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At the 18th Conference of the Parties to the United
Nations Framework Convention on Climate Change
(UNFCCQ), the parties agreed to a standard format for
developed countries to follow when reporting on the
climate finance they provide to developing countries.
Developed countries will use these formats for the

first time when they submit their Biennial Reports to
the UNFCCC in early 2014. Later in 2014, developing
countries are expected to submit Biennial Update Reports
showing the financial support that they have received.
From initial attempts to measure and report climate
finance by developed and developing countries, it is
already apparent that information on finance provided is
unlikely to match information on finance received.'

Aside from the reporting requirements of the UNFCCC,
better financial data can help decision makers in
developing countries identify gaps, improve coordination
and management, and raise funds to mitigate and adapt
to climate change. Better climate finance information
can also enable countries to draw lessons from the use of
different financial instruments and develop strategies and
policies that aim to expand finance for climate change.
Improved data will allow the information reported by
developed countries to be cross-checked, thus promoting
transparency, completeness, and accuracy. Finally, it can
contribute to a more comprehensive picture of climate
financial flows in relation to development assistance at
the national and international levels.
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This working paper reports on three workshops in Asia,
Africa, and Latin America, in which participants discussed
some of the steps that developing countries and their
international partners can take toward monitoring and
tracking climate finance more effectively. More than 40
representatives from 20 developing countries, regional
development banks, and national organizations attended
the three workshops. Participants shared information on
the limits of existing legislation and mandates, national
planning and approval processes, financial management
systems, efforts to coordinate among ministries and
development partners, and many other unique challenges
faced by the participating countries. WRI obtained
additional information via a questionnaire, follow-up
correspondence, and interviews with representatives of
the countries.

The paper presents nine technical, political, and capacity
challenges faced by developing countries that were
discussed at the three workshops:

Inconsistent definitions and criteria to define
climate finance

Inconsistent markers, indicators, and codes to
characterize financial data (e.g., by sector and activity)

Insufficient institutional arrangements, including
unclear roles and responsibilities of different
ministries

Insufficient technical processes and systems to identify
and record climate finance expenditures

Lack of information on climate finance provided by
nongovernmental actors

Lack of capacity to monitor different financial
instruments

Limitations on the availability of private financial data

Lack of transparency and predictability on the part of
development partners contributing climate finance

Limited use by development partners of developing
country national systems and different administrative
requirements by each development partner.

This paper explores each of the challenges, illustrated with

country-specific examples. Based on conversations with
workshop participants, it suggests steps through which
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developing countries (with the collaboration of developed
countries) can address each of these challenges to develop
more effective approaches to monitoring climate finance.

Although developing countries can take steps to improve
the monitoring of climate finance, they need the support
and cooperation of their developed country partners to
build capacity to monitor the flow of financial information.
Developed countries also need to make improvements in
the transparency, predictability, and harmonization of
their support and follow best practices in reporting their
finance. Furthermore, developed countries should strive to
make use of recipient countries’ institutions and systems
as far as possible to reduce the duplication of systems and
relieve the administrative burden on countries.

In 2009, at the 15th Conference of the Parties (COP) to
the United Nations Framework Convention on Climate
Change (UNFCCC) in Copenhagen, developed countries
pledged to mobilize US$100 billion per year by 2020 to
address the adaptation and mitigation needs of developing
countries.? Monitoring the performance of developed
countries in meeting this pledge has subsequently
become a focus of attention. At the 18th COP in Doha,
Parties agreed on a standard format for reporting on
climate finance by developed countries, making some
improvement in the type of information required by
guidelines adopted at COP5.? Developed countries will
use these new formats for the first time when they provide
their Biennial Reports (BRs) in 2014.*

Developing countries encounter a number of challenges
in verifying the information provided by developed
countries. These challenges include a lack of appropriate
institutional arrangements and insufficient capacity,
procedures, and systems to register, monitor, and report
on finance received. This paper presents ideas and
suggestions raised during three workshops that can help
developing countries address these challenges, provided
that they have the resources to do so.

Developing countries can reap multiple benefits from
accurate information about climate finance. Better
financial data can help decision makers in developing
countries to identify gaps, improve coordination and



management, and raise and allocate funds for climate
change activities. Climate finance information can also
help countries draw lessons from the use of different
financial instruments and develop strategies and policies
that aim to expand finance for climate change. It will
allow for the cross-checking of information reported

by developed countries, thus promoting transparency,
completeness, and accuracy, and help build confidence
among developing countries that their developed-country
partners are meeting their commitments.

At the international level, better information will
contribute to a more comprehensive picture of climate
financial flows and build confidence among developed
country partners that their funds are being used
effectively and efficiently at a time when budgets are
tight. If even some of the ideas presented in this paper
are implemented, developing countries will be better
prepared to report on the receipt of climate finance in
their December 2014 Biennial Update Reports (BURs),
as requested by the 17th COP in Durban.

This paper reports on a series of workshops in Asia, Africa,
and Latin America that brought together representatives
of finance and climate-related government entities in each
of the respective regions to exchange experiences and
identify strengths and needs relating to monitoring the
receipt of climate finance (see workshop agenda in Annex
2). It builds on and updates a previous working paper by
Tirpak et al. (2012)° on the same topic, which focused on
lessons gathered from the first workshop in Asia.

The first workshop was hosted by the World Resources
Institute (WRI) with support from the Frankfurt
School-United Nations Environment Programme
(UNEP) Collaborating Centre’s National Climate Finance
Institutions Support Programme.® Participants from
Indonesia, the Philippines, and Vietnam attended the
workshop, which took place in Jakarta in March 2012.

The second workshop was held in collaboration with

the Frankfurt School-UNEP Collaborating Centre in
Nairobi, in November 2012, and included participants
from Benin, Ghana, Kenya, Malawi, Mali, Namibia, Sierra
Leone, Tanzania, and Zambia, as well as participation (by
videoconference) of the African Development Bank.

The third workshop was held in Bogot4, in collaboration
with the government of Colombia, in February 2013.

It included participants from Chile, Colombia, Dominican
Republic, El Salvador, Mexico, Panama, and Peru, as

well as participation (by videoconference) of the Inter-
American Development Bank. The government of Canada
supported the African and Latin American workshops.

WRI obtained additional information via questionnaire,
follow-up correspondence, and interviews with
representatives of countries. It also obtained information
on two additional Asian countries: Vietnam and Laos,
through questionnaires and interviews. The paper was
further informed by desk research and a literature review
conducted by the authors.

Developing countries receive international climate
finance from public and private sector sources through
various financial instruments (including concessional
and non-concessional loans, grants, carbon finance,
equity, and guarantees) in addition to climate finance
generated through domestic public sources (tax revenues)
and private investors. This paper focuses primarily

on international public financing for climate change.
However, governments generally recognize that they
should seek to obtain a comprehensive picture of both
international and domestic, and both public and private,
sources, if they are to develop a comprehensive strategy
for climate change.

This paper explores how international finance, including
official development assistance (ODA), for climate change
is currently monitored in several developing countries that
were represented at the three workshops. It also seeks to
understand some of the challenges and capacity gaps in
monitoring climate finance. Research by WRI and others
has considered the issues around tracking and reporting
of finance by developed countries.” Drawing on the
experiences of developing countries that participated in
the workshops, we developed insights about what can be
done to improve the monitoring of climate finance at the
national level.

This paper is based on a relatively small sample of
information from 20 countries. While the countries face
similar challenges, their capacities differ. Consequently,
the relevance of the suggestions we make here may differ
according to the country context.
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The effectiveness of climate finance in achieving its
ultimate purpose is captured through evaluating the
results of climate programs—some methods for which
have been explored in other WRI publications.® In
contrast, this paper focuses only on monitoring the
receipt of the finance, regardless of its ultimate use.

This paper does not attempt a comprehensive
assessment of how climate change policy is translated
into public expenditure and financial management, a
task that the United Nations Development Programme
(UNDP) and partners have undertaken in a number of
countries through their Climate Public Expenditure and
Institutional Review.’ Nor does it attempt to capture the
landscape of current international climate finance flows
as other organizations have sought to do.'° Developing
countries cannot build monitoring capacity on their own:
this is recognized in international climate agreements
through the concept of common, but differentiated
responsibilities.!! Developed countries are obligated
under the UNFCCC, and in particular in the 2011 Cancun
Agreements, to provide support for developing countries’
international reporting efforts and to increase the
transparency of international climate finance in their
capacity as contributors. However, estimating the scale
of the support needed is beyond the scope of this paper.

Participants at the three workshops identified nine
challenges to effectively monitoring climate finance:

Inconsistent definitions and criteria to define
climate finance

Inconsistent markers, indicators, and codes to
characterize different types of financial data
(e.g., by sector and activity)

Insufficient institutional arrangements, including
unclear roles and responsibilities of different
ministries

Insufficient technical processes and systems to identify
and record climate finance receipts and expenditures

Lack of information on climate finance provided by
nongovernment actors

Lack of capacity to monitor different financial
instruments
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Limitations on the availability of private financial data

Lack of transparency and predictability on the part of
development partners contributing climate finance

Limited use by development partners of developing-
country national systems and different administrative
requirements by each development partner.

This section explores these challenges and considers
approaches to addressing them.

Context: Distinguishing climate finance from other
forms of finance (such as official development assistance)
is a challenge inherent in all climate finance monitoring
efforts, whether by a contributor or a recipient. Countries
and contributor institutions use a variety of definitions to
identify climate finance, with significant implications for
questions regarding the quantity and characteristics of
this finance.'> A narrow definition of climate finance might
include finance that supports discrete climate activities,
but excludes activities in which climate considerations are
mainstreamed into traditional development assistance
through a “climate-proofing” process. A broader definition
might include some or all of the finance toward any
development project that includes climate benefits.'

While the UNFCCC does not define or establish criteria
for climate finance, the Organisation for Economic
Co-operation and Development (OECD)’s Development
Assistance Committee (DAC) has developed definitions
and criteria in its climate change mitigation and
adaptation “Rio Markers” — the coding system that the
DAC uses to track the ODA that targets climate change
adaptation and mitigation.'" The multilateral development
banks (MDBs)—including the African Development

Bank, the Asian Development Bank, the European Bank
for Reconstruction and Development, the European
Investment Bank, the Inter-American Development

Bank, the World Bank, and the International Finance
Corporation—have developed a joint approach to tracking
adaptation'’ and mitigation'® finance in which they
identify a set of criteria for adaptation and categories for
mitigation. The application of both the OECD DAC system
and the MDB system is affected by limitations

and complexities.!”



Country experiences. Countries that participated in
the three workshops unanimously noted that the lack

of a common definition of climate finance is among

the key challenges to monitoring finance received. In
particular, countries raised concerns around whether
and how to distinguish climate finance from ODA, and
how to determine the proportion of climate finance that
is additional to ODA." This distinction is important in
the context of the UNFCCC; developed countries have
included in their climate finance pledges a commitment
to provide funding that is new and additional to that
already provided as ODA, but developing countries widely
perceive that most climate finance to date does not meet
this requirement.

The majority of countries that participated in the
workshops had no definitive guidance on how to define
climate finance, and no formal systems for tracking

it. However, a number of countries have attempted to
estimate how much climate finance they have received,
which required a judgment on what counts as climate
finance. For example, Kenya has undertaken an
assessment to estimate the amount of climate finance
received from development partners as part of the finance
component of its National Climate Change Action Plan.
The estimate of climate finance received, however, was
inconsistent with OECD figures and with what contributor
countries claimed as fast-start finance."

Next steps. A number of countries noted the need

for a clear definition of climate finance as an important
prerequisite to developing indicators for tracking
finance and systems to store information. Until the
international community agrees to a definition of
climate finance, countries should review the definitions
used by international organizations and consider

their national circumstances to decide on a definition
that meets their needs. In most cases, using a broad
definition of climate finance (that encompasses
international and domestic, public and private sources
and activities in which climate is a primary or secondary
objective) would enable countries to track a wider
range of climate-related funding flows for domestic
monitoring purposes, even if their current capacity

is limited and they wish to report internationally

on a narrower subset of sources and activities.?

Context. Markers and indicators to identify climate
finance vary among different entities tracking climate
finance. For example, while each MDB has its own sector
classification system, the OECD DAC requires its members
to report using common and fairly detailed sector codes.
Developing indicators for climate finance is especially
challenging in the case of projects that have multiple
objectives (e.g., contributing to both adaptation and
mitigation). Indicators are also challenging for cross-
sectoral projects that include climate-related benefits,

but do not primarily focus on climate (for example,
projects in the health or agriculture sectors that include
an element of integrating climate resilience, but not as a
primary objective). Developing indicators for adaptation
finance can be particularly tricky, since many projects

that enhance adaptive capacity or resilience to climate
change may simply be development projects that account
for potential climate change impacts in their design; much
depends on the context and intent of the project.

Country experiences. All of the countries that
participated in the workshops noted that developing
indicators for climate-related spending is a key challenge,
especially when finance is used for multiple objectives,
raising a risk of double counting. The absence of an
internationally agreed upon method for classifying climate
finance requires countries to devise their own methods
that make sense for their country contexts, but will limit
comparability across countries.

Although none of the participating countries have a
system for identifying and tracking climate finance,
several have ODA tracking systems that include sector
classifications and indicators for activity type and
source. However, in all countries, these systems lacked

a specific climate change indicator.?' Colombia currently
has two systems for tracking ODA and loans, which do
not use the same criteria for classifying finance flows. In
the Philippines, the sectoral classifications for its ODA
monitoring system are not related to climate finance. For
example, there is no specific energy-related indicator.

In addition, the Philippines’ sectoral classifications are
fairly broad and overlapping. Potable water projects, for
example, are included both in the Agriculture, Agrarian
Reform and Natural Resources indicator and in the Social
Reform and Community Development indicator.?
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Next steps. To develop their national tracking systems,
governments need to decide on the level of detail for a
classification system. For example, a broad classification
system may consider only whether an activity is identified
as being an adaption or mitigation project. A second level
of detail could consider mitigation activities by sector—for
example, energy, forestry, transport, or manufacturing. A
further layer of detail may look at subsectors. For example,
energy-sector activities may be subdivided by technology:
wind, solar, geothermal, nuclear, and so on. Countries
will have to determine a level of detail that is practical
and meets their internal policy needs. Moreover, they
will need to consider how to identify climate, particularly
adaptation projects, with respect to national development
plans and programs and development assistance projects.
As discussed earlier, this is a task that the international
community, including the multilateral development
banks and the UNFCCC, has yet to solve, though ongoing
discussions may provide countries with a foundation

on which to build their own classification decisions.

The Philippines’ National Economic and Development
Authority decided in its 2010 Portfolio Review to apply
the OECD DAC evaluation criteria at appraisal, mid-term,
completion, and post-evaluation of projects. While this
recommendation applied to ODA more generally, doing
the same with climate finance could result in monitoring
improvements.

Context. Effective institutional arrangements for
managing, monitoring, and coordinating climate finance,
including clear roles and responsibilities for different
actors, can help countries determine where climate
finance is flowing, and whether it is being used in line
with its intended purpose. The multitude of institutions
involved in the project cycle can make effective
coordination a daunting challenge. While ministries of
environment are often mandated to coordinate climate
change-related activities, the activities of other sectoral
ministries may also be affected by, or have the potential
to impact, climate change. To add to the complexity

of the challenge, many of these activities take place at

a subnational level and fall within the jurisdiction of
regional or local governments. Furthermore, ministries of
finance and planning are generally in the driver’s seat in
defining national development priorities and formulating
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the national budget. Although a national budget may not
include a specific allocation for climate change activities,
in most countries it includes activities that are climate
relevant. Ministries of finance, planning, or foreign affairs
may also engage with development partners and help
maintain records of ODA flowing to various sectors.

Country experiences. The countries that participated
in the workshops emphasized that even where the
appropriate institutions are in place to coordinate

the various stages of climate change planning and
implementation, difficulties arise in ensuring effective
coordination and information sharing. Integrating
climate change into development planning at national,
sectoral, and subnational levels was also noted as a key
challenge. In Namibia, for example, climate change
policy development is the responsibility of the Ministry of
Environment and it is largely viewed as an environmental
issue, rather than a broader development issue.
Consequently, climate change is not fully integrated into
development planning. Similar findings have emerged
from an ongoing initiative by WRI and partners to track
finance for adaptation in developing countries.?

The participant countries are all taking steps to

enhance institutional coordination and clarify roles

and responsibilities by reforming institutional
arrangements and creating coordinating committees

for climate change. For example, El Salvador has
introduced focal points or units for climate change

in a number of ministries and established an Inter-
institutional Committee for Climate Finance to coordinate
climate finance (see Box 1). Colombia moved the authority
for climate change policy development from the Ministry
of Environment to the National Planning Department

in order to more effectively mainstream climate change
into development planning (See Box 2). Kenya created

a multi-sectoral task force to oversee the development

of its National Climate Change Action Plan, with multi-
stakeholder working groups leading the work under

each of the eight strategic subcomponents, and a ninth
working group responsible for ensuring coordination
among them. In Indonesia, the National Climate Change
Council established a working group to coordinate finance,
while in the Philippines the Investment Coordinating
Committee has that responsibility.



Monitoring Climate Finance in Developing Countries

Box 1 | Strengthening Coordination of Climate Finance in El Salvador

The Government of El Salvador has recognized the cross-cutting nature of the climate change challenge by integrating climate change into
national development planning, in particular the Five Year Development Plan 2009—2014, and into sectoral programs that address the agricul-
ture, ecosystems,? public works,” education,” and energy?® sectors. Additionally, it has strengthened institutional capacities and
intra-governmental coordination by establishing a Climate Change Committee in 2012. A number of ministries, including Environment and
Natural Resources, Agriculture, Finance, Public Works, and Foreign Affairs, have established or strengthened climate change units, which are
responsible for including climate change in the planning and budgeting processes in their institutions and negotiating, managing, and tracking

funding for climate change to the relevant sector.

The Inter-institutional Committee for Climate Finance (CIFCC), under the leadership of the Ministry of Foreign Affairs, jointly with the

Ministry of Environment and Natural Resources, and the Technical Secretariat to the Presidency, is a means to coordinate climate finance at the
national level. The CIFCC brings together the focal points for climate finance in the various government institutions to undertake analytical work,
identify needs and options for capacity development, and coordinate initiatives to improve access to climate funds with a programmatic/sec-
toral approach. In 2011, this committee undertook an internal assessment of all the climate finance flowing through various channels—mainly
international—to EI Salvador, identifying and systematizing information provided by 15 government institutions on the projects and programs

being implemented.?

Although El Salvador does not have a national tracking system for climate finance, improved coordination is an important step toward better
tracking of climate finance flows. The Ministry of Finance recognizes the need to reflect climate change expenditures in the national budget. The
Ministry of Foreign Affairs is currently coordinating efforts to create a climate finance tracking system that would monitor funds flowing both
through and outside of government systems, with the participation of 20 government agencies, and representatives from civil society

and academia.

Putting in place effective institutional arrangements

and coordination mechanisms across different levels of
government is a key challenge for the countries studied.
Much of the planning and implementation of climate-
related projects takes place at regional and local levels,
where capacity and systems for monitoring climate
finance tend to be limited. Kenya has attempted to
overcome this challenge by actively involving county
governments—which have expanded authority under its
new constitution—in the planning process of its National
Climate Change Action Plan. County governments will be
required to develop their own strategies and budgets for
implementation of the National Climate Change Action
Plan at county level.

Next steps. Some of the participant countries have
introduced multi-stakeholder and interagency committees
for climate change, with subcommittees or working groups
for climate finance. Including the full range of actors in
such committees—such as relevant sectoral ministries,
subnational levels of government, civil society, and the

private sector—can ensure a more complete understanding
of climate finance flows and facilitate holistic planning,
implementation, and monitoring. Developing countries
that have not already done so should consider putting in
place effective and efficient institutional arrangements for
coordinating climate finance. Doing this would involve
assessing and revising existing institutional arrangements
as needed, clarifying the roles of the main climate

finance institutions, and putting in place coordination
mechanisms to ensure effective communication among
the relevant ministries.*

Also, mainstreaming climate change into the planning,
budgeting, and monitoring processes of these government
ministries is relatively new for many developing countries,
but is recognized as an important step in strengthening
systems for monitoring climate finance. Furthermore,
sharing information between government ministries and
nongovernmental actors, including private businesses and
NGOs, is deemed essential if countries wish to have the
full picture of climate finance flows.
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Box 2 |

In 2011, the government of Colombia assigned responsibility for coordinating and responding to climate change to the National Planning
Department (NPD), under the Presidency. The NPD coordinates a commission (National System for Climate Change) composed of ministers or
vice-ministers of 11 Ministries, including the Ministries of Environment, Agriculture, Finance, Mines and Energy, Transport, Foreign Relations,
and Social Protection.®" A commission subcommittee is dedicated to financial management (see Figure B2.1). The Directorate of Climate
Change in the Ministry of Environment acts as the Secretariat to the commission. Four subcommittees have been established to coordinate
across sectors; between national and territorial levels; between national and international levels; and on informational issues. Nongovernmental
actors participate in the work of the commission through advisory groups.

Like El Salvador, Colombia has no system for tracking climate finance. However, the institutional reforms have raised awareness of climate
change as a cross-cutting issue and the government is currently considering a range of options for developing a system to track climate finance,
either through adapting existing systems or by establishing something new. Colombia currently has a web-based system for tracking ODA
managed by the Agency for Cooperation which codes projects by sector, contributor, and recipient Ministry. It includes a tag for environmental
projects, but not a separate code for climate change. There are separate web-based systems that track loans and credit lines, but they also do not
include climate change codes. The government is assessing the possibility of merging the existing tracking systems, or adapting one or more of
them to include a climate change code.

Figure B2.1 |

CLIMATE CHANGE EXECUTIVE COMMISSION

Executive Secretary Chair: National Planning Department

Minisiry of the Environment Members: Ministers or Vice-Ministers from

Environment, Energy and Mines, Transport, Social
Development, Finance

Counselor Groups

Consulting Groups

FINANCIAL MANAGEMENT COMMITTEE

Technical Secretary: National Planning Department

Interdisciplinary Interdisciplinary Interdisciplinary Interdisciplinary
Working Group Working Group Working Group Working Group
(Mitigation and Adaptation) (Mitigation and Adaptation) (Negotiations) (Mitigation and Adaptation)

Source: Comstock, M., I. Santelices, and A. Vanamali Case Study: Colombia’s National Climate Change process. Center for Clean Air Policy. Available at: http://ccap.org/resource/
colombias-national-climatechange-process/.
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2.4 Insufficient Technical Processes and
Systems to Identify and Record Climate
Expenditures

Context: Technical processes and systems (such

as reporting formats and software platforms for
storing and sharing information) and mechanisms

to integrate climate change into national systems for
budgeting, monitoring, and reporting are necessary to
systematically and consistently track climate finance
flows. While most countries have domestic systems

in place for budgeting, monitoring expenditures, and
reporting, usually by sector, these systems are not

designed with climate finance in mind.* To help fill this

gap, UNEP and UNDP developed the Climate Public
Expenditure and Institutional Review process—

a methodology for developing countries to examine
their policy, institutional, and financial management
framework for climate change, and assess how policy
objectives are reflected in public expenditures.

Country experiences: Many of the countries that
participated in the three workshops have systems to
track ODA, either within a national public financial
management system or as a separate system. However,
none has a system with codes that explicitly identify
climate-relevant projects. In Kenya, ODA is captured
alongside domestic finance in the Integrated Financial
Management Information System (see Box 3) which
integrates financial planning and management for
all government entities, and captures information

by sector and activity. Although the system captures
project information at a level of detail sufficient to
identify all climate-related expenditures, there is no
code for climate change in the system. Consequently,
this information is not systematically monitored

and reported. El Salvador has a separate system

for recording and monitoring ODA, managed by the
Ministry of Foreign Affairs. Colombia has three
systems: an ODA management system, a separate
system for managing loans, and a domestic financial
management system; none of which has a specific
code for climate expenditures.

Box 3 | Integrated Budgeting and Financial
Management in Kenya

Kenya introduced the Medium-Term Expenditure Framework
(MTEF)—a budgeting tool used to translate government
policies and plans into expenditure programs within a
coherent, multiyear macro framework—in 2000 following

a 1997 public expenditure review. To track financial flows,
Kenya uses an Integrated Financial Management Information
System (IFMIS), which interlinks planning, budgeting,
expenditure management and control, accounting, audit, and
reporting. It integrates financial planning and management
for all government ministries, departments, and agencies
and strengthens transparency, accountability, and fiscal
planning and reporting.* The current IFMIS does not have

a specific code to track and report climate change budgets
and expenditures. Instead, climate change budgets are
bundled into overall ministerial expenditures,® hampering
the government’s capacity to monitor activities and financing
for mitigation and adaptation.® Although there is no code to
track climate change expenditures, the existing system can
track external resources by sector and display how resources
are allocated throughout the budget. The level of detail
captured is sufficient to manually identify climate-related
projects and obtain an estimate of how climate funding

is flowing. However, the cross-cutting nature of climate
change poses a challenge to the manual tracking process;
consequently the government is grappling with how to define
climate-relevant projects. ¥

Laos has developed an online aid management platform
for tracking ODA, managed by the Department of
International Cooperation in the Ministry of Planning and
Investment (see Box 4). Malawi has developed a similar
aid management platform for monitoring and reporting
ODA, which is managed by the Debt and Aid Management
Department in the Ministry of Finance. Neither Laos’ nor
Malawi’s systems explicitly capture climate finance, but

it would be feasible to add a climate change indicator or
markers to the systems.
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Box 4 | An Online ODA Management Platform in Laos

The Department of International Cooperation in the Ministry of Planning and Investment of Laos PDR put in place an Aid Management Platform
(AMP) in 2011 for tracking ODA funds and registering project level information. The AMP system is a web-based tool that relies on the collabora-
tive work between governments and development partners as the latter provide project data to the system and the former uses this information to
enhance its capacity for managing ODA and aligning resources with national priorities.® A similar AMP system has been adopted by 25 countries
including Malawi, with the financial support of UNDP, the World Bank, and OECD.*

In the recent Foreign Aid Implementation Report (2011-2012), the government of Laos identified ODA commitments and the distribution to
ministries based on the AMP mapping exercise. Figures B4.1 (a) and (b) below show the ODA commitments of development partners and the
distribution of disbursements to ministries in Laos in percentage terms.“* The AMP system has been instrumental in improving coordination
between stakeholders and promoting improved standards for accountability in Laos. Further, it has strengthened capacities of government and
development partner staff for tracking climate finance.

Figure B4. 1 | Commitments of Development Partners and Dishursements of Development Aid to Ministries in Laos

a. Commitments of Development Partners

WHO

0,
0.9% European Union

1.9%

UNESCO UNHABITAT
0.04% UNFPA 0.1%

Thailand

Australia
4.9%

Germany
5.2%
World Bank
13.6%
Japan
1.7%
UNICEF
0.7%

\
0.1% South Korea New Zealand LUX?.TEEZ)U"Q

5.8% 0.4%

Switzerland
2.0%

Global Fund
22.8%
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b. Disbursements of Development Aid to Ministries

Ministry
of Public
Transportation

271.12%

Ministry of
Public Security

0.001% Ministry
of Planning &

Investment
5.21%

Ministry of Natural
Resources &
The Environment

3.02%

/

Ministry of Labour
and Social Welfare

Ministry of

1.96% Home Affairs
Ministry of Justice 2.22%
0.43%
Ministry of Industry
& Commerce
Ministry of Information, 0.26%
Culture, & Tourism
2.00%

Ministry of
Agriculture &
Forestry
12.75%

Ministry of
Education &
Sports
16.07%

Ministry of
Energy & Mines
9.35%

Ministry of
Finance
3.11%

Ministry of
Foreign Affairs
0.01%

Source: Ministry of Planning and Investment, Laos. 2013. “Foreign Aid Implementation Report (FAIR), 2011-2012. 2011/12,” Department of International

Cooperation, Ministry of Planning and Investment, Vientiane, Laos.

Several developing countries are grappling with the ques-
tion of whether to integrate climate change codes into
existing financial management systems or to develop new
systems. The majority of countries that participated in

the Africa workshop expressed a preference for integrat-
ing climate change codes into their existing ODA tracking
systems, and integrating climate change into the national
budgeting process. In Indonesia, participants noted that it
would be difficult to modify existing computer systems in

the Ministry of Finance and Ministry of National
Development Planning to include climate change markers;
new software would be needed to complement existing
systems. In the Philippines, the National Economic and
Development Authority has several databases for monitor-
ing ODA, but none are publicly available (see Box 5).

El Salvador appears to favor creating a system for
tracking climate finance separate from the system that
tracks ODA.#
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Box 5 | Integrating Climate Change into the National Budget in the Philippines

The Philippines integrates climate change into planning and budgeting across all sectors and levels of government. The Climate Change Commission,
the executive oversight body for climate change housed in the Office of the President, recently launched an initiative to review alignment between the
National Climate Change Action Plan and the national budget.* Figure B5.1 describes the budgeting process and allocations of resources in the Phil-
ippines and highlights the instances where climate change could be mainstreamed. In 2011, the Philippines government undertook a number of public
financial management reforms to more effectively prioritize and mainstream climate change into planning and budgeting at various levels and across
sectors. It also introduced tools to enhance local communities’ planning capabilities.

The Philippines does not have a system in place to track climate finance, although the National Economic and Development Authority (NEDA)
maintains an ODA management information system (which has different systems for monitoring loans and grants) and reports annually to Congress
on ODA-funded projects. The report presents portfolio profiles of ODA loans and grants including information by sector and subsector, magnitude,
composition, donor, and fund or institution. It also assesses the financial and physical performance of ODA loan- and grant- projects by looking at
projects’ absorptive capacity and project implementation. The most recent report,*® presented to Congress in June 2013, includes ODA figures as of 31
December 2012. Since 2010, these ODA portfolio reviews have also included an overview of all climate related loans and grants, following parameters
set in the 2010—22 National Framework Strategy on Climate Change.

Figure B5.1 | The National Budgeting Process in the Philippines
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Next steps: Countries have two options for adapting

or developing technical processes and systems (such as
software and databases) for monitoring climate change.
They can either modify existing financial management
systems to explicitly capture climate-related expenditures,
or they can develop—alone or together—a stand-alone or
complementary standardized climate finance data system.
Countries that opt for the latter approach could purchase
or modify commercial software.

There are advantages and disadvantages to both of these
options (see Table 1). Moreover, the most appropriate
option may differ from one country to another.

Context: Some countries lack information on
finance for projects undertaken by nongovernmental
organizations (NGOs), hindering efforts to develop
an accurate picture of climate finance received.

The lack of information can hamper planning by
government ministries and lead to duplicative efforts.
For their part, some NGOs may have little interest in
reporting because they fear government interference,
a loss of funds channeled through the government,

or excessive intrusions into their operations.*

Table 1 |

Country experiences: The participant countries
reported that in most cases, the scope and depth of NGO
reporting on climate finance received is determined by the
requirements of the international agencies that provide
climate finance. NGOs report directly to their funders, and
may not provide information to their country government.
Several countries including Zambia and Malawi require
NGOs to report on finance received, but others do not or
have limited capacity to enforce reporting requirements.
In some countries, for example Laos, NGOs can report

on finance received through online ODA management
systems. El Salvador’s ODA management system is

also online and publicly available. Nongovernmental
stakeholders can access the system and input relevant
information about finance received, although NGO
reporting is voluntary. In Zambia and Malawi, NGOs are
required to report to the government on finance received
from development partners; however implementation of
the requirement is limited. Workshop participants from
Africa in particular expressed the view that development
partners should report to the government all the climate
finance that they provide to the country, including that
which goes directly to NGOs.

Some NGOs have adopted voluntary disclosure measures.
For example, WeAdapt* discloses information about
projects through an online system. Oxfam publishes its

MODIFICATION OF EXISTING FINANCIAL
- MANAGEMENT SYSTEMS CREATION OF A NEW ODA / LOAN TRACKING SYSTEM

Advantages Would allow for effective integration of climate
finance with other elements of financial

planning and monitoring

Would not require substantive training and
learning costs, as staff are already familiar
with existing systems

Disadvantages Technically challenging, costly, and time

consuming to alter existing systems

Could be met by bureaucratic resistance depend-
ing on the extent of the modifications needed

Would allow for better comparison of data among countries

Would require new procedures and training, which would also be
technically challenging, time consuming, and costly

Would be challenging to coordinate between various countries
should they choose to design a system together

Would run the risk of being poorly coordinated with existing systems
and poorly integrated into core financial monitoring
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country data and data from other NGOs who have
agreed to join its reporting. These examples suggest
that there is some movement among the NGOs to be
more transparent.*

Next Steps: There are several ways that countries could
ensure that information on finance provided to NGOs

is available to governments. For example, they could
enact regulations that require NGOs to report the source
and amount of finance received, or develop voluntary
memoranda of understanding between governments and
NGOs that outline how climate finance data should be
reported. They could also invite development partners
to voluntarily report on finance provided to NGOs or
establish regulations to require them to report on finance
provided to all ministries and NGOs. This could include
a requirement that international development partners
input data directly to national ODA or climate finance
management systems.

Context. A variety of financial instruments are used to
channel and leverage climate finance: grants, concessional
and non-concessional loans, equity, loan guarantees,
insurance, and debt-for-nature swaps, among others.*’
Currently under the UNFCCC, there is no consensus on
the scope of financial instruments that should be counted
as climate finance. Many developing countries and NGOs
hold that climate finance—especially adaptation finance—
should be delivered primarily in the form of grants, in
accordance with the letter and spirit of the Convention.
However, developed countries have not committed to
meet their fast-start pledges through grants alone. Indeed,
while Norway, Switzerland, and Germany only count
grants toward their fast-start finance, others, such as
France, Japan,* and the United States,* also count loans,
guarantees, and insurance.*

Country experiences. Some participant countries
indicated that certain instruments are technically more
difficult to track than others. For example, a few countries
noted that although monitoring grants is challenging, their
loan monitoring systems are fairly developed. In Vietnam
and Indonesia, the relative ease of loan monitoring is
largely attributable to a requirement that central agencies
such as the Ministry of Finance approve and administer
loans and loan repayment plans. The Indonesian officials
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consulted for this study cited various reasons for the
differences in loan and grant reporting, including the
manner in which development partners deliver grants
and limitations in domestic policies governing the
process for receiving grants. From a political standpoint,
particularly in the Philippines, some agencies are
unwilling to accept loans for adaptation. This resistance
may reflect the view in many developing countries that
climate finance should be channeled “not as charity or aid
but as compensation.”? At the direction of the President,
Indonesia has also stopped accepting climate change
policy loans as of 2012.5

Next steps. Developing countries need to decide what
financial instruments they want to capture in their

climate finance monitoring systems. This decision

may be influenced by political considerations (which
instruments a country wants to encourage), as well as
technical considerations (which instruments a country can
monitor effectively, given existing capacities and available
information). Including a broad range of financial
instruments in a monitoring system would give countries
a more complete picture of climate finance flows; however,
the informational requirements for tracking instruments
other than loans and grants may be prohibitive for some
countries. By developing monitoring systems with the
flexibility to add additional information in the future,
countries could begin by monitoring climate finance

in the form of loans and grants, and later broaden the
range of instruments. What countries choose to report
internationally may differ from what they choose to
monitor for domestic purposes.

Context. Collecting information on private sector climate
finance investments is complicated. It requires data on
capital expenditure for greenfield facilities and

upgrades to existing facilities (such as energy-efficiency
improvements) made off the balance sheets of private
investors on an annual basis. Much of this information is
confidential for competitive reasons. Ideally, private sector
information would include data from all relevant sectors.

In the context of the UNFCCC, developed countries are
required to report in their national communications

the policies they have implemented to leverage private
finance. Experience shows, however, that how countries



meet this requirement varies considerably. While some
countries have a few focused programs—such as export
credits and trade policies—virtually all government
policies can affect private investments. For example,
education, labor, tax, environmental, and energy policies
may all influence private investment. Moreover, the

role of private sources in fulfilling developed countries’
international climate finance commitments is not

well defined.

Tracking private finance may eventually help developing
countries as they design policies to encourage private
investment in climate-friendly technologies. However, a
private climate finance monitoring system may require
governments to reconsider the roles and responsibilities of
different institutions, as well as different procedures and
potentially, additional indicators. A research collaborative
recently formed by a number of countries and institutions,
coordinated by the OECD, aims to improve information

on private sources and associated methodologies.*

Country experiences. Substantive information

on private finance is lacking in the countries that
participated in the workshops, as are methodologies
for monitoring private sector sources. For example, the
Philippines tracks high-level information (investor and
instrument) on foreign direct investment, but no other
information is collected. A number of countries noted
that it is challenging to obtain information on private
sector climate investments because of confidentiality
requirements® that prevent the disclosure of financial
information. Furthermore, many private sector sources
do not have a specific accounting indicator for climate
finance, making it all the more difficult to track private
sector climate finance.*

Next steps. Given the difficulties in tracking private
sector finance, workshop participants generally agreed
that countries should concentrate on monitoring public
sector grants and loans pending further methodological
work on private sector finance. However, countries

may wish to build in flexibility as they develop or revise
financial management systems to accommodate private
financial sources in the future. Developing countries may
want to ultimately monitor both public and private climate
finance in order to inform better national policymaking,
irrespective of what they report to the UNFCCC in the
short term.

Context: While the Paris Declaration on Aid Effectiveness
outlines donor obligations to harmonize support and be
more predictable in their provision of aid, coordination
and information sharing among development partners
varies considerably at the national and international
levels. This lack of coordination is explained by several
factors, including limited incentives, competition among
development partners, and transaction costs. When
coordination among development partners works well,
it is often because one organization is willing to lead in a
particular area. In these cases, the lead organization
may assign a person to collect and organize information
from the active development partners, and host

routine meetings.

Weak coordination among contributors and unpredictable
aid flows can make it difficult for developing countries to
track the finance they receive, including climate finance.
Coordination and predictability are affected by shifts in
contributor budgets; unaligned fiscal years and budget
cycles; inconsistent conditions attached to funding; and
poor understanding of developing country priorities,
planning procedures, and evaluation measures. Shifting
donor financing priorities from emerging middle-income
countries to least-developed countries can leave a gap in
the former countries at a time when key ministries still
need support—even when these shifts are preceded by
warnings and negotiations.

Country experiences: Participants in the workshops
noted that effective coordination of climate finance can
be undermined by the rotation of development partner
personnel in and out of developing countries, typically
on a two-to-three year schedule. Frequent turnover
inhibits development partner personnel from acquiring
the understanding and professional relationships crucial
to climate coordination. In other cases, development
partner personnel may not have sufficient information on
climate change or may be stretched too thin to give proper
attention to any given development assistance topic,
including climate change. This may limit their ability

to participate in in-depth discussions with government
personnel responsible for implementing climate

change programs.
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The lack of transparent and regular communication
about development partner funding can make it difficult
for recipient country governments to stay informed

about new opportunities to access international climate
finance. Insufficient information can also inhibit a
recipient country from developing a full picture of climate
funding flowing to the country, especially flows outside
government systems. In Kenya, there is a discrepancy
between the OECD data, fast-start finance figures, and
the data that the Kenyan government has collected on
international climate finance received.’” In El Salvador,
the Ministry of Foreign Affairs is mapping all potential
sources of international climate finance and maintaining a
database that will enable national entities to keep abreast
of opportunities to access climate finance.

Some developing countries have taken steps to promote
coordination with their development partners. Ideally,
improved coordination of ODA more generally would
translate into the improved coordination of climate
finance in particular. Mali, for instance, developed a
national strategy on development assistance which was
approved by the cabinet and prompted development
partners to develop a common country assistance
strategy that aligns ODA with the priorities identified
in Mali’s Poverty Reduction and Growth Strategic
Framework. In Indonesia, the Planning Ministry has
hosted meetings of a climate change policy forum

to provide an opportunity for development partners
and government officials to exchange information on
climate-related policy initiatives and implementation.
The Climate Change Working Group of the Philippines
Development Forum provides a venue for sharing
information among development partners, although it is
yet to lead to any significant strategic harmonization.>®

Next steps: Some issues can be addressed best at the
country level while others may be better addressed by the
OECD Development Assistance Committee or in other
forums. However, every developed country should aim to
empower its country-level representatives by providing

a comprehensive list of all projects it has supported
either by direct financing to government ministries and
NGOs or through other mechanisms such as financial
intermediaries or contractors that may be supporting

the government.

Developed countries may also want to consider how
they choose to support developing countries based
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on country needs and demand. Some development
partners rely on external consulting companies,
which by virtue of their location outside the recipient
country does not facilitate coordination, while others
embed personnel in developing country ministries
and therefore have first-hand knowledge of the
priorities and needs of the developing country.

Finally, developing countries can promote development
partner coordination by establishing coordination
committees, identifying focal points for development
partner coordination, or requiring development partners
to work together in developing a common country
assistance strategy.

Context: The tendency of development partners to use
their own systems for managing and monitoring ODA and
climate finance, rather than recipient country systems,
constrains the development of recipient country climate
finance monitoring systems, despite commitments as part
of the Paris Declaration to the contrary.”® The result is
that climate finance often flows outside of government
systems—sometimes directly to sectoral ministries,
subnational governments, non-governmental actors,

or through parallel management units established for

a particular project. Development partners often have
complex and dissimilar administrative procedures and
reporting requirements, which burdens the limited staff
and capacity of developing country governments.

Country experiences: The countries that took part in
the workshops described a variety of efforts to mainstream
climate change into development planning and to
institutionalize climate finance management and tracking
within national planning, budgeting, and monitoring
systems. However, workshop participants noted that the
unwillingness of development partners to use national
systems poses a challenge to developing the requisite
systems and capacities.

Furthermore, a number of countries noted that there is

a mismatch between funding provided and the priorities

of the country. For example, Kenya received a large
proportion of international support for mitigation, although



its government places adaptation as a higher priority.
Some countries are attempting to address these issues

through closer dialogue with their development partners.

Next steps: Addressing this issue will require

efforts by developed and developing countries to
strengthen dialogue to build trust and promote
collaboration. Development partners can avoid the use
of parallel management units that create an additional
administrative burden on government resources, and
use country systems as far as possible. For their part,
developing countries may need to train personnel from
developed countries and international organizations
on how to input information into domestic financial
management or ODA tracking systems.®

Many of the countries that participated in the three

workshops expressed interest in learning how to monitor

and improve reporting on climate finance. In response,
we have begun to develop an Initial Good Practice
Guidance based on the experiences of the countries
that participated in the workshops. It will be published
as an online document and is expected to evolve and
be updated as feedback from developing countries is
obtained and as efforts to better define climate finance
and reach agreement on common indicators, markers,
criteria, and principles make progress. It is expected to
help developing countries improve their monitoring of
climate finance, particularly finance from international
development partners, and will build on initiatives by
the World Bank, UNDP, and others.

Ideally, it would be highly desirable for developing
countries to report the support they receive using a
common format that can be compared easily with
information from development partners. While the
Parties to the UNFCCC have not agreed to a common
format, based on the suggestions that came out of the
workshops, a next step could include an expanded
dialogue between developed and developing countries
to explore a tiered system of reporting. For example,
there may be a minimum set of data that could be
provided by developing countries at minimal cost and

more comprehensive data provided at higher costs. The
issue of reporting internationally should not prevent
developed and developing countries from having bilateral
or multilateral discussions on a common data format.
Bilateral or multilateral discussions could build trust

and inform new approaches that could be applied at the
international level.

Four issues, which would benefit most countries, emerged
from the three workshops as meriting further work.

South-south learning: Workshop participants
expressed appreciation for the opportunity to exchange
information with their neighbors, and noted a desire to
keep the channels of communication open. Additional
workshops could provide a mechanism for ongoing
learning. On a larger scale, the exchange of information
on monitoring finance could be built into capacity
development efforts targeting national communications
and Biennial Update Reports.

Learning from experiences of developed
countries: Some countries also raised questions around
how developed countries are tracking their domestic
investments in climate change mitigation and adaptation.
These countries expressed interest in exploring this issue
at meetings between developed and developing countries.

Piloting new approaches: A number of workshop
participants expressed interest in moving forward quickly
to improve their processes, systems, and institutional
arrangements, if technical support and financial assistance
were available. These pilot efforts could be documented

in a series of case studies on how different developing
countries addressed the challenges noted in this paper.

Reference material: Many countries that participated
in the workshops noted the need to modify and integrate
climate markers into their financial management systems.
Some, however, expressed interest in new software,

either from commercial vendors or a specially designed
climate change system capable of supporting all sources,
instruments, and other types of information. Steps in
either direction would benefit from a simple reference
guide that identified all OECD and MDB markers, those
from other institutions, and any process guidelines used to
identify adaptation projects.
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DAY 1

WELCOME - Representatives of the World Resources Institute (WRI) will outline the agendas for the two days.

Introduction

Financing for climate change is an important issue in the context of national strategies and international negotiations, as is the monitoring and tracking of climate
change finance. At the UNFCCC meeting in Durban, South Africa, developing country Parties to the UNFCCC agreed to report finance received for climate change
in Biennial Update Reports by the end of 2014. Better financial data is also needed by decision makers in developing countries as they seek to develop strategies
for financing NAMAs (nationally appropriate mitigation actions) and other activities. This session will focus on why robust procedures and systems for storing and
reporting financial data on climate change projects and programs are needed.

BREAK

Indicators and Criteria
This session will explore the characteristics of an ideal climate finance tracking system, including criteria, definitions, and indicators. WRI staff will provide
an overview of the strengths and limitations of existing international systems and options for categorizing climate finance.

Also, many developed countries report information on official development assistance to the OECD Development Assistance Committee (DAC) using a set
of markers. This session will review the DAC marker system and other options for categorizing climate finance. A discussion will follow to determine the
feasibility of agreeing on a harmonized set of criteria and indicators that could guide developing countries in monitoring climate change finance. This
session may include presentations from international financial institutions.

LUNCH

Current Systems and Procedures

This session will consist of an exchange of information among the participants that will focus on current domestic systems and procedures for storing and
reporting finance received. This will include legal mandates, directives and/or regulations, procedures and practices, categories and indicators, data
storage systems, institutional issues, national reporting requirements, and future plans. Participants should come prepared to make a brief presentation on
the above topics to the extent that their roles and expertise allow.

CLOSING DAY 1

DAY 2

WELCOME - WRI will summarize key takeaways from Day 1, recall the objectives of the workshop, and outline the agenda for the day.

Other Reporting Issues
A complete system would be able to address a number of special issues, for example:
Scope, including:
Financial Instrument: Grants, loans, and guarantees
Public and/or private flows, including equity investments
North-South and/or South-South flows
Institutional arrangements, including interaction with the budgetary and decision-making processes

This session will explore the need to address these issues and the feasibility of doing so.
BREAK

Moving Forward - What will it take to make something happen?

The aim of this session will be to explore the operational issues and priorities of developing countries relating to their systems and procedures for climate
change finance. We will explore issues such as: What would be necessary to gain institutional agreement on improved procedures? What would be needed
to ensure the integration of improved procedures and systems with current practices? Would generic guidelines or simple software be of use to developing
countries, and, if so, what might be their characteristics?

CLOSING
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