
UNDG ITF & World Bank ITF Concept Note
Timeline and mechanisms for the closure of the International Reconstruction Fund Facility for Iraq (IRFFI)  

I.  IRFFI Background

1. In April 2003, international donors recognized the need for a multilateral effort to rebuild and support Iraq’s reconstruction and development. United Nations (UN) Security Council Resolution 1483 (May 22, 2003) called for the international financial institutions to assist the people of Iraq in reconstruction and to facilitate assistance by the broader donor community. In response, UNDG and the World Bank designed the structure, governance, and modalities of the International Reconstruction Fund Facility for Iraq (IRFFI) in close consultation with key donors, and Iraqi authorities. IRFFI aims to help donors channel their resources and coordinate their support for reconstruction and development activities in Iraq in line with the Iraqi priorities (originally identified in the Joint Needs Assessment, and now through the National Development Strategy and the International Compact with Iraq).The IRFFI structure is designed to promote close cooperation and avoid duplication by providing a common governance structure.

2. To build on the respective strengths and comparative advantages of both the United Nations and the World Bank, IRFFI encompasses two trust funds:  the United Nations Development Group Iraq Trust Fund (UNDG ITF) administered by the United Nations Development Program on behalf of itself and participating UN organizations, and the World Bank Iraq Trust Fund (WB ITF). The two Trust Funds were originally set to terminate as of 31 December 2007, but were extended until 2010 by Donors following the 2007 Istanbul Donor Committee Meeting to help ensure that IRFFI projects under implementation would have adequate time to produce results on the ground, and that new IRFFI projects would support the implementation of the International Compact for Iraq.
3. To date, 25 donors have contributed over US $1.85 billion to IRFFI. Of this, the WB ITF has received over US $494 million from 17 donors. The WB ITF has financed 18 grants, generally national in scope, to support reconstruction and capacity building programs across nine sectors. The UNDG ITF has received over US $1.35 billion and has funded over 180 individual projects across eight thematic sectors.

4. IRFFI has proven to be an important mechanism to promote international cooperation. Since 2004, IRFFI has provided a common platform for donors to provide sustained support to the Iraqi Government throughout its transition, with a view to helping Iraq assume full leadership of development programs and donor coordination. In addition, IRFFI encourages small donors to participate in a significant manner to Iraq’s development, by providing a mechanism to pool their resources and maximize their impact. Based on five years of coordination and implementation experience, IRFFI has also provided valuable lessons for the future development of Multidonor Trust Funds (MDTFs).

5. IRFFI was the first MDTF to be jointly administered by the United Nations and the World Bank, providing donors with a single facility with two windows to channel funding and thereby reducing transaction costs for both the donors and the Iraqi government. IRFFI also provided the first opportunity for UNDG organizations to adopt common planning, funding, coordination and reporting arrangements through a thematic ‘cluster’ framework. The lessons learned through the past five years of implementation and further refinement of the UN’s MDTF framework have contributed to the development of the UN “Delivering as One” programme.

6. In addition to improved donor coordination, the present IRFFI structure promotes greater Iraqi ownership in the design, development, implementation and monitoring of projects and joint programmes. The IRFFI Terms of Reference (TOR) ensures that activities financed by the WB ITF and the UNDG ITF are aligned with the Government of Iraq’s priorities as identified in Iraq’s National Development Strategy (NDS) and the International Compact with Iraq (ICI). Furthermore, each project financed by IRFFI must be approved by the Iraqi Strategic Review Board (ISRB) to prevent overlaps or gaps in donor-financed projects. The IRFFI Donor Committee, chaired by a donor to IRFFI, and the IRFFI Executive Committee, chaired by the Iraqi Minister of Planning and Development Cooperation (MoPDC), provide strategic guidance to the UN and World Bank to help ensure that IRFFI activities are aligned with the Government of Iraqi’s overall priorities, and provide oversight and monitoring of IRFFI activities.

7. At the Fourth IRFFI Donor Committee at the Dead Sea in July 2005, the Donor Committee proposed a “Multi-Donor Stocktaking Review” (MDSR) to provide an independent review of the appropriateness, efficiency, and effectiveness of IRFFI programs. While the launch of the MDSR was delayed by difficulties in organizing joint donor financing and procurement procedures, the study is now underway and is scheduled to be completed in October 2008. Preliminary results, presented to representatives of the IRFFI Donor Committee in July 2008, indicate that IRFFI has made an important contribution to recovery in Iraq by promoting engagement among donors, the Government of Iraq, and the Iraqi people, and delivering needed assistance. Preliminary results indicate that most IRFFI projects demonstrate meaningful impact for beneficiaries, are generally efficient and effective and meeting their stated objectives. In addition, IRFFI projects helped initiate activity in key sectors, and build Iraqi capacity. The study notes that some benefits of IRFFI were eroded by implementation delays, caused by external factors (e.g. the volatile security situation and government turnover) as well as overly optimistic strategic choices, objectives, planning assumptions and timelines.

8. In March 2007, at the Fifth IRFFI Donor Committee meeting in Istanbul, the Donor Committee requested a review of the IRFFI Terms of Reference (TOR) to: (i) review the roles and responsibilities within the IRFFI organizational structure; (ii) examine current project identification and approval processes, and implementation mechanisms; and (iii) incorporate relevant experience from other multi-donor trust funds. On the basis of this review, a revised TOR was approved by the IRFFI Donor Committee at its Sixth Donor Committee Meeting in Bari, Italy (October 2007). The revised TOR confirms and clarifies the Iraqi leadership of IRFFI, and IRFFI’s alignment with the Compact and the National Development Strategy (NDS). The revisions also reflect the need to increase the focus of IRFFI on effective implementation, strong oversight and monitoring of projects, and evaluation of impact.

9. Recently, at the Seventh IRFFI Donor Committee, hosted by the Government of Iraq in July 2008, donors agreed that it was an appropriate time to plan for the closure of IRFFI. The Donor Committee emphasized the importance of an orderly, efficient wind up that would allow for the successful completion of all projects and programmes, and ensure compliance with UN and World Bank legal agreements and related conditions, without undermining long-term gains and results on the ground. The Donor Committee requested the UN and World Bank to provide the Executive Committee with a concept note outlining a final timeline and mechanism for closing the IRFFI. This paper is produced in response to this decision. Donors requested that the proposal include a recommendation for a final closing date for IRFFI, as well as cut-off dates for new donor contributions and the approval of new projects by the UN and World Bank.

II.  UNDG Iraq Trust Fund

10. The UNDG ITF is administered by the UNDP Multi-donor Trust Fund (MDTF) Office as Administrative Agent on behalf of the Participating UN Organizations. As of September 2008, five years following its establishment, 25 donors have signed a Letter of Agreement with the MDTF Office and 21 Participating UN Organization’s have signed the MOU. The UNDG ITF has funded over 180 individual agency projects since 2004 across 8 thematic sectors that have been reviewed and approved by the UNDG ITF Steering Committee that is chaired by the Deputy Special Representative of the Secretary General (DSRSG) and the Iraq Strategic Review Board (ISRB) that is chaired by the Ministry of Planning and Development Cooperation (MoPDC).
11. The role of the United Nations (UN) in Iraq is derived from Security Council Resolutions (SCR) 1546 (2004) and SCR 1770 (2007) and is implemented through the United Nations Assistance Mission for Iraq (UNAMI) led by the Special Representative of the Secretary General (SRSG). With an expanded mandate under SCR 1770, United Nations Country Team (UNCT) for Iraq is providing humanitarian, reconstruction and development assistance. The UN Iraq Assistance Strategy for 2008-10 was signed by the Government of Iraq in August 2008 and will guide the United Nations’s future activities in Iraq in collaboration with the Government of Iraq. The Strategy was developed in consultation with the Government of Iraq, the donor community and NGOs to ensure that it supports national priorities namely the ICI and NDS as well as the Millennium Development Goals (MDGs) benchmarks. 

12. The UNDG ITF operates within the United Nations Country Team (UNCT) coordination structure to ensure inter-agency, donor, and government participation in the identification, design, development, approval, implementation and monitoring of the UNDG ITF activities and to ensure that priorities outlined in the UN Iraq Assistance Strategy 2008-10 are supported. To coordinate the UNCT’s work eight thematic Sector Outcome Teams (SOT) were established. The SOTs aim to increase strategic planning and programming. To ensure continued interaction with the Government of Iraq and alignment with Iraq’s national priorities, the SOTs are represented in Baghdad by a Policy Group that maintains regular contact with relevant government counterparts. All UNDG ITF projects go through a thorough Peer Review process that involves the Policy Group, SOT leaders, World Bank, donors and NGOs. 

A. IRFFI/UNDG ITF ‘Terms of Reference’ Conditions and Compliance Issues
13. In planning the closure of the UNDG ITF, the following compliance issues must be addressed and all conditions must be fulfilled. The conditions are contained within several documents that govern the operations of the IRFFI namely the IRFFI TOR as well as the UNDG ITF’s respective legal agreements. The following conditions are described in detail within this proposal: 

· Termination & Completion of Financed Projects

· Orderly conclusion 

· Disposal of unutilized balance 

· Final Reporting Obligations

14. The UNDG ITF legal instruments include a Letter of Agreement (LOA) between the MDTF Office, and donors, which set out the terms and conditions governing the receipt and administration of donor contributions and a Memorandum of Understanding (MOU) with Participating UN Organizations, which sets out the duties and responsibilities of both Signatories.

I. Termination & Completion of Financed Projects 

15. The IRFFI TOR and UNDG ITF Letter of Agreement (LOA) and Memorandum of Understanding (MOU) define termination as the time in which all Projects have been completed, and all commitments and liabilities have been satisfied.

16. Upon termination, the UNDG ITF MOU and LOA required holding unutilized balances following the completion of projects until all commitments and liabilities incurred in implementation of the Projects have been satisfied.

II. Orderly Conclusion

17. In line with the IRFFI TOR’s requirements, the Donor Committee has requested that all project activities be brought to an orderly conclusion. The various Agreements entered shall survive the termination date in order to permit an orderly conclusion. 

18. The UNDG ITF LOA and MOU instruction that the obligations of the donors, Participating UN Organizations and the Administrative Agent shall survive the LOA to permit the orderly conclusion of activities and completion of final reports and the withdrawal of personnel, funds and property, the settlement of accounts between the Parties and contractual liabilities in respect of any subcontractors, consultants or supplies. 

III.  Disposal of Unutilized Balance

19. The disposal of unutilized Fund balances following the satisfactory completion of all commitments and liabilities differs between the WB ITF and UNDG ITF. 

20. The UNDG ITF LOA and MOU requires the disposes of any remaining balances for a purpose mutually agreed upon by the donors, Steering Committee, Government of Iraq
, Participating UN Organizations and the Administrative Agent. 

IV. Final Reporting Obligations
21. The UNDG ITF requires that the following reporting obligations are fulfilled: 

· Participating UN Organization Reporting to Administrative Agent:

· Final Narrative and Financial Report to be provided no later than 30 April of the year following the financial closing of the Project;

· Final Certified Financial Statement, to be provided no later than 30 June of the year following the financial closing of the Project.

· Administrative Agent Reporting to Donors: 

· Final Consolidated Narrative and Financial report to be provided no later than 30 June of the year following the financial closing of the Project activities;
· Final Consolidated Certified Financial Statement to be provided no later than 30 days after the last date of the receipt of the financial statements from the Participating UN Organizations of the year following the financial closing of the Project activities; 
· Financial Report and Final Certified Financial Statements to be provided no later than 30 June of the year following the financial closing of the Project activities. 
V. IRFFI Evaluation & Audit 

22. In the interest of transparency and to generate lessons learned and best practices that may contribute to the strengthening of the MDTF mechanism, the Donor Committee may want to consider requesting that an evaluation and audit be undertaken based on a Terms of Reference that is jointly prepared by the donors, Steering Committee, Government of Iraq, Participating UN Organizations and the Administrative Agent at the termination of the IRFFI. 

23. To date, the UNDG ITF has undergone two independent reviews and one internal audit of the Administrative Agent. The first review was completed by PricewaterhouseCoopers in April 2006 and provided an assessment and advice on the pertinence of mechanisms used for operationalizing the UNDG ITF during its set-up and to contribute lessons learned and best practices that can be applied to similar operations in the future. The second review which included both UNDG ITF and WB ITF, scheduled to be finalized by October 2008, was completed by Scan Team and provided a stocking taking of the current IRFFI portfolio and the status of a sample of projects to determine if the IRFFI was on track and having a positive impact.

24. The United Nations Board of Auditors (UNBoA) in its capacity as external auditors of the UNDP provided an independent assessment of the performance of the UNDG MDTF Office in its role as Administrative Agent for the UNDG ITF. The period reviewed was 1 January 2004 to 31 December 2006. 

25. The proposed UNDG ITF Evaluation & Audit may provided a comprehensive assessment of the Fund including the governance arrangements, Fund and Project achievements and impact, lessons learned and best practices. 
III.  World Bank Iraq Trust Fund

26. In January 2004, the World Bank Board of Executive Directors approved the World Bank to act as Administrator of the World Bank Iraq Trust Fund (WB ITF). The WB ITF became effective upon receipt of the first deposit, in March 2004. Since then, 17 donors have deposited about US$494 million in the WB ITF. As of the end of September 2008, about US$472 million have been committed in grants, obligating 95% of donor deposits. 
27. The WB ITF finances emergency reconstruction and rehabilitation projects to be implemented by Iraqi institutions, and training/technical assistance programs designed to increase institutional capacity. The WB ITF emphasizes Iraqi ownership and building Iraqi institutional capacity. World Bank-financed programs, including those financed by the WB ITF, are implemented by Iraqi institutions with the goal to enhance knowledge transfer and help Iraq develop institutional policies and systems that can be leveraged by all donors, and will promote the effective use of all donor funds as well as Iraq’s own resources.

28. World Bank experience (Iraq Breaking the Conflict Trap: Civil War and Development Policy. World Bank Policy Research Report. 2003) notes that economic growth reduces the risk of further conflict, and that the first post-conflict decade is a good period for growth. Efforts to improve economic policies and build effective institutions should be started immediately and continue over the first post-conflict decade. Post-conflict recovery is not an automatic process of bouncing back; even in successful recoveries, the process is slow. This analysis points to the importance of providing support through the middle part of the post-conflict decade in order to bolster government capacity and create economic growth.

29. Initiating a country program in Iraq presented an unusual challenge for the Bank, since the Bank had not been engaged in Iraq for the 25 years prior to the establishment of IRFFI. The Bank’s lack of experience in Iraq, combined with Iraq’s isolation from the international community, the exodus of technical professionals from the government, and frequent government turnover, led to a slow pace of implementation, since Bank projects are implemented by Iraqi agencies.

30. The WB ITF finances emergency reconstruction and capacity building programs aimed at delivering key services to the population while establishing the building blocks for Iraq’s sustainable economic recovery. Eighteen grants, totalling approximately US$474 million, have been approved to date to finance textbooks, schools, pharmaceuticals and health clinics, improved social safety nets, water supply and sanitation, irrigation and drainage, electricity, environment, and telecommunications sectors. The WB ITF also supports capacity building projects to build Iraqi institutions, develop baseline poverty data, and improve social safety net targeting mechanisms. Out of these 18 WB ITF-financed projects, the vast majority (15 projects amounting to $458 million) are implemented by Iraqi agencies, and focus on improving service delivery in a sustainable manner while building Iraqi institutions. 
31. The security situation, although improved since late 2007, continues to hamper the mobility of Iraqi project management staff and contractors; discourage both local and international contactors from bidding on contracts; and increase project costs. Limited institutional capacity of line ministries (e.g. unclear lines of authority; inefficient review, approval, and oversight procedures) delays decision-making, reporting, and follow-up. High turnover in the project management teams requires frequent re-training of ministry staff responsible for implementing projects. Finally, the fragmented Iraqi banking system has caused severe payment delays to local contractors, which has led to work stoppages. Despite these factors, since 2006, the pace of implementation has improved substantially; currently, project commitments total over 79 percent and disbursements stand at more than 39 percent. 

32. Actions to improve the project performance were identified during a systematic review of the portfolio, conducted with Iraqi counterparts in September 2007. The Bank is helping authorities restructure projects that were experiencing delays to ensure they can meet their development objectives (e.g. Disbilities and Baghdad Water). The WB ITF provided additional financing to expand the scope of projects that are performing well, in order to increase their impact (e.g. Household Survey, Community Infrastructure). The World Bank also recently approved supplemental financing for the Private Sector Development project, which is performing well but has been adversely affected by currency fluctuations. To help alleviate delays in making Iraqi dinar payments to local contractors, the World Bank gained senior management approval to pilot designated accounts in two projects. (Designated accounts function as revolving advance accounts, which the WB ITF would replenish upon receipt of evidence that payments have been made against eligible expenses according to the governing grant agreement.) These actions were undertaken to help ensure that ITF financed projects can meet their development objectives, and produce their intended results.

33. ITF projects are prepared in collaboration with Iraqi authorities and are implemented by Iraqi agencies. Data show that World Bank emergency projects in conflict-affected countries
 take an average of about 4½ years for implementation, while the implementation period for IDA projects (typically for poorer countries with low capacity) averages a little over 6 years. Task teams of WB ITF-financed projects estimate an average implementation period of about 4 years, depending on the size and nature of the project and the experience of the implementing agency in implementing World Bank projects.
34. Project completion and disbursement projections indicate that projects in the current portfolio should be fully disbursed no later than December 2012. Four new projects are being prepared in collaboration with Iraqi authorities: Public Financial Management Reform (US$20 million); Banking Reform (US$10 million), National Education Strategy (US$3 million); and Pension Reform (US$4 million) projects. The Public Financial Management Reform and Banking Reform projects are scheduled for approval early in 2009; although the scope and implementation arrangements for these projects are still under development with the Iraqi authorities, the projects would likely require a 4½-5 year disbursement period (e.g. from January 2009 through December 2013). The National Education Strategy and Pension Reform projects are still in the early stages of development. Given their smaller scale, and likelihood that they will have significant Bank-executed technical assistance components, they should be designed to be disbursed by December 2013.
35. World Bank trust fund legal agreements differ from those of the UN. Each Grant Agreement between the World Bank and the recipient must specify a Project Closing Date. The Project Closing Date is the last date on which the grant recipient may make any new financial commitments against the grant amount. Following the Project Closing Date, the World Bank requires a grace period up to six months to complete disbursements against the commitments made by the Project Closing Date. The Termination Date is date on which the trust fund arrangement ends. No further disbursements may be made from the trust fund after the Termination Date, except against contracts the World Bank holds with a “third party” to fulfill its administrative responsibilities (e.g. a contract between the World Bank and the Fiduciary Monitoring Agent or between the World Bank and its external auditor).
36. Some donors have expressed a preference that the duration of IRFFI match that of the Compact. While that may represent an ideal time line to work toward, it would be prudent to keep the WB ITF open until December 2013 to fully disburse project funds against existing project commitments. Therefore, the World Bank recommends extending the Termination Date of the WB ITF to 31 December 2013. The table below outlines the schedule for the orderly closure of both the UNDG ITF and WB ITF arrangements.
IV. Post-IRFFI Mechanism

37.  The IRFFI Donor and Executive Committees may wish to establish a joint United Nations/World Bank/Government of Iraq working group to recommend a possible future mechanism(s) to support continued collaboration and coordination, and build upon the investments made through IRFFI and support the sustainability of such investments.
IV. Proposed Timetable “Benchmarks” for Fund Closure

	
	Target Date(s)
	

	UNDG ITF Activity
	UNDG ITF
	WB ITF 
	WB ITF Activity 

	Final Donor contributions
	30 June 2009
	31 December 2008
	Final Donor contributions

	To facilitate the timely closure of the UNDG ITF no new donor contributions shall be contributed after [to be discussed]. This will enable the Participating UN Organizations and the Steering Committee to plan for the utilization of balance of available funds.  
	
	
	To allow adequate time to prepare and implement new projects and ensure the timely closure of the WB ITF, the World Bank will not accept new contributions after December 31, 2008.

	Final Project approval
	31 December 2009
	30 June 2009
	Final Project approval

	To provide adequate time for any final project implementation, the Steering Committee will set a final date for approval of any new projects. 
	
	
	To provide least a minimum project implementation and disbursement period of 4-4 ½ years, the Bank will not approve new projects after June 30, 2009.

	Finalize contractual commitments
	31 December 2010
	By Project Closing Date
	Finalize project commitments 

	All Participating UN Organizations will have until 31 December 2010 to commit all funds received in support of the project work plan. If funds are not committed by 31 December 2010, the funds will be returned to the MDTF Office for credit to the UNDG ITF Account. 
	
	
	Each Grant Agreement identifies a specific Project Closing Date. No new commitments against the grant may be made after the Project Closing Date. 

	Projection of uncommitted funds
	31 December 2010
	On-going
	Projection of uncommitted funds

	Participating UN Organizations will provide a formal notification to MDTF Office of the estimated uncommitted funds to be returned by the 31 December 2010.
	
	
	World Bank monitors the status of grant commitments and recipients’ project procurement plan throughout the life of the grant.

	Agreement on the Utilization/Disposal of 
unspent funds/balance and modalities
	June 2011
	
	N/A

	The donors, Steering Committee, Government of Iraq, Participating UN Organizations and the Administrative Agent will mutually agree on how to utilize/allocate the remaining balance of funds which include remaining funds in the AA account, individual Participating UN Organization individual accounts, and undisbursed donor commitments. 
	
	
	As per the terms of the administration agreement with donors, any balance remaining balance in the WB ITF must be distributed to donors on a pro-rata basis.

	Project implementation complete & 
satisfaction of commitments and liabilities
	2011-2012
	2004-2013
	Project implementation complete

	Participating UN Organizations will complete project implementation between 2011-2012. 
	
	
	Each WB ITF Grant Agreement specifies a Project Closing Date. No new project commitments may be made after the Project Closing Date. The Grant Agreement provides a grace period of up to 6 months following the Project Closing Date to allow disbursements of eligible expenditures to be made against commitments.

	Trust Fund Termination
	
	31 December 2013
	Trust Fund Termination

	The IRFFI TOR and UNDG ITF Letter of Agreement (LOA) and Memorandum of Understanding (MOU) define termination as the time in which all Projects have been completed, and all commitments and liabilities have been satisfied.


	
	
	The Termination Date of the WB ITF is  the date on which the trust fund arrangement with the donor ends. No further disbursements may be made from the WB ITF after the Termination Date, except against contracts the World Bank holds with a “third party” (e.g. a contract between the Bank and the Fiduciary Monitoring Agent or between the Bank and the auditor) to fulfill its administrative responsibilities.

	
	
	30-June 2013
	Trust Fund Closing Procedures

	
	
	
	The World Bank will prepare financial statements, ensure completion of an external audit, and undertake other closing procedures, within 6 months of termination. Remaining WB ITF resources will then be returned to donors on a pro-rata basis, as per the terms of the legal agreements with donors to the WB ITF.


� In view of the current IRFFI coordination structure and the Government of Iraq’s (GoI’s) strong leadership of the Executive committee and in the Donor Committee, the GoI should participate in the decision making process regarding the disposal of unutilized UNDG ITF funds. 


�  Afghanistan, Bosnia, Kosovo, Sudan, Timor, and West Bank and Gaza.
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