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EXECUTIVE SUMMARY

On-time delivery of food to beneficiaries is crucial for WFP’s operations. Advance financing
means allocating funds to a project using forecast contributions as collateral. WFP’s advance
financing mechanisms are the Immediate Response Account (IRA) and the Working Capital

Facility (WCF).

IRA

Y

The IRA, established in December 1991 by the forerunner of the Executive Board, is a
multilateral funding facility that enables WFP to provide immediate assistance in emergencies,
including logistics and non-food costs. The current target level is US$70 million.

The IRA proved its value in 2012 by enabling WFP to respond immediately to situations that
demand rapid injections of resources. Allocations from the IRA in 2012 amounted to
US$126.1 million which was allocated to start and support 48 relief operations — 12 protracted
relief and recovery operations (PRROs), one special operation (SO) and 35 emergency
operations (EMOPs); of the latter, 15 were immediate-response EMOPs approved under the
delegated authority of Country Directors, Regional Directors and the Director of Emergencies.

WCF

The Executive Board approved a WCF ceiling of US$180 million in January 2005, following
successful pilot schemes, and subsequently increased the facility ceiling in October 2010 to
US$557 million. This enabled the Executive Director to ensure that projects continued to
receive advance funding pending confirmation of forecast contributions, within established
risk-management parameters.

In 2012, advances totalling US$636.1 million were made from the Working Capital Facility.
40.2 percent of this funding was advanced to EMOPs, 28.5 percent to PRROs, 6.8 percent to
development projects and country programmes, 3.1 percent to SOs and 21.4 percent to
corporate services.

Under the WCF, the Forward Purchase Facility (FPF) was established in June 2008 with a
pilot allocation from the WCF. On the basis of the successful pilot, in 2010 the Board
approved use of up to US$150 million for allocation to the FPF. In view of increasing demand
reflecting the value of the new approach, in June 2012 the Board approved a further increase
of the FPF allocation from the WCF from US$150 million to US$300 million.

WEFP’s forward-purchase mechanisms enabled it to buy 800,000 mt of food in 2012, of which
600,000 mt had been procured by projects in 20 country offices. Lead times were reduced by
an average of two-and-a-half months, a 70 percent improvement. The approach had a
particular impact on WFP’s responses in a) the Sahel for timely supply of nutritious products,
and b) on the pre-positioning of food in South Sudan ahead of the rains.

GUIDANCE SOUGHT FROM THE FINANCE COMMITTEE

The Finance Committee is requested to take note of WFP’s “Report on the Utilization of
WFP’s Advance Financing Mechanisms (1 January—31 December 2012)”.

Draft Advice

The FAO Finance Committee advises the Executive Board, in accordance with
Article XIV of the General Regulations of WFP, to take note of the “Report on the
Utilization of WFP’s Advance Financing Mechanisms (1 January—31 December 2012)”.
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* In accordance with the Executive Board’s decisions on governance approved at the
Annual and Third Regular Sessions 2000 items for information should not be
discussed unless a Board member specifically requests it well in advance of the
meeting and the Chair accepts the request on the grounds that it is a proper use of the
Board’s time.
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NOTE TO THE EXECUTIVE BOARD

This document is submitted to the Executive Board for information.

The Secretariat invites members of the Board who may have questions of a technical
nature with regard to this document to contact the WFP staff focal points indicated below
preferably well in advance of the Board’s meeting.

Director, RMB*: Mr F. Curran tel.: 066513-2408
Chief, RMBB**: Mr C. Gardner tel.: 066513-2077

Should you have any questions regarding availability of documentation for the
Executive Board, please contact the Conference Servicing Unit (tel.: 066513-2645/2558).

* Budget and Programming Division
** Organizational Budgeting Service

wfp.org
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DRAFT DECISION®

The Board takes note of the information in “Report on the Utilization of WFP’s Advance
Financing Mechanisms (1 January—31 December 2012)” (WFP/EB.A/2013/6-K/1).

" This is a draft decision. For the final decision adopted by the Board, please refer to the Decisions and
Recommendations document issued at the end of the session.

WFP

Al
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INTRODUCTION

1. On-time delivery of food to beneficiaries is crucial for WFP’s operations. In the last
decade WFP has developed its advance financing mechanisms with a view to improving
operational effectiveness and efficiency, and in particular the timeliness of food deliveries
to beneficiaries.

2. Advance financing means allocating funds to a project using forecast contributions as
collateral. Once the collateral is confirmed, the project repays the advance. This enables
country offices to reduce the lead time from a donor’s expression of interest in contributing
to an operation to delivery of food to beneficiaries. WFP’s advance financing mechanisms
are the Immediate Response Account (IRA) and the Working Capital Financing
Facility (WCFF).

Immediate Response Account

3. The IRA established in December 1991 by the forerunner of the Executive Board is a
multilateral funding facility that enables WFP to provide immediate assistance in
emergencies, including logistics and non-food costs. The current target level is
USS$70 million.

4.  The IRA serves as a replenishable fund and a revolving fund. It is replenished by
donors’ direct contributions (see Annex I). The term “revolving” means that funds
allocated from the IRA to an operation may subsequently be reimbursed using donors’
contributions received for that operation. Contributions that are used for this purpose are
accounted for and reported under the operation to which they were pledged.

5. Allocations from the IRA (see Annex II) are loaned to operations in anticipation of
donors’ contributions. If no donations are received the loan may be regarded as a
permanent non-reimbursable grant from the IRA.

6.  The current target level of US$70 million was increased from US$35 million in 2004 to
reflect the level of WFP’s operations and cash flow at that time.

Working Capital Financing Facility

7. The Executive Board approved a WCFF ceiling of US$180 million in January 2005
following successful pilot schemes, and increased the ceiling in October 2010 to
USS$557 million. This enabled the Executive Director to ensure that projects continued to
receive advance funding pending confirmation of forecast contributions within established
risk-management parameters.

8.  The WCFF has become an essential tool for efficient project implementation. By 2008,
demand had grown significantly as contribution forecasts improved and as country offices
became more familiar with the process. The Forward Purchase Facility (FPF), piloted in
2008 in the Horn of Africa and southern Africa, operates with various funds including
those from the WCFF but food is not released to projects until they have confirmed
contributions or forecast contributions advanced using the WCFF or IRA.

wfp.org
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IMMEDIATE RESPONSE ACCOUNT

9.

10.

As a flexible funding mechanism, the IRA enables WFP to respond proactively to
impending emergencies.

The IRA proved its value in 2012 by enabling WFP to respond immediately to situations
that demand rapid injections of resources. Allocations from the IRA in 2012 were
22 percent lower than in 2011 with US$126.1 million allocated to start and support
48 relief operations — 12 protracted relief and recovery operations (PRROs),
one special operation (SO) and 35 emergency operations (EMOPs); of the latter 15 were
immediate-response EMOPs approved under the delegated authority of Country Directors,
Regional Directors and the Director of Emergencies.

TABLE 1: IMMEDIATE RESPONSE ACCOUNT MOVEMENTS 2007-2012
(US$ million)
2007 2008 2009 2010 2011 2012
New contributions 26.9 60.7 52.7 37.3 38.1 56.2
Allocations 150.7 140.6 136.6 151.9 161.9 126.1
Revolved funds 85.3 97.6 86.3 113.0 104.4 82.4

1.

12.

13.

14.

Major interventions in 2012 included support for operations in the Sahel in response to
drought in the Syrian Arab Republic to support people affected by conflict, and in
Zimbabwe to support food-insecure vulnerable groups. There were four EMOPs receiving
multiple IRA allocations in 2012 (Mali, Mauritania, the Niger and the Syrian Arab
Republic) and two PRROs (Kenya and Zimbabwe).

Following a decision to increase the levels for delegated authority to approve
immediate-response EMOPs, 15 such operations were approved in 2012 with a total value
of US$13.36 million; 11 had been approved in 2011, totalling US$4.79 million. In 2012,
the IRA also supported emergency preparedness and needs assessments for emerging
situations in eight countries valued at US$1.1 million; in 2011 such support had been given
in eight countries at a cost of US$1.4 million.

An increase of US$18.1 million in new contributions to the IRA in 2012 — 48 percent
more than in 2011 — took it back to levels last attained in 2008 and 2009. This was not
matched by the level of allocations, however, which fell during 2012 by US$35.8 million —
22 percent. This was because the volume of revolved funds had declined from the high
levels of 2010 and 2011 (see Annex III). Allocations from the IRA are made only against
funds in the account when an advance is requested; the availability of funding depends on
the timing of new contributions and earlier advances being revolved. The balance available
in 2012 was rarely sufficient to allow large single allocations even though the number of
allocations was the same as in 2011.

At the end of 2012, the IRA balance stood at US$38.7 million, compared with
US$26.2 million at the end of 2011.

wfp.org
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WORKING CAPITAL FINANCING FACILITY

15.  In 2012, advances totalling US$636.1 million were made from the WCFF (see Table 2).
There were 105 loans totalling US$398.5 million made to 54 operations; a further 5 loans
totalling US$101.4 million to 44 operations were made against anticipated multilateral
contributions. Six advances totalling US$18.6 million were made in 2012 for security,
telecommunications and the food-security cluster; the FPF received four advances totalling
USS$117.6 million. In terms of operations, 40.2 percent of this funding was advanced to
EMOPs, 28.5percent to PRROs, 6.8 percent to development projects and country
programmes, 3.1 percent to SOs and 21.4 percent to corporate services.

TABLE 2: ADVANCE FINANCING LOANS
Year No. of loans Total adv_a|_1ced Average gn?ount
(US$ million) (US$ million)
2004 5 271 54
2005 10 154.5 15.5
2006 4 36.8 9.2
2007 21 157.3 7.5
2008 58 324.6 5.6
2009 35 2271 6.5
2010 62 418.8 6.8
2011 64 439.1 6.9
2012 120 636.1 5.3
ALL YEARS 379 24214 6.4

16.  Advances from the WCFF totalling US$81.8 million enabled the country offices in Chad
and South Sudan to pre-position food before the rainy season. Support funds totalling
US$99.9 million were advanced to country offices in the Sahel. Operations responding to
unrest in the Syrian Arab Republic received advances of US$41.3 million to assist refugees
and displaced people. Advances totalling US$60.8 million went to Afghanistan, Ethiopia
and the Sudan to avert pipeline breaks. A US$33.9 million advance provided capacity for
various operations to benefit from a 60,000 mt contribution of rice from Brazil. A
USS$15.1 million advance to Ethiopia enabled WFP to enhance the capacities of 16
cooperatives supported by Purchase for Progress — 70,000 small farmers — to aggregate
30,000 mt of maize. It was not possible to make any other advances because the limit for
WCFF was approached at key points in the year.

FORWARD PURCHASE FACILITY

17. The FPF is a special account established in June 2008 with a pilot allocation of
US$60 million from the WCFF. From then until July 2010, WFP utilized the funds to
purchase 440,000 mt of cereals and pulses valued at US$128 million. On the basis of the
successful pilot, in 2010 the Board approved use of up to US$150 million for allocation to
the FPF.

wfp.org
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18. In view of increasing demand reflecting the value of the new approach, in June 2012 the
Board approved a further increase of the FPF allocation from the WCFF from
US$150 million to US$300 million.

19. The main objective of the FPF is to improve efficiency and effectiveness in responding
to beneficiary needs by:

» accelerating and improving food deliveries to beneficiaries;
» enabling WFP to exploit favourable market conditions; and

» reducing response times in emergencies.

Highlights in 2012

20. WFP’s forward-purchase mechanisms enabled it to buy 800,000 mt of food in 2012 of
which 600,000 mt had been procured by projects in 20 country offices. Lead times were
reduced by an average of two-and-a-half months, a 70 percent improvement. The approach
had a significant impact on WFP’s responses in the Sahel, such as the timely supply of
nutritious products and on the pre-positioning of food in South Sudan ahead of the rains.

21. The East Africa forward-purchase supply line delivered 420,000 mt of food to country
offices under the Regional Bureau for East and Central Africa (OMN), two thirds of the
food purchased for the Region. Operations benefited from a supply anticipation of 77 days
on the 108 days for normal purchases. This was achieved through:

1) progressive scaling-up of the capital assigned to supply lines, made possible through
the Board’s approval of the US$300 million ceiling; and

i1) the larger amounts of food in the FPF supply line purchased and delivered on time to
meet country office demands.

22.  The West Africa forward-purchase supply line delivered 160,000 mt of food — two thirds
of the regional total — to country offices under the Regional Bureau for West Africa
(OMD). Operations benefited from a supply anticipation of 68 days on the 104 days of the
conventional process. This achievement was a result of:

1) atimely decision to open the new supply line;
i1) effective supply-chain management to meet increased requirements in the Sahel; and
ii1) effective management of inventories by the regional bureaux and country offices.

23.  The North Africa and Middle East supply line was established in December 2012 with
40,000 mt of food purchased under the FPF to ensure its timely availability for the
Syrian Arab Republic emergency response. Operational modalities such as forward
contracts and buffer stocks have been explored with a view to making supplies available at
very short notice.

24.  Across WFP, while food inventory at forward positioning locations resulted in further
increased efficiencies, consignment storage was kept at a minimum level of less than
ten days beyond the regular free storage conditions.

25.  Four regional bureaux are supported by a resource-management analyst focusing on FPF
use and pipeline management, funded by donor contributions that end in mid-2013.

wfp.org
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Challenges

= Donor visibility

26.  When food for WFP operations is purchased through traditional means, donor visibility
requests can usually be accommodated, for example by ordering in bags marked with a
donor name or logo. To save time and money, an alternative is partial consignment
marking using up to 20,000 new donor bags per 10,000 mt of food.

27. These visibility options are more difficult to apply to FPF consignments, which are
ordered ahead of donations and dispatched quickly from central locations once funding is
available for projects. Where marking is to be undertaken, a faster and less expensive
option is to place donor tags on bags or stickers on boxes, with a maximum of 20,000 tags
or stickers per 10,000 mt.

28.  With FPF consignments accounting for an increasing proportion of total WFP purchases,
more efficient options for donor visibility are being sought. Proposed options include:
placing banners with donor logos at distribution sites; including photographs of
donor-marked bags in WFP publications; issuing press releases; and undertaking public
relations campaigns. WFP will always opt for the approach that provides the highest value
for donor contributions and ensures timely delivery to beneficiaries.

TABLE 3: DONOR VISIBILITY OPTIONS
Visibility option Cost Impact on tlm_ellness of food Action involved
delivery

1. Complete repackaging High Likely to be significant From WFP bags to donor bags;
up to 20,000 bags per
10,000 mt

2. Partial repackaging Medium Potentially significant From standard bags to donor
bags; up to 20,000 bags per
10,000 mt

3. Tags/stickers Medium Limited Up to 20,000 bags per
10,000 mt

4. Combination Low Minimal Tags/stickers combined with
alternative visibility options

5. Alternate visibility Low None Banners, press releases,
ad campaigns, etc.

= Business process and systems revisions

29. The FPF has changed the way in which WFP manages food transfers with cross-cutting
effects on its operational and financial processes that require changes in its information
systems. The information technology solution designed to integrate business process
changes will be implemented in 2013; staff will be trained accordingly and the
change-management implications will be reviewed.

wfp.org
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ACRONYMS USED IN THE DOCUMENT

EMOP
EP
FPF
IR
IRA
ISC
OPEC
PRRO
SO
WCFF

F-EBA2013-11827E-FC149-INF-4-11892E .pdf

emergency operation

emergency preparedness

Forward Purchase Facility

immediate response

Immediate Response Account

indirect support costs

Organization of Petroleum Exporting Countries
protracted relief and recovery operation

special operation

Working Capital Financing Facility
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