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MATTERS RELATING TO ARRANGEMENTS FOR THE FINANCIAL MECHANISM

GUIDANCE ON PROGRAMME PRIORITIES, ELIGIBILITY CRITERIA
AND POLICIES AND ON THE DETERMINATION OF AGREED
FULL INCREMENTAL COSTS

1. At its tenth: sessiom, the Intergovernmental Negotiating Committee for a Framework
Convention on Climate Change adopted decision 10/3 on temporary arrangements between the
Committee and the Global Environment Facility (GEF) (A/AC.237/76, annex I).

Paragraph 4 of that decision invites the GEF to provide a report containing information on the
development of an operational strategy in the climate change area and on the initial activities
in this field, for consideration by the Conference of the Parties at its first session (COP 1).

2. At its meeting held from 22 to 24 February 1995 in Washington, D.C., the
GEF Council took note of the attached report (see annex) and approved its submission to
COP 1 in response to the request by the Committee.

:/ Re-issued for technical reasons.
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REPORT BY THE GEF TO TEE FIRST CONFERENCE OF THE PARTIES
OF THE FRAMEWORK CONVENTION ON CLIMATE CHANGE

1. Az its Tenmn Session held in Geneva Som August 22 to September 2, 1994, the Imerzovernmental
Negodiaring Commires for a Framework Cczvencion on Climate Changs (ING) adopted Decisicn 10/3
eaticled, Temporzry Ar'c:vgeme"rr berweer the Commimee and the Global Emvirommen: Faciiicy.
Paragraph 4 of e dacision “invites the GET o provice to the Commitzs 2z irs sisventh session a regort
conraining informarion that couid assist the COP to review & the interim armangements referred o In Asticle
-21 3 in accordarce with Article 11 of the Ceaventicn. for corsiceration By the COP at irs first session.

repcrt containing informarion on the deveicpment of an operational sTaragy in e climare changs area
Aand on icital acsvides in this feid should aiso be provided for corsiceradon v the COP at its Irst

session tzi¢ng irto accoun: paragrzph 2(e) a=d () above.”

2rn 2(e) concerns the conrent of raguiar reports © the COP whic> shouid show hcw the
anp

tha guidance and decisions of the COP in its work -elatzd to the Conventon.
"Iz addiccn, the COP should recsive and review at each of irs sessicns a report from e
governing body of die operating entity whick should inciude specific infermation on how it has
arpiied the guidance and decisicns I e COP in its work relatad to the Convendion. This report
should be of a subsiantve nemmre and incorporaie the programme of fumrs scviries of this szmity
in the arsas coversd by the Converton and an apalysis cn how the earty, in its operazens,
u..mm_enzed the pelicies, sligibiliry ctiteria and programme pricrides relaed (o the Conventon®
estabiished by the COP. In "amc"'" 2 syathesis of the differsn: projects under implementztion -
and a listng of the projects approved in the areas coversd DY the Comvendon, as well as a
financial report inciuding accounting 's=d evaivarion of irs acdvities in the implemmentation of the

Conventicr, indicating the availability of resources, should be inciuded.”

Paragracic 2(f) conceras the full coverage of relevamr informatcion:

Wy

"In orcer to mest the requirsments of accouctabiliry to the COP, regers sutmined by te
governing body of e ope::t:_.cr enrizy should cover all its acdvides carried cut in implemerring
the Coovendon, whether decisions cn such acdviries ars made ay the governing body of the
operating eofity or by bodies operafing urder it auspices for the izplementation of its

programme. To this end, it shall make such arrapgements vw:h suct bodies as mighr be

pecessary ragarding the disclesurs of information.”

4, The pressz: reper is a respense to the invittien in paragraph 4 of the INC's decision acd

add:esses both pLs.::s for the deveiopment of az cperaticnal swategy and L..mal project acdvires.

DEVELOPMENT OF AN OPERATIONAL STRATEGY .

3. Pursuan: o paragraph 20 (f) of the Instument for the Eswzolisament of =e Restrucaured Giobal
Environmenr Faciliry, the GEF Couacil will "[2]pprove and pericdically review cperational modr_"nes
for the Facilitv, including operatioral strategiss anc directives for project selecton.” Insofar as the GET

serves for the purpeses of the financial meckanism of the United Nazions Framswork Convexticn on
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Climara Changs (FCCC), e “Couxncil shall zez in cmnformiw with the pclicies, program pricrities, and
eligibiliry criteria decided by the Confersnce of the Partes.”

6. e GET Counci agresd ar its frst meeting (July 12- 13, 1894), o follow a "two mack”

prcc-—:_..mncr approach in 16935: while woik is underaken by the Secretariar o develop a long e
comprenensive Of erafionsi swaregy, supporiad by analytcal work and consultations, and allowi ing forthe
guidance expected frem e FCCC and the Conveadon on Biolcgical Divegsity (track ome) °, some

project acvitiss ars to be undermaken 10 allew for a smooth mansiton berwesn tke cperatiorns of the ciict

phase and tie restt vemrad GEF (frack twe).

7. Tze main ;rcduC' o the Srsz wack would e an over-arciing ‘cnv-rer: strategy embracicg

T Telanc)

the GET focal arazs, inciuding siipara chzzge. The Council was of the view that & the process

S,E:

t

developing an c:e::nox:_ sTaregy would & up 10 & vear w0 comples. In the period terfors the 313
mesring of the Confersncs of the Parties 10 t=e Climarz Change Convern rion, PragEricry work aas bezun

Yo A m— - o\
on the deveiopmenr of az operaficnal SiralsZy Zor climare change operarions on the basis of izarim
guidance received Tom fe INC. As eiemezrs of the long-ierm program ars developed and approved.
they will e incorperated o the censidors! guidance for second Tack project ecavides, and Witz a

year, the Two ars axpeciad w0 converge. Trs two-ack approach Su.CL‘d kac:;.:.::: a balance berween

swaragic policy develcprent and cperacional zedivides.
3. In the for—uiarioz of a leng-tarm operarioral smaregy for climare chamgs acvimes, e CEF
‘Secrerariar will corrinue te consult with the irrerim secreariac of the UNTCCCwith a vv:w tO =S_:::=

tha: the provisions of the Cenventicn and corciusions reached by the INC and the COP are efzzred
in the one-anoz:.l strategy related © climara czangs. .

9. After guidance hzs bean received from the first COP, the GET Secremria will Snalize a draft
operaticnal swategy for ciimare change actvides for the Council’s consideradior. The main cperztonal

implicaricos for e GEF will degexnd on which strategic dirscdon is takan by the COP. It is pcssme that

the COP may acegt one of the following dre2 approaches:

(2) T:e COP may acdcpt @ swaizgy of maximizing shori-izrmn cost-affacdvensss by, for
exazmple, making it a prograa pricrity thar measurss for sequstering or abaring the
arission of carber dicxide zve the lowest unit ineremental cost. These measurss would
geerally require sizmearc i techrologies and approacies — many of whica were
demonsazed in the Pilot Phase of GEF — such as gas-flaring reduction, emergy

comservarion. and the substmsion of aamral gas for oil or coal. This swategy would seek

gabiel
to minimize the further aceu—ulation of gresnhouse gases in the armesphers © the axteat

pessible with the funds that ars available.

®© The COP may adopt & swmaigy of maximizing long-ierm <8 st-effectiveness by, for
example, making it 2 progrzm priority (o encourage those abarzment and segueszzrion
m°_sur=s that are needed by developing countries in the long run and whose costs would
ecline if they were implemezted In scale now. The projects would be seiected for their

S

! Paragragh 15 of the lasorument

: Ses GEZ Council: A Proposed Siciemen: of Work, GEF/C.1/2, paragrapha 13.

[
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cost-affectivaness from ameng country-driven cpgortunities to implement the idenmfed
program priorities. In such z case, the GEF portfolio would be ratter differsnr from thar
described in paragraph (2) above. It would probably comprise rezswable energy projects,
measures {0 promote appropriara long-term inrer-medal and tachrclogy shifts o '-:m.s:cr
measurss o promoete appropriare echrclegy Tanster in indusTy, Teasures proccsé:i oy
governments for purtag in pizce the policy and imzimtioné.l'.rfr_-_eworks for }edu:ing
dependence on greenhouse gas emiming techniques over the long term, and other

el

g
ol

o

advancad measurss for abaremsnt or sequestration thar ars parzculatly appropriate for
deveicping country situations, inciuding land-use management: [o the shert term. the
incrarmentz! cost per unit of greenkouse gas reduced would e higher than thar zchievabie

Fr aris vye—aame

in an expiicidly shor-term swatezv, and thersfors over the pericd of the curren:t GEF
repienishment, the grasnhcuse seduction would te less than would be the case for the

-
ha

2zy. Eowever tie long-ierm impac: would be muck greater beczuse e

drive down cosis, Suild cagacity, and stazt 1o pur iz piace the technciogies

short-iarm sTs
projects weuld

thar cazn ultmarsly avoid (cather than merely reducs) gresnhouse gas emissicns - such
as fossil-iuzel frae rechnoiogizs in the snergy secior. "

:’Al"a

Ta= COP may adepr 2 mixed swaragy, wherain prejectss would be-selected in accordancs

with 2 doubie set of program o <. For sxample. projects could Se selectad I they
mar 2ither ore of the long-isrm prograrm priorites or one of e shem-tarz pric
o the shor-term ther they wers “tco gecd m

- b — e
=

(i Ly avr - atTaseira |
(1.2., WOV Were sO QoSsT-2lECIve I

oppormumity to miss”). Altremmadvely, projecs might be prefamed I they met otk
long-term and short-temm criveria (1.2, among the counmy-driven gppormunitss to
ifmplement a long-term program priority, those propesals wiith wers also nighly

cost-effactive in the short-serm would be prefarred).

The COP is invitad to provide guidance as to which strategic dirscdon should be feilowed by its figancial

mechanism.

10. The GEF operatioral swaregy can be develcped once this swatsgic dirscder is kaowr.

(@

®

procucsd with estimated unir abatement cosws (i.2., the incremenmmal cost g

With regard to paragrap %), an indicative list of standard tecinologies ceuld be
er unmir of

gresmhouse gas reduced or sequestared). Actual incremenral costs, of course, would sl

joag=r00 83

pesd to be calculared case-by-case to reflect actual country simafons.

~-cr v 2

"With regard to paragraph 9(t), swategic plans for the promodoen of varicus speci

types of measures would nesd to be prepared. This would be a more diffculr rask dian
that of paragraph (a) above. First, the types of measures nesd to b chosen. Then, with
respect of eac type of measure, it would be necessary to outline, for racipient counies’
as a-whole, what could reascrnably be expected to happen withour GEF support, and what

_can be reascnably expected with GEF support. In this manner, the role of GEF support

might be estblished for some (but not all) the types of measurss proposed. Some
tecknologies might decline in cost anyway as a result of activities being undertakez in
developed counries, and the most cost-effective racipient counmy response would oe to
wait a few years before impiemenmting them. But in other cases, large-scale
implementarion in recipient countries might be crucial for the develcpment of econcmic
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r stimulating 2pprepriate research and development, and far creating the czpacity

Ss....-, forse
Bt~y n.-,-

thar would lead o project success, long-tern cost reduction, exd, uitimaraly, Srascial

“ 3

sustainaciizy.

0 Wik regasd 0 @ mined swategy as described in paragtzoh (e, critzria for deter—izing
the talares berwesr the twe approaches would e devaicpad.

INITIAL ACTIVITIES
1L In the Piot Phase, GET financed 2] projects in ciimate chargs crallizz § 239.5 millica (se2
Tabie 1 %cr a L_"- of zilot phase projecs). During the pilot phase, projscss wers primarily for
de m:::on '*u:—osas Taev halped decer—ine accrum.a:- forms of long-term stnuwicnal cooperzton
in tais Jeid and provided damz on cosi-effactivensss and cther mamers.
12, Decisior 10/3 of the INC was submizad ro the CEF Council at its second mesting in Noverber
1694, the frst Ccu:.:' i mesring subsequent i¢ e tenth ING/FCCC. Parzgraph [ of ue:islon 10/2 cf e

INC/FCCC invited the GEF "to amsurs s scoivides aporoved by tha GEF Council, within the
FTamework of the Znancial mecharicrm of the Corvenricn berwesn now Seotembar 2, 1564 and ke Jrs
rezcied 5v the Comminas

sesszon oT the C*n:a'&:m:a ofthe 33:-35 ars z conformity witk [the conciusions reazied

iy 17 i r aam g har tha g7iidame
eonty.]” Taes Councl dsreby confzms thar che guidznce

ar i3 tecsh session
ser for2 in Decisi i fe INC
wvidies in the period since e dacision was zdcprad 2 fully consisterns with
“acisicn. and those projecss that 1ave teen agrroved comply Witk the
siigipility oz for courrries and acciviges. Furthermiore, as requesie< & the dacision, the Council zas

eligl ot
en note of ~:I1 corclusions réachad by the INC se: forth in paragraris 2 and 3 of Decisicn 10/3.

mas “een zicem A 'r"‘ G acssunt o SdDSiCL‘E.'l: acuivitdes of the

D=t

N

parzgrapas l(a} ':.::u=h I

In accardance with the two-Tack approach approved in July 1594, the CZF Council at irs

November mesring comsicersd a program of acdvides for 1695, It was agreed tar the program

sheuld be comprised of exzbiing activides, WILC“ are a program priority adopted by the INC,® azé
should inciude 2 smail aumber of prefersncz!, demonstration or innovazion projscss that conmibuiz 1o

the Tansitien o the piiot phase to the longer term operational swategy. These prefersarial projecs

are 10 inciude enerzy efficiency and repewzble energy projects and programs wiich go bevond Piice
Phase activites.® The Council furthermors agresd thar $80 - $100 million would be available in
1993 for 2zabiing acdvities in the focal areas of clirmate change and biodiversiry ind thar $140 -

$160 million would be.available for preferential projects in climate change, biediversity, and

inrerpational warers (with Sexibility in the allocarion of funds among focal arses)

4 -
13
iz

3 Paragrach 1(5)(1) of Dezisicn 10/3 prowd’s thar "in the initial period, e2x=phasis should be placed on ezzbiing
Svidss undsmaien by deveioping councy ParGes...
4 Ses documezt GET/C.2/5, Guidcncez for Programming GZF Resources in 1895,

LS

-4 .
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14. The GEF Council requescad the Secremariar to inform the COP of the FCCC of this approach

to programming the resources for climate clangs activides in 1993 and to invits the COP to comsider
the caregories of activites selectzd for implexmeataticn. 3

Enabling Activities and Preparadons for National Communications

13. It accordance with patagraph 1(D)(D) of Decision 10/3, the GET is givicg pricriry to the
ario

fSnancing of enakiing actividas and pregaratcns for natiopal communicas

16. The GEZ Secratarar (in consultaricn with the Implemernting Agencias) a
Secrerariar of the Convenricn have reached an agresment on coordinaring their creraticns to meat tais

i, ot e A ki
program priority (see docuzmerr jointly issusd by the Inrerim Secretariar of the FCCC and the GEF

Secrarariar as A/AC.237/00/ACE.3 and GEF/C.5/1nf.2). The agresment COvers e provision of
informarion, the provision of Snancial sugger fom de financial mechazism. the ccordination of tis
itk tha: em other sourcss, and the exchangs of imfcrmarion 2nd operaticnal

fipancizl support w
experience in impismenting enzbling activines.

17. Whers GET Snances snatiing activicies and preparaterns outside ¢f the £=apcial mechanism,
for exarmple in ecoromies in ansition, the approach would in 211 gther respects te comsistenr with

jem 3

thar taken under o2 fnancial mechanism,
Initial Project Aczivities Approved by the GEF Council

18. In accordance with the Insorumerns jor the Establishmens of the Restrucrurzd GEF and the
decisions of the GET Courcil, the CEQ of the GEF has sstablished 3 GEF Operzzions Commirtes
(GEFOP). The GEFOP is respensible, ameng other things, for reviewing all GEF project proposals
recommended for inclusion in the preposals to be submirted by the Secratariar 1o the Council for
approval. The GEFOP is comprised of st Tom the three GEF Implemenring Agencies, the GEF
Secretariar, and the Chair of the Scientific and Tecknical Adviscry Panai (STAP). The Secrstariars of
the Climare Changs Convedtorn and the Conveation cn Biological Diversiry are nviied to arrend

relevan: GEFOP meadngs.

19. The first GEFOP meering was held on December 14, 1954 Recresentatives of the Climare
Charge Convenricz's Secramariar participated i the meecing. On the basis of the recommendations of
the GEFOP mesring, the'CZQ presented to the Courcil for its approval sight project proposals for
climare change activities and prefersarial projecss. These werz approved ar the third meetng of the
GEF Courcil in Feeruary 1995 (see Table 2 for 2 listng of the projecss). The ol GEF rescurses

approved for impiementing these aczivities is $§5.292 million.

o on Ageeda lem 9.

5 Appeadix to Joint Chairs’ Summary of the Sezcnd GEF Cournctil, Decisio

§  Ses paragrazh 3(a) of Decision 10/3.
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TABLE 1: CLIMATE CHANGE ACTIVITIES IN THE Pn.o'r PHASE OF GEF
(Sourcs: GEF Quarteriy Operational Report, Novanber 1.994.)

Village-Based Carbon Sequesmration « 3
Bicrass [oregrazad Gasificacon/Gas Turbine R
Reducticn of Graenhouse Gases S
Issues and Opticns in Greszhouse Gas Em15510ns Comrrol
Developmenr cf Ceal-Bed Vethane Resources -

Sichuar Gas Transmission and Disgibution Rehabilitation” - 10.0
Tajona Wind Power . 3.3
Crop Waste Power T o 5.0
Optimizing Developmen: of Small Hyde! Resourcss -
in the Hily Regicns o 7.5
Bic-Energy from Induszial, Municipal and Agricultural
Waste R 53
Cost-effacdve COptions for Limitdng Gresnhouse Gas T
Emissicos 1.5
Alternatz Snergy 26.0
Teheran Transport Emissicns Reducton 2.0
Demard Sice Managamer: DemonsTation 3.8
Eousencic Ensrzy 2.5
Winé Elecic Power for Social and Economic
Develcpment 2.0
Sugar Bio-Energy Technoiogy 3.3
Eigh Efficiency Lighring Piict 10.0
Repowering of Power Planr 6.0
Tuel EfSciency in the Road Transport Sector .70
Waste-to-Energy Lahore Landfill Gas Exmracdon and Use " 11.0
Technical Assistancs to the Canme for Energy
Conservzhon 0.8
Layte-Luzon Geothermal 30.0
Coal-r0-Cas Conve'-smn 25.0
Gas Diszituton Rehabilizztion and Energy Efficiency 32
Commuzity Based Rangeiand Rehabiliradon for
Carbon Sequestarion and Bmmve—suy 1.5
Elecericity, Fuel, and Fertlizer from Municipal Waste
in Tapzazia: A Demons"-anon Biogas Plant for Africa 2.5
Prometicn of Elecwicity Energy Efficiency 5.5
Solar Warer Headng 4.0
7.0

Photovolezics for Housekold and Community Use
Conol of Gresnhouse Ges Emissions Through Energy
Efficiezr Building Te chnology’ 3
2 giz Laast Cost Greenhouse Gas Abatement Strategles S.
R zional Strategy for Reducdon of Gresnhouse Gas
Emissicns in Arab States
Building Capacity in Sub-Sazharan Africa to Respond to
tha TN Framewcrk Convezton on Climats Change Sk 2.0

e ———————— e ——
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Global

Global
Global
Global

Global -

Global

Global

Global Change System for Ana.lysxs, Research and

7.0

" Training (START) - .
Climate Change Capacny Bu:ldm: : 0.9
Alternatives to Slash and Bumn Research Initiatives - -» = 3.0
Monitoring of Greenhouse Geses Including Ozone 4.8
Research Programme on Methane Ezmssmn ﬁom Rlc.. :

Fields =i .- 7 70T Lo 5.0
Country Case Studles on Som'ces and Sinks of o

Greenhouse Gases - ’ 4.7
Capacity Building and Infrastructure (IPCC) 2.8

Total -~ $259.6
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TABLE 2: INTTIAL PROGRAM OF ACTIVITIES OF THE RESTRUCTURED GEF
AS APPROVED AT ITS FEBRUARY ’95 CoUNCIL MEETING

- oe——. . . .,

- Implementing Amount/Smillion

Country Proiec:
Agepev”

Argentina  Couztry Smdy on Climate Caangs UNDP * " 1.000

Botswana Enabling Botswana to fulfill its commitments UNDP 0.350
to the UN Framework
Convention on Climare Charnge

China Energy Conservation and Pollution conrol in UNDP" 1.000
Town and Village Eznrterprises (TVEI) : .

Jordan The Hashemite Kingdom of Jordan - Building ~ _ UNDP' 0.242
Capaciry to respond to the challenges and :
opportunites created by narional response to
the Framework Conventicn en Climare
Change

Maldives Nadonal GHG invenrtory and adaptation UNDP 1.000
assessmenr to Climate Change

Urugnay - Instirutional Strengthening and Enabling UNDP 0.700 -
‘Activities to comply with the UN Framework
Convenscn on Climate Change

Global : Ccfu.ntry Case Studies on Climate Change UNEP 2.000
impacts and adapration assessment - Phase I

Global - Economies of GHG Limitadons - Phase It UNEP 3.000

Establishment of a Methodological
Framework for Climate Change Mitigation
Assessment




