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Background

1. At its thirtieth meeting, having considered document AFB/B.30/5/Rev.1, the Adaptation
Fund Board (the Board) decided:

(a) To adopt the medium-term strategy as amended by the Board, as contained in the
Annex 1 of the document AFB/B.30/5/Rev.1 (the MTS); and

(b) To request the secretariat:

() To broadly disseminate the MTS and work with key stakeholders to
build understanding and support;

(i) To prepare, under the supervision of the MTS task force, a draft
implementation plan for operationalizing the MTS, containing a draft
budget and addressing key assumptions and risks, including but not
limited to funding and political risks, for consideration by the Board at
its thirty-first meeting; and

(iii) To draft, as part of the implementation plan, the updates/modifications
to the operational policies and guidelines of the Adaptation Fund
needed to facilitate implementation of the MTS, for consideration by
the Board at its thirty-first meeting.

(Decision B.30/42)

2. Pursuant to decision B.30/42, subparagraph (b) (ii), the secretariat prepared a draft
implementation plan for the MTS, including an assessment of assumptions and risks. The
secretariat shared a version of the draft with the MTS task force for comments.

3. The draft implementation plan also contains suggestions for specific funding windows that
might be opened under the MTS in complement of the Fund’s existing funding windows for single-
country and regional adaptation projects and readiness support projects. Following the approval
of the implementation plan, the secretariat would present specific proposed details for each new
funding window at subsequent meetings of the Board for its consideration, in accordance with the
timeline contained in the implementation plan.

4. At its thirty-first meeting, the Board discussed the draft implementation plan for the MTS,
and members of the Board proposed amendments to the document. The secretariat then
presented a revised draft, in document AFB/B.31/5/Rev.1. Having considered that document, the
Board decided:

(a) To approve the implementation plan for the medium-term strategy for the Fund for 2018—
2022 contained in the Annex | to document AFB/B.31/5/Rev.1 (the plan);

(b) To request the secretariat:

[..]
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(i) To prepare, for each proposed new type of grant and funding window, a
specific document containing objectives, review criteria, expected grant
sizes, implementation modalities, review process and other relevant features
and submit it to the Board for its consideration in accordance with the
tentative timeline contained in Annex | to document AFB/B.31/5/Rev.1, with
input from the Board’s committees;

(iv) Following consideration of the new types of support mentioned in
subparagraph (b)(iii), to propose, as necessary, amendments fo the Fund’s
operational policies and guidelines Fund to better facilitate the
implementation of such new types of support; and

[..]
(Decision B.31/32)

5. At the second session of its thirty-fifth meeting, the Board considered document
AFB/PPRC.26.b/16, Program on Innovation: Large Grants for Innovation, and the Board decided:

(@) To approve the process for providing funding for innovation through large grants to
Implementing Entities (IEs) as described in document AFB/PPRC.26.b/16; including the
proposed objectives, review criteria, expected grant sizes, implementation modalities,
review process and other relevant features as described in the document;

(b) That the large grants for innovation would fall outside the country cap approved by
the Board in decision B.13/23 or, in the case of regional or multi-regional proposals, the
regional provision, whereas they would count against the Multilateral Implementing Entity
cap as per decision B.12/9;

(c) Torequestthe secretariat to prepare the first Request for Proposals to IEs for a total
amount of US $30 million to be launched by the first quarter of calendar year of 2021; and

(d) To request the secretariat to consider the need to develop specific objectives and
indicators for the innovation aspects of the projects, beyond what is included in the regular
project performance reporting process and make relevant recommendations to the Board
at its thirty-seventh meeting.

(Decision B.35.b/8)

6. At its thirty-sixth meeting, the Board considered the document AFB/PPRC.27/28, Programme
on Innovation: Operationalization of Large Grants for Innovation, and the Board decided:

(@) To approve the Innovation Large Grant Project Proposal template, the Review
Criteria template and the Instructions for Preparing a Proposal for
Innovation Large Grants, as described in annexes Il, Ill and IV to document
AFB/PPRC.27/28;

(b) To launch the request for proposals so that submissions of Innovation Large Grants
proposals are invited to be considered as early as the thirty-seventh meeting of the Board.

(Decision B.36/24)
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7. Subsequently, the first call for project and programme proposals under the indicative set-aside
amount of US$ 30 million was issued to eligible Parties to submit large innovation project and
programme proposals to the Fund through accredited NIEs, RIEs and MIEs.

8. The following concept note document titled “Innovative adaptation financing to build the
resilience and adaptive capacity of smallholder farmers in Bhutan” was submitted for Bhutan by
World Food Programme, which is a Multilateral Implementing Entity of the Adaptation Fund.

9. This is the first submission of the proposal, using the two-step submission process.

10. The current submission was received by the secretariat in time to be considered in the thirty
nineth Board meeting. The secretariat carried out a technical review of the project proposal,
assigned it the Project ID number AF00000324, and completed a review sheet.

11. In accordance with a request to the secretariat made by the Board in its 10th meeting, the
secretariat shared this review sheet with WFP and offered it the opportunity of providing
responses before the review sheet was sent to the PPRC.

12. The secretariat is submitting to the PPRC the summary and, pursuant to decision B.17/15,
the final technical review of the project, both prepared by the secretariat, along with the final
submission of the proposal in the following section. In accordance with decision B.25/15, the
proposal is submitted with changes between the initial submission and the revised version
highlighted or with track changes.
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ADAPTATION FUND BOARD SECRETARIAT TECHNICAL REVIEW
OF PROJECT/PROGRAMME PROPOSAL

PROJECT/PROGRAMME CATEGORY: Single Large Innovation Project Concept Note

Country/Region:
Project Title:

Thematic Focal Area:

Implementing Entity:
Executing Entities:

Bhutan

Innovative adaptation financing to build the resilience and adaptive capacity of smallholder farmers in
Bhutan

Innovative adaptation financing

World Food Programme

Ministry of Agriculture and Forests

AF Project ID: AF00000324
IE Project ID: Requested Financing from Adaptation Fund (US Dollars): 4,978,034
Reviewer and contact person: Alyssa Gomes Co-reviewer(s): Saliha Dobardzic

IE Contact Person:

Technical
Summary

The project “Innovative adaptation financing to build the resilience and adaptive capacity of smallholder farmers
in Bhutan” aims to enhance the resilience of smallholder farmers in Bhutan to key identified climate risks and
enhance their food security by rolling out innovative index-based microinsurance through an integrated resilience
building approach. This will be done through the three components below:

Component 1: Strengthened climate-resilient agricultural practices to underpin integrated climate risk
management by smallholder farmers (USD 900,000);

Component 2: Innovative climate risk transfer mechanism rolled out and smallholder farmers’ resilience built
through integrated approach (USD 2,990,000);

Component 3: Innovative climate risk management institutionalized for long-term sustainability (USD 300,000).

Requested financing overview:

Project/Programme Execution Cost: USD 398,050
Total Project/Programme Cost: USD 4,588,050
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Implementing Fee: USD 389,984

Financing Requested: USD 4,978,034

The initial technical review raised several issues, such as clarifications on the nature and scope of the index-
based insurance, its cost-effectiveness, sustainability, arrangements to enhance the enabling environment and
compliance with ESP and GP as is discussed in the number of Clarification Requests (CRs) and Corrective
Action Requests (CARS) raised in the review.

The final technical review finds that the CRs and CARs have been sufficiently addressed.

Date:

09/23/2022

Review Criteria

Questions

Comments Initial Technical
Review

Comments Final Technical
Review

Country Eligibility

1. Is/are the beneficiary
country/countries a developing
country/countries Party/Parties
to the Kyoto Protocol?

Yes.

2. s the participating country / are
all participating countries
developing countries particularly
vulnerable to the adverse effects
of climate change?

Yes, the fragile mountainous
ecosystem of Bhutan is extremely
vulnerable to the impacts of climate
change such as glacial lake outburst
floods (GLOFs), flash floods,
riverine floods, landslides, landslide
dam outburst floods, cloudbursts,
windstorms, droughts and river
erosion. Smallholder farmers who
rely mainly on rain-fed agriculture
are affected by unpredictability in
the timing of monsoons, and
localised water shortages and
prolonged drought in some areas.

Project Eligibility

1. Has the designated government
authority for the Adaptation Fund

Yes.
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/ Have

the governments’ designated
authorities for the Adaptation
Fund endorsed the project?

As per letter of Endorsement letter
dated 5 August 2022.

Does the

project/programme support
concrete adaptation actions to
assist the country or countries in
addressing adaptive capacity to
the adverse effects of climate
change and build in climate
resilience?

In case of regional
project/programme, is

there added value using the
regional approach, compared to
implementing similar activities in
each country individually?

Not cleared.

The project includes a coherent
Theory of Change (ToC) and
activities in responding to the threats
posed by the likely climate scenarios
are outlined in detail in the
background and context section and
guantified in terms of magnitude and
uncertainty.

The rationale for the project rests on
the problem statement that farmers,
especially women farmers who
predominate in the agricultural
sector, lack a credible risk transfer
mechanism such as affordable crop
insurance and have insufficient
access to the climate-resilient
agricultural approaches,
technologies and finance that they
could harness, to enhance the
resilience of their agriculture based
livelihoods, address the climate
impacts they are experiencing, and
prepare for the future climate risks.

The project will roll out micro index
insurance for smallholder farmers,
predominantly women and
encourages the integration of
secondary innovations identified at
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the community level. Index-based
insurance products have several
advantages over traditional crop
insurance products. However
additional clarification is requested.

CRL1: Please clarify from component
2, the budget that will be allocated
towards insurance products.

CR2: Please clarify if the insurance
provided will be group-based
insurance policies or household-
based policies.

The proposal mentioned both
Weather index-based insurance
(WIBI) and Area yield index
insurance (AYIl), lists their
characteristic, similarities and
difference.

CR3: Please clarify if one or both
will used in the target areas, based
on the type of small holder producer.
If the type of index insurance used
will be finalized at fully-developed
proposal stage, this should be
clarified in the proposal.

CRA4: Please clarify what weather
data is available in Bhutan, and how
the project will account for/ address
the possibility of lack of high-quality
weather and yield data (20+ years of
historical weather data is needed to
allow product design teams and risk

CR1:Cleared.
As per the additional information
provided on page 11.

CR2:Cleared.
As per the additional information
provided on page 17 and 18.

CR3:Cleared.
As per the additional information
provided on page 18.

The IE has clarified that the type of
index insurance product will be
determined during fully developed
proposal stage, also following a
feasibility study.

CR4:Cleared.
As per the additional information
provided on page 19.

CR5:Cleared.
As per the additional information
provided on page 19.

CR6:Cleared.

The risk is acknowledged on page
19 and in the IEs explanation in the
response sheet. The specific
management measures to be
adopted will be presented in the full
proposal.

CR7:Cleared.
As per the additional information
provided on page 14. Further details
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carriers to perform robust actuarial
analysis and product pricing).

CR5: While index-based insurance
has many advantages, please clarify
if the project has considered the
possibility of if an individual
insured’s loss experience does not
correlate with the index pay-outs
(Basis risk). Please clarify the
management measures that the
project will put in place.

In most developing countries, there
is lack of or an insufficient enabling
environment for index insurance.
The project is making an effort to
build this enabling environment with
target stakeholders, as specified
under component 3. However, this
component can be strengthened
further.

CR6: Please consider strengthening
outcome 3, by providing details on
stakeholder engagement with also
government ministries and
regulatory agencies to develop the
requisite laws and regulations to
govern the index insurance market
and to allow it to grow. At the full-
developed proposal stage, please
also include appropriate targets.

CR7: The sensitization activities are
planned under outcome 1 are
important for the success for project.

will be included in the fully-
developed proposal. Notably
bbecause of the technical nature of
index-based insurance, the
sensitisation materials will be
designed to be farmer-focused,
visual, and to include gamified
activities. The materials will also be
translated into local languages.

CR8: Cleared.

As per the additional information
provided on page 14. Further details
to be included in the fully-developed
proposal.

C9:Cleared.
As per the additional information
provided on page 12 and 13.

CR10:Cleared.
As per the additional information
provided in Annex5.




AFB/PPRC.30/45

However, please clarify how the
insurance products will be packaged
in a way that is understandable by
vulnerable communities.

CRS8: Output 1.1. which is focused
on strengthening the engagement
between research institutions and
local communities, seems like a
promising opportunity. However not
enough of information is provided,
please clarify what is planned under
this output (1.1.2 and 1.1.3).

CR9: Please clarify in the
description of outputs under
component 2 what is meant by “the
risk transfer mechanism of
insurance will be layered with risk
reduction activities (natural resource
management and climate resilient
agricultural technologies), as well as
increased access to savings to help
households cope with smaller, more
frequent shocks (sustainable risk
absorption)”.

CR10: Please give a brief overview
of the landscape of insurance
providers to introduce the index-
based micro-insurance. Also clarify
if local insurance companies have
been pre-identified (some are listed
in the Annex 2) for involvement of
the project or will the companies be
identified during implementation.

10
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Does the

project/programme help
spread innovative adaptation
practices, tools and
technologies that have
demonstrated success in one
country to another country,
countries or regions; and/or

Does the

project/programme pilot at larger
scale innovative adaptation
practices, tools or technologies
generated that have
demonstrated viability at a small
scale?

Not cleared.

The project aims to pilot a tailor-
made index-based micro- insurance
approach (the first in Bhutan) that
can address the varying needs of
different smallholder communities in
Bhutan, given the different
microclimates, livelihoods systems
and climate risks associated with
Bhutan’s diverse topography.
Further the project aims to focus it
innovation predominantly on the
women and youth.

In the first year of the project’s
implementation, a prototype index
designed specifically for the
localized Bhutanese context will be
validated in one or more
dzongkhags, targeting an estimated
10,000 farmers, of whom at least
7,000 will be female. This rationale
is line with the AF’s definition for
innovation. However, additional
details are needed on the
interventions proposed.

CR11: Please clarify related to the
fact that given the microclimates and
location variations, heterogeneity of
farmlands and local risk variations -
would a feasibility study be
conducted prior to implementing
index insurance?

CR11:Cleared.

As per the additional information on
page 18. The IE has also clarified
that a detailed insurance feasibility
assessment will be conducted
during full proposal development, to
determine the specific forms of
index-based microinsurance that are
most appropriate for the identified
project localities.

CR12: Cleared.
As per the additional information
provided on page 18.

CR13: Cleared.
As per the additional information
provided on page 22.

CR14: Cleared.
As per the additional information
provided on page 23 and 24.

CR15: Cleared.
As per the additional information
provided on page 21.

11
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CR12: Please clarify if the insurance
envisaged is a single peril weather
insurance. If this is the case, please
provide a rationale for a single-peril
weather insurance.

CR13: Please provide some
information on the insurance
capacity in Bhutan, as a lack of
infrastructure and absence of
expertise in present insurers might
be a hindrance for effective
launching this product.

For innovation projects, partnerships
are an essential tool to generate
new solutions and scale those
solutions to make progress. This is
an important element as it is linked
with how the proposed intervention
alters the dynamics of the innovation
process to encourage or accelerate
the adoption of those practices,
tools and/or technologies.

CR14: Please clarify regarding
diverse stakeholders’ participation in
the project, including but not limited
to the Department of Agriculture and
Environment, Banking and
Insurance Regulatory Authority, and
Local Government and Technical
departments for effective
implementation (a number of

12
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stakeholders are mentioned in
Annex 2).

CR15: Please clarify how the project
will “promote entrepreneurship and
private sector participation in climate
change responses, especially with
respect to women, youth, and micro,
small and medium enterprises
(MSMESs)”. What is the envisaged
model for working with women'’s
groups, youth groups, and other
aggregators in the livelihood
diversification activities?

Does the project / programme
provide economic, social and
environmental benefits,
particularly to vulnerable
communities, including gender
considerations, while avoiding or
mitigating negative impacts, in
compliance with the
Environmental and Social Policy
and Gender Policy of the Fund?

Not cleared.

The project aims to develop the
innovation solutions with the
relevant social, ecological,
economic, and cultural context in
mind.

The proposal applies an inclusive
lens by focusing on women and
youth. CR16: Please clarify how the
project will encourage them to play a
substantive role in the design,
testing, learning and adoption of
innovative solutions.

The exact beneficiary numbers will
be determined at fully-developed
proposal stage. It is anticipated that
the project would reach 10,000
direct beneficiary households, i.e.,
40,000 direct beneficiaries at an

CR16:Cleared.
As per the addition information
provided for 25.

CR17:Cleared.

As per the additional information on
page 26. Further details on
guantified benefits will be provided
at the fully developed proposal
stage.

13
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average rural household size of four,
who would receive the integrated
support package of index-based
microinsurance and associated
activities. At least 7,000 of the direct
beneficiary households would be
female-headed. The project will also
empower at least 30 women and
youth climate champions, of whom
at least 21 will be female, to serve
as advocates for further uptake and
scaling out of index insurance and
integrated resilience building. In
addition, an estimated 47,000
indirect beneficiaries are expected
to benefit from enhanced climate
services and access to microfinance
in the project dzongkhags.

CR17: The proposal outlines
benefits in all three areas
(economic, social and
environmental). However please
quantify estimated benefits,
whenever possible.

Does the project engage,
empower and/or benefit the most
vulnerable communities and
social groups?

Not cleared.

CR18: Please clarify if in target
areas other marginalized and
vulnerable groups and indigenous
communities have been identified,
and explain expected benefits
provided by the project/programme
to those groups.

CR18:Cleared.

As per the additional information
provided on page 30. Further,
specific project localities will be
identified based upon the in-depth
vulnerability assessment and
climate risk-based crop suitability
assessment that will be conducted
during the full proposal development
process. The detailed insurance

14




AFB/PPRC.30/45

feasibility study will further inform
the process.

Does the project advance
gender equality and the
empowerment of women and
girls?

Not cleared.

The project specifically targets
women. An initial gender
assessment should be provided that
describes diverse needs,
capabilities, roles and knowledge
resources of women and men on a
general level in Bhutan. Please
provide some details on the
differentiated impacts at the target
district level, if available.

CARZ1: Please include additional
details by making linkages with
components on how the project will
actively address biases against
women and facilitate access to
finance.

CARZ1: Cleared.
As per the additional information
provided on pages 20, 22, and 39

Is the project/programme cost-
effective?

In the case of regional project/
programmes, does the regional
approach support

cost effectiveness? Does the
project engage, empower and/or
benefit the most vulnerable
communities and social groups?

Not cleared.

CR19: Please include a clear
description of the alternatives to
index-based micro insurance
considered that could have taken
place to help adapt and build
resilience in the same sector,
geographic region, and/or
community; with quantitative
estimates where feasible and useful,
to allow for a good assessment of

CR19: Cleared.
As per the additional information
provided on page 27.

CR20: Cleared.

As per the additional information
provided on page 38. The IE has
clarified that during the FP
development, a risk assessment will
be conducted to identify and
develop mitigation strategies for the
full range of risks that the project
could encounter.

15
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the project/programme cost
effectiveness.

Weather index insurance is
completely dependent on weather
conditions. In case of an unexpected
event actuarial soundness could be
undermined by unexpected weather
cycle that may change the
probability of insured events.

CR20: Please clarify how the
proposal will account for risks such
as, but not only including the above
situation.

Is the project / programme
consistent with national or sub-
national sustainable
development strategies, national
or sub-national development
plans, poverty reduction
strategies, national
communications and adaptation
programs of action and other
relevant instruments?

Not cleared.

The project is aligned with Bhutan’s
National Adaptation Plan (NAP)
under development, Bhutan’s
Renewable Natural Resources
(RNR) Strategy 2040 and the RNR
Market Strategy (2021), 2021
Pathways for Transformation
developed for Bhutan’s Food
Systems, and the Low Emission
Development Strategy for Food
Security (2021), RNR Sector
Adaptation Plan of Action (SAPA)
2016, the National Strategy for
Sustainable Socio-economic
Development through the
Commercialization of Organic
Farming (2019) and the National
Organic Flagship Programme
(NOFP).

CR21: Cleared.
As per the additional information
provided on page 27.

16
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CR21: Please clarify alignment with
Bhutan’s (i.e., SDGs
strategies) and TNAs and TAPs if
relevant. Currently TAPs are
available for sixteen countries in the

Asia Pacific region including Bhutan.

have a learning and knowledge
management component to
capture and feedback lessons?

Learning and Knowledge
Management are mainstreamed
throughout the project with specific
activities focused on developing the
project’s L&KM strategy and on
designing a feedback loop for
learning from a range of activities

9. Does the project / programme Not cleared. CAR2:Cleared.
,[22}?;;[2:' rs?:r:/c?;rtcirslat/l\(/)hne?lca CAR2: Please list relevant national | As per the additional information
applicable, in compl’iance with technical standards and describe provided on page 28.
the Enviro’nmental and Social how complle}ncg with them V\.””

Policy of the Fund? ensured c_il_Jrlng _|rr_1plementat|on. If

' one specific activity of the

project/programme requires
compliance with technical
standards, the steps taken to
comply with it and the nature of the
authorization/clearance granted for
the project to be implemented are
explained.

10. Is there duplication of project / Cleared. -
programme with other funding
sources? The project has listed on-going

initiative, non-duplication and
synergies are described.
11. Does the project / programme Not cleared. CR22: Cleared.

As per the additional information
provided on pages 17 and 32. The
IE has clarified that outputs will be
specified at full proposal stage.

17
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that take place on the ground
(Output 1.2), documenting lessons
learned, extracting and
dissemination of experience from
insurance customers, policy briefs
on process of rolling out the
microinsurance in Bhutan and role
of multistakeholder partnerships in
enabling the creativity of Bhutan’s
innovators to have a greater impact
on rural resilience and adaptation to
climate change.

CR22: Please provide references to
related outputs in the KM section.
Please also consider including
learning from the supply side
(insurance providers) to enable
dispelling risk perceptions and
expand the scale of investors.

At fully-developed proposal stage,
appropriate targets will need to be
set in the results framework.

18
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12. Has a consultative process taken
place, and has it involved all key
stakeholders, and vulnerable
groups, including gender
considerations in compliance
with the Environmental and
Social Policy and Gender Policy
of the Fund?

Not cleared.

An initial consultative process has
taken place, with key stakeholders
of the project/programme, including
gender considerations (Annex II). A
range of actors were consulted such
as the Department of Livestock,
Policy and Planning Division,
Department of Agriculture, and
National Center for Organic
Agriculture from the Ministry of
Agriculture and Forests, GNHC,
District Agriculture Officers,
Department of Disaster
Management, and National Center
for Hydrology and Meteorology etc.

CR23: Please clarify the outcomes
of the consultations (topics
discussed, results of the
consultative process are reflected in
the project design).

CR24: Please describe the
outcomes of community level
consultations.

CR23:Cleared.

As per the additional information
provided on pages 32-33.

CR24: Cleared.

As per the additional information
provided pages 32 and 34.

13. Is the requested financing
justified on the basis of full cost
of adaptation reasoning?

Not cleared.

The project activities are relevant in
addressing adaptation objectives.
However, some clarifications are

CR25:Cleared.
As per the clarification provided in
the response sheet.

19
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requested under question 2 and 3
above.

CR25: Please clarify if the project
expects co-financing. Please note
that if project has co-financing, the
Adaptation Fund project should be
able to deliver its outcomes and
outputs regardless of the success of
the other project(s).

14. Is the project / program aligned
with AF’s results framework?

Cleared. The project is aligned with
outcomes 6 and 8 of the AF’s SRF.

15. Has the sustainability of the
project/programme outcomes
been taken into account when
designing the project?

Not cleared.

CR26: Please clarify how the project
will ensure sustainability of the
insurance scheme as international
experience implies that weather
index-based insurance is not
sustainable without state subsidy or
international financial and technical
help.

CR27: Please clarify sustainability
for all concrete outputs, livelihood
diversification activities, savings
schemes, partnerships to be
established, policies and
governance arrangements to be
developed and implemented,
knowledge to be generated,
management and other capacity to
be improved, etc. from economic,

CR26:Cleared.

As per the additional information
provided on pages 38 and 39.

CR27:Cleared. The information
provided on page 39 is sufficient for
a concept proposal. However, at
fully-developed proposal stage, the
proposal should include further
detail on sustainability, also based
on the outcomes of the feasibility
study that will be conducted.

20
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social, environmental, institutional,
and financial perspectives.

16. Does the project / programme
provide an overview of
environmental and social
impacts / risks identified, in
compliance with the
Environmental and Social Policy
and Gender Policy of the Fund?

Not cleared.

The proposal identifies potential
environmental and social impacts
and risks against the 15 principles.

The project/programme appears to
contain unidentified subprojects
(USP) because the areas to be
covered under the insurance, the
exact recipients, secondary
innovations identified at the
community level, and exact location
of livelihood activities are not. USPs
for innovation projects are
acceptable but the proposal should
include a justification in the ESP risk
screen section prior to the ESP
checklist.

CARZ3: Please include a justification
for use of USPs.

CARA4: Please include the category
in which the screening process has
classified the project/programme.
(Category A, B or C).

CARS3: Cleared.
As per the justification for the USP
approach provided on page 39.

CAR4: Cleared.

A Categorization — Category B, has
been assigned as per the additional
details provided on page 40.

Resource
Availability

1. Is the requested project funding

within the parameters
for large grants set by the
Board?

Yes.

21
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Is the Implementing Entity
Management Fee at or below
8.5 per cent of the total project
budget before the fee? Are the
Project/Programme Execution
Costs at or below 9.5 per cent of
the total project/programme
budget (including the fee)?

For regional
projects/programmes, are the
administrative costs
(Implementing Entity
Management Fee and Project/
Programme Execution Costs) at
or below 10 per cent of the
project/programme for
implementing entity (IE) fees
and at or below 10 per cent of
the project/programme cost for
the execution costs?

Yes. |IE fee and EE cost are with the
caps of 85 and 9.5 percent,
respectively.

Is the project submitted through
an Implementing Entity
accredited by the Board?

Yes.
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OF PROJECT/PROGRAMME PROPOSAL

PROJECT/PROGRAMME CATEGORY: Single Large Innovation Project Concept Note

Country/Region:
Project Title:

Thematic Focal Area:
Implementing Entity:

Executing Entities:

Bhutan

Innovative adaptation financing to build the resilience and adaptive capacity of smallholder farmers in
Bhutan

Innovative adaptation financing

World Food Programme

Ministry of Agriculture and Forests

AF Project ID: AF00000324
IE Project ID: Requested Financing from Adaptation Fund (US Dollars): 4,978,034
Reviewer and contact person: Alyssa Gomes Co-reviewer(s): Saliha Dobardzic

IE Contact Person:

Technical
Summary

The project “Innovative adaptation financing to build the resilience and adaptive capacity of smallholder farmers
in Bhutan” aims to enhance the resilience of smallholder farmers in Bhutan to key identified climate risks and
enhance their food security by rolling out innovative index-based microinsurance through an integrated resilience
building approach. This will be done through the three components below:

Component 1: Strengthened climate-resilient agricultural practices to underpin integrated climate risk
management by smallholder farmers (USD 900,000);

Component 2: Innovative climate risk transfer mechanism rolled out and smallholder farmers’ resilience built
through integrated approach (USD 2,990,000);

Component 3: Innovative climate risk management institutionalized for long-term sustainability (USD 300,000).

Requested financing overview:

Project/Programme Execution Cost: USD 398,050
Total Project/Programme Cost: USD 4,588,050
Implementing Fee: USD 389,984




Financing Requested: USD 4,978,034

The initial technical review several issues, such as clarifications on the nature and scope of the index-based
insurance, its cost-effectiveness, sustainability, arrangements to enhance the enabling environment and
compliance with ESP and GP as is discussed in the number of Clarification Requests (CRs) and Corrective
Action Requests (CARSs) raised in the review.

Date: 08/26/2022
Ee_weyv Questions Comments WFP Response
riteria
Is/are the beneficiary Yes.
country/countries a
developing country/countries
Party/Parties to the Kyoto
Protocol?
Is the participating country / | Yes, the fragile
are all participating countries | mountainous ecosystem of
developing countries Bhutan is extremely
particularly vulnerable to the | vulnerable to the impacts
adverse effects of climate of climate change such as
change? glacial lake outburst floods
Country (GLOFs), flash floods,
Eligibility riverine floods, landslides,

landslide dam outburst
floods, cloudbursts,
windstorms, droughts and
river erosion. Smallholder
farmers who rely mainly on
rain-fed agriculture are
affected by unpredictability
in the timing of monsoons,
and localised water
shortages and prolonged
drought in some areas.




Project
Eligibility

Has the designated
government authority for the
Adaptation Fund / Have

the governments’ designated

Yes.

As per letter of
Endorsement letter dated

authorities for the Adaptation | 5 August 2022.
Fund endorsed the project?
Does the Not cleared. CR1: The budget under Component 2 that will be

project/programme support
concrete adaptation actions
to assist the country or
countries in addressing
adaptive capacity to the
adverse effects of climate
change and build in climate
resilience?

In case of regional
project/programme, is
there added value using the
regional approach,
compared to implementing
similar activities in each
country individually?

The project includes a
coherent Theory of
Change (ToC) and
activities in responding to
the threats posed by the
likely climate scenarios are
outlined in detail in the
background and context
section and quantified in
terms of magnitude and
uncertainty.

The rationale for the
project rests on the
problem statement that
farmers, especially women
farmers who predominate
in the agricultural sector,
lack a credible risk transfer
mechanism such as
affordable crop insurance
and have insufficient
access to the climate-
resilient agricultural
approaches, technologies
and finance that they could
harness, to enhance the

allocated towards insurance products is
USD1,250,000, of which USD 750,000 will be used to
provide premium subsidies under the project’s
graduation strategy, and USD 500,000 will be
allocated towards developing and fine-tuning on an
annual basis the different indexes — as it is
anticipated that several different indexes will need to
be developed to cover the crops to be insured in the
different project localities. This will be determined
during the detailed feasibility study that will be
conducted during full project preparation.

The remainder of the budget for Component 2 of
USD1,740,000 will be allocated for concrete
adaptation assets to be enabled through increased
access to micro finance and value chain and
marketing support for climate-resilient crops and
products. This detail has been added as a footnote to
the overall budget table on page 11.

CR2: As is preferable and usual, the insurance policy
cover will be group-based with the master policy
issued to the distribution channel (microfinance
institution or bank). The distribution channel will then
issue a certificate of cover to each farmer upon start
of the coverage. Since affordability is an essential
factor to create a sustainable index insurance
product, a distribution channel that can aggregate
farmers will be critical to reach farmers in an efficient




resilience of their
agriculture based
livelihoods, address the
climate impacts they are
experiencing, and prepare
for the future climate risks.

The project will roll out
micro index insurance for
smallholder farmers,
predominantly women and
encourages the integration
of secondary innovations
identified at the community
level. Index-based
insurance products have
several advantages over
traditional crop insurance
products. However
additional clarification is
requested.

CR1: Please clarify from
component 2, the budget
that will be allocated
towards insurance
products.

CR2: Please clarify if the
insurance provided will be
group-based insurance
policies or household-
based policies.

The proposal mentioned
both Weather index-based

manner. Bhutan has MFIs that have strong national
presence and have previously provided microloans to
farmers, who have expressed interest in being the
distribution channels/aggregators. Text to this regard
has been added to page 17 of the CN.

CR3: As explained on pages 17-18 of the CN, the
type of index insurance product that will be offered to
farmers in Bhutan will be determined during full
proposal development. The selection of either WIBI
or AYIl will depend on the detailed insurance
feasibility study, that will be based upon an in-depth
vulnerability assessment and climate risk-based crop
suitability assessment. These assessments and the
detailed insurance feasibility study will be conducted
during the full proposal development process. A
sentence has been added to page 17 for further
clarity.

CR4: Bhutan has 20 Class A stations in each of the
20 districts, with data available from 1996 to date.
These stations record rainfall, surface air
temperature, soil temperature, relative humidity, wind
speed, wind direction, sunshine duration, evaporation
and water temperature. The data is digitized, quality
checked and stored in a Climsoft database system.
There are approximately 60 Class C stations used
mostly for climatological studies, with data available
from 1996 to date. These stations record rainfall, air
temperature, and relative humidity. The data is
digitized and stored in a Climsoft database system.
There are 150 Automatic Weather Stations (AWS)
that record more than 30 variables, with most data
available from 2016 to date; all of the data is
digitized. The National Centre for Hydrology and
Meteorology (NCHM) uses satellite inputs and other




insurance (WIBI) and Area
yield index insurance
(AY1), lists their
characteristic, similarities
and difference.

CRa3: Please clarify if one
or both will used in the
target areas, based on the
type of small holder
producer. If the type of
index insurance used will
be finalized at fully-
developed proposal stage,
this should be clarified in
the proposal.

CR4: Please clarify what
weather data is available
in Bhutan, and how the
project will account for/
address the possibility of
lack of high-quality
weather and yield data
(20+ years of historical
weather data is