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Project Title: CleanTech Fund
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	Financing Plan (US$)

	GEF Project/Component

	Project
	$ 995,000

	PDF A*
	$ 0

	Sub-total GEF
	$ 995,000

	Co-Financing**
	

	GEF Agency--  IDB
	$11,000,000

	Government (Banobras)
	$1,500,000

	Bilateral (FMO)
	$3,700,000

	Multilateral (CAF)
	$1,000,000

	Others
	$44,000,000

	Sub-Total Co-financing:
	$61,200,000

	Total Project Financing:
	$62,195,000

	Financing for Associated Activity If Any:  $0


* Indicate approval date of PDFA N/A

** Details provided in the Financing Section
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	 This proposal has been prepared in accordance with GEF policies and procedures and meets the standards of the GEF Project Review Criteria for a Medium-sized Project.
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	Janine Ferretti

IDB IA/ExA Executive Coordinator
	Project Contact Person: Michael Toman, IDB 

	Date: October 14, 2005
	Tel. and email: +1 202 623 3985;

michaelt@iadb.org


Contribution to Key Indicators of the Business Plan: The project directly contributes to the GEF business plan indicators, as it will result in the reduction of as much as three million tons of GHG emissions by reducing the barriers to renewable energy project finance in Latin America. This directly relates to the second strategic priority (CC2) of the GEF climate Change Focal Area and will increase access to RE project financing by US$60 million that is 7% of the GEF-3 goal of US$700 million. Demonstrating that grid connected renewable energy projects can be financed on commercial terms will open the doors to increased commercial financing of this class of projects further expediting market acceptance of renewable energy technologies and their positive impacts on GHG emissions reductions.

Record of  endorsement on behalf of the Government:

	Mr. Eduardo Reyes, Deputy Administrator, ANAM, Panama

Mr. Carlos Eduardo Lampert Costa, General Coordinator for Public Sector Projects, Secretariat for International Affairs, Ministry of Planning, Budget and Management, Brazil
	Date: April 29, 2005

Date: August 2, 2005

	Mr. José Santos Mendoza, General Secretary, MARENA, Nicaragua

Ms. Claudia Grayeb Bayata, Finance and Public Debt Secretariat, Mexico

In the process of obtaining additional letters.
	Date: August 18, 2005

Date: September 20, 2005
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BANOBRAS
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Econergy International Corporation
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Fund Management Company

FMO
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OP
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RE
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SME
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UNFCCC
United Nations Framework Convention on Climate Change

PART I:   Project Concept

A – Summary

The IDB CleanTech Fund has been created to address the current lack of commercially viable financial resources available to the Renewable Energy (RE) project developers and sponsors in Latin America and the Caribbean. The Fund is designed to reduce the barriers to successful financial structuring and investment in these projects thereby catalyzing the market for projects that deliver important climate change benefits. The project design mobilizes over US$20 million in capital commitments from the fund’s limited partners, which are national, bi-, and multilateral development banks as well as private equity participants.  It is anticipated that this funding in turn will leverage investments of up to US$60 million in RE projects in the region. The GEF component proposed here will help overcome the barriers to successful project implementation, especially for smaller enterprises, by supporting pre-investment activities such as feasibility study preparation, business plan design, expert, technical and financial mentoring, and development of carbon baseline activities. These incremental activities will be supported by the GEF grant as well as grant funds provided by the Multilateral Investment Fund (MIF) of the Inter-American Development Bank – IDB (as Implementing Agency).

The countries of Latin America and the Caribbean are facing the daunting task of providing electricity to their rapidly growing industrial, commercial and rural sectors. The lowest first cost alternative is typically fossil fuel based power sources; however, renewable energy power sources are quickly becoming cost competitive with traditional power sources provided that the higher capital costs can be properly financed to allow the inherent advantage of low operating costs to drive the project lifecycle economics. Since financing RE projects is a new endeavor for both local and regional financial institutions as well as project sponsors, the Fund Management Company (FMC) will bring its expertise as well as the equity capital of the Fund to this market to directly support RE project investments. The project outcomes are, first, the direct investment in RE projects that will have associated GHG emission reductions of over 3 million tons by 2014.  Beyond these direct outcomes, the project will establish a successful and replicable model for similar efforts to reduce financial barriers for cost-effective small-scale RE investment elsewhere in the world.  

B - Country ownership

B.1 Country Eligibility

See Annex I for a list of countries eligible for MIF support and the associated date of signing the United Nations Framework Convention on Climate Change (UNFCCC).  

B.2 Country Drivenness 

Latin America and the Caribbean (LAC) region has been experiencing three related trends that are converging in a way that level the playing field for renewable energy as a mechanism to provide global environmental benefits. These trends are: 1) promotion of renewable energy as a strategy for generating economic savings, environmental benefits and resource diversification; 2) privatization of the electric sector; and 3) an increased awareness of the need for environmental protection.  

However, the most important driver for renewable energy in LAC is demand growth and the increasing interest in growing its installed energy capacity in a more sustainable fashion.  This is the critical driver for the LAC countries.  There is increasing evidence of the momentum towards adding clean energy generation throughout LAC by more extensively promoting renewable energy. 

LAC provides a rich opportunity for the development of clean energy, and most countries are abundant in natural resources from which clean energy can be developed.  Electricity is, at a core level, a necessity for economic output growth and it is a highly valued item for promoting poverty reduction and social development.  The scope for providing this important commodity rises in turn as increased disposable income is placed in the hands of households, with consumption of energy largely outpacing economic growth in the good times and not contracting nearly as much during difficult economic regimes. 

Utility planners in Latin American and the Caribbean countries are looking at alternatives to traditional fossil fueled power generation for several reasons.  These include, among others, opportunities for non-traditional resources to meet existing and growing demand and thereby contribute to sustainable economic development; exposure to international fuel market volatility and a desire by energy regulators and public utilities to provide more diversified portfolio of utility resources; and greater societal engagement in energy decision-making processes.  

In many LAC countries, utility regulations are beginning to level the playing field for clean energy (or emissions neutral) generation. Regulations that favor “self-generation” or lower wheeling charges for distributed generation using renewable fuel sources will in many cases tip the balance from investment in conventional power towards investments in cleaner technologies.  Mexico is attempting to push through a renewable energy policy in a fast track mode by first quarter 2005, in the absence of larger energy market reforms being forthcoming.  Clean energy technologies that are not subject to fuel price spikes are also naturally being favored. 

Traditionally, Brazil has enjoyed cheap electricity due to its substantial hydroelectric resources.  With the privatization of many of the state-owned electricity companies, and reduction of some of the more obvious distortions in electricity markets, the expectation is for increased investment to occur.  This should alleviate some of the problems of inadequate supplies experienced in many parts of the country.  The short-term impact on electricity pricing, however, is not clear, but in the longer term prices might be expected to move slightly higher, reflecting the cost of adding new capacity (most thermal generation).

C – Program and Policy Conformity

C.1 Program Designation and Conformity

The IDB CleanTech Fund project objectives of reducing the financing barriers to renewable energy deployment are consistent with the OP 6: Promoting the Adoption of Renewable Energy by Removing Barriers and Reducing Implementation Costs and the strategic priorities of the Climate Change focal area. In the past, the GEF has tried and tested a range of project approaches and interventions, guided by the GEF Operational strategies.  Most of the climate change focal area projects aim to catalyze sustainable markets and enable the private sector to finance and diffuse technologies.  They emphasize replicability, country needs and fit with a country’s sustainable development policy, and provide a high leverage of GEF resources. The identification of strategic priorities for the Climate Change focal area follows the agreed principle of building on existing foundations by selectively facilitating the replication of proven approaches, and by creating, opening and transforming markets for new technologies and demonstrated approaches. 

The CleanTech project and the GEF component proposed here, by design, fall under strategic priority CC2 (Increased access to local sources of financing). A large number of existing projects under OP 6 identify financial barriers as major market impediments and aim to remove these barriers by various means. Experience from the GEF portfolio suggests that in a large number of countries, the local financial market has sufficient size, capacity and liquidity to provide capital for investment in commercial renewable energy technologies, but to date has been reluctant to engage meaningfully in financing activities.    

However, consumers and investors have limited experience working with local financial institutions due to perceptions of risk by lenders, high transaction costs, and limited institutional infrastructure, or lack of awareness regarding technologies, their technical and financial performance, and deal structuring expertise. Revolving funds and local business finance have been successfully demonstrated in completed GEF projects.  With the focus on local financial markets and access to commercial financing and institutions, such projects have a higher likelihood of sustainability and replication. Beneficiaries are usually small and medium enterprises and local authorities (municipalities). GEF support to financial intermediaries has been focused on capacity building, start-up cost, outreach and marketing cost and other technical assistance. With the additionality provided to the project by the GEF component, the IDB CleanTech Fund will build on these successes and demonstrate how a private equity fund can be used to leverage GEF experience and support and to demonstrate how renewable energy projects can be financed on commercial terms.

The renewable energy projects financed by the CleanTech Fund are consistent with and supportive of internationally agreed programs of action for sustainable development and the reduction of the use of fossil fuel power development. The renewable energy technologies to be employed (i.e. wind, solar, biomass, micro-hydro) are environmentally sound, will be appropriate for local conditions, are sustainable, cost effective and can lead to wider application. In addition, the project greatly leverages other funds from governmental, bilateral and private sources. All of these aspects follow the guidance of the Conference of the Parties (CoP) for support of the GEF initiatives. As indicated below, the project is expected to remove barriers to the use of RE technologies and reduce additional implementation costs for RE technologies that result from lack of practical experience and from the dispersed nature of application so that “win-win” transactions an project financings can increase the deployment of RE technologies. By taking a regional approach to the project, the CleanTech fund can expose a number of countries to the benefits of this financing mechanism thereby encouraging a wider acceptance of this approach and further encouraging replicability throughout LAC and other parts of the world.

C.2 Project Rationale and Design

Project Strategy

The GEF component of the project and the CleanTech Fund (the Fund) will respond to the challenge of the Convention on Climate Change (the Convention) to engage the private sector in financing climate change-friendly techniques and technologies.  The Convention encouraged the increased use of improved and innovative environmentally sound technologies to minimize the impact on the global environment.  Moreover, the Convention considered the need for the transfer of advanced technologies to emerging markets.  The Fund will demonstrate a financing method for investing in the sustainable use of natural resources, while generating global environmental benefits. 

Specific Project Objectives and Benefits

The objective of the IDB CleanTech Fund, which the proposed GEF component will complement, is to make equity or quasi-equity investments in small- to medium-size enterprises (SMEs) that implement renewable energy power production projects that reduce the use of fossil fuel use in the Latin American and Caribbean region (“region”). 

The use of the GEF grant facility will be focused on supporting primarily grid connected renewable energy power projects typically supplied directly to the retail customer through energy service agreements. The Fund will catalyze and encourage the development and financing of renewable energy projects by bringing together investment management expertise, advanced sector know-how, and both local and foreign investment capital and make these resources available to those SMEs that use natural resources in a sustainable manner.  The investors in the Fund, known as limited partners, are unlikely to invest directly in projects of this size because of the high associated transaction costs.  The success of the project will have an important demonstration effect with respect to the economic viability of such projects and is expected to be a catalyst for further investment in small and medium scale renewable energy projects.

The rationales for the Fund and the GEF component of the project include the following:

· Business opportunity - There are renewable energy business opportunities in Latin America, especially among small- and medium-size enterprises  interested in developing energy projects using local fuels and resources to generate supply in both on and off-grid conditions.

· Need for capital/leverage - These ventures are seeking capital, but are confronted by an inadequate supply of risk capital as well as traditional institutional financing. Local bank financing is scarce and often at prohibitively high rates, bilateral agencies and foundations focus on NGOs, and project development costs and transaction risks are high.  

· Investors - Public and private sector investors are investing in the Fund.

· Timing - There are several reasons for creating the Fund now including: (i) the market transformations are occurring in the region for renewable energy and the Fund will invest in enterprises that will lead in these markets; and (ii) natural resource depletion is occurring at unprecedented rates, inflicting serious harm on both the local and global environment, and private capital is urgently needed to sustainably use these precious resources and minimize the impact on the environment.

Project Design

The Fund is an equity investment fund dedicated to financing  SMEs that sustainably use natural resources in the region by implementing renewable energy projects (wind, biomass and biogas, small hydro, waste-to-energy, ).  The Fund celebrated its first closing (i.e. became operational) on October 22, 2004, with a total capitalization of US$20,200,000. 

The Fund is expected to attract additional investors to increase its total capitalization after a second closing, which is expected by the fourth quarter 2005.  At this time, commitments from investors in the second closing are still uncertain, but the Fund Manager has received an indication from one additional investor that they will commit to an investment of US$5 million, subject to final approval by their board. 

In addition, the Fund is expected to have access to debt financing through its limited partners that are all regional, bilateral or national development banks with the exception of the strategic investor, Econergy International Corporation (EIC).  Given that the Fund is expected to invest alongside additional investors into the investee companies, the Fund is expected, through the first closing, to mobilize financing for a minimum total of US$50 million, and possibly up to US$70 million, when including the equity contribution of additional investors, debt financing and other types of financing.  This financing is being arranged on a project-by-project basis and several of the existing investors are currently expressing interest in providing additional debt and equity to the projects.   Furthermore, if the Fund’s total capitalization increases with the second close, then it is reasonable to project that the total amount of co-financing could increase using the same debt-to-equity ratio.
Fund Structure

As is common with equity investment funds, the Fund will have an investment period of 5 years and a total maturity of 10 years, making approximately 10-20 investments.  The Fund is structured as a Limited Partnership and will be managed by CleanTech General Partner LLC (“General Partner”), which is a wholly owned subsidiary of Econergy International Corporation (Econergy), i.e. Fund Manager.  The General Partner/Fund Manager will have primary responsibility for the day-to-day management of the Fund pursuant to the limited partnership agreement, which includes identifying and evaluating potential investments for the Fund pursuant to the investment guidelines described below.  The Fund will have an Advisory Committee, which will carry out the functions of a Board of Directors, designated by the principal shareholders.  The Advisory Committee shall initially include one member appointed by the General Partner, one member appointed by MIF/IDB, one member appointed by FMO, one member appointed by Banco Nacional de Obras y Servicios Público, S.N.C., acting as trustee in the fideicomiso N° 1902, Fondo de Inversion en Infraestructura (“Banobras/Finfra”), and one other member nominated by the General Partner and approved by the existing Advisory Committee members.  A diagram of the fund structure is provided in Annex IV.

Investment Guidelines

The Fund will follow investment guidelines and procedures (the “Investment Guidelines”) as outlined in Limited Partnership Agreement and attached Exhibits. As a brief summary:

The Fund may invest up to 45% of the aggregate Capital Commitments (as defined below) in each of Brazil or Mexico, given their respective market size.  For each country other than Brazil and Mexico, the Fund may invest no more than 30% of the aggregate Capital Commitments. The Fund may invest up to 30% of the aggregate Capital Commitments in a single target technology or sector (e.g., small hydro, wind energy, biomass cogeneration, waste-to-energy, methane recovery for energy production, and geothermal power). Maximum investment in any single company (i.e., the original investment plus any follow-on investments) will not exceed 15% of the aggregate Capital Commitments. The Fund may set up intermediate investments through which it will invest in one or more projects, such as to minimize taxes or for other regulatory considerations.

The Fund’s investments are expected to be within the SME guidelines of the MIF, meaning that the enterprise should have less than 100 employees and less than US$ 5 million in annual sales.  The minimum investment guideline is US$500,000 and the maximum single investment is 15% of the aggregate capital commitments of the Fund.  

Investments

The Fund will focus primarily on investments in renewable energy projects sponsored by a small to medium sized enterprise- defined by the Fund as energy produced from non-fossil fuel, non-nuclear sources and hydroelectric resources with run-of-river schemes has re-emerged as an important energy source based on the volatility and uncertainty in traditional energy markets as well as a growing worldwide concern for climate change and the need to reduce greenhouse gas emissions.  As energy markets are being re-structured in LAC, governments are increasing funding for renewable energy, not only to provide environmental benefits, but also to increase energy security by lowering reliance on imported fossil fuel.  Renewable energy applications considered by the Fund will be mainly electricity generation projects, both grid-connected and independent of the grid. 

Technology applications will include thermal applications, such as biomass for heat or steam.  Renewable technologies considered for investment will include small (5-30 MW), mini (1-5 MW) or micro (<1 MW) hydro projects, wind energy for electricity or irrigation, biomass for heat or electricity, solar thermal or photovoltaic, geothermal projects, and other related projects, such as landfill gas recovery and energy generation projects. Most of the countries in the region have significant renewable energy resources and the Fund will aim to achieve its financial, social and environmental objectives through profitable investment opportunities. A list of potential projects under consideration by the Fund is provided in Annex VI.

Barriers and Risks
There are many barriers to the successful implementation of renewable energy projects in the region. While renewable energy technologies have been proven in isolated pilot projects or on a somewhat larger scale in other parts of the world, in particular as a response to regulatory or financial incentives in developed countries, their adoption and acceptance in the LAC region has been slow. Grid based renewable energy projects are inherently capital intensive and though their operating costs are low relative to fossil fuel based power generation, their higher first costs can represent a significant financing challenge, demanding significant equity contributions and often subordinate debt to attract more affordable conventional financing, providing sufficient leveraged returns to the equity holder.  Therefore, a large hurdle to widespread implementation has been the availability of project financing on commercial terms equivalent to traditional power project financing. There are several reasons for this including:

· There is little or no previous experience on the part of local commercial banks in renewable energy projects. These types of investments are new to them and they are not willing to take the risk in a new technology or approach. When they are inclined to provide some financing it is under terms that reflect a very high risk transaction resulting in onerous and unattractive rates and conditions;

· Within the private sector there is a continued lack of capacity in terms of preparing a business plan to present a renewable energy project to a financial institution. Furthermore there are no guidelines from the entrepreneur- nor from the bank-side to analyze these kind of investments;

· Institutional experience with renewable energy project regulation within the electricity sector is limited resulting in difficulties and increased costs of permitting and interconnection agreements;

· There is a lack of demonstration and/or pilot level projects in the region to point to resulting in a lack of awareness by the established investment, regulatory, and technical community that will be called upon to evaluate and approve the project;

· There is a lack of technical experience in the region resulting in the need to bring in international experts to help review and optimize project plans and designs to ensure reliable long term performance;

· Because of the nature of renewable energy resources, which may be subject to environmental factors such as weather, there is a requirement for sophisticated risk- mitigation instruments such as insurance and hedging products. This requires expert advice in these types of instruments;

· The transaction costs for these types of projects are inherently larger due to the smaller size of the projects as well as the technical complexity;

Additional Risks

· Investments made by the CleanTech Fund will be subject to political and currency risk because a majority of the debt financings for new projects will be denominated in US dollars while most of the project revenue will be denominated in local currencies.

· Some of the technologies employed may be new to market and could require additional expert technical due diligence or specific performance insurance products.

Environmental and Social Impacts and Proposed Actions

This Facility is anticipated to focus on providing financing that will result in environmental benefits, through the use of cleaner technologies, which in and of themselves should result in beneficial or at least negligible adverse environmental impact.  Moreover, SMEs assisted by the facility will increase the energy supply with renewable technologies or assist other companies to improve their use of materials and energy efficiency.  

This GEF grant facility indicated in this proposal is intended to provide assistance in developing initial possible investment ideas further including assistance with business plan development, additional assistance in assessing a potential deal or assistance with structuring the deal.  It is not intended to make investments in companies.  Among the uses of this grant assistance is help with undertaking environmental impact assessments of potential investments, especially any greenfield deals, as a means to identify any additional risks associated with the possible investment. Such additional environmental assessment would be especially important in the case of any potential deals that appear to have adverse environmental impacts such as small-scale hydro that may affect river tributaries, even in the case of run of river facilities.  Any deals supported by this grant facility that are deemed to be located in an environmentally sensitive area will also include an assessment of the environmental and social impact.

The Fund will invest according to the Environmental Policies and Guidelines established by MIF and the Environmental and Social Policies established by Nederlandse Financierings-Maatschappij voor Ontwikkelingslanden N.V. (“FMO”).  (See Annex VIII for further details regarding these environmental and social safeguard policies.)  The Manager will use this criteria in the due diligence process to help identify and eliminate potentially harmful deals from consideration.  All deals must meet social eligibility criteria such as compliance with fair labor standards, worker health and safety provisions, and equitable access to employment.  The Environmental and Social guidelines for the Fund can only be modified with the written consent of the MIF.  As part of fulfilling the requirements of the MIF’s Environmental and Social Guidelines, the Fund Manager will participate in a MIF/IDB-approved training course on environmental and social review for financial intermediaries, and elaborate a manual for the Fund, for the use of investment officers of the Fund to be acquainted with when performing the due diligence in potential investee companies.  In addition, MIF recently commissioned the development of a specific manual for social and environmental monitoring and due diligence for financial intermediaries that will be used by the Fund Manager.  

In order to comply with the MIF’s Environmental and Social guidelines, the Fund Manager must prepare an environmental and social management system for the Fund that provides a clear and explicit description of the environmental and social screening process that the Fund will undertake for each and every potential deal.  A key of this environmental and social management system will be the use of the manual referenced in the previous paragraph that includes key questions and criteria regarding environmental and social parameters to be considered for each deal.  The results of this screening process will be included as part of the Investment Memorandum for each deal presented to the Investment Committee.  The MIF/IDB will maintain a presence on this Committee to, in part, ensure that the Fund Manager has taken into consideration issues that may pose a risk to the investment or a potential reputational risk for the MIF/IDB.

With MIF grant resources, which are separate from this proposal to the GEF, an environmental and social monitoring system to track the impact of the Fund among the different investments will be developed.  This monitoring system will facilitate the reporting of the Fund’s activities, particularly environmental and social impacts (i.e. triple bottom line reporting).

Expected GEF Project Outcomes

The expected outcome of the GEF component is to help prepare potential portfolio companies and projects for investment by the Fund. These projects will introduce least-cost, win-win, cleaner, less polluting technologies for power generation on a financially sustainable basis to the market.  Many entrepreneurs in the region need assistance simply to prepare business concepts and write business plans for ideas that may develop into solid investment opportunities in clean technology businesses or assistance with undertaking further environmental or social impact studies.  GEF resources can be used to help these companies develop their concepts more fully, at which time they will be able to seek possible investment by the fund.   GEF resources will play an especially critical role in allowing smaller enterprises to access capital, as these companies are typically unable to attract financing simply because of their size. 

The expected results of the successful implementation of the proposed initiative will facilitate reduced consumption of traditional energy (heat and electricity) in the industrial, commercial and utility sectors in the region. More specifically:

· Increased access to viable and economically sustainable project financing will be created enabling project sponsors and developers access to equity and debt financing on commercial terms;

· New sources of debt financing will be developed, raising the awareness of the traditional financial community of the viability of renewable energy projects;

· As many as ten to twenty renewable energy projects will be financed and constructed providing much needed first-mover positioning in the marketplace and demonstrating technical, financial and regulatory viability;

· The resulting projects will build capacity in the technical and construction trade areas of renewable energy implementation resulting in increased skill levels and reduced project risks in future projects

· The projects financed by the Fund will directly result in GHG emissions reductions of at least 3 million tons of CO2 equivalent by 2014.

Activities to Remove Barriers and Achieve Outcomes

The activities of the CleanTech project can be broken down into two phases, Project Development Support and Project Investment. The GEF and related MIF grant funding will be used exclusively for project development support activities relating to reducing the barriers identified above, while the Fund addresses actual project investment. These activities and the following investment activities are as follows:

Project Development Support

1. Project Feasibility Study Support – These activities will include the support of project feasibility studies aimed to justify a RE project investment. Many of the SME project sponsors have limited resources for the preparation of investment grade feasibility studies. It is common for these developers to provide only pre-feasibility study level of analysis or feasibility studies that are lacking important aspects that are required to pass financial due-diligence. This can be in the area of RE resource assessment, sophisticated utility market analyses and sensitivity, environmental impact assessments or complex technology risk assessment and engineering analysis. Grants will be provided by the FMC to third party engineering, economic, environmental and technology assessment firms to enhance the project sponsors feasibility studies. With GEF funds, the FMC will itself perform some of these analyses on projects where its experience can best be utilized and where it can integrate several complementary studies into one investment grade report to support an investment request to the Fund. A portion of the funding will support travel costs for the experts selected for feasibility study preparation as well as for the FMC to oversee the feasibility study activities and ensure a final study that is consistent with the Fund standards.  The average grant for this purpose is expected to be between US$20,000 and US$100,000, but shall in no case exceed US$100,000.

2. Business Plan Support – These activities will be directed toward to enhancing the SME business plan design, justification, and presentation. One of the primary barriers facing small technology project sponsors and developers is the lack of the financial sophistication required to adequately make a business case for the project to financial institutions and intermediaries. This activity will support the business plan preparation process of the SMEs by providing both third party and FMC expertise in the preparation of business plans that meet the standards for investment by the Fund. Consultants will be selected that can provide both local issue perspective as well as the sophistication required to meet the investment criteria of the commercial international finance community. Travel support for the consultants and FMC is included in this funding.  The average grant for this purpose is expected to be approximately US$15,000 and US$40,000, but shall in no case exceed US$60,000.

3. Expert Due-diligence support –This activity will support the retention of RE and power sector experts to review feasibility studies and business plans and provide independent third party review of the risks associated with the projects, including any environmental or social impact related risks. This is particularly relevant to the review and certification of RE resource assessments. These activities will be performed solely by third party subcontract experts and not by the FMC. These experts will be sourced from local resources as much as possible.  The average grant for this purpose is expected to be approximately US$50,000, but shall in no case exceed US$75,000.

4. Financial Structuring Support – The successful financing of RE projects typically requires unique financial structures that can adequately proportion the project risks and returns in a manner that is compatible with the respective financing entity risk/return profiles. This may involve the development of certain risk mitigation strategies such as insurance products and hedging instruments. Attracting local financial institution support is also a goal of the Fund that will require specific project financial support sourcing dispersed throughout the region. This activity will support the FMC and consultants in their activities to identify these barriers and structure and possibly create innovative solutions to these particular financial structuring hurdles.  The average grant for this purpose is expected to be approximately US$50,000, but shall in no case exceed US$75,000.

Project Investing

5. Project Investment – As a result of the Project Development Support and other marketing activities undertaken by the FMC the CleanTech fund will make some 10 investments in RE projects representing an investment of US$60 million in total financed project costs. None of the GEF funds will be used for this activity.
6. Monitoring and Evaluation – The FMC will provide quarterly reporting on the activities of the project, the use of the GEF and MIF grant support to monitor and describe the global environmental benefits. Key indicators of GEF support will be the number of feasibility studies, business plans prepared as well as the number of projects that are supported for consideration by the Fund. A reporting of the level of investment by the Fund as well as the associated GHG emission reductions projected through 2014 will be provided in a manner consistent with the GEF and MIF reporting guidelines.

A project Logical Framework Matrix can be found in Annex II

GEF Grant Facility Structure

The GEF Grant Facility would be a separate, though an intimately linked part of this CleanTech Fund (see Annex IV).  The Fund Manager would utilize GEF grant resources as stipulated in the sections below and would be specifically related to Project Development Support.  These grant resources would not be commingled with the capital of the investors, but rather utilized to help some of the inherently high transaction costs associated with renewable energy financing in small-scale projects.  

The Grant Facility would be governed by a separate agreement between the GEF, IDB and the Fund Manager.  The IDB would be responsible for administering the grant resources on behalf of the GEF and supervising the use of the resources by the Fund Manager.  The Fund Manager, in turn, must select and contract consulting services in accordance with IDB policies and procedures.  The IDB will supervise the contracting procedures of the Fund Manager.

Incremental Costs (Baseline vs. Incremental)

In evaluating the incremental costs associated with providing the global environmental benefits resulting from renewable energy power generation it is important to recognize the overwhelming position conventional fossil fuel and large hydro power generation facilities have in the total power sector of the region. Throughout the region, these conventional power sources have up to 90% of the market share, and this is not expected to change considerably over the next 10 years without intervention in the marketplace. Due to the barriers previously discussed the financing of renewable energy projects faces significant hurdles that the CleanTech Fund is designed to overcome.

The baseline for this project is, therefore, the continued status quo investment primarily in conventional power generation resources by governmental, quasi-governmental, and private entities to meet the projected annual increase of on average of 5% in the demand for power supply in the region, but it should be noted that the Business as Usual (BAU) scenario also includes investment in hydropower.  An increasingly large portion of the capital required to meet this demand will come from private equity sources though public-private partnerships and projects developed by private developers. Without options such as the CleanTech Fund, renewable energy projects will continue to struggle to attract financing in a timely manner to make a measurable impact on this increasing demand

The GEF component will provide necessary resources for pre-investment costs, which are often the primary barriers to equity investment due to the high relative transaction costs previously discussed. The incremental costs for this project therefore consist of the portion of the CleanTech Fund’s project preparation/development, technical assistance, stakeholder consultation, and evaluation costs required to meet the RE investment objectives of the Fund that are over and above those of a normal or typical commercial investment fund investing in conventional power sources. The GEF intervention will allow the Fund to shift investment in the traditional power sector to environmentally beneficial RE projects.

The incremental cost matrix provided in Annex III outlines the incremental case where the GEF and MIF and third parties cost share the estimated $2.4 million incremental costs. The GEF portion is requested at US$995,000 providing a 1.4:1 leverage on the GEF intervention funding. By supporting these pre-investment costs, the GEF will participate in the cultivation of new funding sources for RE projects, directly from the Fund as well as the related debt and equity financing sources the FMC will help channel for RE project financing as a viable commercial endeavor. This will have long lasting financing capacity building consequences in the region and industry that will produce significant long lasting positive impacts on the global environment through reduced GHG emissions reductions.

The actual leverage on the GEF contribution is many times more than the simple incremental costs leverage. Without the GEF intervention the CleanTech Fund would have difficulty reaching the investment goals over the investment period of the fund (5 years). By supporting the incremental costs relating to overcoming the pre-investment barriers the GEF will support the deployment of over $50 million in capital directed to RE projects in the Region. This is a leverage of over 50:1 on the GEF support. In addition, this level of supported investment activity will directly result in over 3 million tons of GHG emissions reductions
. As previously discussed this effort will provide much needed RE project related experience by local and national government, institutional (utility), and project sponsor and developer participants.
C.3 Sustainability (including financial sustainability)

Through its pre-investment activities that are directed toward removing barriers to investment, the FMC will work closely with investee companies to help them with business plan development and training in structuring project investments. These capacity building activities will have the effect of building this competence within the SME organization so that they are better able to perform these activities within the company. In a similar manner, the FMC will work with third party investment sources to educate them on RE project finance and the mechanisms to share and reduce the risk of the projects thereby opening the respecting financing source to considering additional RE project financings in the future. By supporting successful SME companies and their activities in RE project finance, the CleanTech Fund will be supporting the creation of a financially sustainable delivery mechanism for RE projects in the region. Although the Fund is finite in terms of time, it is expected that sustainability will be achieved through the growth and continued flourishing of the investee companies in the Fund’s portfolio.  Moreover, as the investee companies increase in size, increased opportunities exist for additional access to financing to allow for even further expansion of their RE projects programs.

C.4 Replicability

The project does not plan on holding public training workshops or information exchanges but will work directly with a wide range of SMEs and project sponsors to train them on proper project financial design, presentation and structuring. The availability of the service of the CleanTech Fund will be advertised through regional publications and at energy related conferences and workshops. In addition, working directly with the many financial institutions that will be providing debt and equity financing for the Fund projects will help provide much need capacity building and training within these organizations that will allow them to more easily evaluate RE projects for financing and may induce them to build additional capacity for RE finance as the market develops.

C.5 Stakeholder Involvement

The following stakeholders are expected to be involved in the project:

· The Fund’s limited partners – MIF, FMO, CAF, BANOBRAS and Econergy;

· GEF-eligible governments:  primarily Brazil, Mexico, Peru, Panama, and others; and

· Local, private sector entrepreneurs in the renewable energy industry.

The project development activities are being conducted primarily with the involvement of the limited partners who have had input in designing the fund and its investment parameters. These parameters consider the market for RE technologies in the region and the likelihood for success of this investment approach. Private sector entrepreneurs also have been consulted in extensive pre-marketing activities to ensure the design of the fund was responsive to the needs of the industry. Since some of the eventual off-takers of the power from the RE projects are municipalities and institutions (utilities), their input also has been considered in designing the program.
C.6 Monitoring and Evaluation

The Fund Manager will be the project manager and Executing Agency for the GEF component, with oversight from the IDB as Implementing Agency. The Fund Manager will provide quarterly reporting of the activities of the CleanTech Fund and specifically the use of the GEF funds. Reporting of the outputs and outcomes will include a report on the number of feasibility studies and business plans and carbon baseline reports that are supported by the GEF grant resources and the resulting projects that reach the investment committee of the Fund (see Section on “Expected GEF Project Outcomes”). The eventual projects that receive funding will be reported as will the level of GHG emissions that result from the projects. 

As part of the establishing of baseline information for evaluating project outcomes, the Fund Manager will provide near the inception time of the project summary information on the energy sector conditions in the initial target countries for investment that will allow evaluation of how the activities of the GEF component overcame barriers (i.e., that the projects were alternative or additional to the non-GEF alternative).  This information will be updated at the Midterm Project Review and as needed during the course of the project.  The terminal project evaluation will include a compilation of lessons learned and good practices that can be disseminated and applied to replication of the project in order to promote further reduction of barriers and market transformation.
D – Financing

D.1 Financing Plan

The costs relating to the incremental activities as well as the total project investment costs are broken down by activity relating directly to the Activities to Remove Barriers and Achieve Outcomes previously provided. These fall into two specific categories Project Development Support and Project Investing activities. The GEF grant funds will only be used for Project Development Activities that are considered incremental in nature. 

The breakdown of these costs is shown in the following table D-1. These costs are broken out by contributor, namely the GEF, MIF and third party investors. The overall project budget is also shown on an annual basis over the 5 years of the GEF Grant support cycle. The GEF funds will be used to support both the activities of the FMC (in performing incremental activities) as well as third party subcontractors. The GEF funds will be matched in part by the MIF grant funds. Third party funding from project sponsors, investors or other local grant funding will match the balance of the MIF funds.

Table D-1 Project Costs
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The financial strategy of the Fund is to work with all of the investors in the Fund and maximize the opportunities for the Fund’s investors to provide additional financial resources (debt or equity) and services to the Fund’s portfolio companies in a synergistic and diversified fashion.  Certain investors have expressed an interest in providing co-investments of equity capital to round out the capital requirements of any particular deal, what we refer to as the “equity gap” required in many of the deals we are currently reviewing.  The Partnership Agreement provides for these co-investment privileges under a specific formula.  Carbon credit intermediaries such as CAF also have expressed an interest in working with the Fund to originate carbon credits for their buyers, and Econergy as the General Partner has signed formal intermediary agreements with both CAF and the World Bank to shore up the demand for this by-product revenue enhancement of the projects.  Such efforts would be undertaken in parallel to the project in order to enhance sustainability, but no project resources would be devoted to these activities.

The grant facility associated with the investment Fund would be comprised of funds from MIF of $1,000,000 to be matched with the GEF’s MSP grant funds.  The MIF’s grant will be administered under a Grant Management Agreement between the FMC (Econergy International Corporation) and the MIF.  

Once projects are developed and examined, the Fund’s investments will be made on commercial terms.  The GEF and MIF grant funds will not be part of or mingled with the Fund’s investment resources, nor will the grant funds be used to make direct investments in companies or investment projects. The GEF contribution will have the same duration as the Fund investment period (five years). Consultants will be selected using the procurement guidelines of the MIF/IDB and final approval of all consultants and FMC activities will be obtained from the IDB as the IA for the GEF. The FMC will keep a separate accounting of the uses of the GEF grant funds and will provide suitable reports to MIF/IDB to meet the GEF requirements.

D.2 Cost Effectiveness

When considering the cost and benefit of providing the global environmental benefits of GHG reductions this project is very cost effective in that for the proposed GEF intervention costing US$995,000 the projects will directly provide over 3 million tons of GHG emissions which results in a direct cost to GEF of under $0.50 per ton. This project will also leverage the use of the GEF resources by causing an investment in RE projects on the order of US$50 million.

D.3 Co-Financing

Co-Financing for the project is to be provided from a variety of sources shown in the table below. The signature page from the Fund subscription agreements can be found in Annex VII for each of the limited partners in the Fund.
	Co-financing Sources

	Name of Co-financier (source)
	Classification
	Type
	Amount (US$) (all Cash  no in-kind)
	Status*

	MIF (IDB)
	Implementing Agency
	Grant
	$1,000,000
	Committed

	MIF (IDB)
	Implementing Agency
	Equity
	$10,000,000
	Committed

	CAF
	Multilateral
	Equity
	$1,000,000
	Committed

	FMO
	Bilateral
	Equity
	$3,700,000
	Committed

	BANOBRAS
	Governmental
	Equity
	$1,500,000
	Committed

	Econergy (FMC)
	Private Sector
	Equity
	$4,000,000
	Committed

	Other
	Multilateral/Bilateral/ Governmental/ Private Sector
	Equity/Debt 
	$40,000,000
	Projected 

	Sub-Total Co-financing
	$61,200,000 
	


E – Institutional Coordination and Support

E.1 Core Commitments and Linkages

The Inter-American Development Bank (IDB) is submitting this project.  The preparation of the Fund was conducted largely by the Multilateral Investment Fund (MIF) of the IDB.  The MIF conducted a sectoral feasibility study, invited and vetted prospective fund managers, and established contacts with potential investors.  These preparatory costs of approximately US$ 65,000 were funded entirely by the MIF. 

The Multilateral Investment Fund (MIF), a special fund administered by the Inter-American Development Bank (IDB) was established in 1993 to encourage the growing role of the private sector in Latin America and the Caribbean.  In partnership with governments, business organizations, and civil society groups, the MIF provides technical assistance grants to support market reforms; build the capabilities and skills of the workforce; and broaden the economic participation of micro, small and medium-sized enterprises.  The MIF also acts as a catalyst to attract capital to the small business and microfinance sectors by investing in special equity funds in community development, venture capital, technology, and business partnerships, as well as funds that promote new directions in the environment.

In accordance with IDB procedures and criteria, the MIF selected the consortium of A2R and Econergy International Corporation (EIC) to manage the CleanTech Fund.  The selection process took place over the course of two to three months, and after receiving proposals from numerous potential fund managers.  It initially entailed sending out requests for expressions of interest to eight different potential managers that were known to possess the attributes necessary to manage this type of Fund.  A total of six of the eight entities submitted expressions of interest, along with details of their relevant experience and expertise.  The final selection process involved deciding between two different finalists.  Experiences and strengths of each of these two potential fund managers were analyzed along with in person interviews to determine the best match for this initiative.  Included in this assessment was an analysis of the proposed strategic approach that would be undertaken in managing the Fund, which differentiated the two finalists significantly.  Given the solid ability of the combination of A2R’s fund management skills and Econergy's technical expertise, which would allow the Fund to have a diversified portfolio across many sectors, it was this partnership that was ultimately selected.  A2R eventually exited the consortium in 2003, before the Fund reached financial closure. 

Econergy International Corporation has incorporated a special purpose company, CleanTech General Partner, LLC to manage the Fund, and it has also created a new advisory company, CleanTech Advisors, LLC to be the Fund’s investment advisor.  The new entity is a new Fund Management Company (“FMC” or “Fund Manager”), with its principal offices in Boulder, Colorado and Fund offices in São Paulo and Mexico.  The Fund Manager will utilize its presence in the region in order to identify, evaluate and make investment decisions in small and medium enterprises.  

E.2 Implement Consultation, Coordination and Collaboration between and among  Agencies, Executing Agencies, and  the GEF Secretariat, if appropriate.

The MIF/IDB will administer the proposed grant resources on behalf of the GEF and will supervise their use by the Fund Manager.  Proposed management agreements for the GEF resources will be agreed upon in a management contract with the Fund Manager and the IDB. 
PART II: Supplemental annexes (TO BE INCLUDED for targeted research proposals only)

Not Applicable

Part III: Response to Reviews

A - Convention Secretariat

B - Other IAs and relevant ExAs

C - STAP 

PART IV: PROJECT CATEGORY ANNEX 

	Biodiversity
	Climate Change
	International Waters
	Land Degradation

	· Conservation

· Sustainable Use

· Benefit Sharing

· PA

· Outside PA

· Both PA/Outside

· Rehab deg habit

· Control biotech risk

· Control alien species

· Indigenous knowledge

· Legislation threatened species

· In-country

· Outside

· Integration National Decision

· Minimize adverse impact 

· Protects customary uses

· Rem action degrade areas

· Gov Pvt sector Coop

· Agrobiodiversity


	· Trust funds

· Ecotourism 

· Capacity building

· Policy reform

· Legislation reform

· Private sector participation

· Indigenous peoples comp

· Income generation

· Inventory bline data

· M&E indices

· Buffer zone development

· Clearing house mechanism

· Cojoint management

· Incentive measures

· Public awareness

· Migratory species

· International conventions

· Research

· Science tech group
	Efficient equipment  

Solar              X
Biomass        X
Wind             X
Hydro           X
Geothermal   X
Fuel cells


	· Transboundary ananlysis

· Strategic Action Program Dev

· Freshwater basin

· Large marine ecosystems

· Small Islands

· Wetland habitat

· Ship-based

· Toxic contaminant

· Global program action demo

· Fisheries protection

· Global support
	

	
	
	Ozone Depletion
	
	

	
	
	Monitoring

ODS phase-out

Production
	
	

	
	
	
	
	Multiple Focal Area (OP12)

	
	
	
	
	

	
	
	
	Persistent Organic Pollutants
	

	
	
	
	
	

	
	
	
	
	Multiple Focal Area (Others)

	
	
	
	
	


	Sectoral Scope
	NGO Involvement

	Targeted Research

Mid-size  ….…………  X
Investment …………….X
Technical Assistance ….X
Training/Info/Awareness 

Technology Transfer
	NGO execution

Community Based Management ……. X
Private Sector Investment ……………X
Financial Risk Management ………….X
	Input to national strategy

Participation in consultation

Technical input

Awareness/Education input

Project implementation


Check all the appropriate “keywords” that would describe the various elements of the project proposal.

Annex I: List of MIF Eligible Countries and Associated Execution Date of UNFCCC 

	Country
	Date signed UNFCCC
	National Communications

	Argentina
	06/12/1992
	07/25/1997

	Bahamas
	06/12/1992
	11/05/2001

	Barbados
	06/12/1992
	10/30/2001

	Belize
	06/13/1992
	09/16/2002

	Bolivia
	06/10/1992
	11/16/2000

	Brazil
	06/04/1992
	10/12/2004

	Chile
	06/13/1992
	02/08/2000

	Colombia
	06/13/1992
	12/18/2001

	Costa Rica
	06/13/1992
	11/18/2000

	Dominican Republic
	06/12/1992
	06/04/2003

	Ecuador
	06/09/1992
	11/15/2000

	El Salvador
	06/13/1992
	04/10/2000

	Guatemala
	06/13/1992
	02/01/2002

	Guyana
	06/13/1992
	05/16/2002

	Haiti
	06/13/1992
	01/03/2002

	Honduras
	06/13/1992
	11/15/2000

	Jamaica
	06/12/1992
	11/21/2000

	Mexico
	06/13/1992
	Second communication 7/23/2001

	Nicaragua
	06/13/1992
	07/25/2001

	Panama
	03/18/1993
	07/20/2001

	Paraguay
	06/12/1992
	04/10/2002

	Peru
	06/12/1992
	08/21/2001

	Suriname
	06/13/1992
	--

	Trinidad and Tobago
	06/11/1992
	11/30/2001

	Uruguay
	06/04/1992
	10/15/1997

	Venezuela
	06/12/1992
	--


ANNEX  II: Logical Framework Matrix

	Project Strategy
	Project Activity
	Specific Indicators
	Monitoring and Evaluation

	Development Objectives:
	
	
	

	· To reduce financing barriers to the implementation of commercial grid connected renewable energy power generation projects thereby reducing the GHG emissions of heat and electricity generation activities
	· Provide project sponsor development support and equity and debt financing
	· Direct investment of $130M in alternative or additional renewable energy projects

· Construction of 85 MW of additional or alternative renewable energy power generation facilities

· Direct incremental GHG impact by emissions reductions in the amount of 3 million tons CO2 over a 10 year period 
	· Baseline Reports on GHG emissions

· Annual verification reports on project investments relative to baseline, and changes in GHG emissions

· Utility bills of participating off-takers

	Immediate Objective 1:
	
	
	

	· Remove barriers to project financial acceptance by enhancing feasibility studies, business plans, financial risk mitigation strategies and expert due diligence.
	· Support feasibility study preparation

· Support business plan preparation

· Support expert due diligence and financial risk mitigation activities

· Prepare GHG emission baseline reports

· Enhance in country capacity through project participation (learning by doing)
	· Preparation of 8 feasibility studies
· Presentation of 12 qualified business plans to investment committee
· Number of people and institutions with additional qualifications and experience in such activities
	· Evaluation by FMGC of incrementality of proposed projects 

· Reporting by FMC of project reviews

· Minutes of IC meetings

	Immediate Objective 2:
	
	
	

	· Remove financial barriers to project implementation by providing equity financing for RE projects that result in GHG emission reductions
	· Make equity investments in selected RE power projects

· Target projects that have high GHG reduction potential
	· Completion of 8 additional or alternative project investments

· Total portfolio GHG reduction potential of 3 million tons CO2 by 2012
	· Reporting by FMC

· Annual verification reports on project investments, changes in GHG emissions 


ANNEX III: Incremental Cost Matrix

	
	Baseline
	Alternative
	Increment

	Domestic Benefits
	Continued investment in conventional fossil fuel power generation in Latin America and the Caribbean

Equity funds favor low risk conventional power projects

RE project sponsors continue to struggle to get the attention of commercial financing sources

Limited experience with grid connected renewable power generation projects


	Shifting of commercial equity investments into alternative or additional renewable energy projects

Development of debt and equity financial sources experienced with renewable energy financing

Training through participation of project sponsors in the successful presentation of project economics to attract commercial and institutional investment

Successful RE project implementation to demonstrate commercial operation
	Overcome current lack of funding sources for renewable energy projects

Provide expertise in feasibility study preparation, business plan development and financial risk mitigation.

Training of project sponsors in successful project documentation and presentation

Documentation of GHG emissions reductions to enhance project economics and provide verification

	Global Benefits
	Sector utility power development  and generation relies mostly on gas, oil, coal and large scale hydro power generation
	Preparation of 8 feasibility studies
Presentation of 12 qualified business plans to investment committee
	3 million tons of CO2 emissions avoided by 2012

Replicable model for further on grid RE investment, especially in SME context

	Total Costs 

GEF Share
	$60,000,000
	$62,195,000
	$2,195,000

$995,000 *


* The GEF share will be used only for the incremental costs related to removing the barriers of successful renewable energy project financing and will be contracted and accounted for separately from other project funds. The balance of the incremental costs will be funded by the MIF and other third party donor organizations or project sponsors.

ANNEX IV: CleanTech Fund Structure 

[image: image6.wmf]5 year Project budget

Co-invest/

Project Total

2005

2006

2007

Key Activities

GEF (2)

MIF (3)

CT Fund (4)

Debt (5)

A) CT Fund Management -        FMC (1)

-

$           

 

-

$              

 

2,587,500

$      

 

-

$                   

 

2,587,500

$        

 

517,500

$         

 

517,500

$         

 

517,500

$         

 

B) Feasibility Study Support -        FMC

125,000

$   

 

-

$              

 

-

$                 

 

-

$                   

 

125,000

$           

 

31,250

$           

 

43,750

$           

 

25,000

$           

 

Subcontract

300,000

$   

 

200,000

$      

 

-

$                 

 

-

$                   

 

500,000

$           

 

125,000

$         

 

175,000

$         

 

100,000

$         

 

Travel

30,000

$     

 

50,000

$        

 

-

$                 

 

20,000

$             

 

100,000

$           

 

25,000

$           

 

35,000

$           

 

20,000

$           

 

C) Business Plan Support -             FMC

75,000

$     

 

-

$              

 

-

$                 

 

-

$                   

 

75,000

$             

 

18,750

$           

 

26,250

$           

 

15,000

$           

 

Subcontract

40,000

$     

 

170,000

$      

 

-

$                 

 

130,000

$           

 

340,000

$           

 

85,000

$           

 

119,000

$         

 

68,000

$           

 

Travel

15,000

$     

 

25,000

$        

 

-

$                 

 

10,000

$             

 

50,000

$             

 

12,500

$           

 

17,500

$           

 

10,000

$           

 

D) Expert Due Diligence - Subcontract

145,000

$   

 

175,000

$      

 

-

$                 

 

30,000

$             

 

350,000

$           

 

87,500

$           

 

122,500

$         

 

70,000

$           

 

Travel

15,000

$     

 

25,000

$        

 

-

$                 

 

10,000

$             

 

50,000

$             

 

12,500

$           

 

17,500

$           

 

10,000

$           

 

E) Financial Structuring Support - FMC

65,000

$     

 

-

$              

 

-

$                 

 

-

$                   

 

65,000

$             

 

16,250

$           

 

22,750

$           

 

13,000

$           

 

Subcontract

135,000

$   

 

100,000

$      

 

-

$                 

 

-

$                   

 

235,000

$           

 

58,750

$           

 

82,250

$           

 

47,000

$           

 

Travel

15,000

$     

 

5,000

$           

 

-

$                 

 

-

$                   

 

20,000

$             

 

5,000

$             

 

7,000

$             

 

4,000

$             

 

F) Improvments to Existing projects - 

-

$           

 

120,000

$      

 

-

$                 

 

-

$                   

 

120,000

$           

 

30,000

$           

 

42,000

$           

 

24,000

$           

 

G) Direct Project Investment

-

$           

 

-

$              

 

17,612,500

$   

 

39,800,000

$     

 

57,412,500

$     

 

$7,176,563

$14,353,125

$14,353,125

H) Monitoring & Evaluation -           FMC

35,000

$     

 

-

$              

 

-

$                 

 

-

$                   

 

35,000

$             

 

$7,000

$7,000

$7,000

Subcontract

-

$           

 

120,000

$      

 

-

$                 

 

-

$                   

 

120,000

$           

 

$24,000

$24,000

$24,000

I) Financial Audits -         Subcontract

-

$           

 

10,000

$        

 

-

$                 

 

-

$                   

 

10,000

$             

 

-

$                 

 

-

$                 

 

5,000

$             

 

Totals

995,000

$   

 

1,000,000

$   

 

20,200,000

$   

 

40,000,000

$     

 

62,195,000

$     

 

8,232,563

$      

 

15,612,125

$   

 

15,312,625

$   

 

Breakdown of Uses

Total to FMC

300,000

$   

 

-

$              

 

2,587,500

$      

 

-

$                   

 

2,887,500

$        

 

613,750

$         

 

652,250

$         

 

599,500

$         

 

Total to Subcontractors

620,000

$   

 

895,000

$      

 

-

$                 

 

160,000

$           

 

1,675,000

$        

 

356,250

$         

 

498,750

$         

 

285,000

$         

 

Total Travel

75,000

$     

 

105,000

$      

 

-

$                 

 

40,000

$             

 

220,000

$           

 

55,000

$           

 

77,000

$           

 

44,000

$           

 

Total Project Investment

-

$           

 

-

$              

 

17,612,500

$   

 

39,800,000

$     

 

57,412,500

$     

 

7,176,563

$      

 

14,353,125

$   

 

14,353,125

$   

 

(1)

FMC is Fund Management Company which is Econergy

(2)

GEF grant faciilty will be used for these tasks managed by IDB

(2)

MIF grant faciilty will be used for these tasks managed by FMC through Grant Management Agreement 

(3)

The CleanTech Fund will support these costs

(4)

The balance of the funding will come from coinvestors and debt facilities arranged by FMC



ANNEX V: Industry and Marketplace Anaylsis 

The potential for clean technology- related investments in Latin America and the Caribbean is very considerable and the demand for investments is increasing.  Historically, there has been a lack of financial instruments to meet the demand for investment, and generally, there is a broad market niche, which the Fund aims to fill.

Among other things, exposure to international markets, societal engagement in the decision-making processes and democratic political improvements are helping to increase the demand for clean technologies.  These drivers are all in addition to the fundamental drivers related to economic growth and higher energy input costs for industry and end-users across Latin America.

LAC governments have been increasingly supportive of such changes in the industry’s energy profile.  However, the financial instruments needed to catalyze the process have been historically focused on larger infrastructure projects.  By becoming an early player and specialist in financing Renewable Energy (RE) projects, the Fund expects to capitalize on the progress and early development efforts that has been made to date by many SME project sponsors.

 Market for Clean Energy

Wind, biomass, small-scale hydro, and landfill gas recovery projects are becoming increasingly cost-competitive as a result of declining technology costs and gradual recognition of the environmental costs of fossil fuels.  The competing technologies internationally include coal, oil, gas and nuclear- fueled power plants.  Over the past ten 10 years, the cost differential between these technologies has narrowed substantially, as can be seen in Figure 1. 

Figure 1:  Generating Cost – Various Technologies ($/kWh)
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The pricing of renewable energy has improved relative to the alternatives conventional energy as a result of regulatory policies, to level the playing field for renewable energy such as lower wheeling charges. Regulators in LAC are increasingly opting for diversified energy resources and end-users are willing to pay a premium for reliability based upon a diversified portfolio of resources. Fuel prices for gas and oil are difficult to predict, and greater volatility results in increased risk and therefore higher financial cost (See Figure 6 below for more detail).  Price increases, especially for natural gas, can dramatically increase the cost of generation and cancel gains brought by lower cost conventional technology.  Recent price increases in both oil and natural gas have shifted the price dynamic substantially, and especially in Mexico.  In natural gas only, prices have risen about 200% since 1999, going from US$2/MMBtu to over US$5/MMBtu by May 2004
. This increase in fuel inputs has a direct impact on electric tariffs, which have risen approximately 60% from 1997, when, for example, the HSL industrial tariff was US 4.28 cents/kWh, to 2004, when it reached US 6.84 cents/kWh, with increases of approximately 20% approximately this year alone.  Natural gas price increases also impacts other key industrial markets, where new capacity is under construction.

Environmental costs may have a profound impact on the development of clean energy assets in the long run.  The potential for future restrictions on CO2e emissions in the longer term, together with economic benefits from creating tradable CO2e credits in the shorter term, may substantially tip the scale towards clean energy generation in the near future.  Risk-averse investors will likely factor in potential regulatory restrictions, including local environmental regulations pushing for increased clean energy, in their buying and selling of energy assets.

The most competitive source of renewable energy currently often is wind energy, in sits where the necessary wind flows are consistently available.  It is becoming more competitive as wind turbine technology improves and scale (of both turbines and projects) increases.  Wind projects are quite sensitive to capital costs and financing costs.  On the other hand, conventional gas-fired power projects are less sensitive to capital and more sensitive to fuel costs.  The table below shows the major cost components of wind and gas-fired power production.

Figure 2:  Cost Components of Wind and Gas-Fired Power Generation[image: image3.emf]Capital, $0.014 
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Source:   Econergy estimates

In the chart below, the comparison of cost of energy (levelized, per kWh) is shown for wind and gas.  At a price of about $5.60/mmBtu for delivered gas, slightly above today’s prices for natural gas, the cost of generation for a combined cycle power plant is equal to the cost of generation for a utility-scale wind farm.
  If one includes the potential economic returns of carbon credits, the crossover between wind and gas-fired electricity cost drops to about $5.20/mmBtu (using a carbon price of $5/ton).  The dotted red line shows the potential cost of gas-fired generation if a fuel price risk hedge is included, thus creating a premium over forecasted prices.

Figure 3:  Comparison of Wind and Gas-fired Power Production Costs- Levelized Cost of Energy ($/kWh)
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Source:  Shell Renewables; Econergy estimates

A fundamental driver behind the demand for clean energy development in emerging markets is still the demand for additional energy capacity due to growth.  There are two main segments of this demand for clean energy:  (i) existing demand where off-grid or on-grid retail energy is overpriced; and (ii) growth in on-grid demand in attractive wholesale power markets in terms of price and competition.

On the macroeconomic scale, energy demand continues to climb as economic growth progresses.  A key economic driver is GDP per capita – as individual wealth grows, so too does the consumption of energy.  General demand for new energy supply provides the fundamental support for new energy solutions. 

Finally, another critical driver behind the development of clean energy investments is the desire by energy regulators and public utilities to provide integrated resource solutions.  Policymakers and regulators are beginning to see that other costs are embedded in what was once considered simply the cheapest source of power.  A single source of electricity, whether it is thermal- or hydro- based, has inherent risks.  Mexico, for example, is an oil producing country.  However, due to the overwhelming growth in energy demand, Mexico is a net importer of natural gas, the fuel of choice for large power plants since the mid 1990s.  Recent projections are that Mexico will need to import 1 billion cubic feet per day (1 bcfd) of natural gas over the next year, and this rate will increase dramatically over the next decade, with some estimates nearly as high as 2 bcfd by 2006.
  This pressure alone has prompted Mexico to undertake several initiatives to promote energy efficiency as well as distributed and renewable energy generation. 

Environmental costs are also becoming an increasingly important factor in the energy planning and investment process.  This environmental regime is particularly true for Mexico, which has to develop new energy facilities under the same environmental regime as the U.S. due to the NAFTA and international lenders requirements, among other factors.  

As a result, in Mexico and several other countries in the region, utility regulations are being modified to give clean energy (or emissions neutral) generation a competitive advantage over conventional power sources.  Regulations that support  “self-generation” or lower wheeling charges for distributed generation using renewable fuel sources will in many cases tip the balance from investment in conventional power towards investments in cleaner technologies.  Mexico is attempting to push through a renewable energy policy in a fast track mode by year- end 2004, in the absence of larger energy market reforms being forthcoming.  Clean energy technologies that are not subject to fuel price spikes are also naturally being favored.

LAC provides a rich opportunity for the development of a clean energy system, and most of the countries are abundant in natural resources from which clean energy systems can be developed.  Moreover, what we have witnessed in the region over the past ten 10 years is that energy demand and use has proven to be inelastic on the downside and elastic on the upside.  Electricity is, at a core level, a necessity for economic output and it is a highly desired luxury item as increased disposable income is placed in the hands of households, with consumption of energy largely outpacing economic growth in the good times and not contracting nearly as much during difficult economic regimes.  Combining both the rich resources of the region with the escalating demand for new power supply gives us reassurance of the opportunity facing the CleanTech Fund. 

Mexican Power Sector

To date, Mexico has not exploited its substantial renewable resources in any systematic way.  However, in the last decade, the Government of Mexico has explored ways to increase generation of electricity using wind power.  Since 1994, CFE has owned and operated a 1.6 MW demonstration facility at La Venta, in the southeastern state of Oaxaca, and just this year has issued a turnkey RFP for a second much larger 101 MW wind farm, called La Venta II.

The performance of the pilot facility has confirmed the technical viability of wind power generation in Mexico.  Various studies have estimated that between 2,000 MW and 6,000 MW of wind generation capacity could be installed throughout the country
.  These figures range from about 5% to 16% of the country’s current installed capacity.  In the near term (through 2004), there is significant potential for the installation of some 500 to 575 MW of wind power in the state of Oaxaca alone and elsewhere in Mexico.  The Mexican potential for installation of small-hydro, biomass, biogas and geothermal power is respectively 3,500 MW; 1,000 MW; 150 MW and 2,400 MW.
 

Expanded use of renewable resources would contribute to a more balanced generation portfolio in Mexico.  Currently, Mexico’s roughly 50,000 MW of generation capacity is made up of 80% fossil-fired thermal facilities (coal, heavy fuel oil, natural gas, and diesel), 12% large-scale hydroelectric plants, 5% from a nuclear station, and less than 3% from geothermal facilities.

The lack of private investment in the renewable power sector in Mexico contrasts with the activity in other areas opened up for private investment as a result of reforms in the Law on Public Service of Electricity and related implementing legislation.  Since 1992, when the changes were implemented, the Energy Regulatory Commission (CRE) has issued permits for some 21,000 MW of capacity (totaling US$9.9 billion in investment).  Gas-fired IPP projects account for one-half of the permits by capacity. 

In late 2001, the CRE published a new interconnection and backup power contract tailored specifically to the needs of intermittent renewable energy resources.  This new regulation applies to producers offering more than 5 MW of generation capacity from intermittent renewable resource, such as wind.  Generators will be able to pay just 30%-50% of the interconnection and wheeling charges that such projects would otherwise pay, and arrangements may be included for power swapping between time-periods. 

There are concerns that capacity requirements and electricity consumption have outstripped additions to the system, creating a dangerously tight supply-demand balance.  On various occasions in 2000, the national grid was operating at very close to a 0% capacity margin.  While these concerns have abated somewhat since the Mexican economy began to slow in 2001, policymakers recognize that a return to rapid economic growth will erode capacity margins again.  This concern has been clearly articulated by the Fox administration.

There are increasing concerns about natural gas availability for new gas-fired thermal generation capacity.  Although the gas transmission and distribution sector was opened up to private investment in 1995 and significant investment has flowed into Mexican IPP projects, the expansion of natural gas supplies has been slower.  Mexico currently is a net importer of natural gas.  Furthermore, volatility in gas prices has led to interest in price-hedging opportunities via a more diversified generation portfolio.

Summary – Clean Energy Demand in Mexico and Brazil

The CleanTech Fund believes there is a very large potential market for investment in clean energy assets in Mexico and Brazil, especially in the area of small business.  The area of small business is the CleanTech’s focus.  This can be summarized in the following table: 

Table 1:  Capacity Additions – 10-year scenario, Mexico and Brazil

	
	Brazil

(2003-2012)
	Mexico

(2002-2011)

	Electricity (total)
	
	

	Capacity (MW)
	82,900
	36,700

	10-year Projected Capacity (MW)
	117,500
	64,000

	Average Annual Growth Rate 
	3.6%
	6.3%

	Capacity Increase (MW)
	34,600 
	27,300

	Potential Average Annual Investment (millions)**
	$3,460 
	$2,730 

	
	
	

	Renewable Energy
	
	

	Capacity (MW)
	2,603
	917

	10-year Projected Capacity 
	6,752*
	3,917

	Average Annual Growth Rate 
	10.0%
	17.5%

	Capacity Increase (MW)
	4,149
	3,000

	Potential Average Annual Investment (millions)***
	$519 
	$375 

	RE as Share of Total Investment in Generation
	15%
	14%

	
	
	

	Clean Tech share of Clean Energy Investment
	6%
	6%

	Clean Tech annual investment potential (millions)±
	$29.1 
	$21.0 


*    Econergy estimate:  discounted 30% from official estimates of Brazilian governments

** Based on investment cost of $1000/kW

***Based on investment cost of $1,250/kW

±    Total investment including debt

From the above table, one can see that total investment opportunities for Mexico and Brazil are sizable, at about US$900 million per year.  The Fund intends to invest in projects representing a minimum total investment of about $60 million (equity and debt) over the five-year period 2005-2009, which would represent about 3.4% of the total potential investment over five years.  This assumes that CleanTech Fund is capitalized at only $20.2 million. 

Annex VI: Typical Projects Under CleanTech Fund Consideration

	
	Main List
	Project Type
	Country
	Capacity (MW)
	Total Project Cost (in US$ MM)
	Description

	1
	CERJ / Ampla
	Small Hydros
	Brasil
	62.3
	37.5
	Acquisition of two new Special Purpose Companies (SPCs), which together own 9 Small hydro plants. Possibility to increase the installed capacity from 62 MW (combined) to up to 76 - 107 MW

	2
	La Mina
	Small hydro
	Panama
	54
	77.5
	Small run-of-river hydro. To be constructed

	3
	Chiclayo
	Biomass - Rice Hulls
	Peru
	10
	22
	Rice hulls to power steam cycle. To be constructed

	4
	Inpladi
	Small hydros
	Mexico
	27.5
	17.6
	Expansion project to equip two existing dams and generate electricity through hydroelectric power plants

	5
	Santa Catarina
	Wind energy
	Mexico
	20
	30.2
	Wind power plant to be constructed to supply municipalities in NE Mexico.

	6
	Paso Ancho
	Small Hydro
	Panama
	5
	8.5
	Small run-of-river hydro. To be constructed

	7
	Winimport
	Wood Biomass
	Brasil
	24.8
	28.8
	Biomass project (two twin plants). To be constructed

	8
	Eolica BCS
	Wind energy
	Mexico
	20
	30
	Wind Farm to be constructed to supply resort development in Baja California Sur and municipalities.

	9
	Polaris Energia Nicaragua
	Geothermal
	Nicaragua
	29.5
	62.7
	Geothermal project expansion from 9.5 MW up to nearly 30 MW. 


ANNEX VII: FINANCING COMMITMENT LETTERS

Available upon request.
















� GHG emission estimates are based on the following assumptions. Assumed 30% of the US$60 million project portfolio (US$18M) will be invested in landfill gas power generation projects which are assumed to cost US$2,000,000/MW and have a capacity factor of 85% and a carbon intensity factor of 3.5 tC/MWh for 10 years of the fund (US$18M/US$2M*8760*.85*3.5*10 = 2,345,000 tC). Assumed 70% of the US$60 million project portfolio (US$42M) will be invested in renewable energy projects costing US$1,500,000/MW and have an average capacity factor of 50% and a carbon intensity factor of .55 tC/MWh (US$42M/US$1.5M*8760*.50*.55*10 = 674,000 tC). Total estimated carbon emission reductions of 3,019,300 tC.


� PEMEX, 2004 and PIRA, 2004 data, as reported by CONCAMIN, Sept. 2004.


� Assumes plants with the following characteristics:  for gas - $600/kW capital cost; 80% capacity factor; 55% thermal efficiency; $5/MWh O&M cost.  For wind:  capital cost of $900/kW; 30% capacity factor; $10/MWh O&M cost.  For both, 70% debt financed at 10% for 10 years, and a 20% cost of equity.


� CONCAMIN, Sept. 2004


� “Estudio de Prefactibilidad de una Central Eoloelectrica de 150 MW para la zona de la ‘La Ventosa’, Oaxaca, Mexico.”  (Instituto de Investigaciones Electricas, December, 1996).  Also, see website of CONAE at � HYPERLINK "http://www.conae.gob.mx" ��www.conae.gob.mx�.


� Secretaría de Energía (SENER), Mexico, September 2004.


� Comisión Reguladora de Energía (CRE), Mexico, September 2004.





