies;

PPF potential support to project execution and implementation phases.
Participants shared that extending the scope of PPF to cover post-approval stages would
be welcomed especially by DAEs that do not have enough capacity and have no prior
experience in project implementation;

PPF support to private sector projects. Expanding the activities that can be covered
by the PPF, including support to technology and research and development, and
increasing GCF risk appetite, will attract the submission of private sector projects. GCF
should look into the specific needs of AEs that undertake public sector projects but are
also involved in or serve the private sector. Trainings could be provided to local banks
as many of them do not have prior experience in developing climate projects; and

PPF support to knowledge transfer and institutional capacity-building. While
capacity-building support can be received by the NDA through the Readiness and
Preparatory Support Programme, the question was raised on whether PPF can be used
to establish a climate unit within the DAE. There is a suggestion for the Secretariat to
develop knowledge products and conduct trainings and certificate courses on GCF
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6.

(a)

(b)

(©

(4

modalities including project preparation for national experts whom the AEs can later
hire as consultants who will conduct project preparation.

Furthermore, other aspects of the PPF architecture that can be improved were identified:

Respondents and participants raised the concern that the process for preparing the
concept note is extensive (e.g. need to present strong evaluation of climate rationale as
well as historical and projected impact of climate change) and requires a high level of
effort and resources that are not available to the AE. They also noted that the process of
reviewing the concept note can be very long. These processes become a challenge as the
endorsement of the concept note is a prerequisite for access to PPF. As a result, some
AEs had to look for other funding sources that would support the development of the
concept note;

Some recommendations provided are: simplification of the concept note template for
projects requesting PPF; allowing AEs to access PPF resources before the concept note is
endorsed; strengthening continuity between the Readiness and Preparatory Support
Programme and the PPF where the former will be made directly available to AEs to
support the development of the concept note as well as pre-feasibility studies while the
latter will focus on funding proposal development; determination of the need for PPF
should take place during the development of the country and entity work programmes
where pipeline prioritization exercises take place; and ensuring the tangible outcome of
GCF support, such as introduction of an obligation clause where AEs need to submit the
concept note that was developed through the Readiness and Preparatory Support
Programme to GCF within a given time frame, as is the case for funding proposals
developed through PPF;

Some entities also stated that they are not able to access PPF due to the lapse of their
accreditation. A number of PPF applications have been dormant in the pipeline as the
entity waits for a Board decision on their application for re-accreditation and thereafter
have its accreditation master agreement signed; and

A suggestion to extend the two-year time frame for the submission of funding proposals
developed through PPF was made as there are some preparatory activities that would
need or take more time.

1.3 Consultations with civil society organization and private sector

(a)

(b)

organization active observers (March 2023)

In-person consultations with the civil society organization (CSO) and private sector
organization (PSO) active observers (AOs) took place in the margins of the thirty-fifth
meeting of the Board held from 13 to 16 March 2023 in Songdo, Incheon, Republic of Korea.
Below are the main points emerging from the discussions:

Reflections on the PPF cap of USD 1.5 million per project: CSOs expressed that an
increase in the cap would surely benefit AEs that have low capacity and capital. This
would allow more wholistic stakeholder engagement and consultations which would
thereafter support the country ownership principle. PSOs explained that the increase
would also benefit private sector programmatic proposals and could help cover legal
fees upfront. The two groups inquired about a scenario where the PPF might run out of
money and how prioritization will be handled by the Secretariat;

Reflections on the current list of eligible and ineligible activities for PPF. PSOs
indicated that the current list of eligible activities is satisfactory unless the Secretariat
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(d)

(e)

would also like to consider the inclusion of pilots. CSOs noted that the PPF should be
used to ensure the participation of communities and all relevant stakeholders and that
there is participatory monitoring. They also asked whether the articulation of climate
rationale is covered as it is not explicitly stated in the current list of eligible activities.

PPF potential support to project execution and implementation phases. The
Secretariat should examine the proposals that were approved by the Board with or
without conditions and assess whether funding proposals that were developed through
the PPF had greater success in independent Technical Advisory Panel assessments. It
was explained that the presence of conditions means that project preparation was not
satisfactory, therefore it would be beneficial if PPF could extend its support post-
approval up to the point of first disbursement. Furthermore, CSOs expressed that it
would be beneficial to examine the comments they provided in the funding proposals on
matters relevant to sustainability and inclusion;

PPF support to private sector projects. Challenges faced by the private sector were
identified including: speed; the need for support in developing climate and reporting
elements of the proposal; and indirect impact to small and medium-sized enterprises. It
was suggested that having no dedicated envelope for private sector AEs could result in
competition for the same resources. Targeting of underperforming sectors should also
be considered; and

PPF support to knowledge transfer and institutional capacity-building. The AOs
support this idea and reiterated the importance of peer learning rather than just
“parachuting consultants”. PSOs recommended that the Secretariat look into the
International Committee for Future Accelerators.
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Annex IV: Key reflections on the Project Preparation Facility by the
Independent Evaluation Unit

1. While the PPF has not been comprehensively reviewed by the Independent Evaluation
Unit (IEU) on a stand-alone basis, various reports have commented on the relevance, efficiency
and effectiveness of the PPF. IEU findings stress the need for streamlined approval and
deployment of PPF support; greater awareness of the PPF and its synergies with the Readiness
Programme; and the need to provide targeted and strengthened support to private sector
entities, direct access entities (DAEs), least developed countries (LDCs) and small island
developing States (SIDS). A summary is presented below.

2. Environment and social safeguards: The Independent Evaluation of GCF’s
Environmental and Social Safeguards and the Environmental and Social Management System
undertaken in 2020, which included a specific review of the PPF, observed that the PPF
contributes to environmental, social and gender assessments and preparation of funding
proposals.’> However, the report found that the speed and ease of access need to be improved.

3. African States: The Independent Evaluation of the Relevance and Effectiveness of the
Green Climate Fund’s investments in African States noted that while Readiness Programme and
PPF support are seen as effective instruments for building capacity on GCF processes, as well as
for accessing and managing climate finance more broadly, improvements are also needed to
provide the required support in a timely manner.16 PPF support is easier to access than the
Readiness Programme, but does not fully serve the needs of SIDS and states subject to fragility,
conflict and violence

4. SIDS: The Independent Evaluation of the Relevance and Effectiveness of the Green
Climate Fund's Investments in SIDS acknowledges the importance of PPF for advancing SIDS
projects, including its role in supporting the development of ESS, stakeholder and gender
analyses and feasibility studies. This is particularly helpful in meeting the data gap among SIDS
countries due to lack of available information on climate and socioeconomic research at the
national or local scales. Although the evaluation points out that feedback on PPF, especially from
countries and regional DAESs, has been mixed with regard to its efficiency and accessibility, it
takes note that the processing time for approval has improved, especially for PPF applications
that were submitted prior to the underlying concept note’s endorsement by the Climate
Investment Committee. The report points out through one of its recommendations the need to
attract private sector projects in SIDS and how PPF can facilitate this by providing support in
the form of equity instead of grants and repayable grants.

5. DAEs: The report on Independent Synthesis of Direct Access in the Green Climate Fund
noted that as a proportion of the PPF portfolio, DAEs request more PPF support than IAEs.17
While IAEs have accessed the PPF in equal measure with DAEs for approved projects, DAEs
seem to be accessing the PPF in proportionately larger numbers for the funding proposals and
concept notes that are in the pipeline. The report found that the DAE portfolio is highly
concentrated among a few more capable DAEs. Interviews conducted by the IEU with DAEs
showed that while they consider the PPF’s objective relevant to their needs, they also
highlighted that accessing support was long and cumbersome and assistance from partners

15 A special study of the Project Preparation Facility as annexed to the Independent Evaluation of the GCF's
Environmental and Social Safeguards and the Environmental and Social Management System, available at
https://ieu.greenclimate.fund/sites/default/files/evaluation/ess-annex-6-project-preparation-facility-review.pdf

16 Independent Evaluation of the Relevance and Effectiveness of the Green Climate Fund's Investments in the African
States, available at https://ieu.greenclimate.fund/document/approach-paper-independent-evaluation-relevance-
and-effectiveness-gcfs-investments-african

17 Independent Synthesis of Direct Access in the Green Climate Fund (DA2022), available at
https://ieu.greenclimate.fund/evaluation/DA2022
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other than the GCF was, in some cases, quicker. Further clarity on the PPF role vis-a-vis the
Readiness Programme was also needed. The report identified several improvements made to
the PPF over time, with the intention of supporting DAEs in particular, including streamlining
the PPF approval process, creation of a simplified PPF funding modality in 2020, a PPF service
modality in 2022, and a technical assistance modality in 2021. Such enhancements appear
relevant to the challenges mentioned by DAEs regarding the need to shorten the process, the
difficulty of managing the grant themselves and the need to get quick assistance when required.
With these improvements, the PPF’s role in the GCF toolbox to support direct access will likely
be stronger.

6. Second Performance Report: The Summary Report on the Second Performance
Review of the Green Climate Fund expressed that despite the clear need, use of the PPF to
enhance the quality of funding proposals remains limited, though uptake is slowly increasing.18
National DAEs perform less well compared to IAEs and regional DAEs on quality at entry of
concept notes and funding proposals, largely due to a lack of capacity to prepare projects, and in
some cases a lack of capacity even to manage PPF funding. The report identified barriers
including a lack of PPF awareness and long application processes. The IEU noted it is too soon to
assess the impact of recent efforts to increase awareness and refine the PPF. For example, the
Secretariat has increased its support to DAEs, including via the PPF, and is seeking to clearly
define the purpose of PPF, boundaries between the Readiness Programme and PPF, and efficient
delivery modalities including the PPF service modality launched in 2020.

7. Private sector: The Independent Evaluation Report on the Green Climate Fund’s
Approach to the Private Sector highlighted that the PPF is underutilized by the private sector.
Moreover, the Second Performance Review of the Green Climate Fund also indicated that
private sector DAEs in particular struggled to engage with GCF project preparation processes
and that requirements are not well aligned with commercial entities.

8. PPF has been reviewed in other programmatic, thematic, performance and portfolio
reviews undertaken by the Independent Evaluation Unit. In most cases, the findings reflect on
the slow speed and uptake of PPF in its initial phases, and the need for the PPF to be more
accessible and lead to success in achieving funding approval for proposals,

18 Second Performance Review of the Green Climate Fund, available at
https://ieu.greenclimate.fund/sites/default/files/document/230217-spr-final-report-top.pdf
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Annex V: Board decisions related to the Project Preparation Facility

A summary of key board decisions related to the Project Preparation Facility is presented below.

Decision Details

B.11/11 The Board decided to establish a project preparation facility to provide funding of up to 10 per
paragraph (1) | cent of requested GCF funding with a maximum of USD 1.5 million for any single proposal. The
funding request for project preparation is approved by the Board. The project preparation facility
would be targeted to small-scale activities and direct access entities. The Secretariat will review
the project preparation facility for consideration by the Board at its fourteenth meeting.

B.12/25 The Board requested the Secretariat to present a document, taking into consideration the views
expressed by the Board at its twelfth meeting, on matters related to the scope and functioning of
the Project Preparation Facility, for consideration and adoption by the Board at its thirteenth
meeting; and

Notes that the Board will consider applications under the Project Preparation Facility once the
guidelines are adopted.

B.13/21 Recalled decision B.11/11, paragraph (1), and decision B.12/25.

Decided that the Project Preparation Facility will support project and programme preparation
requests from all accredited entities, especially direct access entities, especially for projects in the
micro-to-small size category in accordance with decision B.10/17, with a view to enhancing the
balance and diversity of the project pipeline.

Project Preparation Facility requests will be developed by accredited entities in consultation with
the national designated authorities or focal points and with support from the Secretariat;

Project Preparation Facility requests will be submitted by accredited entities in conjunction with
a no-objection letter consistent with the initial no-objection procedure approved by decision
B.08/10;

For the initial phase, the Board authorized the Executive Director to approve the Project
Preparation Facility requests based on an assessment of the request against the investment
criteria of the GCF as defined in decision B.07/06, a justification of needs, and consistency with
relevant GCF policies taking into consideration paragraph (b) above;

An amount of USD 40 million will be made available for the implementation of the initial phase of
the Project Preparation Facility;

Support for each Project Preparation Facility request will be provided commensurate with the
activities listed in paragraph (c) above in the Project Preparation Facility request and the funding
proposal being developed, limited to a maximum amount of USD 1.5 million;

Support for PPF requests will be in the form of grants and repayable grants, and equity may also
be considered for private sector projects.

B.14/07 The Board “urges direct access entities to make use of the Project Preparation Facility to
strengthen their proposals in order to demonstrate greater potential to adapt to the impacts of
climate change and/or to limit and reduce greenhouse gas emissions in the context of promoting
a paradigm shift”.

B.31/06 The Board adopted updates to the accreditation framework, to replace the initial guiding
framework for the accreditation process, and decided, pursuant to decision B.23/11, to
implement, on a pilot basis, a project-specific assessment approach that combines assessments
undertaken during the existing accreditation and proposal approval processes in a fit-for-
purpose manner.

The Board also decided that the Project Preparation Facility can also support project and
programme preparation requests from entities not yet accredited to GCF, in particular
subnational, national and regional entities, which have submitted a complete application for the
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Decision Details

project-specific assessment approach, and that the provisions of decision B.13/21 shall apply
mutatis mutandis to such entities.

B.32/06 The Board adopted the private sector strategy, which builds on the updated Strategic Plan for the
GCF 2020-2023 and its strategic priority of catalysing private sector finance at scale.

Through its approval decision, the Board requested the Secretariat to encourage and facilitate the
use of the Readiness and Preparatory Support Programme and Project Preparation Facility to
support country-driven private sector engagement, through the national designated authorities,
enhancing the role of the private sector in implementing nationally determined contributions,
national adaptation plans and long-term climate strategies, and to accelerate the development of
the private sector pipeline.

B.33/03 The Board decided that an amount of USD 18.0 million is to be made available for the Project
Preparation Facility to cover anticipated commitments until the end of the first replenishment
period of the GCF (i.e. 2023); and

The Board also requested the Secretariat to consult with Board and alternate members, national
designated authorities, accredited entities and active observers with a view to presenting to the
Board for its consideration no later than at the thirty-sixth meeting of the Board:

i) Revised operating modalities for the Project Preparation Facility;
ii) A revised list of activities that can be supported by the Project Preparation Facility; and
iii) A review of funding for the Project Preparation Facility.

B.33/13 The Board welcomed the Secretariat’s guidance on the approach and scope for providing support

to adaptation activities. It requested the Secretariat to provide and enhance technical support
and guidance, and encourage and facilitate the use of the Readiness and Preparatory Support
Programme and the Project Preparation Facility, as appropriate, to advance:

i) The development of nationally determined contributions, national adaptation plans,
and other adaptation planning efforts that can help strengthen country-driven, climate
risk-informed and more systemic investment planning and pipeline origination for
adaptation;

if) Conceptualization of country-driven programmes of adaptation investments that
respond to systematically identified adaptation needs and which will help identify
financing for adaptation at scale;

iii) Preparation of high-quality adaptation concept notes and funding proposals, which are
based on best available information about climate risk, vulnerability and adaptation
solutions, and respond to systematically identified areas of adaptation needs; and

iv) The role of the private sector in adaptation, including through strengthening the
engagement of the private sector in the preparation of national climate strategies and
policies.
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