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Update on the policy for contributions to
the Green Climate Fund for the second
replenishment

Summary

This document provides a summary of the discussions held during the first consultation
meeting (1-2 December 2022) with regard to updating the policy for contributions to the
Green Climate Fund for the second replenishment. Based on the feedback from the first
consultation meeting and the thirty-fifth meeting of the Board, the draft policy for
contributions will be revised and shared at the second consultation meeting in April 2023
for consideration, with a view to preparing a further revised draft policy for consideration
and adoption by the Board at B.36.
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L. Introduction
1. Pursuant to decision B.33/11, the first consultation meeting was held virtually on 1-2

December 2022 to discuss matters relating to the second formal replenishment of GCF (GCF-2).
Per document GCF/B.33/15/Rev.01, paragraph 5, the main purpose of the replenishment
process will be to discuss and determine financial matters of GCF-2, inter alia the draft policy for
contributions for approval by the Board, the financial position of the Fund, and the reference
exchanges rates.

2. The first consultation meeting was attended by 37 potential contributors, 16 Board
members, a representative of the Trustee, 3 active observers of the Board (2 civil society
observers and 1 private sector observer), and observers from the secretariats of the United
Nations Framework Convention on Climate Change (UNFCCC), the Adaptation Fund, and the
Climate Investment Funds (CIF).

3. Issues related to the policy for contributions were discussed on day 2 of the consultation
meeting, and a summary of those discussions is provided below. The document “Approach
paper on update to the policy for contributions to the Green Climate Fund for the second
replenishment”, which was shared for the first consultation meeting, is attached in annex I to
this document.

II. Summary of discussions on the policy for contributions

4. Based on the approach paper on the updated draft of the policy for contributions, the
following main areas were discussed at the first consultation meeting:

() Minimum contribution;

(b) Effectiveness;

(© Timing;

(@) Encashment of promissory notes and encashment schedule; and

(e) Commitment authority.

5. On the issue of minimum contribution, many participants agreed on maintaining the

current policy of no minimum contribution, while affirming that the contributor base should be
broadened, and one participant inquired whether there was a predicted number of small
contributions. A proposal was also made for a more efficient system, such as an electronic
platform, to be implemented to process small contributions to reduce the cost and time burden.

6. There was also a request for further justification on why the no-minimum contribution
policy should be maintained as well as information on what the policy would be for
unconfirmed pledges. The Secretariat reaffirmed the value of broadening the contributor base
and stated that not having a minimum contribution would allow for a wider contributor base.
The Secretariat also clarified that all unconfirmed pledges are recorded in the regular Status of
GCF Resources reports for the Board.

7. On the issue of effectiveness, some participants expressed their preference to continue
with the existing 25 per cent threshold.

8. On the issue of timing of contributions, the Secretariat strongly requested that all GCF-
2 contribution payments and deposits be completed within the replenishment period. The
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participants noted the request, and will discuss the matter further in the second consultation
meeting.

9. On the issue of encashment of promissory notes and encashment schedule, there
was a preference among most participants to continue to use the current nine-year encashment
schedule, while a few participants would prefer to shorten the encashment schedule.
Participants agreed to discuss the matter further in the second consultation meeting.

10. On the issue of commitment authority, there was a preference among participants to
continue to use the existing practice of making funding decisions against the total amount of
available resources in the form of cash and promissory notes in the Trust Fund. Participants
agreed to discuss the matter further in the second consultation meeting. The Secretariat and the
Trustee also informed participants that GCF already follows similar processes and best practices
of other comparable organizations.

11. On other issues, participants proposed allowing more flexibility on conditions for loan
contributions. The Secretariat noted that there may be more room for flexibility on the level of
loan contributions, and it would consult further with potential loan contributors on whether
there is appetite for more loan contributions in the future.

III. Nextsteps

12. Based on the feedback from the first consultation meeting and the thirty-fifth meeting
of the Board, the draft policy for contributions will be revised and shared at the second
consultation meeting in April 2023 for consideration, with a view to preparing a further revised
draft policy for consideration and adoption by the Board at B.36.
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Annex I: “Approach paper on update to the policy for contributions to
the Green Climate Fund for the second replenishment”, as
shared for the first consultation meeting

The document titled "Approach paper on update to the policy for contributions to the Green
Climate Fund for the second replenishment”, as shared for the first consultation meeting, is
contained below.
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First consultation meeting

1 - 2 December 2022
Virtual meting

Approach paper on update to the policy for
contributions to the Green Climate Fund for
the second replenishment

Explanatory note:

This document highlights the main areas in the policy for contributions to the Green Climate
Fund for the second replenishment which could be reviewed and if necessary, revised for the
Green Climate Fund’s second replenishment period. Based on the feedback from the first
consultation meeting, the policy for contribution will be revised and submitted for
consideration to the second replenishment meeting.
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L. Introduction
1. After consultations at two technical sessions during the first replenishment (GCF-1)

consultation meetings!, at its twenty-fourth meeting, the Board approved Policy for
Contributions? for GCF-1. The Policy for Contributions stipulated that the process for
contributions will apply only to GCF-1, without any prejudice to future replenishments. The
original text of the Policy for Contributions is attached in Annex I to this document.

2. In its decision B.31/11, the Board decided to launch the process for the GCF's second
replenishment and requested the Secretariat to prepare a document outlining areas in the
Policy for Contributions, Standard Provisions, and template contributions agreement that may
be updated for the Green Climate Fund’s second replenishment (GCF-2) period.

3. Also, according to the same decision, the Secretariat will be supported by the Trustee on
the updates to the Standard Provisions, template contributions agreement and any other
relevant financial management issues.

II. Potential revisions/updates in the Policy for Contributions

2.1 Specific areas of Policy for Contributions

4, In this section, specific areas of possible updates will be introduced, in the order of
appearance in the Policy for Contributions, by presenting the excerpts from the Policy for
Contribution and then followed by issues and experience from the GCF-1 period and the
possible way forward in the second replenishment period. Where appropriate, the
recommendations of the Secretariat are indicated.

2.1.1 Resource mobilization approach for the second replenishment
(a) Para [.2.(b): Minimum contribution

There will be no minimum contribution threshold for Parties to the United Nations Framework
Convention on Climate Change (the “Convention”) and Non-Parties to the Convention (e.g. other
sovereign entities, regional governments, states and cities) to participate in the replenishment
consultation process and to make pledges and contributions. This matter will be re-visited during
the consultation processes instituted for future replenishments;

@ Experience from GCF-1 and further considerations

e During GCF-1 process, many participants expressed strong support for not setting a
minimum contribution threshold such that all contributions, however small, were
important and welcomed. Participants noted that successful replenishment depends
on mobilizing global political support, and it was therefore essential that there were
no restrictions on who could contribute.

1 The first consultation meeting was held from 4 to 5 April in Oslo, Norway. A second consultation
meeting was held from 29 to 30 August in Ottawa, Canada. Further details can be found at
https://www.greenclimate.fund/about/resource-mobilisation/gcf-1 .

2GCF/B.24/02 annex .
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e However, some other few contributors wanted to set a minimum contribution
threshold to balance between having as many contributors as possible whilst being
as ambitious as possible.

e The main difference between GCF-1 and GCF-2 replenishment process is that the
core discussion on update of the Strategic Plan will be within the Board process, as
such all contributors would be able to participate irrespective of their level of
contribution. This negates the rationale for having a minimum contribution
threshold.

(i) Recommendation for going forward

e Maintain the present policy to not have a minimum contribution threshold, as GCF
needs to broaden its contributor base and to include as many contributors as
possible for an ambitious replenishment. Having a threshold to replenishment
participation may potentially turn away potential contributors.

(b) Para [.2.(d): Effectiveness

The GCF’s commitment authority for the first replenishment period will become effective when 25
per cent of the total amount3 pledged at the pledging conference is confirmed by fully executed
contribution agreements/ arrangements.*

@ Experience from GCF-1 and further considerations

e During GCF-1, effectiveness (defined as the ability of the Board to allocate funds for
projects) was lowered to 25 per cent from 50 per cent, and it was achieved on 19
Dec 2019, in less than 2 months after the Pledging Conference in October 2019

e In light of the financial challenges being faced by the most vulnerable countries,
coupled with the need for rapid deployment of resources to meet GCF’s mission
objective, it is crucial to reach the effectiveness as early as feasible.

(if) Options going forward

e (Continue with the existing 25 per cent threshold.

e Further lower the threshold to [20/15/10] percent to ensure early usage of
commitment authority.

2.1.2 Conditions applicable to all types of contributions

(a) Para IV.15: Requirement to provide grants

All contributors would be required to provide a grant contribution. Contributions in the form of
loans or capital will be accompanied by a minimum grant contribution to the GCF in respect of the
administrative costs and expenses of the GCF (collectively referred to as “administrative budget”),5
and AE fees associated with the implementation and use of the loan or capital contribution, since
they may not be used for such non-reimbursable uses. Further details on providing grants are
provided in paragraphs 17 and 25 [of the Policy for contributions to the Green Climate Fund for

3 Based on the reference exchange rate agreed for the pledging conference

4 “Fully executed contribution agreement/arrangement” refers to unqualified and unconditioned
contribution agreement/arrangement with fixed payment or deposit schedule and signed by all parties

5 Including Interim Trustee and other functions.
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the first replenishment]. The grant contribution required in respect of administrative budgets
would be counted as part of the contributor's overall contribution to the GCF.

Para V.21: Capital contributors would be required to make a grant contribution to cover
administrative budgets and AE fees, unless the specific terms of the capital contributions allow for
financing of grants or administrative budgets. The amount of the additional grant contribution
required should be at least 10 per cent of the amount of the pledged capital contribution. The
amount may be adjusted based on an analysis of actual administrative budgets approved during
the replenishment period, AE fees, and any other factors.

Para V1.29: Loan contributions will be used to finance loans on terms less concessional than the
loan contributions and will be unavailable for non-reimbursable uses, such as to provide grants, to
finance the administrative budgets, and AE fees. Therefore, loan contributors would be required to
provide a grant contribution to cover administrative budgets and AE fees. The amount of the
additional grant contribution required should be at least 10 per cent of the amount of the pledged
loan contribution. The amount may be adjusted based on analysis of actual administrative budget
approved during the replenishment period, AE fees, and any other factors.

6] Experience from GCF-1 and further considerations

e Additional grant amount of at least 10 per cent were received from all capital and
loan contributors.

e From IRM and GCF-1, total amount of confirmed loans is approximately USD 915
million, and total amount of capital is USD 1.7 billion.

e As of B.34, total of approximately USD 822 million have been approved for
administrative expenses since inception. The amount of project fees has totalled to
approximately USD 416 million as of 30 September 2022.

(ii) Recommendation for going forward

e Since the total amount of confirmed grants from IRM and GCF-1 contributions is
approximately USD 15 billion and considering the recent foreign exchange
fluctuations and the project fees which continues to be allocated, the present level of
10 per cent should be maintained, subject to continued review in the next
replenishment consultation.

) Para IV.16: Timing of contributions

The GCF will accept contribution payments pursuant to the contribution
agreements/arrangements. Although there will be no fixed instalment schedule during the
replenishment period, contributors are strongly encouraged to fulfil their payments and deposits,
as early as possible, and at least one year prior to the end of the respective replenishment period,
to build up sufficient funding levels available for predictable funding decisions/commitments and
programming by the Board.

6] Experience from GCF-1 and further considerations

e Some contributors are scheduled to make their GCF-1 payments in December of
2023 and later, which goes beyond the GCF-1 replenishment period. The payments
in December 2023 total to approximately USD 700 million, and the payments in
2024 and beyond will total to approximately USD 250 million.

e During GCF-1, 9 contributors have frontloaded their December payments totalling to
approximately USD 2.1 billion to be utilized for the Board meeting of that year.
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(ii) Recommendation for going forward

e Continue to strongly request that all GCF-2 contributions (payments of cash and
deposit of promissory notes) will be completed within the replenishment period,
while also strongly encouraging the contributors to make the contributions by end
of third quarter of each year so that the contributions can be allocated as
commitment authority to the relevant Board meetings of that year. [Recommended]

213  Conditions for grant and capitalé contributions

(a) Para V.22: Percentage of capital contributions

It is recommended that aggregate capital contributions do not exceed 20 per cent of the total
aggregated amount of pledges for the replenishment period, calculated using the reference
exchange rate for the first replenishment period. This may be reviewed within the context of the
FRMF and upon further development of the risk appetite of the GCF.

@ Experience from GCF-1 and further considerations

e (Capital contribution can be used for financial instruments which generate reflows,
such as loans, guarantee and equity unless specific terms of capital contributions so
allow.

e The total amount of capital contributions for GCF-1 totals to approximately USD 23
million equivalent. This is less than 20 per cent of the total contributions pledged
which is USD 10 billion equivalent.

e According to Policy for Contributions, capital contributors may receive a potential
return of its contribution, in whole or in part, upon wind-up of the GCF, depending
on the availability of funds at the time. In addition, (i) there is little risk of wind-up of
GCF in the near future and (ii) so far there are no loan, guarantee or equity projects
which have been reported of going bad.

(i) Recommendation for going forward

e The level of 20 per cent for the aggregate capital contributions should be
maintained.

(b) Para V.25.(b) and (c): Encashment of Promissory Notes and Encashment schedule

For those contributors who elect to make contributions in the form of promissory notes, the
encashment of promissory notes will be based on an encashment schedule agreed between the
contributor and the GCF, taking into account the expected programming of the GCF and resulting
cash requirements. To the extent possible, the encashment schedule will be agreed among the
parties allowing encashment on specific dates. While the encashment will be based on need, the
period within which the encashment take place shall not exceed nine years starting from the
beginning of the relevant replenishment period. This can be reviewed again during the
subsequent replenishment process; and

For the purposes of encashment, the following indicative schedule may apply:

Table 1: Indicative encashment schedule for the first replenishment period

6 Also referred to as “paid-in capital” in GCF documents.
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Calendar Year Per cent of
Contribution
2020 6.7%
2021 11.7%
2022 15.6%
2023 12.3%
2024 11.9%
2025 11.9%
2026 11.3%
2027 10.4%
2028 8.2%
Total 100.0%
M Experience from GCF-1 and further considerations

The average project implementation period for projects under implementation as of
31st Oct 2022 is 6.7years. Also, the disbursement amount for 2022 is expected to be
close to USD 900 million which is on an increasing trend.

The cash held in the GCF Trust Fund stands at about USD 6.5 Billion as at 30
September 2022, and it is abundant to cover the actual cash requirements for the
near future. Most promissory note contributors have started their encashment
according to the agreed encashment schedule.

The longer the encashment period, the actual contributions will be exposed to
greater FX fluctuation risk. As the hedging policy was approved at B.34, then it
would be preferred to have the instalment and encashment dates to be fixed instead
of a deadline date for encashment such as “by XX December” or “on or before XX
December”. If the encashments dates are fixed on a particular date, it would be much
easier to purchase a hedging product for the incoming contributions.

(ii) Options going forward

Continue to use the same 9 years encashment schedule.

Considering the implementation period of approved projects and implementation of
the Hedging Policy, shorten the encashment schedule to [8][7]
years.[Recommended]

Change the instalment and encashment schedule to specific dates instead of a time
limit on the encashment.



GREEN
CLIMATE
FUND Page 7

(© Para V.26: Discount rate for calculation of credits

For those contributors that choose to accelerate their cash payment or encashment schedule
compared to the original or standard schedule, a credit will be provided which will be added to
the nominal pledge amount. This credit will be calculated as the difference between the present
value of the standard encashment schedule and the contributor’s encashment schedule. The
discount rate for calculating the present value will be based on the estimated investment return
on the GCF’s liquidity over the term of the encashment schedule. For the purposes of the first
replenishment period, the discount rate would be 1.5 per cent. The encashment schedule will in no
way prejudice the operation of the GCF in terms of programmatic decisions and disbursement
profile. The encashment schedule may be reviewed in the future replenishment processes based
on the approved projects’ projected disbursement needs.

6] Experience from GCF-1 and further considerations

e The discount rate for calculating the present value of future encashments is based on the
estimated investment return on the GCF’s liquidity over the term of the standard
encashment schedule. The discount rate used for GCF-1 period was 1.5 per cent. The
average annual investment returns over the last 9 years, which matches the 9-year
standard encashment schedule, was 1.01 per cent’. In the absence of additional
information on future GCF cashflows, disbursement rates, mix of contribution types and
investment strategy, a conservative approach would be to use the same discount rate for
the subsequent replenishment period.

(i) Recommendation for going forward

e Based on the investment returns data from the Trustee, a discount rate of 1.01 per cent
should be used for the calculation of credits for GCF-2.

2.14 Conditions for loan contribution

(@) Para VI.30: Prudential debt limit

For the first replenishment period, the GCF will continue to set the prudential debt limit (defined
below) at 20 per cent, calculated using the foreign exchange rate at the end of the previous quarter
or other latest foreign exchange rates as agreed. In case there is a risk of breaching the prudential
debt limit due to foreign exchange impact or a newly pledged contribution amount, the Board may
review the situation to either allow the limit to increase or request that the situation be rectified in
order to maintain the limit of 20 per cent.

0] Experience from GCF-1 and further considerations

e During IRM, loan amount of approximately USD 483 million equivalent was
confirmed by contribution arrangement, which was 4.8 per cent of the total signed
contributions. For GCF-1, the loan amount is approximately USD 388 million which
is 4.5 per cent of the total signed contributions.

e There is no report of non-performing loan projects to date.

e As of B.34, the makeup of the approved funding proposals is 41 per cent grants, 43
per cent loans, 9 per cent equity, 3 per cent guarantee, and 4 per cent results-based
payments.

7 While the historical investment returns remained low, the recent interest rates are on an upward trend.
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(ii) Recommendations for going forward

e GCF should continue to take on the conservative approach of debt limit of 20 per
cent for GCF-2 period. The debt limit will be reviewed and, if necessary, revised
according to the information provided during the replenishment period.

(b) Para VI.32(a): Implementation of the prudential debt limit

(a) The limit will be managed on an aggregate basis. During the pledging session, individual
contributors would be encouraged to limit the individual loan component of their total
contribution amount. The loan contribution of individual contributor should be no higher than 40
per cent of their total contribution, unless the grant contribution from that individual contributor
exceeds the grant contribution provided to the previous resource mobilization period. If the total
amount of loan contributions is greater than the prudential debt limit, the Board may review the
situation to either allow the limit to be exceeded or to request that the situation be rectified in
order to maintain the limit of 20 per cent

M Experience from GCF-1 and further considerations

e The percentage of the loan contribution for Canada was approximately 37 per cent
and for France approximately 20 per cent of their total contribution amount.
e Repayment from the loan projects have started without any delays of repayment.
e The majority of projects are in the early stages of implementation to determine the
non-performing loans (NPL) level and its impact, if any.
(ii) Recommendation for going forward

e GCF should continue to take on the conservative approach of debt limit of 40 per
centd for individual contributor during the replenishment period. If necessary, the
debt limit for individual contributor may be reviewed and revised according to the
information provided during the second replenishment period.

(© Para VI.32(c): Reporting of the grant equivalence of a loan contribution

Reporting of the grant equivalence of a loan contribution: Funding received and extended by the
GCF will be accounted for in grant-equivalent terms based on a standard methodology, to be
developed by the GCF based on best international practices, to provide an accurate comparison of
funding amounts between financial instruments. To calculate grant equivalency of loan
contributions, a discount rate of 2.70 per cent for loan contribution with 40 year maturity and 2.35
per cent for loan contribution with 25 year maturity will be utilized for the first replenishment
period. Indicative calculations using 2.70 and 2.35 per cent discount rate are presented in
Appendix Il attached to this Policy for Contributions. The full-face value amount of the loan
contribution shall be used for the purpose of calculating the commitment authority for GCF (see
section VII [of the policy for contribution to the green climate fund for the first replenishment]),
and the prudential debt limit;

0] Experience from GCF-1 and further considerations

e The loan contributions have been reported in grant equivalent terms in the pledge
tracker which is part of the Board document Status of GCF Resources.

e For GCF-1, the discount rate was based on the international practice at the time of
the drafting of the policy, and the reference used was the eighteenth cycle of the
International Development Association (IDA 18) replenishment where it applied
2.35 percent in SDR terms for a 25-year maturity/5-year grace loan and 2.70 per
cent in SDR terms for a 40-year maturity/10-year grace loan.
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e Under IDA’s framework, discount rate used to calculate the grant element is based
on [IDA’s projected funding cost in the market and translated into the currencies of
the SDR basket. For IDA 20 Replenishment, the discount rate applied is 1.41 per cent
in SDR terms for a 25-year maturity/5-year grace loan, and 1.79 per cent in SDR
terms for a 40-year maturity/10-year grace loan. For reference, for USD, it is 2.11
per cent and 2.53 percent and for Euro, it is 0.48 per cent and 0.85 per cent, for 25-
year maturity/5-year grace loan and 40-year maturity/10-year grace loan
respectively.

(i) Recommendation for going forward

e (Continue to utilize the recent discount rates used in international practice by a well-
established international organization, such as IDA 20 for GCF-2. The revised rates
will be 1.41 per cent for a 25-year maturity/5-year grace loan, and 1.79 per cent for
a 40-year maturity/10-year grace loan.

(@ Para VI.32(f)(ii): Cushion and write-down of loans

In addition to the grant contribution amount required to cover administrative budgets and AE fees
(described in paragraph 29 above), loan contributors will also provide an additional grant
contribution in respect of the cushion for non-performing loans. In accordance with the prudential
debt limit considerations and principle of no cross- subsidization, a portion of the total grant
contributions provided by loan contributors would be in respect of a cushion for non-performing
loans, to be held as part of the assets of the Trust Fund, and available for use to make payments to
loan contributors in the event reflows from outgoing loans are not sufficient to cover repayments
due to contributors. The amount of the cushion can be refined as sufficient data on the actual
performance of the GCF’s portfolio is collected. Refinements will be based on a realistic
(quantitative) assessment of the risks the GCF has taken and is prepared to take on (the GCF’s risk
appetite) and an analysis of the GCF’s expected cash flows, based on default rates and other
assumptions. If, despite all reasonable efforts to maintain the risk profile of the portfolio of the GCF
in line with the agreed risk appetite, the cushion proves to be inadequate, the loan contribution
agreements will require that the loan contributors make additional grant contributions (and/or
write-down against the payment of interest and principal repayment of loan contributions).
During the early stages of implementation, it is difficult to determine the level of non-performing
loans and any related impact. Accordingly, the GCF will continue to maintain a cushion of 20 per
cent of the total loan amount for the loan contributor during the first replenishment. In the event
there is an excess amount of cushion, as determined by the Secretariat and the loan contributors,
the excess amount may be released and may be used as a grant contribution. Loan cushions will
not count toward grant equivalency or individual debt limit calculations. A review of the required
level of cushion will be undertaken by the Secretariat in the subsequent replenishment process.

@ Experience from GCF-1 and further considerations

e From IRM and GCF-1, Canada and France are the only contributors to provide loan
contributions.

e The cushions of 20 per cent of the loan contributions from both Canada and France
have been paid according to the loan arrangements.

e Repayment from the loan projects have started without delays.

e Itis still in the early stages of implementation to determine the NPL level and its
impact, if any.

(if) Recommendation for going forward

e GCF should continue to take on the approach of cushion of 20 per cent of the total
loan amount for the loan contributor during the replenishment period. The level of
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necessary cushion will be reviewed and, if necessary, revised according to the
information provided as part of the Risk Management Framework during the second
replenishment period.

(e) Para VI.33: Terms of loan contributions

The terms of loan contributions will ensure that the average level of concessionality of outgoing
loans will be less than the average concessionality level of incoming loan contributions, with a
sufficient margin to cover a credit risk. Proposed loan contribution terms are contained in
Appendix I to this Policy for Contributions.

Appendix I: Loan contribution terms

1. It is recommended that the terms of loan contributions be standardized for all contributors. Two
options for loan terms may be chosen:

(a) A more concessional option (Option 1); and
(b) A less concessional option (Option 2).

2. Standardized loan terms applicable during the initial phase of the GCF’s operation would
facilitate risk and cash flow management by the GCF.

3. These terms will apply for the first replenishment period, and may be reviewed in the future,
during the subsequent replenishment processes. They may also need to be reviewed based on the
terms chosen by the Board for concessional lending by the GCF, to ensure that such terms
(maturity and interest rate) of loan contributions are more concessional than the high
concessional loans to the projects from the GCF, which has 0 per cent and 40 years maturity.

(a) Loan contribution size: The maximum size of the loan contribution acceptable to the
GCF would depend on the prudential debt limit set out in paragraph 30 of this Policy for
Contributions;

(b) Maturity: The maturity of loan contributions will be 40 years for Option 1 and 25 years
for Option 2;

(c) Grace period: The grace period of loan contributions will be 10 years for Option 1 and 5
years for Option 2 and will apply to interest and principal repayments;

(d) Principal repayments: Straight-line amortizing repayment schedule after the grace
period; payments every six months;

(e) Interest rate: Loan contributions will attract a fixed coupon rate of up to 1 per cent per
annum; payments every six months (applicable to Option 1 and Option 2) after the grace
period; and

(f) Drawdown of loan proceeds: The GCF will draw down loan funds from contributors as
agreed between the GCF and contributor.

6] Experience from GCF-1 and further considerations

e The loan contribution from France was 25 years maturity with 5 years grace period
at 0 percent interest, while the loan contribution from Canada was 25 years maturity
with 5 years grace period at 1 percent interest

e The maturities of Concessional Partner Loans (CPL) under IDA 20 replenishment are
25,40 or 50 years with grace period of 5 years for 25 years maturity and 10 years
for 40 and 50 years maturity. The interest rate is up to 1 percent per annum.

e Repayment from the loan projects have started and without delay.
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e The average maturity of private sector loan projects is 16 years ranging from 5 to 23
years.

(if) Options going forward

e (Continue with the existing terms and conditions, as it is in line with international
practice, and there are no data yet to justify the change in terms and conditions.
[Recommendation]

e The interest rates and maturity (the concessiionality) of the incoming loans could be
more than the high concessionality loans to projects from the GCF.

2.15 Commitment authority

() Para VIL.34: Commitment authority

Funding decisions® will be made against the total amount of available resources in the form of cash
and promissory notes in the Trust Fund, calculated based on the foreign exchange rate at the end
of the previous quarter or other latest foreign exchange rates as agreed, at the time of calculation.

0] Experience from GCF-1 and further considerations

e For B.34, due to foreign exchange fluctuations and payment delay of contributions
there was a shortage of commitment authority to allocate to all funding proposals
which passed independent Technical Advisory Panel (iTAP).

(if) Options going forward

e Continue to use the existing practice of making funding decisions against the total
amount of available resources in the form of cash and promissory notes in the Trust
Fund. [Recommended]

e Explore other options on how funding decision making can be made against
commitment authority.

2.1.6 Foreign exchange risk management

(a) Para X.41: Management of foreign exchange risk

Foreign exchange risk will be managed in the confines of the GCF’s RMF. In practice, foreign
exchange risk as it relates to contributions can involve future expected encashments of promissory
notes, cash payments not yet received, promissory notes not yet deposited and unencashed, and
reflows needed to repay loan contributions. Foreign exchange risk can be mitigated by matching
currencies of loan contributions to the currencies of the GCF’s commitments to AEs. Foreign
exchange risk will be monitored and considered as part of the development of any approach to
mitigate the impact of foreign exchange rate volatility on contributions. Pursuant to the RMF, any
hedging strategy would only be developed considering recommendations from the Risk
Management Committee with agreement, where appropriate, from the Board.

(0 Experience from GCF-1 and further considerations

8 Funding decisions include Board decisions on funding proposals, the readiness program, the Project
Preparation Facility, accredited entity management fees, any approved set asides, the administrative
budget (including for the independent units) and any other financial commitments made by the Board.
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e At B.34, the Policy to minimize the effect of currency fluctuations on the
commitment authority of GCF was adopted (decision B.34/22).

(if) Recommendation for going forward

e To limit this section to mention that foreign exchange risk will be managed and
monitored under hedging policy.
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Annex I of “Approach paper...”: Policy for contributions to the Green
Climate Fund for the first replenishment (decision B.24/02)

The Policy for contributions to the Green Climate Fund for the first replenishment (decision
B.24/02) was shared as annex I to the preceding document and is contained below.



GCF DOCUMENTATION POLICIES

Policy for contributions to the Green
Climate Fund for the first replenishment

This document captures the policy as adopted by the Board in
decision B.24/02. The policy was sent to the Board for
consideration at B.24 in document GCF/B.24/11 titled, “GCF First
Replenishment (GCF-1): Replenishment Summary Report”.

All decisions and documents adopted at B.24 can be found in
document GCF/B.24 /17 titled “Decisions of the Board -
twenty-fourth meeting of the Board, 12 - 14 November 2019”.
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I. Resource mobilization approach for the first replenishment?
1. This Policy for Contributions will apply to the first replenishment period (“GCF-1") of

the Green Climate Fund (the “GCF” or the “Fund”) with a view to continuing to apply to future
replenishments.

2. Without prejudice to the foregoing, the first replenishment process will be subject to the
following:
(a) Pledging process and end-date for replenishment pledging: Contributors will be

invited to pledge contributions at a formal first replenishment pledging conference (24 -
25 October 2019). Based on Board decision B.05/04, the GCF will nevertheless maintain
flexibility to receive additional contributions from both existing and new contributors
on an ongoing basis;

(b) Minimum contribution: There will be no minimum contribution threshold for Parties
to the United Nations Framework Convention on Climate Change (the “Convention”) and
Non-Parties to the Convention (e.g. other sovereign entities, regional governments,
states and cities) to participate in the replenishment consultation process and to make
pledges and contributions. This matter will be re-visited during the consultation
processes instituted for future replenishments;

(© Replenishment period: The GCF's replenishment process will secure financing for the
4-year-period beginning on 1 January 2020 and ending on 31 December 20232;

(d) Effectiveness: The GCF’'s commitment authority for the first replenishment period will
become effective when 25 per cent of the total amount3 pledged at the pledging
conference is confirmed by fully executed contribution agreements/ arrangements*.

(e) Trigger for the subsequent replenishment process: The GCF will initiate the next
replenishment 30 months after the commencement of the replenishment period in
order to allow sufficient time for the preparation and consideration of such reports
and/or evaluations as may be necessary.

i) Carry-over of funds:

Resources carried over from the initial resource mobilization (IRM) period/one
replenishment period to the following replenishment period will consist of the
following:

M Amounts contributed in cash or promissory notes not committed by the end of
the IRM/relevant replenishment period;

(i) Any investment income, reflows and other funds from financial instruments not
committed by the end of the IRM/relevant replenishment period; and

(iii) Unpaid cash or promissory notes per fully executed contribution
agreements/arrangements.

In addition, unconfirmed pledges from the IRM period will be recorded for the IRM
period. As they are confirmed by fully executed contribution agreements/arrangements
and paid and/or deposited, they will be recognized as part of the commitment

1 This Policy for Contributions may be further revised following the discussions to take place at the second

consultation meeting in Ottawa, Canada and the Secretariat wide review prior to its submission to the Board at B.24.

2 Decision B.23/07

3 Based on the reference exchange rate agreed for the pledging conference

4 “Fully executed contribution agreement/arrangement” refers to unqualified and unconditioned contribution
agreement/arrangement with fixed payment or deposit schedule and signed by all parties.
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authority. GCF-1 contributors expect that all pledges are implemented by fully executed
contribution agreements/arrangements, paid and deposited.

II. Sources of funds

3. The Governing Instrument for the Green Climate Fund (the “Governing Instrument”)
states that “the Fund will receive financial inputs from developed country Parties to the United
Nations Framework Convention on Climate Change”, and “may also receive financial inputs from
other sources, public and private, including alternative sources”.5

4. The GCF, therefore, may also receive contributions from the following sources:

(a) Non-Parties to the Convention;

) Public and private entities; and

(© Philanthropic foundations, among others.

5. Contributions from Parties to the Convention and Non-Parties to the Convention, such as

other sovereign entities, regional governments, states and cities, will be accepted on the basis of
pledges received by the GCF in accordance with this Policy for Contributions.

6. Contributions from public and private entities, philanthropic foundations and
alternative sources, may be accepted on the basis of pledges received by the GCF in accordance
with the relevant policies approved by the Board®.

7. Additionally, sources of funds may include, but are not limited to:

(a) Investment income earned on the balance of the Green Climate Fund Trust Fund
(the “Trust Fund”);7 and

(b) Reflows from outgoing loans and other financial products, including interest and
principal repayments, net of repayments to loan contributors.

III. Types of contributions

8. In accordance with decision B.05/04, paragraph (d), the GCF will receive the following
types of contributions:

(a) Grants from public and private sources;

(b) Paid-in capital®8 contributions from public sources; and

(© Concessional loans from public sources.

5 Governing Instrument, paragraphs 29 and 30.

6 The policies for contributions from public and private entities, philanthropic foundations and other alternative
sources should be submitted by the Secretariat to the Board for its consideration and further decision by the Board
as part of its work plan in 2020.

7 This includes investment income earned on balances transferred by the Fund to implementing entities and
intermediaries (if applicable).

8 The term “paid-in capital” used in previous Board decisions and GCF documentation does not denote capital
(or equity of the GCF) that may be used as collateral or otherwise to leverage borrowing by the GCF (e.g. as in the
case of a financial institution or multilateral development bank) but rather refers to “capital” as defined in Table 1.
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Table 1: Contribution types and uses

Contribution Type Definition Illustrative Uses by the Fund
Grant e Funds provided in cash or by ¢ Any financial instruments
promissory note approved by the Board,

(e.g. grants, concessional loans,

¢ No repayment obligation '
equity, guarantees)

e (Cash and promissory notes are
assets of the GCF e Administrative budgets, Accredited
Entities (AE) fees (i.e. fees that AE
may be entitled to receive for
project implementation or other
services to be performed by AE)

Loan e Funds provided in cash e Loans on terms less concessional

e Obligation of the Fund to repay the than the loan contributions

contributor, with or without
interest

e (Cash drawdowns are assets of the
GCF, creating a corresponding

liability of the GCF
Capital® e Funds provided in cash or by ¢ Financial instruments which
promissory note generate reflows regardless of the

concessionality level

(e.g. concessional loans, guarantees
generating fee income). Thus,
capital contributions may not be
used to finance grants unless the
specific terms of the capital
contribution so allow.

e C(Capital contributor may receive a
potential return of its contribution,
in whole or in part of pro-rata
share upon wind-up of the Fund,
depending on the availability of
such funds at the time

e C(Capital contributions are assets of
the GCF, creating a corresponding
liability of the Fund

9. Tracking of contribution types and their uses: Tracking of different types of
incoming contributions and their uses by the GCF in accordance with its relevant contribution
policies will be performed by the Secretariat under the Financial Risk Management Framework
(FRMF) to avoid cross-subsidisation between grant and loan contributors. Additional guidance
will be drawn from the Risk Management Framework (RMF) and internal guidelines, as
appropriate. The FRMF is planned for review in 2020, taking into account the RMF and any
other GCF policies.

10. Tracking of capital contributions: Capital contributions would be tracked and
reported to the relevant contributors and to the Board, as needed.

11. Tracking of loan contributions: As part of the implementation of the FRMF10 by the
Secretariat, a system for tracking loan contributions reflects that:

(a) Loan contributions will be tracked separately from grants and capital contributions; and
(b) All loan contributions will be co-mingled, and grant amounts in respect of the cushion

provided by the loan contributors will be used/shared on a pro-rata basis among all
loan contributors.

9 Asreferred to as “paid-in capital” in previous Board decisions and GCF documentation.
10 Or any subsequent updates or revisions to the FRMF.
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IV. Conditions applicable to all types of contributions

12. Legal arrangements for contributions: Contributions to the GCF would be facilitated
through contribution agreements/ arrangements signed by the contributors, the GCF and the
Trustee (as the entity holding the contributed funds in trust), which is the existing mechanism
for receiving contributions to the Trust Fund.

13. Size of contributions: The GCF may accept pledges and contributions of any size from
Parties to the Convention and Non-Parties to the Convention.!! There will be no maximum limit
applicable on the contributions that the GCF may receive, provided, however, that contributions
are made within the limits set out for capital (paragraph 22), and loan contributions
(paragraphs 30 and 32(a)).

14. Currency: Itis recommended that all contributions be made in major freely convertible
currencies. In accordance with prior Board decisions, including the FRMF and RMF, the
Secretariat will consider taking appropriate measures to manage currency risk related to the
receipt, use and any repayment obligations related to contributions to the GCF. Further details
on the management of foreign exchange risk are provided in paragraph 41 below.

15. Requirement to provide grants: All contributors would be required to provide a grant
contribution. Contributions in the form of loans or capital will be accompanied by a minimum
grant contribution to the GCF in respect of the administrative costs and expenses of the GCF
(collectively referred to as “administrative budget”),12 and AE fees associated with the
implementation and use of the loan or capital contribution, since they may not be used for such
non-reimbursable uses. Further details on providing grants are provided in paragraphs 17 and
25 below. The grant contribution required in respect of administrative budgets would be
counted as part of the contributor’s overall contribution to the GCF.

16. Timing: The GCF will accept contribution payments pursuant to the contribution
agreements/arrangements. Although there will be no fixed instalment schedule during the
replenishment period, contributors are strongly encouraged to fulfil their payments and
deposits, as early as possible, and at least one year prior to the end of the respective
replenishment period, to build up sufficient funding levels available for predictable funding
decisions/commitments and programming by the Board.

V.  Conditions for grant and capital 13 contributions

17. Grants: A contribution made in the form of a grant may be used for any financial
instruments (e.g. grants, concessional loans, equity, guarantees), administrative budgets, and AE
fees.

18. Maximizing the grant element: In consideration of the requirements of the FRMF 14
and the limitations on the GCF’s use of capital contributions, further described in paragraph 19
below, grant contributions must significantly exceed the amounts contributed in the form of
loans and capital.

19. Capital: A contribution made in the form of capital may be used for financial
instruments which generate reflows regardless of the concessionality level (e.g. concessional

11 Conditions, including minimum size, related to contributions from Non-Parties and other sources contemplated in
the Governing Instrument, will be considered by the Board for decisions independently.

12 Including Interim Trustee and other functions.

13 Also referred to as “paid-in capital” in GCF documents.

14 Pursuant to paragraph 2(a) of the Fund’s initial financial risk framework adopted by decision B.07/05 of the Board,
“[t]he Fund will in aggregate seek to maximize grant contributions, taking into account its theme-based allocation.
It is foreseen that grant contributions must significantly exceed loan amounts.”
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loans, guarantees generating fee income). Capital contributions may not be used to finance
grants!s or administrative budget, unless the specific terms of the capital contributions allow
for such use.

20. Both capital and grant contributors may receive the return of their pro-rata share of the
Trust Fund balance in the event the GCF were to wind up operations. The distinction between
grant and capital contributions is that the pro-rata share of the remaining funds at the time of
the termination of the GCF that would be attributable to the grant contributors would be
reduced by the amount of outgoing grants made by the GCF (including administrative budgets
and AE fees). The pro-rata shares of the capital contributors would not be subject to such
reduction.

21. Capital contributors would be required to make a grant contribution to cover
administrative budgets and AE fees, unless the specific terms of the capital contributions allow
for financing of grants or administrative budgets. The amount of the additional grant
contribution required should be at least 10 per cent of the amount of the pledged capital
contribution. The amount may be adjusted based on an analysis of actual administrative
budgets approved during the replenishment period, AE fees, and any other factors.16

22. It is recommended that aggregate capital contributions do not exceed 20 per cent of the
total aggregated amount of pledges for the replenishment period, calculated using the reference
exchange rate for the first replenishment period!’. This may be reviewed within the context of
the FRMF and upon further development of the risk appetite of the GCF.

23. In case there is a risk of breaching this limit due to foreign exchange impact or the newly
pledged contribution amounts, the Board may review the situation to either allow the limit to be
exceeded or to request that the situation be rectified in order to maintain the limit of 20 per
cent.

24. Also, during the pledging session, individual contributors would be encouraged to limit
the individual capital component of their total contribution amount. If the total amount of
capital contributions is greater than the aggregate capital limit, the Board may review the
situation to either allow the limit to be exceeded or to request that the situation be rectified in
order to maintain the limit of 20 per cent.

25. Payment of grant and capital contributions:

(a) Method of payment: Payments may be made in cash or, at the option of the
contributor, and with the agreement of the GCF and the Trustee, by depositing, in a
designated custody account, non-negotiable, non-interest-bearing promissory notes, to
be drawn down in cash on demand;

) Encashment of Promissory Notes: For those contributors who elect to make
contributions in the form of promissory notes, the encashment of promissory notes will
be based on an encashment schedule agreed between the contributor and the GCF,
taking into account the expected programming of the GCF and resulting cash
requirements. To the extent possible, the encashment schedule will be agreed among
the parties allowing encashment on specific dates. While the encashment will be based
on need, the period within which the encashment take place shall not exceed nine years

15 Capital contributions may also not be used for administrative budgets or AE fees.

16 The figure of 10 per cent is an estimate of total costs and fees and in no way presupposes a Board decision on AE or
other fees or costs of the GCF.

17 It was agreed by the participants at the first consultation meeting held in Oslo, Norway during 4 to 5 April 2019 to
adopt the six-month period from 1 February to 31 July 2019 as the time period for the calculation of the reference
exchange rates.
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starting from the beginning of the relevant replenishment period. This can be reviewed
again during the subsequent replenishment process; and

(© Encashment schedule: For the purposes of encashment, the following indicative
schedule may apply:
Table 2: Indicative encashment schedule for the first replenishment period
Calendar Year Percent of Contribution

2020 6.7%
2021 11.7%
2022 15.6%
2023 12.3%
2024 11.9%
2025 11.9%
2026 11.3%
2027 10.4%
2028 8.2%
Total 100.0%

26. For those contributors that choose to accelerate their cash payment or encashment

schedule compared to the original or standard schedule, a credit will be provided which will be
added to the nominal pledge amount. This credit will be calculated as the difference between
the present value of the standard encashment schedule and the contributor’s encashment
schedule. The discount rate for calculating the present value will be based on the estimated
investment return on the GCF’s liquidity over the term of the encashment schedule. For the
purposes of the first replenishment period, the discount rate would be 1.5 per cent. The
encashment schedule will in no way prejudice the operation of the GCF in terms of
programmatic decisions and disbursement profile. The encashment schedule may be reviewed
in the future replenishment processes based on the approved projects’ projected disbursement
needs.

27. The Secretariat may also agree with the relevant contributor to encash promissory
notes on a basis other than that of the indicative encashment schedule as long as the revised
encashment schedule is no less favourable to the GCF than the indicative encashment schedule,
in present value terms. Any credits gained from this revision may be reported.

VI. Conditions for loan contributions

28. To ensure the financial sustainability of the GCF, transparency and equal treatment of
contributors, there will be no cross-subsidization between providers of grants and providers of
loans.18

29. Loan contributions will be used to finance loans on terms less concessional than the loan
contributions and will be unavailable for non-reimbursable uses, such as to provide grants, to
finance the administrative budgets, and AE fees. Therefore, loan contributors would be required
to provide a grant contribution to cover administrative budgets and AE fees. The amount of the

18 Decision B.07/05, Annex XI, paragraph 2(c).
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additional grant contribution required should be atleast 10 per cent of the amount of the
pledged loan contribution. The amount may be adjusted based on analysis of actual
administrative budget approved during the replenishment period, AE fees, and any other
factors.19

30. For the first replenishment period, the GCF will continue to set the prudential debt limit
(defined below) at 20 per cent, calculated using the foreign exchange rate at the end of the
previous quarter or other latest foreign exchange rates as agreed. In case there is a risk of
breaching the prudential debt limit due to foreign exchange impact or a newly pledged
contribution amount, the Board may review the situation to either allow the limit to increase or
request that the situation be rectified in order to maintain the limit of 20 per cent.

31. For the purposes of this Policy for Contributions, the prudential debt limit shall be
defined as the total amount of pledges and/or contributions confirmed by fully executed
contribution agreements/arrangements during the replenishment period in the form of loans as
a percentage of the aggregate total amount of pledges and/or finalized contributions confirmed
by fully executed contribution agreements/arrangements at any point during the relevant
replenishment period.

32. The prudential debt limit will be reviewed in the subsequent replenishment process(es)
within the context of the FRMF or other relevant policies upon further development of the risk
appetite of the GCF:

(a) Implementation of the prudential debt limit: The limit will be managed on an
aggregate basis. During the pledging session, individual contributors would be
encouraged to limit the individual loan component of their total contribution amount.
The loan contribution of individual contributor should be no higher than 40 per cent of
their total contribution, unless the grant contribution from that individual contributor
exceeds the grant contribution provided to the previous resource mobilization period. If
the total amount of loan contributions is greater than the prudential debt limit, the
Board may review the situation to either allow the limit to be exceeded or to request
that the situation be rectified in order to maintain the limit of 20 per cent.

(b) A review of the implementation of the prudential debt limit will be undertaken by the
Secretariat based on actual loan, grant and capital contributions paid.

(© Reporting of the grant equivalence of a loan contribution: Funding received and
extended by the GCF will be accounted for in grant-equivalent terms based on a
standard methodology, to be developed by the GCF based on best international
practices, to provide an accurate comparison of funding amounts between financial
instruments.20 To calculate grant equivalency of loan contributions, a discount rate of
2.70 per cent for loan contribution with 40 year maturity and 2.35 per cent for loan
contribution with 25 year maturity will be utilized for the first replenishment period.
Indicative calculations using 2.70 and 2.35 per cent discount rate are presented in
Appendix II attached to this Policy for Contributions. The full-face value amount of the
loan contribution shall be used for the purpose of calculating the commitment authority
for GCF (see section VII), and the prudential debt limit;

(d) Loan drawdowns: The proceeds of the loan contributions, payable in cash, will be held
in the Trust Fund. Loan contributions will be drawn down on a schedule agreed by the
GCF and contributor;

19 The figure of 10 per cent is an estimate of total costs and fees and in no way presupposes a Board decision on AE or
other fees or costs of the GCF.
20 Decision B.07/06, annex X1V, paragraph 2(b).
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(e) Provisions for non-performing loans: Losses from non-performing loans will be

borne on a pro-rata basis by contributors whose contributions were allocated to loans.
Should any loan extended by an AE for a project or programme it implements be
overdue, the Trust Fund may not have sufficient cash to fulfil payment obligations to the
loan contributors. Based on the Board decisions on the FRMF, 2! to further avoid cross-
subsidization between providers of grants and providers of loans:

0] The Secretariat will track loan performance and resource flows; and

(ii) Any financial losses will be borne on a pro-rata basis by contributors whose
loan, grant or capital contributions were used by the GCF to extend loans, in line
with the principle of no cross-subsidization between loans, grants and capital
contributions;

(0 The provisions for non-performing loans with respect to the loan contributors are as
follows:

M Cash-flow monitoring and modelling by the Secretariat: As noted above, the
role of the FRMF and the Secretariat will be crucial to the management of
contributions, and particularly the tracking of loan contribution cash flows; and

(i) Cushion and write-down of loans: In addition to the grant contribution
amount required to cover administrative budgets and AE fees (described in
paragraph 29 above), loan contributors will also provide an additional grant
contribution in respect of the cushion for non-performing loans. In accordance
with the prudential debt limit considerations and principle of no cross-
subsidization, a portion of the total grant contributions provided by loan
contributors would be in respect of a cushion for non-performing loans, to be
held as part of the assets of the Trust Fund, and available for use to make
payments to loan contributors in the event reflows from outgoing loans are not
sufficient to cover repayments due to contributors.22 The amount of the cushion
can be refined as sufficient data on the actual performance of the GCF’s portfolio
is collected. Refinements will be based on a realistic (quantitative) assessment of
the risks the GCF has taken and is prepared to take on (the GCF’s risk appetite)
and an analysis of the GCF’s expected cash flows, based on default rates and
other assumptions. If, despite all reasonable efforts to maintain the risk profile
of the portfolio of the GCF in line with the agreed risk appetite, the cushion
proves to be inadequate, the loan contribution agreements will require that the
loan contributors make additional grant contributions (and/or write-down
against the payment of interest and principal repayment of loan contributions).
During the early stages of implementation, it is difficult to determine the level of
non-performing loans and any related impact. Accordingly, the GCF will continue
to maintain a cushion of 20 per cent of the total loan amount for the loan
contributor during the first replenishment. In the event there is an excess
amount of cushion, as determined by the Secretariat and the loan contributors,
the excess amount may be released and may be used as a grant contribution.
Loan cushions will not count toward grant equivalency or individual debt limit
calculations. A review of the required level of cushion will be undertaken by the
Secretariat in the subsequent replenishment process.

33. Terms of loan contributions: The terms of loan contributions will ensure that the
average level of concessionality of outgoing loans will be less than the average concessionality

21 Decision B.07/05.
22 Reflows are expected to be insufficient until such time as interest payments are received on financing extended by
the GCF.
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level of incoming loan contributions, with a sufficient margin to cover a credit risk.23 Proposed
loan contribution terms are contained in Appendix I to this Policy for Contributions.

VII. Commitment authority

34. Funding decisions2* will be made against the total amount of available resources in the
form of cash and promissory notes in the Trust Fund, calculated based on the foreign exchange
rate at the end of the previous quarter or other latest foreign exchange rates as agreed, at the
time of calculation.

35. Based on the tracking by the GCF, as part of the implementation of the FRMF, it is
expected that there will always be sufficient commitment authority available in the Trust Fund
to meet the GCF’s obligations and support the funding decisions. In the unlikely event there is
insufficient commitment authority, funds will be committed and transferred in the following
order of priority:

(a) Payment of administrative budgets and AE fees, to be made from resources available in
the Trust Fund, except for capital and loan contributions;

(b) Transfers to AEs for projects and programmes, to be made based on resources available
in the Trust Fund and subject to the uses of each types of contributions; and

(© Payment of interest and repayment of loans to the loan contributors, to be made from:
) Reflows received by the GCF from loans extended to AEs; and

(ii) The cushion described above, in line with the principle of avoiding cross-
subsidization between grants and loans.

VIII. Liquidity risk management

36. Liquidity risk in relation to contributions represents the possibility of not having
sufficient available cash in the Trust Fund to meet payment obligations of the GCF, including
cash transfers for projects and programmes and debt service payments to loan contributors.
Liquidity concerns would arise, if the GCF’s cash position was lower than its scheduled or
unscheduled payment obligations at any point in time.

37. In accordance with the Board decision on the GCF’'s FRMF and RMF, mechanisms are put
into place to ensure that liquidity risk in relation to contributions is closely managed and
monitored by the GCF.25 Under the mechanisms to manage this liquidity risk, the GCF will:

(a) Commit only against available cash and promissory note deposits;

(b) Closely monitor the risk of non-payment;

(© Closely monitor and report to the Board on non-receipt of contributions on schedule;
and

(d) Set aside a financial reserve from the funding available for the minimum liquidity

requirements as determined by the GCF’s RMF.

23 Decision B.07/05. The form and process for acceptance of promissory notes will be subject to agreement by the
GCF and the Trustee.

24 Funding decisions include Board decisions on funding proposals, the readiness program, the Project Preparation
Facility, accredited entity management fees, any approved set asides, the administrative budget (including for the
independent units) and any other financial commitments made by the Board.

25 Decision B.07/05.
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IX. Managing risk of non-payment of contributions

38. Related to liquidity management is the risk that:

(a) Pledges are not converted into signed agreements/arrangements to provide
contributions;

(b) Instalment payments, deposits and encashments under the signed

agreements/arrangements are not paid or deposited on time; and

(© The non- encashments of promissory notes, or lack of liquidity, could affect the
disbursements to the approved programmes and projects.

39. Non conversion of pledges into signed agreements, non-receipt of the payments in cash
or deposit of promissory notes, or non-encashment of promissory notes will affect commitment
authority of the GCF.26

40. Any pledges that are not converted into fully executed agreements/arrangements and
non-payment of contributions will be reported regularly to the Board by the GCF as part of its
reporting to the Board on the status of the resources. The Secretariat should regularly and
actively engage with the relevant contributors to review and seek to address the situation, if
any.

X.  Foreign exchange risk management

41. Foreign exchange risk will be managed in the confines of the GCF’s RMF.27 In practice,
foreign exchange risk as it relates to contributions can involve future expected encashments of
promissory notes, cash payments not yet received, promissory notes not yet deposited and
unencashed, and reflows needed to repay loan contributions. Foreign exchange risk can be
mitigated by matching currencies of loan contributions to the currencies of the GCF’s
commitments to AEs. Foreign exchange risk will be monitored and considered as part of the
development of any approach to mitigate the impact of foreign exchange rate volatility on
contributions. Pursuant to the RMF, any hedging strategy would only be developed considering
recommendations from the Risk Management Committee with agreement, where appropriate,
from the Board.

42. For the purpose of reporting the pledges/contributions, GCF may use multiple
currencies, as part of the monitoring of foreign exchange risks.

26 The risk of inability to encash promissory notes is not considered here; it is deemed to be low based on the
prevalence of the requirement for budget and legislative authority by the contributor prior to the deposit of
promissory notes.

27 Decisions B.17/11 and B.19/04
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Appendix I: Loan contribution terms
1. [t is recommended that the terms of loan contributions be standardized for all
contributors. Two options for loan terms may be chosen:
(a) A more concessional option (Option 1); and
(b) A less concessional option (Option 2).
2. Standardized loan terms applicable during the initial phase of the GCF’s operation would
facilitate risk and cash flow management by the GCF.
3. These terms will apply for the first replenishment period, and may be reviewed in the

future, during the subsequent replenishment processes. They may also need to be reviewed
based on the terms chosen by the Board for concessional lending by the GCF, to ensure that such
terms (maturity and interest rate) of loan contributions are more concessional than the high
concessional loans to the projects from the GCF, which has 0 per cent and 40 years maturity.

(a) Loan contribution size: The maximum size of the loan contribution acceptable to the
GCF would depend on the prudential debt limit set out in paragraph 30 of this Policy for
Contributions;

(b) Maturity: The maturity of loan contributions will be 40 years for Option 1 and 25 years
for Option 2;

(© Grace period: The grace period of loan contributions will be 10 years for Option 1 and
5 years for Option 2 and will apply to interest and principal repayments;

(d) Principal repayments: Straight-line amortizing repayment schedule after the grace
period; payments every six months;

(e) Interest rate: Loan contributions will attract a fixed coupon rate of up to 1 per cent per
annum; payments every six months (applicable to Option 1 and Option 2) after the grace
period; and

) Drawdown of loan proceeds: The GCF will draw down loan funds from contributors as

agreed between the GCF and contributor.
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Appendix II: Calculation of grant element

Indicative grant equivalence of the Fund loan contributions

Grant equivalence under different assumptions with respect to loan terms are presented
below (assuming four-year fixed drawdown period):

Maturity Grace period Interest rate Discount rate Grant equivalence
40 10 1.00% p.a. 2.70% p.a. 34.51%
40 10 0.00% p.a. 2.70% p.a. 44.01%
25 5 1.00% p.a. 2.35% p.a. 16.91%
25 5 0.00% p.a. 2.35% p.a. 24.99%
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