GREEN
CLIMATE
FUND

Meeting of the Board GCF/B3 6/Inf16

10 - 13 July 2023
Songdo, Incheon, Republic of Korea

Provisional agenda item 8 4 IUly 2023

2022 Annual Implementation
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Summary

This document reports on the progress made in the implementation of the Policy on
Prohibited Practices adopted in decision B.22/19 and as amended in decision B.23/08.
The report assesses and measures the actions taken to implement the Policy in the
period from 01 January to 31 December 2022.
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L. General Trends and Institutional Approach
1. Atthe 2022 OECD Global Anti-Corruption and Integrity Forum, it was highlighted that the

COVID-19 pandemic has triggered a multifaceted crisis which in turn has generated new avenues
for corruption and integrity violations to flourish. Furthermore, during the virtual event, a
dedicated session on corruption and integrity violations in the renewable energy sector was
organised, emphasising the need for closer scrutiny of risks that make international climate
finance vulnerable to corruption.!

2. While closely monitoring evolving trends in the space of climate finance and integrity, the
Independent Integrity Unit (IIU) takes proactive measures to safeguard GCF resources in GCF-
funded activities as provided under its Policy on Prohibited Practices (herein referred to as “the
Policy”) as adopted in Board decision B.22/19 and as amended in decision B.23/08.

3. The GCF maintains zero-tolerance towards all Prohibited Practices. The Fund defines the
following actions as Prohibited Practice:

Table 1. Prohibited Practices (as defined in the Fund's Policy on Prohibited Practices)

Corruption or Corrupt Practice

Fraud or Fraudulent Practice

Coercion or Coercive Practice

Collusion or Collusive Practice

Obstruction or Obstructive Practice
Abuse

Money Laundering

Retaliation against Whistleblowers or Witnesses

Financing of Terrorism or Terrorist Financing

4. The Policy represents a key guiding document for both internal and external
stakeholders. Internally, all Covered Individuals are required to discharge their responsibilities
under the provisions of the Policy. Externally, all GCF Accredited Entities (AEs) and Delivery
Partners (DPs) make representations through legal instruments, including Accreditation Master
Agreements (AMAs) and Funded-Activity Agreements (FAAs), that their policies and procedures
meet the principles and objectives of the Fund'’s Policy.

5. The I1U, in congruence with its responsibilities as the third line of defence under the COSO
internal control framework,2 promotes a culture of integrity through a multi-pronged approach
of proactive prevention, investigation, and outreach. In accordance with the guiding principles of
the Policy, any suspicion of a possible violation of the Policy must be promptly reported to the 11U
for assessment and investigation.

6. This report is produced in accordance with the requirements under paragraph 39 of the
Policy mandating the IIU to present to the Board an annual stock take of the implementation

1 The Global Anti-Corruption and Integrity Forum (GACIF) is an annual event organised by the Organisation of
Economic Co-operation and Development (OECD) bringing together government leaders, policy communities, the
private sector, civil society organisations, and academia to discuss themes on integrity and anti-corruption. 2022
GACIF highlights available at
https://www.oecd.org/gov/ethics/meetingsconferencesagendas/2022 GACIF highlights.pdf.

2 By decision B.BM-2015/06, the Board adopted the Committee of Sponsoring Organisations of the Treadway
Commission (COSO) framework as the internal control framework for the GCF.


https://www.oecd.org/gov/ethics/meetingsconferencesagendas/2022_GACIF_highlights.pdf
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efforts. The report captures a holistic overview of the activities that the Fund executed in 2022 in
line with the Policy provisions, and it offers recommendations on how existing efforts can be
strengthened to further foster a culture of integrity across the Fund.

7. The implementation report is centred on prevention and risk mitigation activities to
effectively and efficiently manage Prohibited Practices in Fund-related Activities for calendar
year 2022, focusing on measures to protect the Fund’s reputation while tackling the ever-
increasing impacts of climate change.

II. Implementation of the Policy

2.1 Prevention of Prohibited Practices

8. The IIU places great importance on prevention efforts in its integrity programme.
Proactive prevention allows for identifying and understanding exposures and their potential
impacts at an early stage, enabling the GCF to design and implement mitigating measures at the
opportune time. To fully leverage prevention potential, the 11U focuses its efforts on training,
advisory services, and development of quality knowledge products to its different stakeholders.
IIU is cognisant that effective prevention needs the full participation of all parties, hence
maintaining a collaborative relationship with both internal and external stakeholders is key.

9. Training Activities. The IIU launched the Ask IIU Live initiative, a series of brownbag
sessions for raising awareness on integrity matters across the Fund. In total, three sessions were
organised during the reporting period, covering topics related to fraud prevention, misconduct
typologies, as well as key lessons learned from investigations. A total of 178 Covered Individuals
attended the sessions, with the 11U having endeavoured to also invite internal stakeholders,
where appropriate, to ensure all relevant subject matter experts provide their insights. A
snapshot of these sessions is shown in the following table:

Table 2. Ask IIU Live Sessions

15 Apr Ask IIU Live: Investigation Standards at the 11U 45
28 Apr Ask 11U Li\_/e: Ad_dressing Sexual Harassment at Work in 53
collaboration with the Office of Human Resources
02 Dec Ask 11U Live: International Anti-Corruption Day Edition 80
10. The IIU organised a webinar on the GCF Integrity Policy Framework to enhance

awareness of GCF Counterparties on the Fund’s integrity standards and values, focusing on key
policies and the role of Counterparties in promoting the culture of integrity in the implementation
of Fund-related Activities.

11. Operationalisation of the AML/CFT Policy and Standards. The 11U continued to engage
with the Secretariat in a meaningful dialogue with the goal of ironing out the remaining details
with respect to Standard Operating Procedures (SOPs) of the AML/CFT Policy. The SOPs
represent a crucial document in standardising the due diligence efforts for managing money
laundering and terrorist financing risks in GCF-funded activities. The document itself is a
comprehensive piece that details fit-for-purpose best practices, inter alia, for effective
counterparty due diligence, including requirements for beneficial ownership. The IIU envisages
that the SOPs will significantly improve mitigating measures for money laundering and terrorist
financing and looks forward to further collaborating with the Secretariat to successfully conclude
the roll-out of the SOPs.
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12. Administrative Remedies and Exclusion (ARE) Policy. Throughout 2022, the IIU
progressed with the development of the secondary documents of the ARE Policy. The said Policy
provides a comprehensive integrity enforcement framework comprising, inter alia, exclusion or
debarment against Counterparties who have engaged in Prohibited Practices. The
operationalisation of the ARE Policy shall be achieved with the adoption of the following four
secondary documents:

(a) the Administrative Remedies and Exclusion Guidelines for Implementation;

(b) the Administrative Remedies and Exclusion Procedures;

(© the Integrity Compliance Guidelines; and

) the Settlement Guidelines.

13. Advisory Services. During the reporting period, the IIU responded to 34 advisory

requests. A majority of 21 requests pertained to matters of contractual agreements with
Counterparties, a trend similarly observed in 2021. Conversely, in comparison to 2021, the
number of advisory requests received for Conflicts of Interest slightly decreased (four), while
those related to the implementation of integrity policies were more prominent (nine). The full
breakdown of advisory services is captured in the following table:

Table 3. Provision of Advisory Services in 2022

Conflicts of Interest for Board Members, Board-Appointed 9 4
Officials, and External Members
Integrity Safeguards in Contractual Agreements with 25 21
Counterparties
Implementation of the GCF Integrity Policy Framework 6 9
TOTAL 40 34
14. Communication and Outreach. As restrictions from the COVID-19 pandemic started to

ease and pose less operational burden on the Unit, the [IU embarked on a series of strategic
engagements with its partners. The IIU co-organised the following events, in collaboration with
the Secretariat and other Independent Units (IUs), as follows:

Table 4. List of Joint Events with the Secretariat and Independent Units

" GCF Global Programming Conference (Incheon) -
e
P Session: Direct Access Entities

GCF Global Programming Conference (Incheon)

15Sep | Session: Funded Activities: Lessons from Implementation, Adaptive GCF
Management, and Evaluation
IEU Learning Talk (Incheon/Virtual) GCF
Independent
2835ep | A Known Risk is a Good Risk: Risk Management and Early Warning Brelnatton
Signals at the GCF Unit

2022 United Nations Climate Change Conference (COP27) (Sharm

El-Sheikh/Virtual) GCF IIU

15 Nov
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Civil Society Partnership: Integrity for Climate Action

15. With respect to external engagements, the IIU has participated in 10 events, including,
inter alia, representation at events organised by the European Investment Bank and the
Caribbean Development Bank. During these events, the IIU reiterated its key message that
combatting climate change goes in tandem with a continuous commitment to integrity.

16. Development of Knowledge Products. In collaboration with the Water Integrity
Network (WIN), the 11U continued to develop a knowledge product focused on integrity in climate
finance. The objective of the joint initiative is to produce a handbook that outlines good integrity
practices indispensable for stakeholders involved in tackling climate change challenges. The
expectation is for GCF Counterparties to develop policies and procedures that are equipped with
adequate measures to combat Prohibited Practices in their respective portfolios of GCF projects
and programmes. IIU also published an updated version of its omnibus brochure which is
available in English and Spanish.

17. In addition, the Unit also provided inputs on the GCF digital staff onboarding programme,
particularly on the structure and content of the “Role of the Independent Units” module. IIU has
also produced two white papers - on money laundering and the integrity enforcement regime at
GCF, respectively - thereby ensuring that its voice is ubiquitous and conducive to increasing
awareness on various integrity topics.

2.2 Reporting, Investigation, and Remediation

18. During the reporting period, Covered Individuals and Counterparties continued to fulfil
their responsibilities to report Prohibited Practices and other suspected Wrongdoing in relation
to Fund-related Activities. The 11U registered a total of 31 cases3 in 2022, out of which 12 reports
were submitted by GCF Personnel, three reports were communicated by GCF Counterparties, 13
reports were made by third parties, and three reports were anonymous. In terms of case
categorisation in 2022, the 11U logged 13 project-related cases, 17 staff misconduct cases, and one
external matter.

19. The increase in the number of registered cases (almost a fourfold increase compared to
2021) correlated with the continued upscaling in the implementation of approved GCF projects
and programmes as well as the gradual return of GCF Personnel to the office after a long hiatus
from in-person engagements caused by the COVID-19 pandemic.

20. As detailed in Table 5 below, half of all the reported cases concerned Prohibited Practices
and were related to the implementation of GCF projects/programmes by Counterparties.

Table 5. Types of Cases Opened by the IIU in 2022

Fraud 3

Prohibited Practices

Corruption 1

3 As of 03 May 2023, of the total 31 cases received in 2021, 16 cases were closed (including one substantiated case by
the I1U); four cases were referred to GCF Counterparties (AEs, etc.) pending their review and investigation in
accordance with contractual obligations; and 11 cases are being currently assessed/investigated by the I1U.
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Collusion

Abuse
Abuse of Authority

Conflicts of Interest

Other Types of Wrongdoing Harassment

SEAH

Others 10
TOTAL 31

= W W oY W |-

21 In accordance with relevant provisions of contractual agreements between the GCF and
its Counterparties (AEs, DPs, etc.), the IIU made referrals and/or requested Counterparties to
provide final reports on investigation findings in seven project-related cases. Under the AMAs,
AEs are required to take appropriate measures to investigate allegations of Prohibited Practices
concerning GCF proceeds or other GCF funds, and to provide a report to the GCF on the findings
of such investigation upon their conclusion. To better facilitate the implementation of this
obligation and to enable the IIU to properly review and utilise findings that are shared, the 11U
developed a comprehensive mechanism for effective referrals, monitoring, and AE/DP report
review and analysis in 2022.

2.3 Proactive Integrity Risk Assessment

22. In 2022, the 11U identified two projects for its Proactive Integrity Reviews (PIRs) based
on an objective integrity risk rating scheme that utilised data analytics, machine learning, and
intelligent automation tools. These reviews have provided the IIU with an opportunity to pre-
emptively detect and suggest mitigating measures on an array of integrity issues. On the other
hand, AEs and other Counterparties involved in the PIRs were able to better grasp the
effectiveness of their internal controls and, where appropriate, devise action plans to address the
identified issues.

23. As the COVID-19 pandemic still posed logistical challenges at the time the reviews were
carried out, the PIRs were performed via online channels predominantly, and AEs demonstrated
their willingness to cooperate extensively throughout the process. In 2023, IIU intends to execute
three on-site PIRs, including expanding into the Fund’s Readiness portfolio as well.

24. Recognising the immense potential of PIRs as a preventative tool, the I1U will continue to
work closely with the Secretariat and GCF Counterparties to further finetune the review process
and leverage the lessons learned from existing project controls to raise awareness on best
practices in GCF-funded activities.

III. Recommended Actions

25. Taking into consideration the activities undertaken during the reporting period and to
ensure the full implementation of the Policy, the following actions are hereby recommended:
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(a)

(b)

Q]

(4

(e)

Leverage the PIRs to detect integrity vulnerabilities in Funded Activities and develop
lessons learned to capture most common integrity challenges in project implementation.
Also, expand the PIRs to include the GCF Readiness portfolio to further enhance mitigating
measures across GCF-funded activities;

In collaboration with the Office of Risk Management and Compliance and Secretariat,
finalise the AML/CFT SOPs for submission to and consideration by the Ethics and Audit
Committee (EAC) of the Board. The IIU recognises the importance of this document and
will continue its regular engagement with the Secretariat for its successful
operationalisation;

Maintain existing strategic engagements with international partners and, where
appropriate, seek to establish new ones with the ultimate objective of jointly advocating
for a robust culture of integrity and compliance in international climate finance;

Partner with the Secretariat to understand and review the effectiveness of this Policy and,
where appropriate, suggest improvements to existing provisions for the EAC’s
consideration. With continued monitoring and collaboration, it is expected to identify
potential bottlenecks as they appear and address them in a timely manner; and

Continue the productive collaboration with international partners to develop integrity
knowledge products which would help establish communities of practice and implement
prudent integrity risk management measures while channelling substantive amount of
financial resources to climate action.



