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In 1998 by Executive Decree No. 434 published in Official Gazette No. 98 of 30.12.1998, the Ecuadorian government gave $ 1 million initial capitalization of the Protected Areas Fund (PAF), which demonstrated the commitment aspect of Ecuador to support mechanisms long-term financial support natural resource conservation or sustainable use of them.

In 2000 the governments of Germany and Ecuador signed a cooperation agreement consisting of a debt for nature swap Sumaco (Paris VI) for $ 3.08 million. These funds contributed to capitalize on the account of the fap. In 2001, the Governments of Germany and Ecuador made a second exchange of debt for nature (Paris VII) for the equivalent of $ 3.8 million to continue the capitalization of the fap.

The Draft National Protected Areas System (SNAP-GEF II) 2002-2007 included a component to support the financial sustainability with a donation of $ 4 million. The FAN is supported by the MAE achieved in 2005, the capitalization of $ 12 million. In 2007 and 2008 were implemented two new debt swaps between Ecuador and Germany to capitalize on the fap, one for debt consolidation (Paris VII-VIII) for $ 1.1 million and another for debt consolidation (Paris V ) for $ 5.06 million. With these contributions and agreed capitalization, capitalization status fap to August 2009 is $ 18.8 million (Table 28).

Table 27. Protected Areas Fund (PAF)

	Protected Areas Fund (PAF)
	Endowment
	Conventions and capitalization
	Increase

	Contribution of Ecuador 
	1 000 000 
	1 297 087 
	297 087

	Paris VI Germany Germany 
	3 081 401 
	3 325 681 
	244 280

	Paris VII Germany Germany 
	3 235 771 
	3 945 403 
	709 632

	Paris VII-VIII Germany Germany 
	1 108 343 
	1 110 885 
	2 542

	Paris V Germany Germany 
	5 064 548 
	5 064 548 
	0

	GEF contribution – BM 
	4 000 000 
	4 000 000 
	0

	Private contributions 
	1100 
	1194 
	94

	Fap Total $ (to 31-08-2009) 
	17 491 163 
	18 741 050 
	1 249 887


The Moore Foundation adopted the Draft Biodiversity Conservation Corridor Kutukú Condor (No. 688) in the Andes-Amazon Initiative. This initiative is funded with $ 1.57 million, with a duration of three years (started in January 2006 and will conclude in late 2008).

The German Government through KfW, will provide a contribution of € 20 million to strengthen the SNAP. These resources will support, among other things, the consolidation of the Protected Areas Fund (PAF) that manages the FAN, by delegation of the Foreign Ministry.

There are local initiatives such as the Water Fund or private FONAG EcoFund as established in the consortium that manages the Heavy Crude Pipeline (OCP), administered by the EF.

Funding for the Dry Forest Watch Colonche Chongón and are funded by KfW and administered by the National Environmental Fund (FAN). The values that constitute the fund balances are for Reforestation and Conservation Project of the Cordillera de Chongón – Colonche, amounting to € 2.23 million Euros, and the allocation of the Conservation of Tropical Forest Grand Sumaco for € 1 5 million resources that the governments of Ecuador and Germany, by Act of the Intergovernmental Consultation held in Quito on June 12, 2009, agreed to transfer to FCBCC.

The European Union since 2004, funded by the Decentralization Program of Environmental Management (PRODERENA) in three provinces of the northern border. The EC contribution of € 17 million sum.

The National Environmental Fund was established on January 16, 1996. It started operations in 1999 with support from GEF / World Bank, The Nature Conservancy, Ministry of Environment, the Summit Foundation and the commitment of the Government of Ecuador to give the FAN $ 1 million as seed capital. In 2002 he received $ 4.3 million from the GEF / World Bank to capitalize on Protected Areas Fund (PAF).

In 2007 the Fund was established in Galapagos Invasive Species (FEIG) with contributions from the GEF (GEF), Government of Ecuador, Government of Germany and Conservation International. These experiences have been shared at various international forums or regional bodies involved in the FAN, such as the Network of Environmental Funds in Latin America and the Caribbean REDLAC, “which is an important mechanism for exchanging experiences and best practices between countries, “232 (Ref.: 2nd report).

Community Forest Management Fund

Reported by Lars Christensen / LC Consult / member of Danida’s WGSF
This case illustrates local investment in SNRM made possible by low opportunity costs of labor and a strong community organization that is responsible for an equitable distribution of in-kind benefits and revenues.

Background

From 1992 to 1995 FAO ran the Andean Participatory Development Project (DFPA) in four South American countries—Colombia, Ecuador, Peru, and Bolivia. The project established national programs and tested participatory rural development approaches to rural extension services, agroforestry, community forestry, and small-scale forest-based enterprises. DFPA’s aim was to empower the local community to identify its own measures of wealth and success-indicators and prepare natural resource management plans that reflected those community goals and values. Several of these plans were community forest management plans, where local resources were the main input to the project. This case study describes one such plan developed by the Chauzán San Alfonso community in Ecuador.

Chauzán San Alfonso is an indigenous community of some 100 families with a strong cultural identity. The community has a highly organized, democratic system. People are self-reliant and traditional forms of sharing labor through common work-days and "labor-lending"(minga, prestamano) are common. The mountain environment (slope, soil, wind, altitude) offers moderate to extremely difficult conditions for rural production. The local economy is based in subsistence agriculture with limited surpluses available for sale. Arable land is scarce. Only 15 percent of the families have holdings of more than 10 hectares. Another 60 percent have 1–10 hectares, and a quarter of the households have little or no land. The principal economic activities are agriculture and livestock (grazing). Gas or fuelwood is used for cooking; the latter is collected, mainly by the poorer families from the communal forest.

In late 1993 DFPA helped the Chauzán San Alfonso people to prepare a community forest plan. As part of this exercise the community identified its priorities including, in descending order: improving agricultural production for self-consumption; reclaiming more agricultural land; improving the ecology of the community lands; creating more work opportunities within the community; improving health conditions; improving educational opportunities; increasing income; and strengthening the community organization.

Consistent with the above priorities the community developed a forest management plan for the 83 hectares of communal forests, and began applying it in 1994. The management plan called for converting the best part of the forest—some 44 hectares—to a silvipastoral system, of pine cypresses and pastures. The plantation would create new work opportunities for the landless households and deliver pasture, fuelwood, improved ecological conditions, and increased incomes to the community. The forest plan employs a 30-year rotation scheme in two sections of the 44 hectares.

Financial arrangements

The first stage of the DFPA project, the development of the community-based management plans, was made possible by a grant from the Dutch government and administered by FAO. The actual implementation of the plan, however, is a community financed initiative. To this end a Community Forest Management Fund was established within the existing community organizational structures, since members were accustomed to managing and distributing common earnings.

To manage the plantation, labor is hired from among local landless families for whom the offered salaries compare favorably with their daily income, making the arrangement attractive to both parties. Under this condition external evaluators have estimated an annual internal rate of return of 16 percent for a complete forest rotation cycle.

Through the Community Forest Management Fund the community distributes the revenues and benefits of the plantation as follows: (a) local laborers working in the plantation are paid; (b) plantation related expenses such as replanting are covered; (c) 10 percent of the annual profit is reserved for unforeseen expenses; (d) the net profit (revenues minus the first three items on this list) is distributed equally among the community households; and (e) use of the improved pasture in the silvicultural system as well as the other lands outside the plantation are annually apportioned among the community’s households.

Project lessons

The approach developed by DFPA ensured that the project responded to the community priorities and took into account the local socioeconomic context. This in turn made it possible to mobilize local investment and establish a plan for the long-term sustainable management of the natural resources in question anchored in the local community. As seen in the above analysis the entire community benefits from the management of the common natural resource. Some of the more specific lessons are summarized below:

· The presence of a strong community organization capable of managing investments as well as securing equal distribution of benefits is essential.

· The approach requires external technical assistance in the initial phase in order to support the community in developing and starting the management activities. This could impede replication where no funds for initial investments in technical assistance are available. On the other hand, the technical assistance costs are low.

· The case illustrates the importance of including an analysis of the local context. In this case the economic viability of the plan is tied to the opportunity cost of the landless households' labor. Incidentally, this fact may also work as a project liability, in that a significant increase in the income-earning opportunities available to the local landless elsewhere may jeopardize the plantation’s economic viability.

· This methodology of participatory rural development planning could be replicated anywhere. However, whether that would lead to cases of sustainable financing of natural resource management depends very much on the local situation. In general, the potential would be significant in situations where the two key conditions are present: low opportunity costs of local resources and human power within the community, and a strong democratic tradition in the community.

Ecuador

Fondo Ambiental Nacional (FAN)

The National Environmental Fund of Ecuador (FAN) is a private, non-profit organization created in 1996, which began operating in 1999 under the leadership of the Ministry of the Environment of Ecuador. After operating for more than eight years, it has developed into a highly regarded institution for fundraising and channeling financial resources to support environmental management in Ecuador based on national environmental priorities. FAN has grown from a small fund operating just one account, to a fund that manages several long-term financing mechanisms which support the National System of Protected Areas (SNAP) and its buffer zones, in close cooperation with bilateral, multilateral and private donors. FAN currently has agreements for managing over $30 million, out of which more than one-half consists of endowment funds, including the Protected Areas Fund ($13 million), and the Galapagos Invasive Species Fund ($3 million). FAN disburses approximately four million dollars a year, out of which $700,000 supports SNAP (for which FAN provides over 20 percent of the annual budget). In addition, FAN operates several other sinking fund accounts including EcoFondo, a 17-year $16.9 million sinking fund, which is one of the most important initiatives by the private sector to support biodiversity conservation and sustainable use of natural resources in Ecuador.

Origins of the Fund

The National Environmental Fund of Ecuador (FAN) is a private, non-profit organization that grew from the interest of a group of leaders from different sectors of society (government, environmental non-governmental organizations (NGOs), business and academic sectors) who wanted to establish a suitable mechanism to finance environmental management and conservation of biodiversity in Ecuador. The group was concerned about the existing weaknesses in the National System of PAs (SNAP), which were due to inadequate funding and the lack of long-term continuity for initiatives supported by the government or donors, once the funding for projects ran out. The group, at the same time was very much aware of the fact that Ecuador is perhaps the most biodiverse country on earth in relation to its surface area, and also possesses a wealth of cultural diversity.

During the decade of the 1980s, Ecuadorian civil society generated a variety of environmental initiatives and projects, and governmental activity in this sector was also beginning. During the 1990s, the State gradually assumed a larger role in creating institutions for environmental management. These were important advances, in spite of the fact that the decade was economically and politically a very difficult time in Ecuador. From 1990 to 1999, annual economic growth was zero, the currency was devalued by three orders of magnitude, annual inflation was more than 50 percent, and from 1996 to 2001, Ecuador had five presidents. This situation hindered environmental policy, in that constant adjustments to economic policy have dominated the work of the state, making medium and long-term planning very difficult. In this context, civil society played an important role in the establishment of improved environmental institutions and practices.

The need for a mechanism for long-term financing of environmental management was considered a high priority. In 1994, the founding group instituted a process of consultation and workshops with civil society leaders, the donor community and other Latin American environmental funds to identify a suitable solution. From these consultations, the fundamental principles for the creation of an Ecuadorian environmental fund emerged: (1) It would be established as a private institution under the Civil Code, but with government representatives participating as a minority of the Fund‘s board; and (2) There would be a direct correlation between the Fund‘s programs and Ecuador‘s national environmental priorities. In January 1996, the Bylaws of FAN were approved, but until 1999 no further progress occurred. FAN‘s operations began in 1999 with the support of the Global Environment Facility (GEF)/World Bank, The Nature Conservancy (TNC), Ministry of Environment, Summit Foundation, and the commitment of the Government of Ecuador to make a grant of one million dollars as seed capital.

At that point, FAN began a process of consultation with the international donor community to review the 1996 design and determine whether it was still adequate. This process led to a decision to enlarge the governing body to include individuals chosen for their personal leadership, to contribute to the development of the institution, a fundraising process was initiated, and a strategic plan and internal procedures were developed. The contribution of international organizations and other funds from the Latin America allowed FAN to learn from their experiences and develop a stronger concept.

Between 1999 and 2001, FAN conducted initial negotiations for the capitalization of its first initiative, assistance to SNAP, which started in 2002. The funding included: (1) $2.9 million generated through a debt swap with the German Government; (2) $4.3 million from the GEF; and (3) $700,000 from the Netherlands International Cooperation Agency. The initial $1 million contribution from the Government of Ecuador, disbursed in 2001 was essential for the purpose of showing the commitment of the Government to support the establishment of FAN as a private institution.

Progress and Development of the Fund

Since 2001, FAN has grown from a small fund operating a single account, to a fund which manages several long-term financing mechanisms in support of SNAP and its buffer zones in close cooperation with bilateral, multilateral and private donors. It currently has agreements for over $30 million out of which more than one-half are endowment funds including the PAs Fund ($13 million), which supports 11 of the 36 PAs of SNAP, and the Galapagos Invasive Species Fund (FAP) (three million dollars). FAN disburses approximately four million dollars a year, out of which $700,000 supports the SNAP (for which FAN provides over 20 percent of the annual budget). In addition, FAN operates several other sinking fund accounts including EcoFondo, a 17-year $16.9 million sinking fund, which is one of the most important initiatives by the private sector to support biodiversity conservation and sustainable use of natural resources in Ecuador.

Relations between FAN and the Ministry of Environment of Ecuador have also developed over time, particularly in forging co-ownership of the FAP and closely partnering to launch the Galapagos Invasive Species Fund. FAN‘s institutional relations with national and international environmental NGOs have also strengthened local governments. FAN has also partnered with other international foundations such as the Gordon and Betty Moore Foundation and the John D. and Catherine T. MacArthur Foundation. FAN is now broadening its activities to include new concepts such as conservation incentives and compensation for ecosystem services. One example of this is the Podocarpus Pro-Watershed Fund jointly being developed with the Municipality of Zamora, the Ministry of Environment, the ArcoIris Foundation, TNC and Conservation International (CI). Aware of the importance of contributing to the development of national capacities in conservation, FAN is also involved in providing technical assistance and in exploring new innovative financial mechanisms to support conservation of biodiversity and sustainable use of natural resources in Ecuador in partnership with CI and with Germany‘s Development Agencies – the German Development Bank (KfW) and the German Agency for Technical Cooperation (GTZ).

Governance

The highest governing body of FAN is the Board, which is composed of seven members: one representative of the Government of Ecuador, one representative from the private business sector, one representative of the academic sector, one representative from the environmental NGOs, and three individuals not linked to government who are elected on the basis of personal leadership and who have experience in areas that FAN considers necessary. These three slots are currently filled by representatives of the financial sector with experience in investment management, who help to assure sound management of FAN‘s investment portfolio. The principal functions of the Board are to define operational policies, approve audited financial statements, approve the annual operating plan and budget, approve the strategic plan and investment policies, and select the Executive Director through an open competition based on merit.

All members of the Board have an equal vote, and the Fund‘s President is elected from among its members. The inclusion of the Minister of Environment among the Board members has facilitated processes of negotiation of support from the Government and assures that activities financed by FAN are consistent with national environmental policies identified by the Ecuadorian society through a participative process and documented in the National Strategy for Sustainable Development in Ecuador (2000).

The Board is supported by a Financial Resources Management Committee to oversee investment strategies, including development of policies and supervision of the investment portfolio, and also a programs committee which follows all implementation of programs and projects under the responsibility of FAN.

Operations

FAN has an operational team of 18 persons who work in the areas of resource administration, finance/administration, and professionals who work in the areas of PA management, and sustainable use of natural resources. FAN also has a team that conducts monitoring and evaluation (M&E) of activities by its grantees, and has an internal auditor who is part of the staff and reports directly to the Board. FAN‘s financial statements are audited every year by an internationally recognized firm, and the results posted on FAN‘s web page in accordance with FAN‘s disclosure and accountability policies and practices.

FAN‘s leadership decided to begin FAN‘s operations by focusing initially on a single topic, and then after demonstrating results in that area, adding other topics to the institution‘s agenda. FAN decided to begin with a focus on PAs, since biodiversity conservation is one of the priorities of Ecuador‘s environmental strategy for sustainable development. PAs represent 18 percent of the national territory and harbor a great biodiversity of ecosystems and species. During the last 30 years, NGOs have worked continuously in PAs. However, there is no sustainable financing for basic operations of core management activities in the SNAP. In response to this challenge, FAN and the Ministry of the Environment designed a new financing mechanism specifically to assure the long-term operation of PAs: the FAP.

Financial Mechanisms

Protected Areas Fund

FAP is an endowment fund generating investment returns which are used to finance the recurrent operational costs of PAs. The reasons for choosing an endowment formula as funding mechanism include: (1) The problem to be addressed requires a constant flow of funds over the long-term; (2) Efficient mechanisms for channeling resources are needed, given the size and complexity of on-site operations; (3) There is potential to forge a public-private alliance toward a common goal; (4) The system of PAs is already established; (5) The threat of collapse of the PA system due to lack of funding is a long-term challenge that requires constant attention for a minimum of ten to 15 years; and (6) FAN can establish legal and financial procedures that are transparent and allow the resources to be efficiently delivered.

Raising endowment funds is an additional challenge since donors tend to restrict this type of investment. However, the Fund has embarked on a dynamic process of mutual learning in negotiations with potential donors. FAN is the recipient of the three debt-for-nature swap between Ecuador and Germany; this is the first case in which Germany capitalized an endowment fund through a debt-for-nature swap operation.

FAN is working on the design of the PAs program and has facilitated the establishment of improved planning mechanisms for the PAs. In the same way, the methods devised to channel resources to the field and to monitor and evaluate results, will facilitate the use of results-oriented management practices by the environmental authority. FAN role goes beyond that of financial mechanism. Channeling resources implies additional activities, including institutional strengthening, networks of key actors, and training in financial management, planning, accounting and M&E, among other topics.

The contribution of the environmental fund to the operation of PAs is not intended to substitute for the Government‘s responsibility to continue to provide current funding and develop new funding sources for PAs. The Government‘s commitment to fulfilling this responsibility is included as part of the agreement between FAN and the Government for operating FAP. Since 2003, more than $2.3 million has been disbursed from FAP to finance PAs. The current level of capitalization of FAP is $13 million, and its capitalization target is to reach $35 million in 2011.

EcoFondo

EcoFondo is a 17-year, $16.9 million initiative by the private sector (OCP-EnCana) to support biodiversity conservation and sustainable use of natural resources in Ecuador. EcoFondo finances projects that are selected through a competitive project cycle procedure. Independent experts evaluate all of the submitted proposals and EcoFondo‘s Board of Directors then decides which proposals to support. Funding is available primarily for PAs directly impacted by the OCP pipeline and other areas impacted by petroleum extraction.

The Galapagos Invasive Species Fund

This is a new initiative between the Ministry for the Environment, the GEF, United Nations Foundation, CI‘s Global Conservation Fund and the Galapagos Conservancy, and its target capitalization is $15 million. It will provide stable and long-term funding for the control and management of invasive species in the Galapagos archipelago. Its current capitalization is $3.2 million.

Project Management

FAN manages a number of different restricted accounts together with national partners. These accounts support projects that range from identifying new areas which merit protected status because of their high biodiversity values, to strengthen several existing national parks, to activities aimed at institutional strengthening, policy development and raising environmental awareness. Funding for these accounts comes mainly from large international partners such as: TNC, CI, the John D. and Catherine MacArthur Foundation and the Gordon and Betty Moore Foundation.
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national forest fund, Fondo Ecuatoriano para el Cambio Climático, Fondo Yasuní
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