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	Purpose/Outcomes: This full business case (FBC) seeks approval from PIC to provide £120 million for a UK International Climate Finance (ICF) contribution to the Brazilian Amazon Fund over 5 years starting from FY 2023/24. Established in 2008 and managed by the Brazilian Development Bank, BNDES, the Amazon Fund is a mechanism to raise results-based finance for Brazil’s achievements in reducing emissions from deforestation. The funds raised are reinvested in the continued protection of the Brazilian Amazon in line with government policies on monitoring and controlling deforestation, implementing REDD+ activities and delivering sustainable development. 
HMG funding will support the Brazilian government to deliver on its land-based mitigation goals and NDC targets for forests by strengthening governance and land use planning; contribute to reducing poverty and inequality among vulnerable groups, particularly indigenous peoples, other traditional communities, and women and girls; and accelerate the flow of results-based finance for REDD+ while also unlocking other climate finance opportunities. 

	Value: £120 M
	Country/ Region: Brazil

	Senior Responsible Owner: 

	Project Code: 
DPO-2311
	Start Date: FY 23/24
	End Date: FY 27/28 






Contents
Contents	3
Acronyms & Abbreviations	6
1.0 EXECUTIVE SUMMARY	7
1.1 Background and changes since the OBC	7
1.2 Approval sought	7
1.3 Lessons learned from previous policies and projects	8
1.4 Why is UK support required?	8
1.5 Aims and outcomes	8
1.6 Preferred option	9
1.7 Commercial Issues	9
1.8 	Financial Issues	10
1.9 	Management issues	10
1.10 High-level Milestones	11
2.0 STRATEGIC Case	11
2.1	Strategic Assessment	11
2.1.1 Background	11
2.1.2 	Current position	12
2.2	Rationale for intervention: the case for investing in the Amazon Fund	16
2.2.1 	Justification	16
2.2.2 Strategic Fit – Departmental and Wider Government Priorities	18
2.3   Aims and outcomes	18
2.3.1 Scope	18
2.3.2 Objectives and Theory of Change	18
2.3.3 Benefits being sought and KPIs	20
2.3.4 Inter-dependencies, Assumptions and Constraints	21
2.4 Public Sector Equality Duty	22
2.5 Identify high level potential risks	22
3.0 ECONOMIC CASE	23
3.1 Purpose	23
3.2 Economic Rationale for Investment	23
3.3 Critical Success Factors and the Appraisal of Options	25
3.4 Multi-criteria decision analysis of shortlisted options and preferred option	25
3.5 Value for Money Assessment of the Preferred Option	26
Economy	27
Efficiency	27
Effectiveness	29
Cost-Benefit Analysis	30
Equity	30
4.0 COMMERCIAL CASE	31
4.1 Summary of Commercial Strategy	31
4.2 Justification for Choice of Investment and Award Route	32
4.3 Form of Agreement	32
4.4 Funding for Technical Assistance & MEL	33
4.5 Value for Money	33
4.6 Funding Arrangement Management	33
4.7 Commercial Risks and Mitigation	33
4.8 Ability of BNDES to deliver	33
4.9 Legal Consideration and Compliance and Wider Policies	34
4.9.1 Compliance with the International Development Act 2002	34
4.9.2 Compliance with the Equality Act 2010 and Section 1(1A) of the International Development Act 2002	35
4.10 Subsidy Control and Procurement Bill	37
5.0 FINANCIAL CASE	37
5.1 Financial Resources & Budgets	37
5.2 Spend profile for AF	38
5.3 Budget Arrangements & Business Planning	39
5.4 Payment Mechanism	40
5.5 Costs to be Incurred Directly by DESNZ	41
5.6 Fees Charged by Delivery Partner	41
5.7 Financial Monitoring, Reporting and Management	41
5.8 Financial risk	42
6.0 MANAGEMENT CASE	42
6.1 Milestones	42
6.2 DESNZ ICF Programme Governance and Delegated Authorities	43
6.3 DESNSZ ICF Programme Management Arrangements, Assurances and Approvals	44
6.4 Team structure and resourcing	44
6.5 Management and Governance of the Amazon Fund	45
6.6 UK role in Amazon Fund governance	45
6.7 Stakeholder management and communication	46
6.8 Monitoring and Evaluation of Benefits	46
6.8.1 The Amazon Fund Theory of Change and Monitoring Logframe	46
6.8.2 Evaluation and learning	48
6.9 Risk management	48
List of Annexes	50




 
[bookmark: _Toc145033820]Acronyms & Abbreviations

AF		Amazon Fund
AFOLU 	Agriculture, Forestry and Other Land Use 
BNDES 	National Bank for Economic and Social Development of Brazil
DD		Deputy Director
DPR		Delivery Partner Review
ENREDD+	Brazil’s National Strategy for Reducing Greenhouse Gas Emissions from Deforestation and Forest Degradation, Conservation of Forest Carbon Stocks, Sustainable Forest Management, and Increasing Forest Carbon Stocks (ENREDD+)
ER		Emissions reductions
GIZ		Deutsche Gesellschaft für Internationale Zusammenarbeit.
IBAMA		Brazilian Institute of the Environment and Renewable Natural Resources, MMA’s administrative arm
ICF		International Climate Finance
IFU 		DESNZ/FCDO International Forest Unit 
IPLC 		Indigenous Peoples and Local Communities. 
KfW		German state-owned investment and development bank
MEL		Monitoring, Evaluation and Learning
MMA 		Brazilian Ministry of Environment and Climate Change
NDC 		Nationally Determined Contributions 
PC		DESNZ Portfolio Committee
Petrobras	Petróleo Brasileiro S.A., Brazilian oil company
PIC		DESNZ Portfolio and Investment Committee
PPCDAm	Action Plan for the Prevention and Control of Deforestation in the Legal Amazon 
REDD+ 	Reducing Emissions from Deforestation and Degradation. “+” includes sustainable forest management, enhancement of forest carbon stocks, and conservation
SR	Spending Review
SRO		Senior Responsible Officer
TA		Technical Assistance
UNFCCC 	The United Nations Framework Convention on Climate Change 

[bookmark: _Toc130907176][bookmark: _Toc130907401][bookmark: _Toc145033821][bookmark: _Toc130907177][bookmark: _Toc130907402]1.0 EXECUTIVE SUMMARY 
[bookmark: _Toc145033822]1.1 Background and changes since the OBC
An Outline Business Case (OBC) recommending a contribution of up to £120m to the Brazilian Amazon Fund/ Fundo Amazônia (AF) was approved for further development by the DESNZ Portfolio and Investment Committee in April 2023.  This was based on an assessment of a long list of options against Critical Success Factors (see Economic Case/Sections 3.3-3.5 & OBC/Section 1.4). In May 2023, Ministers approved a provisional International Climate Finance (ICF) contribution of up to £120m to the AF, subject to approval of a full business case (FBC) and the outcome of the next Spending Review. 
On 5th May 2023, after DESNZ Ministers and HMT had approved the OBC, Prime Minister Rishi Sunak publicly announced that the UK would contribute £80m to the AF in a meeting with President Luiz Inácio Lula Da Silva.[footnoteRef:2] Ministers agreed an option of extending to £120m based on AF performance. This FBC addresses gaps at the OBC stage including specific issues raised by the ICF Portfolio Committee (PC) and DESNZ Portfolio and Investment Committee (PIC) (see Annex T). [2:  https://www.gov.uk/government/news/pm-meeting-with-president-lula-da-silva-of-brazil-5-may-2023] 

The main change since the OBC is to the recommended spend profile. Based on further assessment, we recommend bringing forward spend and disbursing £80m by the end of the current SR (see spend profile in Section 5.2, and Strategic and Economic Cases Sections 2 & 3). The option of a later top up of up to £40m (£35 million for the Amazon Fund, £5 million for Monitoring, Evaluation and Learning and Technical Assistance, subject to the satisfactory performance of the AF) remains unchanged. Sections of the business case that have been particularly enhanced or amended are the Strategic and Economic Cases and related annexes. We have also developed a programme Theory of Change (Annex A), Monitoring, Evaluation and Learning (MEL) plan (Annex P) and included provision for Technical Assistance (TA) support (Annex R).
[bookmark: _Toc145033823]1.2 Approval sought
This FBC seeks approval for:
A) A contribution of up to £120m to the Brazilian Amazon Fund between FY23/24 and FY27/28, including up to £13m RDEL (11%) and £107m CDEL (89%). CDEL will be used to pay for results-based payments for verified Emissions Reductions results, which in turn will be reinvested in projects that deliver a range of benefits (see Sections 2.3.3, 6.5 & Annex M). RDEL will cover delivery partner fees (estimated at up to 8%), TA (up to £3.5 million) and independent evaluations (up to £1.5 million). See Sections 5.2, 6.8 and Annexes M, P & R. 
B) Delegation of authority to the DESNZ Deputy Director (DD) of the International Forest Unit (IFU): to continue overseeing the finalisation of the agreement between DESNZ and BNDES by the ICF programme team with inputs from DESNZ legal, commercial and other specialists; and to advise the SRO that this provides sufficient assurances and controls in relation to the use of UK contributions and is otherwise appropriate to enter into. The final draft of the agreement will be subject to approval by the PIC Commercial Board member as agreed with the Commercial PIC keyholder at the time of submission of the FBC to PIC. 
C) Delegation of responsibility to the DESNZ ICF programme team to select the appropriate TA and MEL delivery option and partners working with the ICF Commercial and MEL leads, including reviewing compliance with IDA 2002 spending powers, subsidy control, procurement and qualities consideration matters as required, and subject to the usual ICF approval processes.
[bookmark: _Toc145033824][bookmark: _Toc130907178][bookmark: _Toc130907403]1.3 Lessons learned from previous policies and projects
Our approach to the UK contribution has been informed by the findings and lessons of previous AF evaluations (see Section 2.1.2.3 & Annex W), discussions with other AF donors, and our broader experience on ODA and ICF, including our REDD+ programmes[footnoteRef:3] and investments in other funds. The latter confirm the importance and benefits of ensuring flows of results-based payments to forest countries for their efforts in addressing deforestation as part of the broader climate finance architecture for forests. A notable and reassuring lesson from the AF itself comes from the experience of Fund under the previous administration, which suspended the AF’s governance and technical oversight committees in 2019 preventing any new project approvals until this was reversed by President Lula in early 2023. BNDES continued disbursements and support to existing AF projects between 2019-23. BNDES’ robust internal controls also prevented any reallocation or misuse of funds. The Fund’s Project Document also sets out clearly what can and cannot be funded and the processes to be followed.  [3:  REDD+ stands for reducing emissions from deforestation and forest degradation, while the “+” includes sustainable forest management, enhancement of forest carbon stocks, and conservation. It  is the primary mechanism under the UNFCCC for supporting developing countries to reduce deforestation and sustainably manage forests..] 

[bookmark: _Toc145033825]1.4 Why is UK support required?
The climate and economic significance of the Amazon, 60% of which is in Brazil, is well documented as are Brazil’s recent challenges with rising deforestation rates and associated GHG emissions (see FBC Sections 2.1 & 2.2 and OBC Sections 1 & 2). The 2023 IPCC Synthesis Report highlighted that the second biggest opportunity to support delivery of the Paris goals in the near-term is to reduce the conversion of natural ecosystems[footnoteRef:4]. But with 17% of its forests already lost, the Amazon risks becoming a net source of carbon emissions if total cumulative forest loss increases to 20-25%.   [4:  Conservation, improved management, and restoration of forests and other ecosystems offer the largest share of economic mitigation potential, with reduced deforestation in tropical regions having the highest total mitigation potential: From IPCC SIXTH ASSESSMENT REPORT (AR6) “CLIMATE CHANGE 2023” SYNTHESIS REPORT, page 32. ] 

President Lula reinstated the AF’s governance on his first day in office, has a fragile mandate for tackling deforestation, with strong opposition from a powerful agricultural lobby[footnoteRef:5]￼ Early political and financial support to Brazil’s new government’s agenda is critical to demonstrate the international community’s tangible support for tackling deforestation and poverty reduction, and to build a close working relationship in areas of mutual interest with a major geopolitical influencer. HMG funding will support efforts to monitor and reduce deforestation across the Brazilian Amazon, strengthen forest governance and land use planning and support implementation of the Ministry of Environment and Climate Change’s (MMA) policies on controlling deforestation, partly by upscaling enforcement of Brazil’s strong regulatory framework.  Funding will also support low-carbon, forest-friendly development of the region, including projects that directly support vulnerable communities living in the Amazonian region, particularly indigenous peoples, other traditional communities, and women and girls (Section 2.2).  [5:  This risk has been explored further in Annex B. ] 

[bookmark: _Toc130907179][bookmark: _Toc130907404][bookmark: _Toc145033826]1.5 Aims and outcomes
The objectives and expected outcomes of an HMG investment in the AF have been adjusted since the OBC to make these more SMART (Section 2.3.2). A programme-specific theory of change is at Annex A, with detail on expected benefits is in Section 2.4 and Annex (V). These will be monitored through our KPIs (Section 2.3.3) and the MEL plan (Annex P).  
Objective 1: Leverage the UK’s position as a global leader in supporting transformational change in countries acting against climate change to empower and enable the Brazilian government to deliver on its land-based mitigation goals and NDC targets for forests (thereby mitigating the local and global impacts of climate change which create and entrench poverty and improving the welfare of those who would otherwise be directly impacted)
Objective 2:  Use REDD+ approaches to contribute to reducing poverty and inequality and promoting social inclusion in the region, thereby supporting delivery of the new Brazilian government’s vision for its current parliamentary mandate (2023 – 2027) and for the Legal Amazon. 
Objective 3:  Accelerate the flow of results-based finance for REDD+ via the Amazon Fund and unlock other climate finance opportunities, including market-based approaches, by supporting high-integrity emissions reductions from reducing deforestation. 
[bookmark: _Toc145033827]1.6 Preferred option
[bookmark: _Toc130907180][bookmark: _Toc130907405]The FBC options appraisal and technical analyses (Section 3) show that the preferred option is a contribution of up to £120m to the Amazon Fund over five years from FY23/24 onwards, with up to £80m disbursed before the end of this SR in FY24/25 (Section 3.5 & Annex Q). This option has a higher Benefit Cost Ratio (BCR) of 17.06 and Net Present Value (NPV) of £1.3bn compared to a contribution of only £80m by the end of FY24/25, which has a BCR of 15.77 and a NPV of £1.00bn. A further contribution of up to £40m will be considered in FY25/26, subject to the next SR and satisfactory performance of the AF. 
Our analyses confirm that £80m-120m is the optimal range for a UK contribution as this amount is large enough to have real impact. It also has symbolic and strategic value due to the timing of the PM’s announcement and of our contribution. While other countries have pledged support to the AF in 2023 (see Table 1), our contribution if approved by PIC will be the first new actual contribution since President Lula took office and reactivated the AF. Our funds will be an important source of finance to the AF in the near-term as we will use some of our funding to pay for earlier results (emissions reductions). Brazil is unlikely to have sufficient new emissions reductions from controlling deforestation until 2025 or more likely 2026 due to recent high deforestation rates (Section 2.1.2). Thus, our contribution will fill a potential financing gap and also help drive the generation of future emissions reductions creating additional value.
[bookmark: _Toc145033828]1.7 Commercial Issues
We propose a direct award of grant funding to BNDES for the AF multi-donor trust fund through an agreement negotiated between DESNZ ICF and BNDES, with advice from commercial and legal specialists (including our external specialists law firm TLT LLP) as required. We aim to finalise the agreement before COP28 in December 2023.  We will continue to engage with the Commercial PIC Keyholder and update PIC on the status of agreement negotiations and our key priorities and also share an updated indicative timeline before the PIC meeting on 21st September. The final draft of the agreement will be subject to approval by the PIC Commercial Board member before completion for signing (see Section 1.2). 
[bookmark: _Toc145033829]1.8 	Financial Issues
The majority of the UK disbursements will be made in installments through Promissory Notes, which will be laid across multiple years and at least two SRs. The payment mechanism for TA (up to £3.5 million) and MEL (up to £1.5m) could be through invoicing but we are asking PIC to delegate responsibility for this to the programme  team subject to the usual ICF approval processes to allow a more complete assessment of suitable delivery options. Our analysis shows that bringing forward spend to £80m by the end of this SR in FY24/25, rather than end of ICF 3 in FY 25/26, is affordable and does not significantly change the BCR and or NPV[footnoteRef:6], which remain high overall (Sections 1.2, 3.4 & 3.5). There are several compelling programmatic reasons for doing this (Section 2.1), including: [6:  For an £80 million contribution by the end of FY 25/26, the BCR and NPV are 16.01 and £940 million respectively compared to a BCR and NPV of 15.77 and £1bn, respectively for an £80m contribution by end of FY24/25.] 

· the scale of threats to the Brazilian Amazon. 
· gaps in finance to implement the government’s ambitious national action plan to control deforestation (PPCDAm) and promote sustainable and equitable use of the Brazilian Amazon 
· intense pressure on the Lula administration to demonstrate early results, particularly by 2025 when Brazil will host COP30, and to win over opponents to their pro-poor climate agenda. 
· the urgency of action to protect climate-critical forests such as the Amazon, which risks reaching a tipping point that would negatively impact the livelihood and wellbeing of millions of people within the region and beyond[footnoteRef:7], as well as reduce Brazil’s GDP by a projected 10% over 2022 GDP[footnoteRef:8] [7:  WRI 20 2022. Not just carbon. https://doi.org/10.46830/wrirpt.19.00004 ]  [8:  World Bank 2023: Brazil   https://openknowledge.worldbank.org/entities/publication/a713713d-0b47-4eb3-a162-be9a383c341b ] 

· the latest IPCC findings stating that the window for climate action is closing and highlights the significant near-term mitigation and adaptation potential of protecting tropical forests 
· UK delivery of its ICF commitment of £11.6 billion for climate and nature by the end of ICF3[footnoteRef:9].  [9:  https://www.theguardian.com/environment/2023/jul/04/revealed-uk-plans-to-drop-flagship-climate-pledge-rishi-sunak 
     ] 

This would put the UK at the forefront of support for Brazil’s efforts to curb deforestation (Table 1) and strengthen the foundation for co-operation with President Lula’s administration. It would enable us to engage earlier with Norway, Germany and the Brazilian government. 
[bookmark: _Toc145033830]1.9 	Management issues
The UK like other donors to the fund will not have a direct role in the governance of the AF. Based on the experience of Norway and Germany, we do not see this as a major concern. Instead, we will set out our essential requirements and priorities in the terms of our agreement with BNDES, including a schedule of regular meetings and our MEL requirements (see Section 4.3, 6.3, Annex K & P), we will also participate in the AF’s annual donor meetings together with other donors to discuss progress based on the AF’s Annual Activity Reports. Also see Section 1.7 on the DPR and Annex X for Accounting Officer Issues.
[bookmark: _Toc145033831]1.10 High-level Milestones
	Start dates (2023)
	End dates (2023)
	Milestone 

	7 Sep 
	21 Sep
	PIC approval of FBC

	22 Sep
	19 Oct
	Ministerial approval of FBC

	20 Oct
	9 Nov
	HMT approval of FBC

	10 Nov
	7 Dec
	BNDES Agreement set up

	10 Sep
	1 Dec 
	Bank of England set up (approximate timelines)

	1 Dec
	15 Dec
	Draft and submit Promissory Note to Bank of England

	15 Dec
	22 Dec 
	1st Promissory note laid



Also see Section 6.1.
[bookmark: _Toc130907182][bookmark: _Toc130907407][bookmark: _Toc145033832][bookmark: _Toc130907183][bookmark: _Toc130907408]2.0 STRATEGIC Case 
[bookmark: _Toc145033833]2.1	Strategic Assessment
[bookmark: _Toc145033834]2.1.1 Background 
UK action to tackle deforestation while promoting sustainable development is identified as a priority for national and global resilience in the Integrated Review, and the International Development Strategy.[footnoteRef:10] There is no pathway to 1.5 degrees that does not include massively reducing deforestation, particularly in the Amazon, the world's largest rainforest and major global carbon sink. The Amazon is important for its biodiversity and its role in regulating regional rainfall and other vital ecosystem services that millions of people depend on.[footnoteRef:11] Around 60% of the Amazon rainforest is located in Brazil’s Legal Amazon which covers nine states and half the country’s territory and has 13.3% of its population (c. 28 million people) including around 400,000 indigenous people.[footnoteRef:12]  [10:  https://www.gov.uk/government/collections/the-integrated-review-2021  ]  [11:  World Bank 2023. A Balancing Act for Brazil’s Amazonian states: an Economic Memorandum. https://bit.ly/BalancingActFullEN  ]  [12:  World Bank 2023. A Balancing Act for Brazil’s Amazonian states: an Economic Memorandum. https://bit.ly/BalancingActFullEN  ] 

The Amazon Fund (AF) was established in 2008 under an earlier Lula administration[footnoteRef:13] to raise results-based finance from donors based on Brazil’s achievements in controlling deforestation to re-invest in continued protection and sustainable development of the Brazilian Amazon. Brazil successfully reduced its deforestation levels by an estimated 75% between 2004-16[footnoteRef:14] as a result of improved monitoring and surveillance, increased enforcement capacity of IBAMA[footnoteRef:15] and doubling down on land titling. The approach was partly inspired by growing international interest in incentivising and rewarding developing countries for reducing emissions from deforestation and forest degradation (REDD+) through results-based payments. REDD+ subsequently became part of the UNFCCC and the Paris Agreement (see OBC/Section 2.12, Boxes 1 & 2).   [13:  During Lula’s second consecutive term in office; between 01.01.2003 and 01.01.2011. 
Established by presidential decree: Decree No. 6,527 of August 1, 2008. ]  [14:  https://research.wri.org/gfr/latest-analysis-deforestation-trends ]  [15:  Brazilian Institute of Environment and Renewable Natural Resources/ Instituto Brasileiro do Meio Ambiente e dos Recursos Naturais Renováveis. ] 

The AF became operational in 2009 and is managed by the Brazilian Development Bank (BNDES), a federal public company founded in 1952[footnoteRef:16]. The Fund raises contributions from donors for verified emissions reductions from reducing forest loss in the Brazilian Legal Amazon at a price of $5 per tonne. Funds are reinvested by BNDES as non-reimbursable grants to projects that meet the AF’s priorities, eligibility criteria and other requirements as set out by its steering committee (see Section 6.5 for further details of AF management and governance). The latter are closely aligned to the delivery of national policies and plans to address deforestation, particularly, the government’s Action Plan for the Prevention and Control of Deforestation in the Legal Amazon[footnoteRef:17] (the PPCDAm) and the national REDD+ strategy. From 2008-2022, the Fund raised a cumulative total of over $1.2bn, primarily from Norway[footnoteRef:18] (Section 2.1.2/Table 1).  [16:  BNDES supports transformation of the productive sector and promotes sustainable development. Established as a government agency in 1952, it was converted to a state-owned company under private law in 1971 to increase flexibility to raise and invest funds.]  [17:  In Portuguese: Plano de Ação para Prevenção e Controle do Desmatamento na Amazônia Legal).  First launched in March 2004 following Lula’s plan across 12 ministries to produce a coordinated plan what would reduce deforestation. Priority areas were: 
(1) territorial planning and land tenure, which focused on land policy covering conservation areas and sustainable local development;
 (2) monitoring and enforcement, which worked on instruments to monitor, license, and audit legal and illegal deforestation;
 (3) fostering of sustainable production activities, which examined rural credit and fiscal incentives, technical assistance, and scientific research; and
 (4) infrastructure, which looked into the transportation and energy sectors]  [18:  https://www.regjeringen.no/en/aktuelt/brazil-re-activates-the-amazon-fund/id2953103/ ] 


This full business case (FBC) builds on the outline business case (OBC) approved by the Portfolio and Investment Committee (PIC), DESNZ Ministers and HMT in April-May 2023 and seeks approval from PIC for a UK contribution of up to £120m to the Brazilian Amazon Fund over five years from FY23/24. The main change since the OBC is that we now propose to bring forward spend to disburse the £80m announced by the Prime Minister in May 2023 by the end of the current Spending Review (SR) in FY24/25 rather than by FY 25/26 (see Section 1.1). The earlier recommendation accepted by Ministers to consider a further top up of up to £40m in FY25/26, subject to the next SR and an assessment of the AF’s performance, remains unchanged. This comprises up to £13m RDEL (11%) and up to £107m CDEL (89%), representing a total of up to £120m over a five-year period between FY23/24-FY27/28. The contribution would be part of HMG’s £11.6bn committed to International Climate Finance (ICF) which ends in FY25/26 and represents a portion of the £3bn of the ICF that has been committed to nature (of which at least half to forests). CDEL will be used to purchase verified results (emissions reductions), and RDEL will cover delivery partner fees estimated at 8%, Technical Assistance and independent programme evaluations with up to £3.5m and £1.5 million projected, respectively (see Sections 5.2 and 6.8 for further details on spend profile, TA and MEL). 

[bookmark: _Toc145033835]2.1.2 	Current position
Between 2019-2022, the AF was effectively frozen by the previous administration by dismantling its governance and technical committees. On-going projects continued to be funded and supported by BNDES, but pipeline development was stalled. During this period, deforestation in the Brazilian Amazon rose steadily[footnoteRef:19], indigenous rights were severely compromised, and resourcing for command-and-control efforts and land titling by agencies such as IBAMA were severely cut. [footnoteRef:20]  Short term economic gain through conversion of forests to agriculture and others uses was prioritised over the Amazon’s local and global public good value posing a significant risk to achieving a 1.5-degree pathway. [footnoteRef:21]  In 2021 and 2022, Brazil had the highest tropical deforestation rate in the world[footnoteRef:22], mostly illegal[footnoteRef:23].  [19:  https://www.statista.com/statistics/940696/brazil-amazon-deforestation-rate-area/ &     https://www.statista.com/statistics/940696/brazil-amazon-deforestation-rate-area/ & https://wwfbrnew.awsassets.panda.org/downloads/PPCDAm_2023.pdf    ]  [20:  https://www.theguardian.com/environment/2021/jul/14/amazon-rainforest-will-collapse-if-bolsonaro-remains-president : ’ Since Bolsonaro took power in 2019, deforestation and fire in the Amazon have risen to their highest levels in more than a decade.’]  [21:  IPAM, a key environmental charity state, that the Bolsonaro legacy has not only amplified previous deforestation trends, but also created new deforestation frontiers: https://www.lemonde.fr/en/environment/article/2022/10/02/brazil-the-great-environmental-destruction-of-the-bolsonaro-years_5998845_114.html ]  [22:  https://www.globalforestwatch.org/blog/data-and-research/global-tree-cover-loss-data-2022/ ]  [23: World Bank 2023. A Balancing Act for Brazil’s Amazonian states: an Economic Memorandum. https://bit.ly/BalancingActFullEN  ] 

The AF’s governance and technical committees were reinstated by President Lula on his first day in office in January 2023, indicating the political significance of the Fund to the in-coming Brazilian administration.  In June 2023, the government launched the 5th phase of its Action Plan for the Prevention and Control of Deforestation in the Legal Amazon (PPCDAm).
2.1.2.1 	Funding and disbursement status of the Amazon Fund 
By the end of 2022, pledges from Norway, Germany, and Brazilian oil company Petrobras to the AF totalled over $1.288bn and had all been deposited in the AF account. Germany made an additional contribution in late 2022 of €35m. Since then, several donors have pledged new funds or indicated their intention to contribute funding to the AF, including the EU, US and UK (Table 1). 

Table 1	Actual and proposed contributions to the Amazon Fund since 2008
	Country/company
	Funding deposited in AF Account by December 2022
	New funding pledges and intentions to contribute: December 2022-July 2023[footnoteRef:24] [24:  https://www1.folha.uol.com.br/internacional/en/world/2023/07/promise-of-655-million-to-amazon-fund-has-not-yet-been-fulfilled.shtml#:~:text=In%20May%2C%20UK%20Prime%20Minister,%22in%20the%20coming%20weeks%22. ] 


	Norway
	$ 1.2bn
	0

	Germany1
	  $ 68.1m
	$ 38m
(€35m) 

	Petrobras2
	$ 7.7m
	?

	Switzerland3 (TBC)
	N/A
	$ 5.6m
(CHF 5m) 

	European Union3
France, Spain (TBC)
	N/A
	$ 21.5m
(€20 m[footnoteRef:25])  [25:  https://ec.europa.eu/commission/presscorner/detail/%20en/statement_23_3210 ] 


	US4 (TBC)
	N/A
	$ 500m[footnoteRef:26] [26:  (https://www.whitehouse.gov/briefing-room/statements-releases/2023/04/20/fact-sheet-president-biden-to-catalyze-global-climate-action-through-the-major-economies-forum-on-energy-and-climate/)] 


	UK (TBC)
	N/A
	$ 102m
(£80m)

	Total 
	$ 1.29 bn
	TBC but potentially up to c. $667m 


1:  Additional funding is provided to the AF by Germany and Norway through technical support by GIZ. 2: The donation from the oil and gas company Petrobras is considered low risk as no off-setting claims are involved as a result of their payment for emissions reduction results. 3: Amounts given were estimated in $ based on current exchange rates. Actual amounts may vary slightly. 4: The US is considering a contribution of $100m/year over the next 5 years to AF and related activities. 
While no new projects could be approved between 2019-22, disbursements continued to projects approved before the AF’s suspension. Of the 53% ($677m) of the total fund value of £1.288bn that had been committed to projects by end 2022, 89% ($602m) had been disbursed to 102 projects by end 2022. In other words, despite no new project approvals from 2019, the AF was able to disburse 47% of its total funds between 2009-2022. Our analysis shows that despite initially slow disbursement rates, by 2019 the AF’s annual disbursement rate had increased by 77%. Since the reactivation of the AF in 2023, BNDES has been reviewing its existing pipeline and exploring options to accelerate further pipeline development, proposal approvals and disbursement. 
[bookmark: _Toc130907186][bookmark: _Toc130907411]2.1.2.2 Projects Supported by the Amazon Fund
Of the 102 projects supported so far, 60 had been completed by end 2022 (see Box 1). The partners involved in implementing the projects were third-party organisations (58 projects), state organisations (22), federal organisations (9), cities (7), universities (6,) and international entities (1)[footnoteRef:27].  [27:  From mid-term evaluation, 2008-2018. ] 

	Box 1: Snapshot of AF results to date ($602m spend)

	· 1.1 million rural properties registered in the Rural Environment Registry (CAR)
· 1,706 environmental inspection missions carried out
· 507 community organisations strengthened
· 207,000 people directly benefited from sustainable production activities
· 195 protected areas supported
· 101 indigenous lands in the Amazon supported
· 613 scientific or informative publications produced
· 29,637 forest fires or illegal burn offs fought by military fire brigades 
· 326 environmental bodies strengthened (federal, state and municipal).



2.1.2.3 Achievements and Learning of the Amazon Fund
Summary of past evaluations
Two major evaluations have been undertaken of the Amazon Fund as a whole, outlined below. Further thematic evaluations have been undertaken with support from GIZ (see Annex W). According to a 2016 KfW evaluation, BNDES made good progress between the start of AF operations in 2009 up to 2016 in terms of disbursing funding and managing a range of projects and working across other departments in BNDES in support of federal policies. BNDES demonstrated the ability to learn from its early experiences of implementing and managing the Fund, which was quite different from its other operations at the time, developing a programme that is highly relevant to the Brazilian context. 
Overall ratings (out of 6 with 6 being worst): 2 (good result, fully in line with expectation)
	Evaluation concept
	Rating

	Relevance
	1 (Very good result that exceeds expectation)

	Effectiveness
	3

	Efficiency
	3

	Impact
	2

	Sustainability
	2


The Fund’s operations received an overall rating of 2, confirming good performance, fully in line with expectations and without significant shortcomings. The evaluation concluded that the Fund has become one of the pillars supporting the national plan to combat deforestation in the Amazon biome (PPCDAm), that its projects portfolio implements the elements of a REDD+ strategy effectively and that it has the potential to support interventions that built on Brazil’s accomplishments in fighting deforestation and to complement these with forest protection and sustainable production measures.
A more recent mid-term evaluation in 2019 by the Economic Commission for Latin America and the Caribbean (ECLAC) covering 2008-18 documents the evolution of BNDES’s management and governance of the AF. It concludes that overall the AF has been an extremely positive initiative, due to many factors, including its multistakeholder governance model, its transparency, innovative features and BNDES’s professional management of the Fund. The AF was found to have good compliance with environmental and social safeguards in the implementation of REDD+ activities (i.e. the UNFCCC Cancun Safeguards) and to be making efforts to address gender inequalities. Encouragingly, the evaluation found that the AF was developed in close cooperation with indigenous and other traditional communities, leading to BNDES improving its operating procedures as a result. Conversations with representatives from civil society organisations suggest that the Fund benefits from strong stakeholder support. The evaluation also found that deforestation in Brazil’s Legal Amazon would have been significantly higher without the Fund. 
The mid-term evaluation provides recommendations for increasing impact and sustainability by further strengthening governance, management, social inclusion, stakeholder engagement, particularly of the private sector, diversifying and increasing its fundraising, knowledge management and communication, and innovation. BNDES had already set out how they would respond to the recommendations at the time, but further action was constrained by the AF’s governance committee being suspended from 2019 onwards and the Fund’s inability to approve new projects. Since the reactivation of the Fund, discussions have been underway with existing donors on reforms to AF processes to strengthen delivery and impact. 
[bookmark: _Toc130907188][bookmark: _Toc130907413]Key recommendations arising from past evaluations 
Some of the key recommendations of the KfW and ECLAC mid-term evaluations are given below. 
· The AF needs to become quicker at analysing project proposals and disbursing funding. Both evaluations suggest that BNDES’s rigorous project selection processes slowed down approvals and disbursement initially, but that this also led to greater dialogue and mutual understanding between stakeholders and developed the capacity of civil society project proponents. This will be a key challenge for the AF as it scales up its operations and is something we are exploring through the Delivery Partner Review (DPR) and discussions with the AF and other donors (see below). We have already seen progress in terms of hiring additional staff to scale up operations and understand from other donors that the AF is implementing further changes to streamline its project identification and approval processes to accelerate implementation. 
· AF needs to diversify its donors beyond Germany, Norway and Petrobras. By contributing to the AF, the UK will be helping to address this recommendation together with the other potential new donors shown in Table 1. The mid-term evaluation also recommends further engagement with the private sector. As the AF does not allow offset claims, the incentives for private sector contributions may be limited, but other forms of engagement may be possible and of interest to both BNDES and the government, e.g. it may be possible to use Amazon Fund monies in the form of blended finance to de-risk commercial investments. This will be explored further during the agreement negotiations and potentially through our proposed technical assistance (TA) component (see Section 4 & Annex R). 
· AF needs to enhance the adoption of gender equality as a cross-cutting criterion for project support by encouraging actions that promote women’s participation and support for equality. As this a critical outcome for the UK, this will be discussed in our agreement negotiations with BNDES. It will also be monitored through our MEL plan and we will discuss ways of strengthening existing gender-related indicators monitored by the AF  (also see Section 4.9.2). 
· Recommendations and lessons from thematic evaluations, including ones on gender and Indigenous Peoples are at Annex W. The findings and recommendations of these evaluations have informed the design of the AF programme, including the development of the MEL plan and the terms of reference for the Delivery Partner Review, and will also inform the terms of our agreement with BNDES (see Sections 4 & 6/Commercial and Management cases and Annex P). We will also be working with other donors to encourage and support the AF to implement changes to existing pipeline development and proposal approval processes to accelerate delivery, potentially with the use of TA (See Annex R and Section 2.4)  
[bookmark: _Toc145033836]2.2	Rationale for intervention: the case for investing in the Amazon Fund
[bookmark: _Toc145033837]2.2.1 	Justification
Brazil is a crucial player in the fight to address climate change given its position within the Amazon Biome (see OBC/Section 2.6.3), and globally too important to be allowed to fail.[footnoteRef:28] The election of President Lula has been hailed as a turning point in the survival of the Amazon[footnoteRef:29], and a major opportunity to invest in the Brazilian Amazon to prevent it reaching a tipping point[footnoteRef:30]. Given the significance of AFOLU in Brazil’s NDC and of its forests on global environmental services, biodiversity, and carbon sequestration, working with Brazil is a UK priority. It has a particularly important role if we are to successfully raise global ambition and has the power to influence other nations critical to forest protection, as well as those around it in Latin America.  [28:  WRI 2022. Not just carbon. https://doi.org/10.46830/wrirpt.19.00004 ]  [29:  https://www.thequint.com/climate-change/brazil-election-turning-point-survival-amazon-rainforest ]  [30:  More detail on the importance of the Amazon is outlined above. ] 

Despite the Brazilian government’s commitment to halting deforestation, protecting indigenous peoples’ rights and promoting green and inclusive development, there remains significant resistance to this agenda among large sections of the population who stand to gain in the short-term from forest conversion. Changing the underlying economic structure to keep forests standing in the Brazilian Amazon will require a range of interventions as reflected in the AF’s theory of change and design (Section 2.3.2 and Annex A) as well as sufficient finance.

Although Brazil is a middle-income developing country, most of the Amazonian states rank among the poorest in the country. [footnoteRef:31] Nearly 10 million people (36% of the population) live in poverty (less than $5.50 per person per day. Poverty rates are higher in rural areas with extreme poverty (less than $1.90 per person per day) also more prevalent.[footnoteRef:32], [footnoteRef:33] The pandemic severely affected the country’s economic recovery and caused a spike in unemployment (14.7%), poverty (80 million people) and inequality. In 2021, the number of Brazilians living below the poverty line increased by 22.7% compared to 2020. The number of people in extreme poverty jumped by 48.2% in the same period.   [31:  https://www.worldatlas.com/articles/the-richest-and-poorest-states-of-brazil.html - Maranhao, Pará, Acre and Rondônia feature in the top 10 poorest states of Brazil. As can be seen on the maps here , poverty and extreme poverty is most focused in the north and north east, focused around the poorer Amazon states (not including Mato Grosso) and the coastal regions. ]  [32:   World Bank 2023. A Balancing Act for Brazil’s Amazonian states: an Economic Memorandum. https://bit.ly/BalancingActFullEN  ]  [33: https://www.researchgate.net/publication/23549694_Poverty_in_the_Brazilian_Amazon_an_assessment_of_poverty_focused_on_the_State_of_Para ] 


Brazil is re-establishing itself on the world stage as an environmental and economic leader following the previous administration, but the current government faces many political and financial challenges to deliver its climate and zero deforestation goals along with boosting economic growth to reduce poverty and inequality. Although deforestation rates have reportedly reduced by a third in July 2023[footnoteRef:34], threats to forests and indigenous peoples remain high[footnoteRef:35] and finance to address these, and to change the underlying economic incentive structure that drives forest loss, remains limited (see Sections 2.2 & 2.5). Continued forest loss and degradation of the Brazilian Amazon may cause the entire Amazon rainforest to reach a tipping point that could jeopardise its survival[footnoteRef:36] and the loss of its ecosystem services with an estimated loss of public and private good value of over $300b for the Brazilian Amazon alone[footnoteRef:37] and severe consequences for global climate and sustainable development goals.   [34:  https://news.mongabay.com/2023/07/six-months-into-lulas-presidency-amazon-deforestation-is-dropping-rapidly/ ]  [35:  E.g. see: https://www.theguardian.com/world/2023/may/25/brazil-congress-environment-indigenous-ministry-powers ]  [36:  https://www.newscientist.com/article/2336521-the-amazon-rainforest-has-already-reached-a-crucial-tipping-point/ ]  [37:  https://www.theguardian.com/environment/2022/mar/07/climate-crisis-amazon-rainforest-tipping-point ] 

Recognising both the need for additional support for the Brazilian Amazon and the opportunity created by President Lula’s government, Germany, Norway, the US and the EU subsequently indicated their support for the AF by new contributions or reaffirming existing ones (Section 2.1.2.1/Table 1) The UK Prime Minister announced an intended contribution of £80m for the AF during President Lula’s visit to the UK for the Coronation in May 2023.
The March 2023 IPCC AR6 Synthesis report emphasised that the window of opportunity to secure a “liveable and sustainable future for all” is rapidly closing. It also reconfirms that the Agriculture, Forests and Land Use (AFOLU) sector offers “substantial mitigation and adaptation potential…that could be upscaled in the near term across most regions”. Among opportunities assessed to scale climate action, reducing conversion of natural ecosystems such as forests was second only to solar in terms of having highest potential contribution of GHG emissions reduction by 2030, with more than 50% achieved at relatively low cost.[footnoteRef:38]  [38:  https://www.ipcc.ch/report/ar6/syr/figures/summary-for-policymakers/figure-spm-7/ ] 


Channelling finance for forests through the AF is an important contribution to supporting the delivery of Brazil’s policies to control deforestation in the Amazon and HMG’s wider objectives on forests, climate and sustainable development. Brazil has made clear that international support for the Amazon Fund is a national priority and that this will also be important for cooperation in other sectors. Our Embassy advises that a contribution to the Amazon Fund will be important in unlocking influential access to the administration across a wider range of political interests (see OBC/Section 2.6.4). 

Our economic analysis shows that a contribution of up to £120 million to the AF is the preferred option under a range of scenarios to support the government’s ambitious agenda for the Brazilian Amazon and to undo some of the environmental damage of the last four years (see Section 3 and Annex Q). Our approach builds on keys lessons from the AF between 2009-19 and from other REDD+ and ICF forest programmes as well as seeking complementarity and synergies with other UK ICF investments on forests and related programmes in Brazil and the Amazon (see OBC/Section 2.6 on strategic fit and comparative advantage).

The UK is ideally placed to provide such a contribution as a leader in driving international action on climate and tropical forests, working through diplomacy, partnerships, and programmes to achieve its aims (see OBC/Sections 2.6.1 & 2.6.5). This has included developing international REDD+ policy through negotiations in the UNFCCC and best practice. More broadly, the UK also has considerable national expertise and innovation capacity that it could leverage in support of the AF programme. A substantial contribution to the Amazon Fund would also help deliver the Glasgow Leader’s Declaration (GLD) and other UK international commitments and priorities (see OBC/Section 2.6.1).

Support to the AF allows us to have impact at scale with minimal staff resource using a proven mechanism, and fosters strong partnerships with other contributors, including our like-minded counterparts, Germany, Norway and the US. Within Brazil, it allows the UK ICF portfolio to expand and will further strengthen the UK-Brazil climate partnership on green and inclusive growth.[footnoteRef:39]   [39:  https://www.gov.uk/government/publications/joint-statement-by-the-federative-republic-of-brazil-and-the-uk ] 


[bookmark: _Toc145033838]2.2.2 Strategic Fit – Departmental and Wider Government Priorities
The programmes aligns closely with Brazil’s priorities for the Amazon and its ask to international donors to channel support via the Amazon Fund (Section 2.2). It also supports DESNZ and the International Forest Unit’s ICF3 objectives and supports delivery of UK commitments to COP26 forest and climate pledges[footnoteRef:40] (see Section 2.1 and OBC/Section 2.6). The UK already has a large ICF portfolio in Brazil, however we believe this funding will support the existing investments and be additional. Programme additionality has been assessed against other ICF investments in Annex U.  [40:  https://www.gov.uk/government/news/over-100-leaders-make-landmark-pledge-to-end-deforestation-at-cop26#:~:text=The%20UK%20will%20commit%20%C2%A3,to%20protect%20the%20Congo%20Basin] 

[bookmark: _Toc145033839]2.3   Aims and outcomes
[bookmark: _Toc145033840]2.3.1 Scope
HMG’s CDEL contribution will be used for results-based payments to the Amazon Fund for verified emissions reductions from reducing deforestation and degradation in the Brazilian Legal Amazon. These funds will be reinvested in projects that support sustainable development and continued protection of the Amazon (Section 2.3.2 & 2.3.3). Up to 20% of the Fund’s disbursements and so up to 20% of our CDEL contribution may also be used for projects that develop systems to control deforestation and monitoring in other Brazilian or other tropical country biomes. Historically, only a small percentage of funds have been used for this and mainly in other Latin American countries but this could expand to cover other countries in future[footnoteRef:41]. [41:  According to the Amazon Fund’s project reporting which can be found here: https://www.fundoamazonia.gov.br/en/.galleries/documentos/portfolio-report/2023_04_Amazon-Fund-Portfolio-Report.pdf, only between 1-3% of this has historically been destined to be spent in other countries. An example is a project which focused on forest monitoring in other Amazonian countries,including Bolívia, Colômbia, Equador, Guiana, Peru, Suriname e Venezuela.as well as Brazil. The total was BRL $ 25 million (around 4 million), and more information can be found here: https://www.fundoamazonia.gov.br/pt/projeto/Monitoramento-da-Cobertura-Florestal-na-Amazonia-Regional/.] 

[bookmark: _Toc145033841]2.3.2 Objectives and Theory of Change
2.3.2.1 The Objectives of the Amazon Fund
The overarching objective of the AF is to reduce deforestation in the Brazilian Amazon, while supporting the sustainable development of the region. The Fund supports projects that are closely aligned with national policies on monitoring and controlling deforestation in the Legal Amazon (the PPCDAm). These include REDD+ strategies, promotion of bioeconomy, monitoring and control of illegal activities, sustainable forest management, restoration and regularisation of land tenure and land use planning including recognition of indigenous territories and conservation areas, and innovation, science and research. Further details and the AF’s theory of change (ToC) are at Annex A. 
2.3.2.2 The Objectives of the Amazon Fund Programme 
DESNZ objectives and outcomes have been adjusted since the OBC to make these more SMART and a programme-specific theory of change covering HMG’s investment, based on the AF’s ToC is at Annex A. Programme objectives are aligned to ICF and DESNZ REDD+ aims and support delivery of UK commitments to COP26 forest and climate pledges.[footnoteRef:42]  [42:  See Section 2.6.1] 

Objective 1: Leverage the UK’s position as a global leader in supporting transformational change in countries acting against climate change to empower and enable the Brazilian government to deliver on its land-based mitigation goals and NDC targets for forests (thereby mitigating the local and global impacts of climate change which create and create and entrench poverty and improving the welfare of those who would otherwise be directly impacted):
· Halt and reverse deforestation and protect standing forests[footnoteRef:43] across all Amazonian states in the Brazilian Legal Amazon by 2030; this includes halting illegal deforestation by 2028 by strengthening IBAMA[footnoteRef:44],  and restoring 18 million hectares of forest by 2030. [43:  Standing forest refers to a forest that has not been deforested and remains intact, therefore requiring protection. It will not be used for agriculture such as cattle ranching but may be used for sustainable forestry such as rubber extraction, fruit cultivation etc. ]  [44:  Brazilian Institute of the Environment and Renewable Natural Resources ] 

· Realise Nationally Determined Contributions (NDC) targets for the Agriculture, Forests and Other Land Use (AFOLU) sector and further raise ambition by 2025, when the 30th UNFCCC Conference of the Parties (COP30) will be hosted by Brazil.[footnoteRef:45]  [45:  Noting that parts of the NDC prepared under President Bolsonaro are generally agreed to be weak and that 2025 is also crucial as it is one year ahead of Brazil’s next general election but also when Brazil hosts COP30] 

Objective 2:  Use REDD+ approaches to contribute to reducing poverty and inequality and promoting social inclusion, thereby supporting delivery of the new Brazilian government’s vision for its current parliamentary mandate (2023 – 2027) and for the Legal Amazon. This includes: 
· Increasing the area of Indigenous Lands (ILs) with land use management instruments by 10% by the end of the programme from the 2022 baseline[footnoteRef:46] of 509,659 km2.  [46:  2022 baseline from RAFA 2022, p.45: Table 16] 

· Supporting Indigenous Peoples and Local Communities (IPLCs) to formally secure forest tenure through legal processes, strengthening their capacity to defend against land grabbing and providing incentives for continued good stewardship.[footnoteRef:47] A feasible target for land demarcation will be added during the inception in consultation with BNDES and stakeholders. [47:  Studies have found significantly lower rates of deforestation in indigenous lands which account for just 5% of net forest loss https://www.carbonbrief.org/amazons-least-deforested-areas-are-due-to-vital-role-of-indigenous-peoples/#:~:text=While%20covering%20more%20than%20half,and%202021%2C%20the%20paper%20says. ] 

· Making the forest a sustainable and economically viable livelihood source and increasing the share of the Brazilian Amazon States GDP in national GDP from its 2020 value of 10% to 12% of national GDP by the end of the programme.[footnoteRef:48]  [48:  2020 baseline from RAFA 2o22, p. 38: Table 10] 

· Increasing the rights of vulnerable people, especially women and girls and the Black/Brazilian Afro-descendant population, reducing the gender gap from 0.7.[footnoteRef:49]    [49:  https://www.statista.com/statistics/800205/brazil-gender-gap-index/ - this means that women are less likely to have the same opportunities by 30%. The aim of the AF interventions will be to improve women’s opportunities beyond this level. ] 

Objective 3:  Accelerate the flow of results-based finance for REDD+ via the Amazon Fund and unlock other climate finance opportunities including market-based approaches by supporting high-integrity emissions reductions from reducing deforestation. Target outcomes with appropriate baselines and indicators will be established during the programme inception phase and logframe development in consultation with the AF/BNDES and other relevant stakeholders. 
Further detail on expected benefits is in Section 2.3.3 and in our MEL plan (Annex P). Based on these a programme Logframe with indicators for monitoring our ICF KPIs[footnoteRef:50] will be developed in the first six months after signing the agreement with BNDES.  [50:  see Sections 2.4, 2.5 and 6.8] 

[bookmark: _Toc145033842]2.3.3 Benefits being sought and KPIs
A table of expected benefits is at Annex V. The past distribution of cumulative benefits across the AF’s four components is given in Table 2.
Table 2	Distribution of total expenditure ($602m) across the Amazon Fund’s four components  by end 2022[footnoteRef:51] [51:  RAFA 2022  ] 

	Components
	Share of total  expenditure up to 2022 (%)

	1. Sustainable production
	27

	2. Monitoring & control
	44

	3. Territorial planning
	14

	4. Science, innovation & economic instruments
	14

	TOTAL
	100


 
We expect spend distribution going forward to be comparable, with a large investment in monitoring and control but will continue to explore this with BNDES and other donors as spend will depend partly on cost. Ideally, we would like to see greater investment in territorial planning and sustainable production which may be possible without changing the overall proportion of spend under each component depending on the relative cost of different types of interventions. 
ICF programmes report on a range of standardised key performance indicators (KPIs) which enable results to be aggregated across the ICF portfolio[footnoteRef:52] (see Table 3 for relevant ICF KPIs). Relevant KPIs are reported in addition to tailored programme-specific indicators, which will set out in the ICF programme logframe (see Section 6.8).  Programme outcomes and objectives are in Section 2.3.2 and AF logframe indicators in Section 6.8. TA indicators may also be assessed separately from the Logframe.  [52:  See KPI methodologies and latest results publications here: UK Climate Finance Results - GOV.UK (www.gov.uk)] 

We have modelled expected non-TA related KPI outputs throughout the expected lifetime of the programme i.e. the impacts of an £80m and £120m contribution on benefits and have come up with a range of BCRs under different scenarios. In all cases the BCR is above 7 even in the worst-case scenario which is comparable or higher than other ICF forest programmes (Section 3.5 & Annex Q).  
Table 3	ICF Programme KPIs relevant to the Amazon Fund Programme 
	KPI number
	KPI description
	Objectives fulfilled

	6
	tonnes of greenhouse gas emissions reduced or avoided
	1 (reduced and avoided deforestation)

	8
	ecosystem loss avoided

	2 (making forest sustainable and viable, increasing restoration)

	10
	value of ecosystem services generated or protected
	2 (making forest sustainable and viable)
1 (realise AFOLU ambitions)

	11
	public finance mobilised for climate change purposes 
	3 (REDD+ results supplied, and implementation supported)

	15
	extent to which ICF intervention is likely to lead to transformational change
	All objectives

	17
	area under sustainable management practices

	1 (reducing and halting deforestation)
2 (securing forest tenure, making forest sustainable)

	TA KPI 1
	countries supported by ICF technical assistance
	All objectives

	TA KPI 2
	individuals and organisations supported by ICF technical assistance.
	All objectives


	TA KPI 3
	climate policies informed by ICF technical assistance
	All objectives

	TA KPI 5
	emissions reductions or avoided/supported by ICF technical assistance
	



[bookmark: _Toc145033843]2.3.4 Inter-dependencies, Assumptions and Constraints
The main inter-dependencies for this project are:
· Sufficient contributions from other donors. Action: Monitor and encourage further contributions and delivery of existing pledges
· Provision of technical assistance to BNDES to support delivery. Action: Consider whether to provide to funds directly to BNDES, to GIZ (existing TA providers to the AF), or through a new route (See Annex R)
· BNDES, through technical assistance, continuing to commission some thematic project level evaluations Action: Use influence and TA model to ensure this happens.
· Interactions between other ICF programmes in the region maximise results (see Annex U)	
The main Assumptions are: 
· Sufficient outcomes are delivered by 2026 to strengthen the domestic case for action ahead of the next election. Action:  Use programme management tools to monitor and evaluations and annual reports to demonstrate progress. Ensure Amazon fund delivers projects which strengthen and demonstrate the value of standing forests. 
· There is enough supply of high-quality projects to allow for disbursements at the expected rates. Action: Work with Norway and Germany to support proposed reforms to AF pipeline development and approval processes and monitor project pipeline though regular  meetings with BNDES, other donors to the AF and the annual ICF programme review process. 
 


The main constraints are:
· The political conditions may change in 2026 in the next election. Although Bolsonaro is unable to stand in the next election or be elected for 8 years, a candidate who shares similar views may be elected. Action: Structure payments through promissory notes, seek to embed governance structures in national frameworks and use political leverage to signal the importance of the Amazon and continue strengthening ways to recognise and reward Brazil for its role in protecting it.
· The agricultural lobby in Brazil acting against the outcomes of the Amazon Fund. Action: The scale of investment, accelerated delivery of results, UK supply chain policies, wider ICF programming in the region (see Annex U), coordination with the policies like-minded donors and combined impact of related programmes by the Brazilian government and others should work together to begin shifting attitudes.
· The UK, like other donors, will have no direct role in the governance of the AF. Action: Use agreement with BNDES, regular programme meetings, annual review meetings, and diplomatic levers to influence including using combined leverage of Germany, Norway and UK (and potentially the US) as the main donors to the AF and as long-standing partners on climate and forests . See Annex B for more information.
[bookmark: _Toc145033844]2.4 Public Sector Equality Duty  
Please see Annex G and Section 4.9.2
[bookmark: _Toc130907192][bookmark: _Toc130907417][bookmark: _Toc145033845]2.5 Identify high level potential risks  
The full Risk Register at Annex B. 
Table 4	High-level potential risks of the Amazon Fund Programme
	Event
	Cause
	Impact
	Likelihood
	Impact
	Mitigations 
	RAG Rating 

	Delivery/Reputational
1. The AF is unable to deliver its intended outcomes by the next election due in end 2026 
	AF internal processes are too slow/not sufficiently reformed to accelerate delivery. Lack of capacity within BNDES and/or implementation partners. Projects do not target the right things and/or reach the right stakeholders to effect change
	Deforestation and forest degradation increase. Credibility of AF/BNDES & Brazilian Govt affected. VfM of UK contribution greatly reduced. UK reputation suffers.
	Possible
	Major
	Engage with BNDES and other AF donors to implement and support reforms under discussion to accelerate pipeline development, proposal approvals, delivery & impact. Use our TA if appropriate to support this and ICF programme management tools to monitor and strengthen delivery. Deploy reputational comms.
	Major

	External
2. The AF is suspended again by a future administration
	Changes in policy direction on deforestation
	Opportunity costs arise on unspent funds. Unspent UK contribution and other donor funds may become stuck if already with BNDES but not spent. 
	Possible
	Major
	Use agreement to safeguard UK funds. Disburse funds through multiple PNs. Bring forward spend of £80m announced by PM to earlier in the election cycle. Support AF to accelerate delivery. Withhold additional funding (£40m) if next election outcome looks unfavourable.
	Major

	External
3. The federal government is unable to implement its plans and policies to control illegal deforestation in the Amazon 
	Lack of funding & capacity and/or political support at federal and/or state level. Keeping forests standing less attractive than other options
	Deforestation & forests degradation increase. Emissions from forests rise. Indigenous peoples & local communities’ rights are eroded. Brazil fails to meet its NDC targets. The Amazon reaches a tipping point
	Possible
	Major
	Create synergies with other HMG policies & programmes & work with like-minded partners to support Brazil achieve its goals on forests including developing additional financing sources. 
	Major

	Fiduciary/Reputational
4. There is misuse of funds by the AF/BNDES and/or its implementation partners
	Failure of existing financial management measures and safeguards
	Potential financial loss to UK. Intended outcomes of UK contribution are not achieved. Reputation of AF/BNDES and UK suffers.
	Unlikely
	Major
	Use agreement with BNDES to safeguard UK funds through termination clause for extreme events. Implement ICF programme management measures including regular risk monitoring. Act promptly on any negative findings from audit reports. Deploy reputational comms
	Major



It is worth noting that the suspension of the AF’s governance and technical committees in 2019 did not lead to repurposing of existing AF funds or to changes in the management of existing AF-funded projects, demonstrating the robustness of BNDES’s governance and contractual obligations to Norway and other donors. This provides confidence that any UK contribution would be spent in line with the objectives of the Fund regardless of changes in government policy.
Overall, we have high confidence that the AF can deliver REDD+ and socially inclusive projects, based on the findings of past evaluations and other evidence presented below and elsewhere in this FBC.  This includes the AF’s close alignment with progressive government policies for the Amazon and the political backing it has at the highest levels through the involvement of key national and state government and civil society decision-makers and actors in the both the AF’s governance and in the formulation and delivery of the national action plan to monitor and control deforestation in the Brazilian Amazon (PPCDAm).
[bookmark: _Toc145033846][bookmark: _Toc130907193][bookmark: _Toc130907418][bookmark: _Toc130907194][bookmark: _Toc130907419]3.0 ECONOMIC CASE 
[bookmark: _Toc145033847]3.1 Purpose 
The Appraisal Case considers the available options for delivering the objectives defined in the Strategic Case in line with the Options Framework as outlined in the Green Book and BEIS appraisal guidance. The cross-Whitehall agreed guidance on ODA GHG Appraisal was also used[footnoteRef:53]. Value for Money was assessed against FCDO’s 4Es framework, which is applied to all ODA programmes,[footnoteRef:54] to determine whether the Amazon Fund’s design, purpose, and implementation are suitable for achieving DESNZ’s ICF objectives.  [53:  DESNZ access only: ODA GHG Appraisal Guidance 2021.docx]  [54:  Value-for-money-guidance_UK-Aid-Direct_August-2019-1.pdf (ukaiddirect.org)] 

[bookmark: _Toc130907195][bookmark: _Toc130907420][bookmark: _Toc145033848]3.2 Economic Rationale for Investment
The rationale for intervention into activities which reduce deforestation such as in the Amazon is well documented.[footnoteRef:55] Underlying market and governance failures are deeply entrenched and incentivise deforestation and associated unsustainable practices in markets, supply chains, individual companies, and farms. The ecosystem services provided by forests such as carbon sequestration, climate regulation, and watershed protection are public goods which are undervalued and underprovided by the market.  [55:  E.g. see:  Hanusch, Marek; editor. 2023. A Balancing Act for Brazil’s Amazonian States: An Economic Memorandum. World Bank, Washington, DC. https://openknowledge.worldbank.org/handle/10986/39778 ] 

As set out in the Dasgupta Review[footnoteRef:56], there is a gap between the prices we pay for nature’s goods and services and their social values (accounting prices). This market failure affects the socially optimal levels of production and consumption. A key barrier to protecting and restoring forests is that the value of forests is not captured by conventional value metrics, therefore financial incentives to deforest or degrade land often outweigh the benefits of protection. For example, unsustainably produced timber and agricultural commodities do not include the impacts of deforestation in their prices. This makes unsustainably produced goods cheaper than if the full value of external costs was incorporated in the price, resulting in higher demand for these products.[footnoteRef:57] [56:  https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/962785/The_Economics_of_Biodiversity_The_Dasgupta_Review_Full_Report.pdf ]  [57:  https://www.gov.uk/government/publications/final-report-the-economics-of-biodiversity-the-dasgupta-review] 

Business-as-usual land use and agricultural practices typically generate negative externalities, such as water and air pollution, which degrade ecosystems. As the environmental costs of production are borne by wider society and the economic benefits flow directly to producers, the market oversupplies goods with negative externalities. Meanwhile, the prices consumers pay for commodities do not reflect the environmental degradation involved in their production. Incentives to degrade therefore outweigh incentives to maintain Amazonian forests, thereby compounding forests and land use-related market failure.[footnoteRef:58] [58:  Roots of Prosperity: the economics and finance of restoring land, WRI. https://files.wri.org/d8/s3fs-public/roots-of-prosperity_0.pdf ] 

Where opportunities for sustainable management of forests and land do exist, implementers can be held back by limited access to finance, reflecting the duration, financing needs and risk profile of many lenders and investors. The high upfront costs and long-time horizons for sustainable land-use investments mean that finance is rarely available at an affordable price. Limited incentives to protect forests and minimal access to finance are compounded by conflicting legal and customary provisions relating to land tenure, ownership, access and use rights. In many locations forest and user rights are insecure and/or conflicting, while rainforest country governments typically lack the governance capacity to reconcile these claims and clarify ownership. Local communities and indigenous people are vital to successful and sustainable management of the Amazon, but their rights are often ignored or invalidated, and they are excluded from decision-making and participation creating both equity issues and inefficiencies. 
Governance of forests can be misaligned between agencies and actors operating at different levels, leading to fragmentation of interests and policy. There may often also be corruption or poor enforcement of laws leading to illegal forest degradation. This governance failure not only makes livelihoods insecure but also leads to forests being regarded as an open access resource, where users have the incentive to over-consume or market forces have the potential to exclude and marginalise users with customary claims. 
The AF’s scope is expected to address these market failures by providing large scale results-based finance which will mainstream the value of forests and nature, as well as supporting interventions to control illegal deforestation and clarify and upholding indigenous peoples’ and local communities’ land rights. 
[bookmark: _Toc130907196][bookmark: _Toc130907421][bookmark: _Toc145033849]3.3 Critical Success Factors and the Appraisal of Options	
Six Critical Success Factors were used for the options appraisal: strategic fit and meeting business needs, potential value for money, supplier capacity and capability, potential affordability and achievability, and the wider strategic benefits to HMG. (See Annex C for a full description of each Critical Success Factor.)
[bookmark: _Toc130907198][bookmark: _Toc130907423]The long list of options considered is at Annex D. These included competitive selection for a delivery partner to deliver funding to the Brazilian Amazon, designing a new HMG Brazilian Amazon-focused programme, contributing to existing BEIS ICF programmes, providing grants to a multinational development bank or to non-BEIS ICF programmes that work in the Brazilian Amazon. Options were shortlisted based on the following considerations: a focus on operations in the Brazilian Amazon, being country-led, locally owned and implemented, having strong political buy-in at different levels and the ability to build and leverage key relationships at federal level. Short-listed options also had to have a large reach for delivery across the Legal Amazon and the ability to scale projects and climate action. They also needed a strong component for optimising social value, particularly in regard to IPLCs and to making the Amazon economically attractive through sustainable production. Delivery Partner performance was another key criterion along with the speed at which the intervention could be operationalised and funds disbursed relative to current ICF strategy and the Brazilian political cycle. All options were able to contribute to the DESNZ ICF objective on transformational change in mitigating climate change reducing GHG emissions by combatting deforestation and protecting nature (KPI15). 
[bookmark: _Toc145033850]3.4 Multi-criteria decision analysis of shortlisted options and preferred option 
Table 5	Swing weighted scores of shortlisted options assessed against CSFs
	Shortlisted Options (with swing weightings) 
	1. Competitive DP Selection by DESNZ  
	2. Create new Brazilian Amazon programme 
	3. Provide funding to Fundo Floresta [now called Floresta em Pé, delivered by KfW]
	4. Provide funding to LEAF 
	5. Amazon Fund  

	CSF 1: Strategic fit and meets business needs (6) 
	18.00
	24.00
	24.00
	12.00
	30.00

	CSF 2: Potential Value for Money (1.5) 
	3.00
	3.00
	4.50
	3.00
	4.50

	CSF 3: Supplier capacity and capability (4.5) 
	13.50
	13.50
	13.50
	9.00
	18.00

	CSF 4: Potential affordability (4.5) 
	9.00
	4.50
	13.50
	9.00
	13.50

	CSF 5: Potential achievability (6) 
	6.00
	6.00
	24.00
	18.00
	24.00

	CSF 6: Wider strategic benefits to HMG from investment (7.5) 
	7.50
	15.00
	22.50
	30.00
	37.50

	Scoring (out of 180):
	57.00
	66.00
	102.00
	81.00
	127.50


Note: See Annex E  for full details of the analysis including swing weightings and scoring. 
The preferred option is a contribution of up to £120m to the AF over the next five years with £80m disbursed before the end of FY 24/25, i.e. this SR. This would place the UK at the forefront of support for Brazil’s efforts to curb deforestation, setting a strong foundation for co-operation with President Lula’s administration. We propose to spend just under 50% of the total contribution in FY 23/24 and the remainder in smaller contributions from FY 24/25 onwards until FY 27/28 as per our indicative spend profile (Section 5.2), subject to the outcome of the next Spending Review and an assessment of the AF’s performance (see Section 1.2). 
[bookmark: _Toc130907200][bookmark: _Toc130907425][bookmark: _Toc145033851]
3.5 Value for Money Assessment of the Preferred Option
This section assesses the Value for Money (VfM) of the proposed way forward in line with FCDO’s 4Es framework, which is the standard way to assess VfM of ODA spend. It comprises four components, Economy, Efficiency, Effectiveness and Equity, detailed further below. VfM will be assessed regularly according to the 4Es framework as part of the Annual Review cycle, including through the establishment of VfM indicators. Further analysis of why the below analysis is relevant to the AF, and how we have further explored VfM can be found in Annex Q. 
The funding provided by the programme is expected to have significant quantitative and qualitative benefits. As set out in the Strategic Case, the key quantitative benefits are carbon emissions reductions (ERs) from avoided deforestation, and finance mobilised. Significant qualitative benefits are also expected, notably poverty reduction, as well as learning and network effects, institutional strengthening and capacity building supporting forest protection and potential for increased access to Voluntary Carbon Markets. 
Early REDD+ programmes have found long chains of causality and time lags before impacts can be measured. This can lead to initial uncertainty around causality and attribution of the observed and rewarded ERs from avoided deforestation. However, this does not negatively affect the overall VfM of the programme as this can be minimised through robust monitoring and evaluation processes and by avoiding optimism bias when estimating how quickly results will be delivered. As noted earlier, the mid-term evaluation of the AF found that deforestation rates would have been higher without the AF.  Furthermore, unlike the early REDD+ programmes, this investment builds on a strong foundation 
With $602 million disbursed by the AF, the following results have been achieved to date[footnoteRef:59]: [59:  https://www.amazonfund.gov.br/export/sites/default/en/.galleries/documentos/rafa/RAFA_2022_en.pdf ] 

[image: ][image: ][image: ]
[bookmark: _Toc145033852]Economy
Economy refers to the likelihood that UK ICF or our agents will buy the inputs required to produce outputs at an appropriate quality and cost.
Key potential drivers of variable costs for the AF are currently exchange rate fluctuations, and the actual implementation costs of projects approved under its four components. 
The key fixed costs for the AF currently are payments for verified emissions reductions at $5/tonne and BNDES fees currently set at 3% of donations to the AF.  The latter covers its operational costs and related administrative expenses, including the contracting of audits as established by decree[footnoteRef:60] and in the AF Project Document.[footnoteRef:61] This is very competitive compared to the benchmark cost of managing other similar funds which is usually around 10% to 15%. As a result, BNDES is effectively co-financing the implementation of the AF, which could potentially be unsustainable in the long term as flagged in a mid-term evaluation as the AF is subject to the same recruitment practices as BNDES which are slow and occur infrequently. However, the mid-term evaluation[footnoteRef:62] notes that this same weakness is also a strength due to good hiring practices and high standards. The recommended CDEL/RDEL split for HMG’s contribution to the AF includes sufficient RDEL to manage the risk of an increase in fees to a cost recovery basis in future (see Section 5.2). Should this happen, we anticipate that the potential cost would still be in line with, or even lower than the fees charged by other delivery partners (see Annex I). There are no immediate plans to change the price for ER results.  [60:  http://www.planalto.gov.br/ccivil_03/_Ato2007-2010/2008/Decreto/D6527.htm ]  [61:  https://climate-laws.org/document/decree-11-368-on-the-amazon-fund_6547]  [62:  This covered 2008-2018 and was undertaken by the   https://www.fundoamazonia.gov.br/en/.galleries/documentos/monitoring-evaluation/Independent-evaluations/Amazon-Fund-Mid-Term-Evaluation-Report-Effectiveness.pdf  This covered 2008-2018 and was undertaken by the UN Economic Commission for Latin America and the Caribbean https://www.fundoamazonia.gov.br/en/.galleries/documentos/monitoring-evaluation/Independent-evaluations/Amazon-Fund-Mid-Term-Evaluation-Report-Effectiveness.pdf ] 

While projects funded by the AF are expected to be additional, our analysis suggests there may be a risk of the AF crowding-out government budgets in particular under the Monitoring and Control component. It remains to be seen whether this trend continues, given the recent reports of the Brazilian federal administration’s plans to abolish the public spending cap specifically for environmental activities.[footnoteRef:63] We plan to discuss this further with BNDES and to recommend development of clear exit strategies for AF-funded projects to mitigate this risk (e.g. states should be able to taken on the entire funding of command and control activities after AF projects end).  [63:  https://www.ft.com/content/fbc54cc6-42d6-4910-80b8-a38793f5e7e8] 

[bookmark: _Toc145033853]Efficiency
Efficiency refers to the likelihood that the programme would convert inputs into the desired outputs. This is typically assessed through delivery partner performance, their internal processes and financial management, as well as management of potential delays.
BNDES’s approach to distributing financial resources from the AF to individual projects is guided by the terms set by the AF’s governance body, COFA, and closely aligned to government policies on addressing deforestation and promoting sustainable development (see Section 6.5).[footnoteRef:64] The Fund uses an open bid competitive process as a strategy to attract good projects in its thematic areas from a diverse range of participants. BNDES has a rigorous selection process detailed in the AF Project Document[footnoteRef:65], starting with determining eligibility to final approval by BNDES’s Board of Directors. To receive support from the AF, proposed initiatives must meet the priorities and criteria set by COFA, the requirements and restrictions outlined in the AF Project Document and the operational policies of the BNDES. A key requirement of all proposals is to align with the national deforestation action plan (PPCDAm), the national REDD+ strategy (ENREDD+) and other relevant guidance from the national REDD+ Committee (CONAREDD+), which is responsible for coordinating and monitoring the implementation of ENREDD+ and state-level deforestation control and prevention plans. [64:   See RAFA 2022 https://www.fundoamazonia.gov.br/en/.galleries/documentos/rafa/RAFA_2022_en.pdf ]  [65:  https://www.fundoamazonia.gov.br/en/.galleries/documentos/amazon-fund/Amazon-Fund-Project_Document_MMA.pdf ] 

An analysis of historical disbursement to states against deforestation rates did not find any correlation of AF funding commitment with level of deforestation in different Amazonian states as outlined in the Technical Annex (Annex Q). There are several possible explanations for this. As the AF relies on open calls for proposals, it has limited ability to direct funding towards areas of high deforestation. States with high levels of deforestation may not bid for funds from the AF or bid for smaller amounts for different reasons, from having access to other sources of finance, to not having capacity to submit a proposal, to lack of interest in doing so. Given that the majority of projects (57%) went to the third sector including 41% of all disbursement, capacity may well have been a prime reason for the lower levels of funding reaching state governments overall, which had only 22% of projects and 29% of funding. The analysis is further limited by not knowing which states may have benefited from funding going to the third sector and to federal government, which received 25% of all disbursements (see Annex Q and AF Portfolio Report 2023[footnoteRef:66]).  Nonetheless, the AF could potentially consider adopting a more pro-active approach to the allocation of financial resources. Most importantly, the AF should actively identify potential locations and project owners and assist them in constructing high impact proposals.[footnoteRef:67] We therefore recommend contributing towards project proposal development through targeted technical assistance as this could greatly increase value for money of any UK contribution to the AF. [66:  https://www.amazonfund.gov.br/en/transparency/portfolio-report/ ]  [67:  Correa et al 2019, “Amazon Fund 10 Years Later: Lessons from the World’s Largest REDD+ Program”, Forests] 

Bespoke VfM analysis[footnoteRef:68] undertaken for the AF (Annex Q) shows that 53% of total fund volume ($1.2bn) has been committed to projects ($677m), and 89% of this ($602m) has been disbursed to stakeholders. Thus 47% of uncommitted funds have been incurring opportunity cost. It must also be said that the AF ramped up spending in the Lula years quite rapidly, and if this trend resumes, the risk of opportunity cost on any future donations will be mitigated. As of 2023, 96% of all commitments went to third sector NGOs (39%), state governments (32%) and federal government (25%), which together have been the primary beneficiaries of the AF.  [68:  Undertaken by ICF and IFU analysts] 

Analyzing the implementation capability of stakeholders to make use of available funding to deliver projects is one indication of effectiveness and the likelihood of achieving expected outcomes. And one way to assess implementation capability is to measure each stakeholder’s implementation rate, defined as the proportion of committed funds that have been disbursed by the receiving stakeholder.
At the stakeholder level, we find that the AF has been largely responsive to implementation rates of different stakeholders by rewarding implementers with higher rates of disbursement with higher commitments. There may be scope for further improvement, such as for the third sector and federal government, where improvements in implementation rate have not been matched by increasing shares of commitments, and for state governments where commitments have not responded to a persistently lower implementation rate. However, higher implementation rates may not necessarily correlate with delivery of meaningful or lasting impacts at scale; other factors may also need to be considered, such as the local deforestation dynamics and implementation context, which may lead be complex and difficult to address, leading to slower implementation rates.

[bookmark: _Toc145033854]Effectiveness
Effectiveness refers to the likelihood that programme outputs achieve desired outcomes and ICF KPIs. Effectiveness will be monitored throughout the programme through the ICF’s results collection by reporting on the KPIs set out in the strategic case. 
A Vivid Economics report on nature-based solutions, including forestry credits, notes that private investment is inhibited by both general and Nature-based Solutions (NbS) specific barriers typical of nascent markets. For example, NbS investments face higher transaction and project costs, lack of trust in certification from uncertain tenurial arrangements, limited access to knowledge resources and lack of insurance availability[footnoteRef:69]. Therefore, there is still a demonstrable need for donor financing in this sector despite growing interest from the private sector in forest credits for example through the voluntary carbon market.  [69:  Busch, J., Engelmann, J., Cook-Patton, S.C. et al. Potential for low-cost carbon dioxide removal through tropical reforestation. Nat. Clim. Chang. 9, 463–466 (2019). https://doi.org/10.1038/s41558-019-0485-x] 

The AF presents a significant opportunity for HMG to contribute to transformational impact on REDD+ objectives in Brazil, and on mitigating GHG emissions globally. Transformational change is measured through a standard framework across all ICF programmes and reported as KPI 15[footnoteRef:70].  [70: https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/714109/KPI-15-Transformational-impact.pdf Indicator methodological note template (publishing.service.gov.uk)] 

A 2016 KfW evaluation implies that the cost of Brazil’s emissions reductions from avoided deforestation from 2006-2014 was around $5/tonne of CO2. This is in line with other REDD+ programmes such as REM, FCPF and the GCF REDD+ pilot[footnoteRef:71], and presents a low cost compared to other carbon mitigation options. [71:  REDD Early Movers Programme, World Bank Forest Carbon Partnership Facility, Green Climate Fund REDD+ pilot programme ] 

Additionality must be ensured on the supply-side by requiring proposals submitted to include details of how AF projects will use donor finance to support local communities and to enhance ambition of their current or subsequent NDCs.
Ensuring environmental integrity is a key barrier that is related to weak monitoring, reporting and verification (MRV) systems which can undermine the value of NbS[footnoteRef:72]. The Brazilian Government is committed to strengthening environmental integrity and HMG will ensure this element is also addressed with BNDES through strong M&E processes.  [72:  Methodology notes from the contractor p. 57] 
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Cost-Benefit Analysis
We have done a cost-benefit analysis with appropriate scenario analysis and sensitivity testing where applicable and have come up with a range of BCRs and NPVs. For a full list of scenarios with all sensitivities, please refer to the Technical Annex Q. We only look at the central scenarios for an £80 million and £120 million contribution to the AF here.
For an £80 million contribution by the end of FY 24/25, the BCR and NPV are 15.77 and £1.00 billion respectively.
For a £120 million contribution by FY 27/28, with £80m disbursed by FY 24/25, the BCR and NPV are 17.06 and £1.3 bn respectively.
We find that the BCR of a £120 million contribution is always higher than £80 million under all circumstances. This is supported by robustness checks in the Technical Annex Q. 
Comparison with the wider portfolio
There are a variety of estimates in the literature of the potential supply of REDD+ credits to the voluntary carbon market annually by 2030, which range from 1Gt CO2e annually to 5Gt CO2e at the upper end of estimates[footnoteRef:73]. This demonstrated the huge potential for ER generation globally. The 2021 Ecosystem Marketplace report builds on a Busch et al. (2019) study[footnoteRef:74] to estimate a forest credit supply of 6.7 GtCO2e per year by 2050 when taking economic feasibility and other practical factors into account.  [73:  https://www.un.org/esa/forests/wp-content/uploads/2014/12/Forest_Financing_Africa_Gondo.pdf ]  [74:   https://features.propublica.org/brazil-carbon-offsets/inconvenient-truth-carbon-credits-dont-work-deforestation-redd-acre-cambodia/] 

Cost effectiveness and project activities to deliver VCM credits vary by country but in most cases were between $10 and $40 per ton. Input data for the DESNZ GloCaF (Global Carbon Finance) model was used to independently verify these estimates for the LEAF business case. At that time the model predicted the global mitigation potential from forestry (afforestation, avoiding deforestation, and forest management) is between 3.4GtCO2/year in 2020 and 4.4 GtCO2/year in 2050, which supports the above findings[footnoteRef:75]. [75:  TSVCM paper; trove analysis; systemic analysis] 

BCRs of similar IFU programmes are highly positive with large NPVs. Abatement costs are a common metric used for comparison in ICF programming, and for forest programmes these tend to be very cost-effective, typically ranging from £6t/CO2e to £37t/CO2e. The LEAF business case found that with a central carbon price scenario with a mid-level of programme success, the programme could expect a BCR of 5:1 (using pre-2021 carbon value series). This increased to 20:1 when using the central values from the updated carbon value series (published in 2021). The business case for the Mobilising Finance for Forests programme (£150m) used an illustrative portfolio of investments and estimated a central BCR of 2:1 (using the pre-2021 carbon values) and net present value of £1.4bn with 28 MtCO2e abated and £840m private finance leveraged. Note that the programme focusses on leveraging private investment into sustainable land use funds rather than RBF but provides an example comparison.
[bookmark: _Toc145033856]Equity
Equity refers to how programme benefits are distributed amongst target populations. From a human wellbeing and resilience perspective, developing countries, and within countries the poorest, are least able to bear the risks and consequences of climate change and biodiversity loss. Increasing droughts and floods mean poverty will worsen and regions will become unliveable, with people forced to migrate. In 2020 alone, 18.8 million people in 135 countries and territories were displaced by natural disasters. This is greater than the number of those displaced by conflict. As early as 2030, the effects of climate change could push between 65 and 129 million people into poverty if effective action is not taken[footnoteRef:76].The AF has been shown to already be benefitting the most vulnerable through reinvestment of REDD+ results-based payments and benefit-sharing strategies as reported in its annual reports (e.g. see above in introduction to this section).  [76:  World Bank, 2020: https://openknowledge.worldbank.org/handle/10986/34496] 

The effects of climate change and forest degradation disproportionately affect the world’s poorest and socially excluded people, particularly women and indigenous people, who are often the primary users of forest resources. These groups will directly benefit from the programme in the Brazilian Legal Amazon; these groups will also benefit indirectly at a regional and global level given the Amazon forest’s crucial role in regulating a range of critical ecosystem services generating both mitigation and adaptation benefits (see Sections 1 & 2). The delivery partner BNDES has guidelines for the performance, set forth in BNDES’s Corporate Social and Environmental Responsibility Policy (PRSA), whose operating principle is respect for human rights, with gender equality and valuing diversity.
The programme will include logframe Indicators to track women’s participation in employment and other benefits received, following the recommendations made by thematic evaluations around gender outlined in Annex W. Wherever possible, data collected on livelihoods will be disaggregated by gender to ensure that benefits are equitably distributed between men and women. See Annex P for the MEL plan for more detail on ICF monitoring processes, which will monitor GESI.  The AF’s results framework model reports results for women across all of its key objectives and this will be important to ensuring equity and good value for money. 
Forecasting analysis also suggests that a UK ICF contribution of £120 million would be expected to incur £12-£17 million in Net Present Value of opportunity cost. However, this is somewhat sensitive to other countries’ future contributions, in particular the US (more details in Technical Annex Q, p.15). From higher BCR and NPV values, the £120 million option has the highest VfM and is the preferred way forward from an economic perspective, with £80 million committed through FY24/25 and flexibility being retained for the remaining £40 million, considering results and Brazil’s political climate after FY25/26.
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[bookmark: _Toc130907202][bookmark: _Toc130907427][bookmark: _Toc145033858]4.1 Summary of Commercial Strategy
A contribution to the multi-donor Amazon Fund (AF) managed by the Brazilian Development Bank (BNDES) was assessed as the preferred option to deliver HMG’s strategic objectives (see Economic Case/Section 3 and related annexes). The Fund is already set up and has an established track record, enabling delivery of activities to combat deforestation and advance sustainable development across the Brazilian Legal Amazon; it has the backing of other major donors for delivery at scale; and crucially, it has the strong support of the Brazilian administration. We intend to award this as a grant through an agreement that will be negotiated between DESNZ ICF and BNDES (with advice from commercial, legal and other specialists as required). As negotiations with BNDES and the agreement are yet to be completed, we are asking PIC to delegate the authority to progress and conclude the agreement to the IFU DD for the SRO to sign, subject to approval of the final draft agreement by the PIC Commercial Board member (see Section 1.2/B).
[bookmark: _Toc81485534][bookmark: _Toc130907204][bookmark: _Toc130907429][bookmark: _Toc145033859]4.2 Justification for Choice of Investment and Award Route 
Our options appraisal has confirmed that contributing to AF is the preferred way to achieve our policy objectives for the Amazon forests in Brazil. The AF’s attributes make it uniquely placed to deliver the objectives of our grant funding. The AF was established for the express purpose of raising donations for non-reimbursable investments in efforts to prevent, monitor and combat deforestation in the Brazilian Legal Amazon, and to promote its preservation and sustainable use. The AF’s management by BNDES, a respected and well-established national institution, gives it unique access to the federal level of the Brazilian Government as well as strong alignment with public policies, particularly those of the Ministry of Environment and Climate Change (MMA). For example, the AF is explicitly linked to supporting the delivery of the Brazilian National Strategy for REDD+ and the Action Plan for Prevention and Control of Deforestation in the Legal Amazon (PPCDAm). The Fund has a proven track record of mobilizing major public finance from international donors, good governance and delivering results across the different components of its strategy, having operated for 15 years under very different governments (also see Sections 2, 3 and 6).
Given the above attributes, we propose a direct award of grant funding to BNDES for the AF multi-donor trust fund on the basis that we are contributing to an existing initiative that BDNES manages, and therefore BNDES are the only possible partner.  See Section 3 for details of the economic rationale and VfM assessment of our contribution to the Amazon Fund. 
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[bookmark: _Toc145033861]4.4 Funding for Technical Assistance & MEL
Up to £3.5m RDEL has been set aside for potential Technical Assistance (TA) for the AF (Annex R) and up to £1.5m RDEL for MEL (Section 6.8 & Annex P). Several options are under consideration for how TA is commissioned and contracted: (1) directly to BNDES through the same mechanism as the wider AF; (2) direct award to the AF’s existing TA partner GIZ; (3) through an open competition for a services contract; or (4) through a combination of these options. For MEL, we would likely only use option 3 given our approach and the long interval between evaluations (see Annex P). Commissioning of TA and MEL products will require engagement with the ICF Commercial team to produce a Delivery Model Appraisal / Options Assessment. We have not done this prior to FBC approval to enable a more complete assessment of needs and appropriate delivery routes during the inception phase in consultation with the delivery partner and other relevant stakeholders. The sourcing options and associated commercial arrangements will be worked through with commercial colleagues (with other specialist advice including legal as required) to ensure they are compliant with the Public Contracts Regulations (PCR 2015), subsidy control frameworks and spending power requirements and support TA and MEL objectives. Both TA provision and MEL will be subject to the usual commercial reviews and controls as per the delegated authorities within DESNZ Commercial.
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See Section 3.5 for the Value for Money assessment of the preferred option. 
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The arrangement with BNDES will include agreed principles for our working relationship, supported by delivery KPIs where possible. We will explore the option to include termination clauses as well as remediation clauses (see Section 5.4). These will be approved by Legal advisors to ensure that all components meet DESNZ requirements (see legal considerations below).   The DESNZ ICF management structure of the programme is outlined in Section 6. 
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[bookmark: _Toc130907210][bookmark: _Toc130907435]The overall commercial risk is rated as moderate. Commercial risks, and the primary risk owner are identified in Annex B.  Financial risks are also included in Annex B. 
[bookmark: _Toc145033865]4.8 Ability of BNDES to deliver

[bookmark: _Toc130907211][bookmark: _Toc130907436][bookmark: _Toc145033866]4.9 Legal Consideration and Compliance and Wider Policies

[bookmark: _Toc130907212][bookmark: _Toc130907437][bookmark: _Toc145033867]4.9.1 Compliance with the International Development Act 2002
The legal spending power for this funding is the International Development Act 2002 (s1(1) and s4(2)).
The programme meets the development assistance requirements of the International Development Act 2002, as it will contribute to reducing poverty and is provided for the purpose of supporting sustainable development and improving the welfare of the population of Brazil and other developing countries. 
The AF is a results-based finance mechanism, where donor payments are made at a $5 per tonne price, for emission reductions from deforestation reduction across the Brazilian Amazon. These funds are re-invested as non-reimbursable grants into projects that support the AF’s overarching objective of reducing deforestation and achieving sustainable development in the Brazilian Amazon (see Sections 2.1 & 2.2).  Deforestation is the single largest source of Brazil’s GHGs and most of this occurs illegally in the Amazon. As climate change is a key factor in creating and entrenching poverty (including by impacting on the sustainability of forest-dependent livelihoods as well as local and regional agriculture) the programme will contribute towards reducing poverty and increasing sustainable development.  
The public good value of these forests and their importance for local, regional and global populations, particularly the poorest and most vulnerable, is set out in Section 2.1.1.  The AF also contributes directly to the delivery of Brazil’s NDC, which includes specific and ambitious forest-related commitments (Section 2.3). 
While Brazil is a middle-income developing country, the Brazilian Amazon is characterized by high levels of deeply entrenched poverty with 10 million people living in poverty, including most of Brazil’s indigenous peoples (see Section 2.1). The Fund supports four major areas of intervention (Section 2.3.2), which together contribute to 10 of the 17 Sustainable Development Goals (SDGs), including SDG1 on ending poverty, which is one of the AF’s key guiding criteria for funding support (Section 2.3.3 & Annex V). About 25% of AF-supported project expenditure up to 2022 supported sustainable production activities that contributed to poverty reduction directly.[footnoteRef:77] Additionally by supporting actions to reduce deforestation rates and keep forests standing, the AF supports the maintenance of the Amazon’s critical climate regulation functions as well as biodiversity and other ecosystem services. Together these generate vital direct and indirect climate mitigation and adaptation benefits, such as more resilient livelihoods and greater food security, that are particularly important for poorer and more vulnerable populations and groups, both locally and globally, including indigenous people and women, who are disproportionately impacted by climate change and environmental degradation. [77:  Amazon Fund Annual Activity Report 2022] 

The AF also contributes directly to poverty reduction through financial flows towards projects that benefit forest-dependent communities. Forest dependence is higher among indigenous peoples,  other traditional communities and the extreme poor, with deforestation often having the greatest impact on these groups in terms of livelihood, culture and health.  People at risk of food insecurity or malnutrition are reported to have the highest degree of reliance on forest products for income and food.  This programme therefore has the potential to provide significant benefits to these poorer groups of women, indigenous communities, and other marginalised groups by increasing access to financing and opportunities to improve the livelihoods and incomes of poorer forest-dependent people.
As outlined in Section 2.2.1, up to 20% of the funding can used to support the development of forest monitoring or control systems in other Brazilian biomes or in other tropical countries. Monitoring and control systems are vital to implement evidence-based policies to reduce deforestation rates in those territories, directly supporting sustainable development and mitigating climate change at the local and global level. Past disbursement for this by 2023 has been 2% internationally and 3.4% in other Brazilian biomes. 

[bookmark: _Toc130907213][bookmark: _Toc130907438][bookmark: _Toc145033868]4.9.2 Compliance with the Equality Act 2010 and Section 1(1A) of the International Development Act 2002 
	Recent Supreme Court caselaw confirms that the Public Sector Equality Duty under section 149 of the Equality Act 2010 does not apply to policy decisions which take effect wholly extraterritorially and which do not affect persons with a connection to the UK (R (on the application of Marouf and another) v Secretary of State for the Home Department [2023] UKSC 23). Notwithstanding this, equality considerations remain an important element of ICF policy / programme development.  
Section 1(1A) of the International Development Act 2002 provides that the SoS must, before providing development assistance, have regard to the desirability of providing development assistance that is likely to contribute to reducing poverty in a way which is likely to contribute to reducing inequality between persons of different gender.
The protection of forests is recognized to be important for social inclusion, as climate change disproportionately impacts the world’s poorest communities, including indigenous people, the extreme poor and women[footnoteRef:78]. Deforestation and forest degradation undermine the livelihoods of approximately 1 billion of the world’s poorest people[footnoteRef:79]. Forest dependence is higher among marginal groups, such as indigenous people, women and the extreme poor, and so deforestation often has the greatest impact on these groups in terms of livelihoods, culture and health.[footnoteRef:80]   [78:  World Bank (2008). Poverty and Forest Linkages:  A Synthesis and Six Case Studies. World Bank, Washington.  Available from: http://www.profor.info/Documents/pdf/livelihoods/PovertyForestsLinkagesCaseStudiesSynthesis.pdf ]  [79:  https://www.iucn.org/resources/issues-brief/deforestation-and-forest-degradation]  [80:  Poverty-forests linkages toolkit : overview and national level engagement (English). Washington, D.C. : World Bank Group. http://documents.worldbank.org/curated/en/999091468320374020/Poverty-forests-linkages-toolkit-overview-and-national-level-engagement] 

A Public Sector Equality Duty analysis has been completed for this programme (see Annex G). 


According to the mid-term evaluation, the Amazon Fund has made progress on gender issues and started to include specific indicators in monitoring. Key achievements include:
· The Amazon Fund includes poverty and gender inequality reduction as cross-cutting criteria. 
· 6% of projects clearly cite supporting women as one of their intended Goals. 
· 22% affect women, even if this is not their stated aim, and almost 38% of projects do not affect women but have the potential to do so, generally constituting initiatives that promote training, courses, workshops or activities that enhance public skills, but reporting on this needs to be improved.  
However, the Fund’s analysis of its effective contributions to reducing gender inequality in projects could be further strengthened as the information available on the Amazon Fund’s website specifically regarding gender targets and outcomes is insufficient. The UK will seek to strengthen gender and social inclusion related indicators and targets during the inception phase and programme Logframe development as well as through our TA and MEL. These elements will be given particular attention in our ICF programme monitoring (see Annex P and the management case for further detail).  As with all DESNZ ICF Programming, DESNZ will ensure that appropriate social safeguards are in place and will expect BNDES to comply with minimum equality-related standards in delivering the programme. This will form part of our agreement, which is being negotiated with BNDES currently.
4.9.3 Alignment with Paris Agreement

	Paris alignment pillar
	Description of activity

	How have you taken a proportional approach to climate and environment risk assurance?
	 Yes. We have conducted Climate and Environmental Risk Screening. The Climate Risk Screening was moderate and the Environmental Risk Screening was low. Alongside the Delivery Partner Review, we are satisfied that the processes within BNDES are sufficient. 

	How have you taken a proportional approach to using shadow carbon pricing?
	 Yes

	Does the programme adhere to HMG’s fossil fuel policy?
	 Yes

	Are you ensuring the programme does not undermine impacted countries climate plans?
	 No, it actively supports them



[bookmark: _Toc130907214][bookmark: _Toc130907439][bookmark: _Toc145033869]4.10 Subsidy Control and Procurement Bill 
DESNZ does not consider that the proposed funding would fall within the definition of ‘'subsidy' within the meaning of the Subsidy Control Act 2022 (‘SCA’) and/or the EU-UK Trade and Cooperation Agreement (‘TCA’).  That is because:
1. for the purposes of the Subsidy Control Act 2022 (the "Subsidy Control Act"), the Contribution would not have, or be capable of having, an effect on
a. competition or investment within the UK
b. trade between the UK and a country or territory outside the UK; and/or
c. investment as between the UK and another country or territory outside the UK; and
2. for the purposes of the EU-UK Trade and Cooperation Agreement (the "TCA"): the Contribution would not have, or be capable of having, an effect on trade or investment between the UK and the EU. 

[bookmark: _Toc130907215][bookmark: _Toc130907440][bookmark: _Toc145033870]5.0 FINANCIAL CASE
[bookmark: _Toc64983462][bookmark: _Toc130907216][bookmark: _Toc130907441][bookmark: _Toc145033871]5.1 Financial Resources & Budgets
The spending power for the programme derives from the International Development Act 2002, as outlined in the Commercial Case.  

Funding will be drawn from DESNZ’s ICF Official Development Assistance (ODA) allocation, which is part of the UK’s international commitment under the Paris Agreement, and of its domestic legal requirement to spend 0.7% (temporarily reduced to 0.5%) of Gross National Income annually on overseas aid. All expenditure made under the programme is classified as ODA. We expect £80m of the proposed £120m to come from the SR21 allocation before the SR ends in 2024/25.  The remaining £40m will need to come from future SRs as also signaled in the OBC. This will be factored into HMT’s approval of the FBC and DESNZ ICF bids for the next SR. The rationale for the change in spend profile (5.2) from OBC stage is set out in the Executive Summary (Section 1.8) and the Strategic Case (Section 2.2). This includes increased understanding since OBC approval in May 2023 of the scale of threats facing the Brazilian Amazon, the financing and capacity constraints of the government, and the benefits of being able to deliver early results. This will also contribute to the delivery of the UK’s commitment to £11.6 billion ICF for climate and £3bn for nature (of which at least half for forests) by the end of ICF3 in 2025/26, which has recently come into question in the media[footnoteRef:81].  [81:  https://www.theguardian.com/environment/2023/jul/04/revealed-uk-plans-to-drop-flagship-climate-pledge-rishi-sunak ] 


Bringing forward spend will also enable the AF to deliver additional results earlier and allow the UK to undertake a more meaningful assessment of progress earlier e.g. in 2025 to enable a decision on a further contribution of up to £40m and inform our next SR bid. If our assessments indicate a further  contribution would be strategic and beneficial, this could potentially be approved in time for an announcement at COP30, which will be hosted by Brazil in 2025, and where  we would also aim to showcase the results of our contribution to the AF together with other partners and key stakeholders. At this stage we have assumed that up to £40m could potentially be accessed in the next SR. HMT is aware that this programme spans multiple SR periods and will be updated on the revised recommended spend profile ahead of the PIC decision meeting in September.    
BNDES will be the primary recipient of DESNZ ICF and will be accountable to DESNZ for use of funds. 

[bookmark: _Toc130907217][bookmark: _Toc130907442][bookmark: _Toc145033872]5.2 Spend profile for AF
A spend profile of indicative options for Amazon Fund has been set out below, including an indicative schedule of laying Promissory Notes (PNs) for our CDEL and RDEL contributions to BNDES. This will be finalised after further discussion with BNDES to best suit the delivery partner’s need and finance teams within DESNZ, as well as to ensure that sufficient PNs are laid to ensure HMG spend aligns with the AF’s needs and BNDES’s capacity to disburse funds efficiently and to mitigate the risk of the AF being suspended again e.g. due to another change in government or policy direction in 2026, as recommended by PIC during the OBC process. The exact amounts to be lodged in the PNs in 2023/24 and subsequent years will be finalised following the approval of the FBC, based on BNDES’s workplan, subject to future SRs. 
Around 89% of the contribution is CDEL and will be spent on results-based payments for Emissions Reductions, while 11% is RDEL, including BNDES management fees, TA and MEL (see Table 6). Up to 8% has been forecast for Delivery Partner fees (BNDES) in case of an increase from the current 3% (see Section 3.5). Up to £3.5 million has been forecast for TA, and £1.5 million for independent evaluations and assessments to support programme MEL (see Section 6.8 and Annex P). The TA budget has been front-loaded for the first three years of funding, given that this is when TA will likely be most needed, while evaluations will take place later.  As there is some flexibility in moving RDEL to CDEL spend, but not the other way, a larger amount of RDEL is budgeted, which can be moved to results-based finance, if the amount proves too high (e.g. if BNDES does not increase its fees to 8% or TA or MEL needs are lower than expected). 
Table 6	Indicative spend profile against funding allocation
	
	FY23/24
	FY 24/25
	FY 25/265
	FY 26/275
	FY  27/28 
	Total

	CDEL (£m)
	50.00
	22.00
	0.00
	17.00
	17.00
	   106.00

	RDEL (£m)
	 4.54 
	 3.38
	1.58
	 1.9
	1.86
	 *13.26

	Total (£m)
	54.54
	26.02
	1.58
	28.62
	0
	119.26

	RDEL breakdown: 
	
	
	
	
	
	

	DP costs1
	4.04
	1.88
	0.08
	1.40
	1.36
	8.76

	TA2
	0.50
	1.50
	1.00
	0.50
	0
	 3.5

	MEL3
	0.0
	0.0
	0.5
	0.5
	0.5
	        1.5

	Funding source
	ICF3: SR21
	ICF3: SR21
	ICF3: SR21
	Future ICF & SR
	Future ICF & SR
	


Notes:
1: For the RDEL components of the funding set out, up to 8% will be reserved for operating costs (DP fees). These are currently 3% but may increase. This has been calculated as 8% of CDEL for RBP to BNDES + TA costs in case the option of TA through BNDES is used. The delivery partner fees will be accounted for as within the same PN as the CDEL costs and taken from the total of the amount disbursed to BNDES. The RDEL for the MEL will likely be disbursed through invoicing (See Section 5.4) If PIC agrees, this will be decided with commercial and financial colleagues upon approval of the FBC.  See Annex R for more detail on the TA component and Annex P for the MEL. 
2: MEL costs cover independent evaluations and other assessments from mid-term onwards. 
3: As we become confident that BNDES are able to absorb the funding, we may aim to bring the proposed funding for FY 25/26 and 26/27 into one PN to reduce administrative burden on the programme teams and the Bank of England, as well as to reduce the costs to lay the PNs. 

Cost tolerances: 
[bookmark: _Toc36673275][bookmark: _Toc36673398][bookmark: _Toc130907218][bookmark: _Toc130907443][bookmark: _Toc130907606][bookmark: _Toc132189223][bookmark: _Toc132189298][bookmark: _Toc132193511][bookmark: _Toc64983463]The value of each PN will fully score to budget for the year the note is deposited with the Bank of England. The funding can be drawn down by the recipient at any time. It will be specified in the agreement with BNDES that any funding is non-interest bearing. The agreement will also specify that the encashment schedule is ‘indicative’, to allow BNDES flexibility and time to submit drawdown requests. They will be encouraged to make drawdown requests as promptly as possible to ensure minimal exchange rate fluctuations. Our programme management processes will track spend and highlight issues for example delayed spend as an indicator of the programme falling behind its logframe targets.  Multiple PNs will be laid, as set out under Table 7 (Section 5.4) as a way of managing spend, safeguarding future spending and assessing progress, across multiple FYs and SRs to ensure successful expenditure of one PN before the next one is laid with Bank of England. (See Annex K for further details on cost tolerances)
[bookmark: _Toc130907219][bookmark: _Toc130907444][bookmark: _Toc145033873]5.3 Budget Arrangements & Business Planning
Affordability was assessed as part of the options appraisal (Sections 3.3-3.5) and in consideration with critical success factors resulted in the preferred option of an up £120m contribution to the AF with at least £80m spend by the end of ICF3. As shown in Table 6 above, we anticipate significant spend (up to £80m) to occur in the current SR with additional spend occurring in subsequent SRs. This will include up to £20m of REDD+ funds and the remaining from DESNZ ICF budgets for FY23/24. The DESNZ ICF team will prioritise the Amazon Fund in its next SR bid to cover the remaining potential spend on this programme with the exact amount based onan assessment of AF performance in FY25/26. 

HMG contributions will be pooled alongside those of other donors (see Table 1 & Section 2.1.2 for more detail on AF expenditure and progress). 

[bookmark: _Toc130907220][bookmark: _Toc130907445][bookmark: _Toc145033874]5.4 Payment Mechanism
The majority of the UK disbursements will be made in installments through [footnoteRef:82]￼  We use this approach for the majority of our ICF spending with multilateral and regional development banks. This allows the UK to commit funds to enable the development and approval of a project pipeline while retaining funds in the UK’s Exchequer P[footnoteRef:83]. This mitigates the risk of a buildup of excessive cash balances while allowing the Amazon Fund to make necessary commitments and approve projects.  [82:  The PN is non-interest bearing and non-negotiable and an irrevocable undertaking by HM Government to provide to the named beneficiary any amount up to the specified limit that the beneficiary may demand, at any time.]  [83:  Demands are linked to evidence of need, as per the contribution arrangement that supports the laying of PNs.] 

An indicative schedule for laying PNs and subsequent disbursements is provided in Table 7. PNs will be laid across multiple years and at least two SRs and will cover our contribution to the AF and BNDES’s fees. BNDES will be required to send an indicative payment usage schedule in order to justify release of payment from the PN.  
[bookmark: _Hlk144972727]
We are asking PIC to delegate responsibility for determining the appropriate funding mechanism and route for TA (up to £3.5 million) and MEL (up to £1.5m) to the ICF programme team, subject to the usual ICF approval processes, so that this can be further assessed following PIC approval of the FBC (Section 1.2/C) The REDD+ programme team will work closely with commercial, legal and finance to do this. For example, the TA payment could be lodged through a different PN to the chosen delivery partner (potentially GIZ), or through an invoicing process which is often a more preferrable route to paying for TA[footnoteRef:84]; while the 1.5 million for MEL costs might be paid through an invoicing mechanism as is standard practice when commissioning smaller pieces of work in ICF programmes (see Section 4.4).  [84:  See Annex R for more detail.] 

 
A key political risk identified at OBC stage that is still relevant is that of the AF’s operations being once again constrained as a result of national elections in 2027 and a change in policy direction (see Risk Register/Annex B). Should this happen, UK funding committed via a PN could be paused or cancelled in the following scenarios: 
1. BNDES pauses funding: BNDES are unable to approve new projects and develop their pipeline due to the AF’s governance and technical committees being disbanded by the government as happened in 2019. 
2. UK pauses funding: UK prevents further draw-downs into PNs due to risks of fraud, or other risks. 
This would likely be considered an “extraordinary event” and as such, the UK would have sufficient reason to cancel any un-encashed PNs or ask for undisbursed funding to be returned. This provision will be discussed with BNDES’s legal and commercial teams as part of our funding arrangement negotiations.  However, cancelling PNs could lead to a situation of negative ODA as PNs score to budget in the financial year they are laid. HMT approval would be needed to re-spend any reflows and there is no guarantee that the funding would be returned to ICF. It could also bring into question the UK’s credibility in terms of honouring its PNs. Therefore this approach is generally inadvisable but could be an option in highly exceptional circumstances. 

Table 7	Indicative schedule for laying and disbursing UK contribution1
	Year PN to be laid
	Amount (million £)
	PN Encashed/drawn down

	FY 23/24
	54.04

	Q2 2024
Q4 2024

	FY 24/25
	23.88
	Q1 2025

	FY 25/26
	 0.08
	Q4 2025

	FY 26/27
	18.40
	Q2 2026

	FY 27/28
	18.36
	Q4 2026

	Total spend via PN
	114.76
	


Notes:
1:  Schedule to be further clarified with BNDES during funding agreement negotiation; 2:  FY25/26, FY26/27 and FY27/28 are beyond the current SR period. This will be factored into HMT’s approval of this business case and our ICF bids for future SRs. 3: The PN amounts include the delivery partner fees as set out in Section 5.2 and Table 6. 

[bookmark: _Toc130907221][bookmark: _Toc130907446][bookmark: _Toc145033875]5.5 Costs to be Incurred Directly by DESNZ
By outsourcing programme delivery to partners and budgeting for this upfront, the only costs to be incurred directly by DESNZ are the costs of internal staff allocated to support and manage the  programme. Further details on internal staff resources can be found in the management case and Annex K. The DESNZ staff costs can be charged to the central ICF RDEL budget as they will be ODA eligible roles, which is in line with principles previously agreed with HMT.
[bookmark: _Toc130907222][bookmark: _Toc130907447][bookmark: _Toc145033876]5.6 Fees Charged by Delivery Partner
BNDES current fees of 3% has been flagged as being potentially unsustainable in the AF mid-term evaluation which also suggests that 10% is a proportional and reasonable amount, given the innovative and far-reaching nature of the proposed programme. Although BNDES has not indicated it has any plans to raise its fees, we have budgeted sufficient RDEL to cover an increase in fees up to 8% and will discuss further with BNDES including the option of increasing fees up to a certain cap as suggested by PIC during the OBC approval stage. After discussion with the other major donors to the AF, we have included provision for a fee increase of up to 8% in line with. As the largest current donor to the fund, we know that Norway would be unwilling to accept a rise of more than 7%. See Annex I for a comparison of other delivery partner fees. 
[bookmark: _Toc130907223][bookmark: _Toc130907448][bookmark: _Toc145033877]5.7 Financial Monitoring, Reporting and Management 
All spend will be monitored by the DESNZ Programme Management Team, in accordance with ESNZ ICF protocols, which include annual reporting procedures outlined in the Management Case (Section 6.8 and Annex K). 

BNDES have robust procedures in place for tracking AF expenditure and protocols to ensure funds are not misappropriated.[footnoteRef:85] This includes two annual auditing processes for the AF: 1) a financial audit by KPMG, which occurs within the scope of the external audit of the BNDES’s own financial statements. The financial audit evaluates the veracity of the balances recorded in the Financial Statements of the Amazon Fund, as well as the adequacy of the allocation of these balances in the BNDES’s Financial Statements. The contracts with beneficiaries and the resources disbursed to the supported projects are checked, as well as the expenses incurred with the management of the Fund. 2) An independent external audit firm, EY, undertakes a compliance audit.  [85:  See 2022 Annual Activity Report, pp. 9 & 71] 

· BNDES long history of more than 70 years.
· BNDES is a rated institution with ratings from Moody’s, S&P and Fitch (BB- the same as Brazil).
· History of working with MDB’s, DFI’s and donors both through its mainstream activities and the Amazon Fund.
· BNDES has a stable and secure source of funding through the Workers Support Programme.
· BNDES is a company owned by the Brazilian state. Whilst it has a long history of being run in an autonomous manner it could be subject to political changes and is tied to the economic performance of Brazil.
· The Amazon Fund is small in relation BNDES activities as a whole and is ordained through Presidential Decree. The relevance of BNDES overall policy environment is diminished and the primary focus needs to be on the specific arrangements agreed for the management of the Amazon Fund. 

Further details of the financial review are at Annex Y1. The draft KPMG DPR reports are at  Annex Y2 and 3. 

[bookmark: _Toc64983464][bookmark: _Toc130907224][bookmark: _Toc130907449][bookmark: _Toc145033878]5.8 Financial risk
The programme funding will be held by BNDES, and implementation will be through various Federal Government Agencies, State Govt Agencies, Municipalities Government Agencies, NGOs, Universities, International Agencies and others. BNDES appears to have robust measures and mechanisms in place to manage financial risk, including fraud, money-laundering and the financing of terrorist activities.[footnoteRef:86] As noted in Section 5.7, strong protocols are also in place to monitor and track AF expenditure. Both Norway and Germany have indicated to us that they have full confidence in BNDES’s management of the Fund, noting that Norway has contributed $1.2bn to the AF since 2008. No financial irregularities were reported in earlier AF evaluation or audit reports. BNDES’s risk management framework is being assessed in more detail as part of the DPR, and the audits and reviews have been set out in 5.7 and Annexes Y 1-3 and (Section 5.7).  Also see Section 5.7 and Annex B for details of financial risks to the programme and mitigations. [86:  See: https://www.bndes.gov.br/SiteBNDES/bndes/bndes_en/Institucional/Corporate_Governance/Combating-fraud-and-preventing-money-laundering-and-the-financing-of-terrorist-activities/ ] 


[bookmark: _Toc130907225][bookmark: _Toc130907450][bookmark: _Toc145033879]6.0 MANAGEMENT CASE
[bookmark: _Toc130278974][bookmark: _Toc130907226][bookmark: _Toc130907451][bookmark: _Toc145033880]6.1 Milestones
High-level milestones and timelines are set out in Table 8 and a high-level project plan with key milestones for 2023-25 is included at Annex J. This includes an indication of timings for approvals for the full Business Case. 
Table 8	Amazon Fund Programme Milestones
	[bookmark: _Hlk144617538]Start dates (2023)
	End dates (2023)
	Milestone 

	11 April
	25 April
	PIC approval of OBC – complete 

	26 April
	2 May
	Ministerial approval of OBC – complete 

	27 April
	4 May
	HMT approval of OBC (review copy of draft shared 29th March; approved 3rd May

	5th May
	5 May 
	Announcement of UK intention to commit £80m funds to AF during President Lula’s visit – complete 

	17 Jul
	7 Sep
	Delivery Partner Review (in lieu of AF Gateway 3 Assurance Review) – first draft

	10 Aug
	17 Aug
	FBC to Portfolio Committee (PC) – approved 

	4 Sep
	7 Sep
	DD/SRO FBC approvals 

	4 Sep
	14 Sep
	PIC keyholders review

	7 Sep 
	21 Sep
	PIC review and approval of FBC

	22 Sep
	19 Oct
	Ministerial approval of FBC

	20 Oct
	9 Nov
	HMT approval of FBC

	10 Nov
	7 Dec
	BNDES Agreement set up

	10 Sep
	1 Dec
	Bank of England set up (approximate dates)

	1 Dec
	15 Dec
	Draft and submit Promissory Note to Bank of England

	15 Dec
	22 Dec
	1st Promissory note laid



[bookmark: _Toc130278975][bookmark: _Toc130907227][bookmark: _Toc130907452][bookmark: _Toc145033881][bookmark: _Toc90194012][bookmark: _Toc64983467]6.2 DESNZ ICF Programme Governance and Delegated Authorities
DESNZ ICF has adopted a programme governance approach which is aligned with FCDO’s Programme Operating Framework (PrOF) and ensures a clear separation between those delivering programmes and those checking against compliance and performance as described in the Independent Assurance and Approvals Plan (IIAP) at Annex K. This approach is aligned with DESNZ ICF Portfolio Programme Management (PPM) best practice guidance embedded across the ICF portfolio. Following FBC approval, a full Project Delivery Plan (PDP) will be developed in line with the ICF Portfolio Management Office (PMO) best practice. The PDP will be monitored and regularly reviewed with ICF PMO, in line with the proposed schedule in the IIAP (Annex K).
Programme management will be led by the ICF programme manager (see Section 6.3 and Annex K) while the DESNZ Portfolio Management Office (PMO) will support the monitoring of the programme through monthly Project Delivery Plans (PDP) meetings and Annual Reviews. Programme performance and risk will be collated and reviewed in DESNZ monthly ICF Portfolio Delivery Group and bi-annual Portfolio Committee meetings, attended by Deputy Directors and Directors of DESNZ specialist teams. Additionally, all ICF programmes are subject to portfolio-level governance and assurance processes in accordance with FCDO best practice for delivering ODA, following HMT guidance on ODA Value for Money and the Managing Public Money framework. This is set out in the ICF Umbrella Business Case.
The DESNZ International Net Zero Director is the ICF Senior Responsible Owner (SRO) for all DESNZ ICF, including the AF programme. The SRO will delegate responsibility for delivery of the programme to the International Forests Unit (IFU) Deputy Director (DD) who will be responsible for the programme meeting its objectives, as well as for all aspects of programme governance. 
Approval processes in DESNZ ICF are outlined in the IAAP (Annex K). In all cases PMO will advise on the appropriate approvals process. A risk-based approach and a case-by-case basis will be taken to any deviations from the required approvals processes outlined in the IAAP following Business Case approval. These will be discussed and agreed with PMO and others in the approvals chain as described in the IAAP.
[bookmark: _Toc130278976][bookmark: _Toc130907228][bookmark: _Toc130907453][bookmark: _Toc145033882][bookmark: _Toc64983470][bookmark: _Toc90194011]6.3 DESNSZ ICF Programme Management Arrangements, Assurances and Approvals
Internal management arrangements will be established to support effective programme implementation and results delivery. Key considerations for management arrangements include ensuring effective engagement with the Delivery Partner, BNDES, and with Brazil post, supporting adaptive management as the programme evolves, ensuring coherence between the different work packages and other relevant ICF programmes, and effectively managing risks. 
DESNZ will provide oversight and management of programme activities through regular meetings and communications with BNDES which will be negotiated with BNDES as part of the agreement negotiations (see Section 5). Additionally, in line with the HMT guidance and DESNZ Integrated Assurance and Approvals Strategy, the AF Programme will follow a ‘three lines of defence’ model on assurance to assess the management, governance and risk management of delivery across the programme and to provide confidence to the SRO and wider stakeholders (see IAAP plan at Annex K).  The Risk Potential Assessment (RPA) is at Annex L. In accordance with the PIC-approved process in the ICF Umbrella business of not conducting Gateway Reviews for low risk programmes, and as agreed with the DESNZ Assurance Team, a Gateway Review was not undertaken at OBC stage. 
DESNZ will maintain high-level oversight over the programme through the key milestones set out in Table 8 above and Annex J. Milestones after FBC approval are linked to ICF reporting mechanisms. Once the programme receives Ministerial approval and timelines are clear, these will be included in the Funding Arrangements agreed with BNDES following the DPR completion. As with other HMG investments, including DESNZ investments in the CIFs Nature, People, Climate Investment programme and (previously) the Green Climate Fund, it is not possible for DESNZ to stipulate project-specific outputs that will be delivered through the AF (see Sections 6.5 & 6.6). Instead, we will assess the AF’s delivery of planned benefits agreed at Board level through our MEL (Section 6.8 and Annex P).
[bookmark: _Toc130278977][bookmark: _Toc130907229][bookmark: _Toc130907454][bookmark: _Toc145033883]6.4 Team structure and resourcing
Resources required for the AF Programme to deliver against this business case are detailed in Annex K (see pp.6-7).  While the programme will be managed by the International Forests Unit/DESNZ like most other ICF programmes including all other REDD+ programmes (ISFL, REM, FCPF and AIM for Forests[footnoteRef:87]), in-country oversight and support from Embassy counterparts is vital. To this end, we will be aiming to hire one full-time employee at EO level, who will support with the delivery of all REDD+ programmes including REM, LEAF and AIM for Forests. This person will be hired as part of the post team strategy refresh taking place in September and October 2023.  The team will also engage with ICF Monitoring, Evaluation and Learning (MEL) Advisers as detailed in Section 6.8 and ICF PMO team who will monitor the programme through the Delivery Partner Review, Annual Reviews, External Assurance and Risk Management processes (also see Section 6.2). The ICF team’s finance, commercial and legal specialists will also be engaged as required to support delivery. This will tend to be at key moments, such as Annual Reviews, rather than day-to-day management of the programme, and hence they are not included in Annex K. Resource requirements will be reviewed regularly.   [87:  See Annex U for programme details of REM and AIM for forests. ] 


[bookmark: _Toc130907230][bookmark: _Toc130907455][bookmark: _Toc145033884][bookmark: _Toc130278978]6.5 Management and Governance of the Amazon Fund 
BNDES has managed the AF from the start[footnoteRef:88] and is responsible for raising finance (i.e. results-based payments for verified emissions reductions) and re-granting these funds to eligible projects, facilitating contracts, supporting and monitoring projects, rendering accounts and communicating results in a continuous and transparent way. The Fund uses an open bid competitive process to select projects for funding as detailed further in Section 3.5/Efficiency. [88:  By authorization of Decree n° 6,527 of 08.01.2008] 

Within BNDES, the AF is managed by a large team in the bank’s Environment Department (Annex M). The AF has a director, six managers and an experienced team of over 30 staff covering different areas of intervention.  The AF’s governance structure is based on a Steering Committee (COFA) and a Technical Committee (CTFA). 
COFA is a multistakeholder governance body that brings together Brazilian public sector decision-makers from federal and state level and civil society. COFA is responsible for setting priorities, establishing guidelines and monitoring the AF’s results, while the Technical Committee, CTFA, is in charge of certifying MMA’s calculations on carbon emissions reductions from reducing deforestation. Decision-making is by consensus. COFA also ensures that the initiatives supported by the AF are in line with key national and state policies and plans on forests and REDD+ (see below and Strategic Case for further information). The AF also has a provision to spend up to 20% of its funds for activities to monitor and control deforestation in other tropical biomes in Brazil and in other countries[footnoteRef:89]. Further details of the structure and governance of the AF within the BNDES are at Annex M.   [89:  Although according to the activity report, only 1-3% has historically been used for international investments: . See also Section 4.11 for further detail on this including the legal implications, and Section 2.3.2 for more detail on how this funding has been spent historically.  ] 

COFA generally meets every six months and more often when needed and has met three times already in 2023 since the AF was formally reopened in January. In its May meeting, COFA discussed the AF’s strategy to align with the next phase of the national deforestation control plan (PPCDAm) which was launched in June. We are awaiting the publication of COFA’s guidelines agreed in its last meeting late July which set out the AF’s priorities for the next two years. 
[bookmark: _Toc130278979][bookmark: _Toc130907231][bookmark: _Toc130907456][bookmark: _Toc145033885]6.6 UK role in Amazon Fund governance
The UK, like other donors to the fund, will have no direct role in the governance of the AF. We will be able to set out some of our specific requirements and priorities in the terms of our agreement with BNDES (see Section 4.3). We will be invited to annual meetings with other donors to discuss progress.  We have also been engaging with Norwegian and German counterparts who manage their country’s contribution to the AF to learn from their experience as well as with US counterparts in relation to their proposed contribution. We expect to coordinate closely with these partners on the Amazon Fund with whom we have a long history of cooperation on climate, forests and REDD+ (Section 6.7).  
[bookmark: _Toc130278980][bookmark: _Toc130907232][bookmark: _Toc130907457][bookmark: _Toc145033886]6.7 Stakeholder management and communication
Key international stakeholders for the UK include other international donors to the AF, including Norway, Germany, and potentially the US. The UK has worked closely with these partners for many years on climate and forests through the GNU+US partnership.[footnoteRef:90] Within HMG, IFU/DESNZ holds this relationship and participates in regular coordination meetings on a bi-monthly basis to advance shared goals and priorities. IFU/DESNZ also engages bilaterally with these partners on specific programmes and policy areas. Other ODA-eligible forest countries engaging in REDD+ as well as REDD+ practitioners more generally will likely also be interested in keeping abreast of the results of our bilateral ICF investment in the world’s largest results-based payments mechanism for REDD+. [90:  Germany, Norway and the 2 ‘u’s, UK and USA.] 

Important HMG stakeholders include Brazil post and other IFU/DESNZ and FCDO teams, as well as Defra ICF teams, all of whom have engagement in Brazil or the Amazon region, including at ministerial level.  Other UK stakeholders include civil society, the private sector and parliamentarians. The UK announced its intention to commit £80m to the Amazon Fund in May 2023. If the FBC is approved at PIC in September, we aim to formally announce the UK’s contribution at COP28 to maximise coverage and impact. 
We will engage with HMG and international stakeholders as part of routine programme management, particularly with Brazil post.  An outline HMG Stakeholder Strategy is included in Annex N. This will be further updated by PIC. The AF has its own stakeholder management and communications functions, particularly through COFA, which we judge to be reasonably effective, but which we will continue assess during programme implementation. 
[bookmark: _Toc36673287][bookmark: _Toc36673410][bookmark: _Toc36673289][bookmark: _Toc36673412][bookmark: _Toc36673335][bookmark: _Toc36673458][bookmark: _Toc64983472][bookmark: _Toc130278981][bookmark: _Toc130907233][bookmark: _Toc130907458][bookmark: _Toc145033887]6.8 Monitoring and Evaluation of Benefits
A summary of the MEL approach is provided below, with more detail in the MEL plan (Annex P). Annex W summarises the findings and recommendations of previous thematic evaluations which will guide the programme team when setting up monitoring of the AF. 
[bookmark: _Toc130907234][bookmark: _Toc130907459][bookmark: _Toc145033888][bookmark: _Toc130907235][bookmark: _Toc130907460]6.8.1 The Amazon Fund Theory of Change and Monitoring Logframe
BNDES maintain a high-level AF ToC (see Section 2.5) and fund wide Logframe (Annex O). Building from this DESNZ have developed our own ToC for the intervention (see Annex A) which will be maintained throughout the lifetime of the programme. We will also develop a DESNZ specific logframe to collate and assess annual monitoring data provided to DESNZ though an annual results report published by BNDES[footnoteRef:91] (see Annex P for the full MEL plan).  We will engage BNDES during the negotiations on the grant agreement to understand their plans for updating the AF’s ToC and Logframe, to ensure aligment as we develop the programme Logframe and ToC so that we can assess how our investment contributes to ICF objectives and DESNZ REDD+ objectives. We will seek to increase the GESI relevance of indicators, based on the findings of Annex W, including full desegregations where possible.  [91:  https://www.amazonfund.gov.br/en/home/  ] 

We will obtain monitoring data from the AF on an annual basis, which we believe is the appropriate frequency and level of monitoring needed to oversee our investment. The annual basis is appropriate as this is in line with the ODA programme management approaches set out for ICF spending. Alongside this annual data cycle DESNZ is working with BNDES to set up regular meetings (e.g. monthly) to allow for performance updates within each year. DESNZ will influence delivery through these regular meetings, as well as through the annual review process, where DESNZ will have the opportunity to score the programme and make recommendations for change. DESNZ is delegating day to day management of the Amazon Fund to BNDES, who will have access to more regular monitoring data. For example, deforestation in the Amazon is being monitored regularly by federal and state agencies and data being used to inform decision-making within the AF.  A full list of programme relevant indicators is provided in Annex P. We will also gather data on certain indicators which are aggregated across the ICF portfolio: these are our ICF KPIs. The KPIs we expect to report against are listed in Section 2.4. Each of these has a defined methodology available here, and results are published annually to support accountability and learning. There are also linkages between different KPIs, e.g. 6, 8, 10 and 17. Sustainable management of an area is likely to contribute to reductions in deforestation and degradation and improved protection and generation of ecosystem services, including reduction in GHG emissions. Each KPI measures different things so that double counting in reporting is avoided, e.g. KPI 17 focuses on the output level, while KPI 8 monitors reduced ecosystem loss at the outcome level.  Data is aggregated across the portfolio and published annually to support accountability and learning. RelevantTA KPIs will be added to the Amazon Fund programme Logframe and monitored through our ICF programme monitoring processes.
[bookmark: _Toc130907236][bookmark: _Toc130907461][bookmark: _Toc145033889]

6.8.2 Evaluation and learning
A large number of project-level (focused on individual projects or thematically grouped projects) and programme-wide evaluations have already been conducted across the Amazon Fund and the findings have informed the strategic and appraisal cases (see section 2.3.1 for a summary of findings)[footnoteRef:92]. In addition to these all projects are monitored and receive internal reviews. The programme level evaluations have to date been commissioned and funded by the donors, and we expect this to continue, and the project level evaluations have been supported through the provision of TA. We are reviewing how to continue to support this (see Annex R) and will push strongly for project level assessments to continue, as these have been useful. To support both project and programme evaluations a proportion of the total investment estimated as up to £1.5m RDEL has been set aside for MEL (Section 5.2 and Annex P) and a further up to £3.5m RDEL has been budgeted for TA to support pipeline development and other essential capacity development (see Annex R). [92:  The full list of evaluations can be found on this webpage: https://www.amazonfund.gov.br/en/monitoring-evaluation/independent-evaluations/
] 


We plan to use £1m of this resource to commission up to two programme wide evaluations (in FY25/26 and FY27/28). Given the long interval between each of these, we propose to run each as individual tenders. We will ensure that the agreement makes adequate provision for BNDES to facilitate any such evaluation work. A further £0.5m of the budget will be set aside for lighter-touch assessments and thematic studies at the end of each two-year cycle of priority setting by COFA to directly feed into programme decision making focussed on individual areas of HMG interest, such as assessments of progress on GESI objectives and on transformational change. COFA’s latest guidelines for the AF were published in July 2023 and will be updated in 2025. We are also considering allocating this budget to a post-implementation impact evaluation after the end of our contribution, this will be based on the relative utility of this versus the more responsive thematic studies. The types of research questions that will guide our evaluation approach are at Annex P.  
The REDD+ AF programme team will be responsible for delivering the MEL activities and dedicate a proportion of their time to this (see section on programme resourcing in Annex K/p.6). To ensure learning from the AF across teams within government, the DESNZ REDD+ AF programme team will carry out knowledge-sharing activities and proactively identify complementarities and synergies with other ODA programmes. Mechanisms for this include the cross-Whitehall REDD+ Working Group which meets monthly and regular updates through FCDO/DESNZ IFU team meetings. Regular updates will also take place with the teams such as the IFU Forest Governance and Country Partnerships Team. Externally, DESNZ will promote strategic coherence and synergies by engaging with other key donors to the AF, in particular Norway and Germany, who are already contributors as well as the US, which plans to contribute. 

[bookmark: _Ref36661156][bookmark: _Toc64983473][bookmark: _Toc130278982][bookmark: _Toc130907238][bookmark: _Toc130907463][bookmark: _Toc145033890]6.9 Risk management
The AF programme is using the ICF Board’s risk appetite statement to guide the tolerance and management of project risks. The full statement is set out in the BEIS Umbrella Business Case (UBC) for International Climate Finance 3.0 and the relevant table on this is included at the end of Annex B. The risks currently identified for AF are within the ICF Programme risk appetite. Sections 2.5, 4.7, and 5.8 summarise the high-level risks of the programme, with a detailed risk register at Annex B. A key risk is that of a reversal in deforestation policies at the next general election in four years. Mitigation strategies for this risk are outlined in Annex B. Other risks are mainly around pipeline development and delivery as the AF scales up again and the government’s ability to secure sufficient financing and capacity to implement the PPCDAm, national REDD+ strategy and other related policies and programme. BNDES is considered to be stable and has strong governance in place, including regular financial and compliance audits (see Sections 5.7 and 5.8). These and other risks in the OBC/Annex B were further assessed and risk management strategies developed. 

Risks will be proactively monitored and managed throughout the delivery of the project using a five-stage process of identification, analysis, evaluation, action and monitoring. Project risks as assessed at the OBC stage are recorded in the register at Annex B (also see the RPA at Annex L, which was deemed to be medium).  These will be monitored and developed further through the Project Delivery Plan (PDP), and risk register within this, which will be updated and finalised after FBC approval. The PDP and risk register are under the day-to-day responsibility DESNZ REDD+/AF programme manager. Project risks monitored by the delivery partner BNDES’ fund management team will also be flagged to the DESNZ programme manager through regular management meetings and included in the risk register. The register will be updated monthly by the programme manager and reported to the ICF Portfolio Management Office (PMO). Risks are managed in line with the ICF Risk Management Framework (which reflects the latest FCDO risk framework categories). If the risks increase past the ICF’s risk appetite they will be escalated to the SRO at the regular DESNZ ICF Portfolio Delivery Group (PDG) monthly meetings or immediately in the case of serious risks requiring immediate action. An updated risk assessment, risk management plan and risk appetite statement based on the political sensitivities, scope of delivery and targeted impacts and the RPA will be prepared ahead of the FBC.
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