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1. PROJECT SUMMARY

a) Project rationale, objectives, output/outcomes and activities

Rationale: 

UNEP’s Rural Energy Enterprise Development (REED) programmes
 in Africa, Brazil, and China have shown that assisting entrepreneurs to take risks, to innovate the way they deliver goods and services
, and to experiment and refine their business models, is an effective way to gain public trust and broadly grow new sustainable energy markets. The development philosophy underlying these programmes has been to shift foundation resources away from older grant-based technology demonstration programmes to the seed capital investing business. The sustainable energy businesses supported provide renewable energy products and services that displace diesel electricity generation, kerosene and wood fuel use, and other environmentally damaging sources of energy.

While there is increasing interest in the early-stage seed capital sub-sector, almost all of the support to date has come from foundations and donors, sources that are willing to take a lower rate of return on investment in exchange for the broader developmental objectives – the non-financial returns - of seed capital investing. Although the REED approach is promising, it is unlikely to grow to the necessary scale if commercial investment capital cannot be encouraged to more significantly participate at earlier stages of a sustainable energy enterprise’s development
. New private sector engagement approaches are needed that better link the seed capital approach to more commercial energy investment activities.

This project proposes the creation of a Seed Capital Access Facility  (SCAF) dedicated solely to helping early stage renewable energy enterprises access seed capital from conventional energy investors. By sharing transaction costs and buying-up investment returns, the facility will be a form of GEF/financier partnership bridging the gap between what local sustainable energy entrepreneurs are able to offer in terms of returns on investment, and the requirements of the investment community. By bridging this gap, the facility will help provide local enterprise with the sort of enterprise development and early stage risk capital needed to plan and develop new sustainable energy projects, products and service offerings. GEF funds would not be utilised as seed capital itself, but rather for cost sharing with fund managers the time intensive process of working with small scale projects and building experience with the seed finance approach. 

It is proposed that the facility operates globally in a variety of requesting qualified GEF eligible countries, in order to minimise the risk of failure in any one country or fund partner, and to assure the dissemination and replication process. Using a partnership facility structure will allow the project to work with the commercial finance sector under clearly defined, timed and contractual operating modalities.
The underlying rationale of the proposed facility is that the seed capital approach offers a market solution for capital formation in the renewable energy sector because it (1) helps indigenous clean energy entrepreneurs initiate businesses that can achieve viable financial returns; (2) demonstrates to investors and lenders waiting on the sidelines that these businesses are viable investment opportunities; and, (3) convinces these investors that the key is not to wait for others to make seed capital investments and to feed off the trickle of opportunities that result but rather to “seed” their own pipeline of investment opportunities.
Objective: 

The overall objective of the project is to reduce energy related CO2 emissions through the increased use of renewable energy technologies and services provided through local enterprise.

The near term objectives are to, first, increase in developing countries the flow of seed capital to sustainable energy enterprises and, second, to convince the energy finance community that early stage seed capital investing is a viable and cost effective strategy for building long term commercial energy investment portfolios. 

Outcomes: 

The project’s expected outcomes are:

· Increased access to financing for early stage sustainable energy enterprises in target regions.

· Increased experience amongst financiers for investing in small scale renewable energy / energy efficiency projects.

· Mainstreaming of seed capital into commercial energy finance approaches, whereby seed portfolios become a pipeline development tool for later stage commercial investing.
· A new breed of indigenous clean energy enterprises established achieving GHG mitigation through their products and services.

· Improved energy services provided to un/under-served populations in target regions.

Activities and Outputs:

Activity 1: Establish the Facility and   the Operating Modalities

The Facility will be managed by UNEP DTIE, through its Renewable Energy and Finance Unit. The project team will define detailed operating modalities and procedures for the Facility. The operating modalities will include guidelines on seed finance provision and entrepreneur support services that will be required of any fund entity receiving SCAF support. The modalities will also include the contractual procedures used to obligate SCAF funds. Any fund proposing to operate in a country that has not previously received GEF focal point approval will require an endorsement prior to SCAF engagement. The engagement process for a fund to work with SCAF will consist of the following six steps: Proposal, Letter of Intent, Agreement on terms and conditions, Due Diligence, Approval, Contracting, Operating. 
Output 1.1 Governance structures for the management of the Facility and the project in place.

Output 1.2 Detailed operational parameters of the Facility defined, including the procedures and documentation related to the steps of: Proposal, Letter of Intent, Due Diligence, Approval, Agreement on Terms and Conditions, Contracting and Operating.
Activity 2: Support for the development of new sustainable energy funds

A preliminary component of SCAF will be to support the development of new clean energy funds. Project preparatory work and stakeholder consultations conducted during the PDF-B phase have identified a pipeline of prospective funds where the proposed SCAF could stimulate the creation of specialized seed windows targeted to early stage sustainable energy enterprises. It is expected that a number of these initial fund concepts will fulfill the SCAF criteria and also mobilise the required investment capital to go forward. However, these funds represent only the initial batch of funds to consider. Others will also enter the pipeline once the SCAF becomes operational.

To this end, the SCAF will provide support and technical assistance to specialist fund management companies and other local entities to scope out, develop and capitalise new sustainable energy funds with a seed finance component. Support will generally be provided as a sharing of the incrementally higher costs associated with clean energy fund development, with the fund proponents expected to cover the majority of the overall cost. Funds will not be available to cover fixed or payroll costs of the fund manager or proponents.

During project preparations a set of SCAF qualification criteria will be developed that defines: The types of businesses that the SCAF supported seed financing could be provided to; the phase of sector development during which SCAF supported seed financing could be provided; the number of SCAF supported transactions that a fund manager could carry out in a specific technology area; and whether a SCAF supported fund could operate in a country if other GEF supported activities are already taking place that offer similar enterprise development support or financing.

Besides the qualification criteria, a process for coordinating SCAF supported activities with the other GEF implementing agencies will also be established to ensure a smooth coordination of activities and to prevent projects ‘double-dipping’ from multiple GEF sources. Due to the potential for overlap/double-dipping, it is possible that some energy funds will only qualify for the SCAF return enhancement support, and not the transaction costs sharing.
Output 2 New sustainable energy funds and seed finance windows created and through them enterprise development support and seed capital provided to sustainable energy SMEs;  Capital mobilized from new investors.
Activity 3: SCAF Facility Operations
3.1 SCAF Supported Seed Capital Investment Activity
Transaction Costs Sharing: The first support line offered by SCAF would be to offer a cost sharing formula to growth and commercial capital fund investors for them to include a percentage of smaller, earlier stage seed capital transactions within their portfolio.  As part of this arrangement the fund manager would commit to identifying and developing a pipeline of early stage clean energy projects, and providing enterprise development services to qualified local entrepreneurs. In the pro forma case, a $20 million growth or commercial capital fund would be asked to set aside at least 5% to 10% of total capital for earlier stage, seed investing. Because of REED and other experience the transaction/management cost structure is understood and known to be two or three times more than the 1.5% to 2.5% management cost that more traditional capital providers are willing to bear.  Offering this incentive is not an innovation per se but a calculated cost sharing arrangement, a form of public/private partnership.  
The Transaction Cost Sharing support would come in the form of annual fees based initially on the amount of seed capital under management, and subsequently on the value of the seed capital portfolio. The transaction cost sharing support would be time limited to between three and five years, the period during which a seed capital investor provides the most enterprise support to the portfolio and the time it takes to graduate seeded enterprises to growth capital investments (if/when this occurs). The seed fund manager will be obliged to meet an investment schedule failing which the annual transaction cost sharing fees will cancel. This is to prevent the moral hazard of funds being allocating to seed capital windows, but not being drawn down.

Returns Enhancement: The second support offered by SCAF would be the returns enhancement,  designed to offset the hurdle of higher perceived risks and lower expected returns when dealing with early stage sustainable energy enterprises. The mechanism proposed is to offer time limited support to cover the incremental returns hurdle, the gap between what a portfolio of early stage enterprises are able to provide in terms of risk adjusted returns on investment, and what growth capital investors are able to finance. 

It is expected that three to four year payments would be negotiated. Thus, if a growth capital oriented fund manager needed to achieve a 10% return on a fund basis (after management costs and losses) and the seed capital window was only expected to provide a 0-1% return, the SCAF would be willing to cost-share all or part of the difference projected over a three to four year investment window. 

At the seed fund level this proposal expects to spend between $288,000 and $350,000 of GEF funding to liberate $1 million of seed capital
 plus $300,000 to $1.1 million of entrepreneur capital. Based on UNEP and E+Co’s experience, this translates to direct transaction co-finance of between 2.7 and 6.3 times and later portfolio leverage of between 6.4 and 24.5 times (see Best and Worst Cases in Annex D: SCAF Leverage Calculations). A Seed Capital Access Facility funded at $6 million would fund the creation of four to six seed capital funds or windows within other funds. The co-financing would be between $17 and $38 million of immediate seed capital transactions, and from roughly $40 million to $150 million of total project investment.


Output 3: Sustainable energy SMEs entrepreneurs trained and commercially viable SMEs created to provide cleaner energy and energy services; Seed capital investments made in such enterprises; and Services and products offered by SMEs with direct (cleaner energy supplied) and indirect economic, environmental and social benefits.

Activity 4 : Monitoring and evaluating the performance of the Facility and disseminating lessons learned

In order to ensure effective management of the SCAF Facility, periodic management reviews will be conducted, focusing on the following two activities. The first is to review SCAF facility operations, the respective seed capital windows supported, and the performance of the companies they’ve financed. This review will, amongst other things, analyse the level and performance of enterprise development services carried out by the respective fund managers. In addition to the indicators identified in the logframe, a set of financial and operational performance indicators of the SCAF Facility will be developed by a contractor in consultation with the SCAF management team.

The second activity will be to share lessons learned from the review and the SCAF more generally to the energy finance community via workshops and other outreach channels. This should help facilitate the replication of seed capital investing by more mainstream investors. Part of the contracted agreement between SCAF and the participating funds will be a requirement for fund managers to provide information on each investment transaction supported. This information will be used to build a database of seed finance case studies for  public dissemination and use.

The lessons to be learned from the project, including the investment case studies but also the broader experiences on seed finance approaches, will be disseminated through a wide range of media and workshops to a number of targets to ensure that maximum benefit can be gained from the project. The progress and results of these activities will be regularly available through hard copy and a project website, etc. A publication addressing the best practices and lessons learned will also be produced, ensuring that valuable experience gained can be applied across the sector.

 Carbon mitigation accounting will also form an important element of the fund M&E process. Direct investment as well as early indicators of indirect influence will be monitored.
Output 4 Performance of the Facility and individual seed capital investment projects are monitored and evaluated; other impacts and benefits of the project monitored and evaluated; and best practices and lessons learned disseminated among key stakeholders.
b) Key Indicators, Assumptions/ Risks

Key indicators are GHG emissions reductions estimates against the identified target, the increase in number and volume of seed capital investment in sustinable energy enterprises and the increase in number of local enterprises in the sustainable energy sector. GHG emissions reductions will be tracked throughreviews of Annual/ reports of the respective clean energy funds, as well as periodic internal evaluation reports. Other indicators will be verified by market surveys of local energy/ IPP associations. 

The underlying assumptions are that in spite of high costs and risks associated with small-scale renewable energy projects, investment capital interest exists in the renewable energy markets in targeted regions and that SMEs and independent power producers are well positioned to develop viable enterprises and projects in these markets. The risks associated with the SCAF operation would be (1) inability of fund managers/ proponents to capitalize funds with a seed capital component; (2) inability to negotiate and document a timely incentive arrangement; (3) insufficient transactions under consideration; (4) fund managers attempting to “game” the system by seeking incentives for transactions that would be considered without incentives. The most important risk management strategy is the alignment of the interests of participants. The key risk management techniques are: the hands-on involvement and enterprise knowledge of the Facility team in implementation; disbursing part of the SCAF support at the time of seed fund transactions
; the partial nature of the incentives (risk sharing by fund managers); and, the greater and shared objective of improving fund performance and finding a successful investment strategy (the payoff on success makes the cash flow benefit of incentives pale by comparison).

2. COUNTRY OWNERSHIP

a) Eligibility

All countries participating in this project have ratified the UN Framework Convention on Climate Change and are eligible for GEF support.

B) Country Driven-ness 

The project is consistent with the development objectives of requesting countries to increase investment in the renewable energy and energy efficiency sector, and to shift the overall energy mix to more indigenous sources of supply. 

3. PROGRAM AND POLICY CONFORMITY

a) Fit to GEF Operational Program and Strategic Priority

The proposed project is consistent with GEF Climate Change Operational Programme OP 6 “Promoting the adoption of renewable energy by removing barriers and reducing implementation costs.” Given the targeted enterprise development focus of the project, it can be classified  under strategic priority Productive uses of Renewable Energy (SP4). Many of the sustainable energy enterprises in the existing REED portfolios provide forms of energy products or services that have direct productive use applications. The funds planned to take part in SCAF will also focus on grid connected RE plants. Improving the generation capacity and reliability of the power grid improves overall energy access, a key input to productive uses and overall economic development. Given the local capital market formation focus of the project, the other relevant key priority of the GEF Business Plan is Increasing access of clean energy projects to local sources of financing (SP2). The concept was approved for SP2 at pipeline entry.
B)  Sustainability  and Replicability

The very nature of this proposal is to change the investment approach of investors and fund management entities: to prove the case for seed capital investing as a preferred alternative investing strategy for the modern energy sector.  Success will be self-defining and self-replicating.  If the capacity building, one-time cost sharing and incentives improve the return on the fund or the efficiency of the fund management entity, this portfolio philosophy will be adopted as a preferred alternative or as a component of the investor’s strategy.  If the incentives only produce a cash flow improvement or neutral result, then the likelihood of self-replication declines.  Fortunately some small evidence exists that the market is quick to respond to successful strategies.  Active participation by the experienced UNEP and E+Co teams will mitigate the risk of poor results. The experience base of UNEP/E+Co as well as the multi-fund approach will also reduce risk.

If only a small portion of the investments seeded by a fund mature into truly successful growth or commercial investments, then the incremental return from these follow-on investments more than compensates for the seed capital stage risk absorbed.  For example, if two of ten seeded investments mature such that $3 million can then be placed at 17%, then the combined return of the seed investments (4.8%) and the later stage investments (17% less costs) outperforms the benchmark 10.5% investment results by almost a full percentage point at 11.4%.  Since a follow-on investment would be less risky than either the seed investment or a first investment in a growth or commercial capital transaction (because of familiarity), it is believed that such positive experience will change the portfolio habits of growth and commercial investors.

C) Stakeholder Involvement 

The concept of targeted incentives underpinning this proposal have been explored with a broad cross-section of interested parties, including potential investors, fund managers and other  stakeholders involved with three of the proposed fund developments that might eventually access the SCAF. 

In Cameroon, the main stakeholders consulted where: National Investment Corporation (NIC); the Rural Electrification Agency AER; AES-Sonel, a subsidiary of the US utility; the Cameroon Power and Lighting Corporation (CPLC); ARSEL, the regulatory body; the Minister of Mines and Energy; the Special Fund for Equipment and Inter-commune Intervention (FEICOM); UNDP and the World Bank. 

In the Asian region, the main stakeholders consulted were: the Electricity Authority of Cambodia, the Cambodian Ministries of Environment and Industry, Mines and Energy; SME Cambodia, an NGO active in Rural Electrification/IPP sector support; the World Bank- Renewable Energy Action Plan (Cambodia); the Agricultural Bank of China; the Thai Ministry of Energy – Dept. of Alt. Energy Dev. and Efficiency; Palang Thai, an NGO active in clean energy policy advocacy; the Asian Development Bank; the Philippino Private electricity utility Cepalco; many private project developers and RE companies; and UNDP.

As part of its implementation, the Seed Capital Access Facility would continue these consultations and coordination. In particular, as negotiations with one or more parties proceed consideration would be given to organizing a more formal advisory body to the Facility, one that could bring forth ideas, suggestions and course corrections during implementation.

D) Institutional Arrangement

The United Nations Environment Programme (UNEP) is Implementing agency (IA) with responsibility for project management, monitoring, and liaison with, and reporting, to GEF.

Energy Branch / Renewable Energy and Finance Unit, Division of Technology, Industry and Economics (DTIE) will host SCAF project team which will serve as Project Management Unit. SCAF project team will coordinate overall project management including monitoring and reporting including management of the SCAF Facility.  

The SCAF Project Team consists of energy experts and fund management professionals to ensure the successful and credible operation of the Facility. 

In addition, a small board of advisors -SCAF Advisory Board –will be established to advise on concept development, operations and improvements. The board will be composed of individuals from the target regions and stakeholder groups (i.e., govt., local investors, utilities, NGOsInternational Executing Agency). The SCAF Advisory Board will advise on the terms of the references of Executing Agencies and modalities of the Facility. 

Executing Agencies will provide technical assistance and financing of seed capital investment. Local stakeholders including government agencies and private sector will be consulted and made aware of the Facility and its achievements. 

This project builds on UNEP's on-going programmes in Energy and Finance. UNEP’s Division of Technology Industry and Economics (DTIE) promotes environmentally sound management and builds corresponding capacities in governments and the private sector. 

E) Monitoring and Evaluation

The project will follow all standard UNEP and GEF procedures for monitoring and reporting. UNEP will conduct a mid-term assessment and an end-of-project assessment. UNEP and the project core team will closely monitor the indicators for outputs and outcomes to establish global and local benefits - both financial and environmental - accrued from the project. An M+E contractor will formulate an M+E plan as a refinement of the M&E annex in the project brief. This plan will include  a baseline,  project impacts (direct and indirect) and effectiveness of the seed capital investment under the Facility. Mid term assessment will be conducted based on the M+E indicators to be developed to inform mid-course progress and to advise on any needed modifications to maximize the impact during the remaining implementation period. A final evaluation will be conducted based on the available data to draw some indicative conclusions on portfolio performance, SCAF success in mobilizing seed and subsequent growth capital to sustainable energy SMEs and the impacts on the project on financial industry in targeted regions. In addition to the above, periodic internal evaluation and reporting will be conducted to ensure the successful and credible operation of the Facility. 

4.  FINANCIAL MODALITY AND COST EFFECTIVENESS

The financial modalities to be employed are 1) cost-sharing grants to cover part of the elevated technical support and transaction costs of preparing small scale renewable energy projects and enterprises for investment; and 2) a credit enhancement - termed ‘returns enhancement’ in this proposal - to subsidise the lower expected rate of return of these investments
. Other GEF support modalities were considered during project preparation phase, including partial risk guarantees, contingent grants, and direct financing instruments. For the early stage seed capital sector that this project is targeting, the only other mechanism that could realistically be employed is the direct financing approach, typically applied through dedicated investment funds managed by commercial fund managers. The dedicated funds approach is more risky since the GEF capital must be supplied up-front, and cannot be diversified across a number of funds in the way that SCAF support can. Using GEF capital as dedicated investment funds could still be effective, however this would not specifically help mainstream seed capital investing into commercial finance approaches, and therefore is seen as the baseline situation that this project is trying to build on. 
In terms of cost-effectiveness, the proposed approach can be shown to be cost-effective both 1) in the near term by engaging co-financing in the individual supported funds, and through them into the local energy projects and enterprises, and 2) in the long term by helping financiers to build experience with the seed finance approach as a means of accelerating the development of their overall clean energy project portfolios – this directly addresses the ‘lack of good projects’ barrier that financiers often cite as the main reason for not engaging more in the renewable energy sector.
During PDF-B preparations a study was carried out on the non-financial impacts of REED supported enterprises, the summary results of which are included in the full project brief.

	Co-financing Sources



	Name of Co-financier (source)
	Classification
	Type
	Amount (US$)
	Status



	Commercial finance*
	Financial institutions
	Cash
	   15,000,000
	To be confirmed prior to GEF/UNEP disbursement 

	Entrepreneurs*
	Local RE enterprises
	Cash 
	23,000,000
	To be confirmed prior to GEF/UNEP disbursement

	UN Foundation through UNEP 
	Foundation
	Cash
	700,000
	Proposal under review

	Fund managers 
	Financial institutions
	In kind
	1,500,000
	Estimated

	UNEP
	GEF Agency
	in kind
	     300,000
	Approved

	Sub-Total Co-financing
	40,500,000


* At the seed fund level this proposal expects to spend between $288,000 and $350,000 of GEF funding to liberate $1 million of seed capital
 and $300,000 to $1.1 million of entrepreneur capital. This translates to direct transaction co-finance of between 2.7 and 6.3 times and later portfolio leverage of between 6.4 and 24.5 times (see Best and Worst Cases in Annex D: SCAF Leverage Calculations). A Seed Capital Access Facility funded at $6 million would fund the creation of four to six seed capital funds or windows within other funds, The co-financing would be between $17 and $38 million of immediate seed capital transactions, and from roughly $40 million to $148 million of total project investment.

5.  INSTITUTIONAL COORDINATION AND SUPPORT

a) Core Commitments and Linkages
UNEP’s Division of Technology Industry and Economics (DTIE) promotes environmentally sound management and builds corresponding capacities in governments and the private sector. 

UNEP’s Energy Work Programme  has a core objective to bring together financiers, engage them to do jointly what they may have been reluctant to do individually, and coax them into public-private alliances in the sustainable energy finance area.  The strategy to meet this objective includes a broad industry ‘platform’ called the Sustainable Energy Finance Initiative, and a range of projects helping financiers create new sustainable energy finance instruments, and mainstreame clean energy finance in existing activities. For more information on these programmes, see www.uneptie.org/energy/finance or www.sefi.unep.org 

Since 2000, UNEP has been working to scale up the seed capital approach through the Rural Energy Enterprise Development (REED) partnership involving E+Co, the United Nations Foundation, the Blue Moon Foundation and a diverse group of local enterprise development partners
.

The African programme, AREED (www.areed.org), is the most advanced to date with debt and equity investments in 25 sustainable energy enterprises in the countries of Senegal, Mali, Ghana, Tanzania and Zambia.  These investments, ranging in scale from $8,000 to $175,000, have seeded businesses in the areas of solar crop drying, sawmill waste charcoal production, efficient cook stove manufacture, wind water pumping, solar water heating, LPG distribution and energy efficiency. After four years, the AREED programme is demonstrating that 1) the Seed capital approach can be applied even in the Least Developed Countries, and 2) that much of the enterprise development work can be carried out by local actors. In AREED the local enterprise development partners
 are today taking the lead in identifying and preparing entrepreneurs for investment. REED SCAF has incorporated a number of recommendations from the AREED midterm evaluation, including the flexibility to accommodate changing macroeconomic contexts, increased engagement of policy and relevant government bodies in stakeholder and advisory body processes, and increased engagement of finance institutions locally and internationally. 

In Brazil, B-REED (www.b-reed.org) has invested in eight enterprises in the Northeast states in the areas of solar water pumping, crop drying, energy crops for co-firing brick manufacture, industrial charcoal production for steel plants, waste to energy co-generation, and solar thermal. In China, a more recent CREED (www.c-reed.org) programme has been initiated to provide enterprise development services and seed capital to newer, less mature enterprises as well as to more mature enterprises and clean energy projects in West China. Initial seed capital opportunities have been identified in the area of efficient cookstoves, biogas digesters and mini-hydro.
Underlying E+Co's  “energy through enterprise” and REED approach has been a shift from older grant based technology demonstration programmes to the seed capital finance business. The growing list of practitioners and supporters of this work
 firmly believe that assisting entrepreneurs to take risks, to innovate the way they deliver goods and services, and to experiment and refine their business models, is an effective way to gain public trust and broadly grow new sustainable energy markets.  

Annex A: INCREMENAL COST ANALYSIS

BASELINE

The baseline of the project does not include the conventional energy investments in monetary amounts since the project proposes the creation of a new type of activity in sustainable energy investments. The baseline that the project aims to divert is financing from mainstream energy investors (ie development banks, national investment authorities, private socially oriented investors, etc) that are already willing to subsidize part of the incremental cost of investing in the sustainable energy sector, but will not engage in lower return seed capital investment under the current circumstances. 

Although the activities of the co-financing donor agencies are contributing to the alternative in terms of clean energy investments, they are considered baseline to this project since the alternative targeted is the accelerated and expanded engagement in small-scale seed capital investment on the part of the mainstream investment community. Thus, the baseline here may be included in other GEF project proposals as incremental.
GEF PROJECT ALTERNATIVE

GEF funds would be used in two ways.  First, GEF funds would be offered to cost share on a portfolio basis the higher than “normal” costs to prepare transactions at the seed capital stage and to provide enterprise development support. The second function of the SCAF would be to help entrepreneurs “buy-up” the returns they offer to growth and commercial capital investors. In effect, to compensate for taking on lower return portfolios, the SCAF would provide a set of time-limited payments intended to partially cover the perceived IRR difference. By doing this the SCAF would attract investment capital into the seed finance area, essentially bringing the commercial investment community up the finance continuum to earlier stage investment activity.
GLOBAL ENVIRONMENTAL BENEFIT

Assuming an average installed cost of $1200/kW and GHG reductions of 2,500 tonnes CO2e per MW per year, it can be inferred that the $60 to $155 million of total capacity investment leveraged via SCAF would equate to CO2e offset from projects/enterprises generating between 220 and 570 GWh of renewable energy per year. This would mitigate between 1.25 and 3.25 million tonnes of CO2e over a ten-year period, at a cost to GEF of $2 to $5 per tonne. 

LOCAL BENEFITS

Seed investments can also generate less concrete but significant non-financial impacts. During the PDF-B preparatory phase a study was carried out to establish the nature, magnitude and distribution of such benefits that might be attributed to the successful operation of one or more energy enterprises in a given energy-economy. These benefits include: avoided deforestation (or reforestation), waste utilisation, avoided environmental impacts of traditional charcoal production, avoided health/environmental impacts of traditional fuel use, job creation, various productive uses impacts, labour/time savings, increased personal/household income, electricity savings, cost savings, fossil fuel substitution, empowerment of women, electricity supply, and health benefits of reliable water supply and infrastructure improvement.
Annex A: Incremental Cost Matrix
	Project Activity
	Baseline
	Alternative
	Increment

	Establish and Operationalize the Seed Capital Access Facility (SCAF)  and monitor the project

(Activity 1, 3, 4)


	Commercial banks and asset managers remain uninterested and risk averse towards small-scale sustainable energy investment and invest in fossil fuel based technologies. Development banks are increasingly interested in clean energy investment with local benefit, however, they tend to invest in large scale projects and their willingness to invest in smaller project is limited. 

Transaction costs of planning, preparing and packaging a clean energy seed fund are significantly higher than those for larger scale conventional energy funds. The returns are lower, with early stage seed financed entrepreneurs only providing 5-7% returns on a portfolio basis.

The combined barriers of transaction costs and lower returns result in very little financing being provided to the entrepreneurial sustainable energy sector. 
	Dedicated seed capital windows created for investing in a portfolio of small scale sustainable energy enterprises. These initial investments subsequently become the pipeline of investment opportunities for later stage more commercial investing. 

Improved access to capital of commercially viable sustainable energy SMEs. Eventual integration of seed finance activities into commercial portfolio approach to energy investing, leading to new capital formation in the seed finance sub-sector. 


	By providing Transaction cost sharing and Return enhancement, sustainable energy SMEs are able to provide acceptable risk-adjusted returns to the mainstream investment community. 

	Costs (’000 US $)
	Entrepreneurs $23,000

Commercial Fund Investors 

       Seed capital: $15,000 Fund managers in-kind $1,100

Total $39,100
	Diverted Baseline: Total$39,100

(Leveraged Growth Capital:

$148,000)

Total Incremental  $8,370

Total $47,470
	GEF      $7,630

UNF       $500

UNEP-in-kind $240

Total Incremental  $8,370

	Support financial institutions for developing specilized funds (Activity 2)


	 Same baseline as above.


	Financial institutions and asset managers make available targeted financing for sustainable energy SMEs, resulting in increased access to commercial sources of capital. 

Capacity of local/regional banks and investors is built to appraise sustainable energy SMEs.

Finance sector actors gain confidence in dealing and investing in sustainable energy SMEs.  


	Incremental transaction costs are covered and technical assistance is provided to financial institutions to develop seed capital windows and manage seed capital investment based on enterprise development approach.



	Costs (’000 US $)
	Fund managers in-kind   $400

Total  $400


	Diverted Baseline: Total$400

Total Incremental  $1,030

Total  $1,430         


	GEF $770

UNF though UNEP $200

UNEP in-kind  $60

Total Increment  $1,030

	TOTAL
	TOTAL  $ 39,500
	TOTAL  $ 48,900
	GEF     $8,400

UNF though UNEP     $ 700

UNEP-in-kind  $300

TOTAL Increment  $ 9,400

	

	Global Environmental Benefits
	Investment in sustainable energy SMEs in targeted countries/ regions continues to be limited. New energy sector capacity additions mostly met by conventional fossil fuel sources, resulting in increased GHG emissions.
	Follow-on ‘leveraged’ capital investment yielding between 1 and 4 million tons of CO2 emissions reductions over a ten year period. 
	Direct ‘co-financed’ emissions reductions equivalent to 0.5 to 1 million tons of CO2 emissions reduced over a ten year period. 

	Local Benefits 
	Little or no financing provided to local sustainable energy entrepreneurs. 

Access to energy remains limited especially in rural/ peri-urban areas.

Most of the energy demands in targeted region/countries will continue to be met by traditional biomass fuels, causing local air pollution and health problems.  


	Local capacity of sustainable energy SMEs and financial institutions are increased resulting in increased local economic development, creation of new employment opportunities and availability of funds/investment for sustainable energy technologies and services. 

Improved access to energy in rural /peri-urban areas.

The main non-financial impacts include: avoided deforestation (or reforestation), job creation, waste utilisation, avoided environmental impacts of traditional charcoal production, avoided health/environmental impacts of traditional fuel use, labour/time savings, increased personal/household income, electricity savings, cost savings, fossil fuel substitution, empowerment of women, electricity supply, and health benefits of reliable water supply and infrastructure improvement.
	Increased investment in sustainable energy sector and increased capacity of local SMEs and financial institutions for such investment. 

Increased sustainale energy services/ products made availabe and brought on-line.




 Annex B: Logical Framework Analysis
	SUMMARY
	INDICATORS
	MEANS OF VERIFICATION
	EXTERNAL FACTORS (Assumptions)

	Global Objective

	Energy related CO2 emissions are reduced through promotion of renewable energy projects. 
	· GHG emissions mitigated through reduced fossil fuel based energy consumption in targeted regions (target 1.3 – 3.3 Mt CO2 over 10 yrs, with costs below $5/ton)

.

 
	Project M+E reports

Annual reports of energy investment funds. 
	In spite of high costs and risks associated with small-scale renewable energy projects, investment capital interest exists in the niche markets in targeted regions.  



	Outcomes

	Increased access to financing for early stage sustainable energy enterprises in target regions.

Increased experience amongst financiers for investing in small scale renewable energy / energy efficiency projects.

Mainstreaming of seed capital into commercial energy finance approaches, whereby seed portfolios become pipeline development tools for later stage commercial investing.

A new breed of indigenous clean energy enterprises established offering a range of GHG mitigating products and services  
	Amount of total seed/growth investment leveraged in SE SMEs over a 5 year period (Target: US$60 to 155 million) 

Increase in volume of direct seed finance provided to SE SMEs (Target: US$22 to 44 million)

The increase in number of SE SMEs in targeted countries (target 150 to 290 SMEs)

Amount of clean energy provided by new SE SMEs (target 220 – 560 GWh per year);  No. of new people receiving clean energy from SE SMEs  (target >3 million people) GHG emissions target 1.3 – 3.3 Mt CO2 over 10 yrs)
	Market surveys (of local energy/IPP associations)

Project management and M+E reports

Annual /Performance reports of respective clean energy funds and their respective GHG reductions.  


	SMEs and IPPs are well positioned to develop viable enterprises and projects in the clean energy sector in the target markets. 




	Project sub-components
	Outputs
	Indicators
	Means of verification
	Assumptions

	Establish the Facility and Develop the Operation Modalities

Support for creating "Seed Windows" in New Sustainable Energy Funds (TA)

SCAF Facility Operations

Management Review and Dissemination
	Governance structures for the management of the Facility and the project in place.

Detailed operational parameters of the Facility defined, including the procedures and documentation related to the steps of: Proposal, Letter of Intent, Due Diligence, Approval, Agreement on Terms and Conditions, Contracting and Operating.

New sustainable energy funds and seed finance windows created and through them enterprise development support and seed capital provided to sustainable energy SMEs;  Capital mobilized from new investors 
Sustainable energy SMEs entrepreneurs trained and commercially viable SMEs created to provide cleaner energy and energy services; Seed capital investments made in such enterprises; and Services and products offered by SMEs with direct (cleaner energy supplied) and indirect economic, environmental and social benefits.

Performance of the Facility and individual seed capital investment projects are monitored and evaluated; other impacts and benefits of the project monitored and evaluated; and best practices and lessons learned disseminated among key stakeholders.
	Number of funds with seed windows created (target 4-6) 

Numbers of SMEs financed, Amount of finance disbursed to sustainable energy SMEs; documentation of services and benefits yielded by SMEs; direct GHG emission reductions; Numbers of customers served by modern energy services.(for targets of individual indicators, refer to the above "indicators for outcomes").

-Share of SCAF seed financed SMEs that graduate to second stage financing (target = 10% - 25%). A further 55% to 70% stay small, but meet their financing obligations. 20% outright failure. Share of investments graduating from stage 1 seed finance to second transactions (target = 10%) (JAN to check)

-Amount of portfolio leverage on SCAF pipeline in first stage (target =3:1) and in combined first/second stage (target = 6 to 25 : 1)

-Transaction cost efficiency gains

-Transaction lead time

	Project annual report, M+E reports.

Project annual report, M+E reports

Project reports, M+E reports

Annual report and performance report of the funds

Project reports, M+E reports

Annual report and performance report of the funds

Commissioned studies

GHG emission reductions reporting by entrepreneurs

Project's management reports; M+E reports

Outreach material

Commissioned studies
	There are niche opportunities in sustainable energy sub sector in certain market; and Financial institutions / investors are interested in investment in clean energy sector and SMEs.




ANNEX C: RESPONSE TO PROJECT REVIEWS

A) STAP Roster Independent Review 

PROJECT PROPOSAL REVIEW by Prof. Anton Eberhard

UNEP/GEF

RENEWABLE ENERGY ENTERPRISE DEVELOPMENT

SEED-CAPITAL ACCESS FACILITY

1.  TECHNICAL SOUNDNESS OF THE PROJECT

The project correctly identifies financing as one of the important barriers to more widespread renewable and energy-efficiency markets. Small and medium enterprises involved in delivery of sustainable energy products and services struggle to access sufficient capital at an affordable cost. Debt financiers and equity investors have insufficient awareness, experience and knowledge of these new markets and see them, at best, as risky, with low returns likely in the early stages of market development.  The transaction costs in assessing and preparing these projects for financing and investment are also seen as high. 

In general, this is a correct diagnosis of the barriers – although the project does not differentiate between renewable energy and energy efficiency markets, or between specific technology or market areas.  Some markets are likely to be more mature than others – with different risk profiles. A number of energy efficiency markets, for example, are generally more developed and commercial finance has been attracted into specific product lines such as energy-efficient lighting or ESCOs that specialise in specific market applications.  The instrument that has often been used to attract commercial finance into the latter applications is a partial risk guarantee which eases banks’ apprehension around these new markets. As they gain experience, and as they develop specialised financial products, then the risk guarantee can be removed or shifted to new market transformation areas. 

This project focuses on a different financial instrument.  Through the creation of a Seed-Capital Access Facility (SCAF) the project seeks to assist indigenous energy entrepreneurs initiate viable sustainable energy businesses thereby demonstrating to investors and lenders that these are viable investment opportunities.  Early stage, venture capital is difficult to raise for small and medium enterprises in developing countries and doubly so for those enterprises seeking to deliver sustainable energy services and products. This kind of early seed-capital has mostly been provided by “soft money” from foundations or donor agencies in the past.  For a step-change in expanding finance for this area it is vital that commercial lenders and investors be involved in these early stages 

of project finance.  The project aims to build experience and commitment amongst conventional investors whereby they come to see seed portfolios as a pipeline development tool for later stage commercial investing.

Seed-capital might well be the appropriate financial instrument to transform sustainable energy markets. However, the proposal should motivate why they have chosen this instrument versus other approaches, such as time-limited partial risk guarantees.

There should also, perhaps, be a clearer delineation of markets. The seed-capital approach to market transformation may be best suited for specific renewable energy markets – rather than more mature energy efficiency markets.  GEF is committed to pioneering new, innovative approaches. It is broadly recognised that more success has been achieved to date in their energy efficiency portfolio. The implication is that additional effort needs to be given to exploring new approaches to creating and transforming renewable energy markets.  It may be a good idea to state that this proposal will focus predominately on renewable energy markets.

The focus on seed-capital is probably correct for most small renewable energy enterprises. E&Co, with their enterprise development model offering a combination of business development support and start-up seed financing, have shown that the focus in the early stages should not be only, or even primarily, on maximising returns. What is needed is for the enterprise to perform as planned, to repay their obligations and to be positioned to grow. Returns can grow as markets are transformed and as enterprises begin to access commercial finance. 

SCAF funds seek to overcome two specific barriers: higher transaction costs and lower return expectations which hinder commercial lenders and investors from supporting emerging sustainable energy enterprises.  Firstly, SCAF will cost share with investors, on a portfolio basis, the transaction costs associated with preparing sustainable energy project investments.  Secondly, SCAF will provide a set of time-limited payments to make up the difference between the financial returns required by commercial financiers and the likely lower IRRs of sustainable energy projects in the early years of market development. These two types of support would be conditional on commercial financiers gradually expanding their involvement in early stage, seed-capital transactions – with the hope that these financial markets would be successfully transformed once substantial project pipelines are built for second-stage or growth capital.  

Clearly, much detail will still need to be worked out and the structure and substance of SCAF agreements with commercial funds will be crucial in establishing fair and reasonable compensation for additional transaction costs and the actual difference between project returns and investor expectations and requirements. A key issue will be the fair allocation of risks and distribution of rewards and earnings.  

The project envisages four main activities:

1. Establishment of SCAF and its operating modalities. This activity is clearly spelt out and is an obvious first task.

2. Support and technical assistance for the development of new sustainable energy funds. There seems to be much opportunity in this area. New, specialist fund managers are emerging that plan to focus on sustainable energy markets. The trick is being able to attract commercial capital into these funds. SCAF assistance should be made conditional on these specialist funds being able to attract the commitment of large commercial banks and equity funds. It will also be important for these commercial financiers to sit on the Boards of these specialist funds and, critically, on their investment committees – in order to build understanding and experience which can be taken back into their own organisations. SCAF needs to catalyse a quantum increase in financial flows to this sector.

3. Transaction cost-sharing and returns enhancement for a period of three to five years to encourage commercial funds to set aside 5 to 15% of total capital for earlier stage, seed investing.  This is an interesting proposal, although it will require a great deal of work to encourage large commercial banks and equity funds to move into this area. Sufficient resources need to be devoted to SCAF “deal-making” with finance houses.  The precise modalities for transaction cost-sharing and returns enhancement still need to be finalised. Estimated transaction costs seem very high and there would seem to be a strong argument for approaches that seek to develop specialised financial products for specific market segments. 

The other crucial element is enterprise support. Experience shows that this kind of hand-holding is vital in the early stages of business and market development, including support around core business skills, financial budgeting and planning, accounting systems, marketing, etc. The proposal states that this function will be undertaken by the various seed fund managers.  The proposal is not clear how the experience developed by E&Co and REED will be shared with these fund managers.  Project resources will surely have to be devoted to this activity (indirectly to the fund managers), and this is not an inexpensive activity.   

4. Monitoring and evaluation. This is vital in order to document accurately the structure and performance of the deals, and the lessons learned, as a basis for replicating this approach elsewhere.

A word on E&Co’s role. They appear to be co-developers of this proposal. They will assist UNEP in setting up SCAF. But they are also potential users of SCAF. The project does state that funds will not be dedicated exclusively to E&Co or their affiliates. However, a clear governance mechanism needs to be established which allows funds to compete for SCAF support on a non-discriminatory basis. 

It is not clear to the reviewer how the co-financing figures for commercial finance were derived. 

This project represents a welcome move away from technology demonstration to seed-capital investing where entrepreneurs are assisted in innovating, refining their business models and growing their markets.  

2.  GLOBAL ENVIRONMENTAL BENEFITS

This section of the project proposal is not very well developed.  It is clear that expanded investments in energy efficiency or renewable energy projects will save or avoid CO2 emissions and hence assist the global effort to mitigate global warming.   GEF is in the process of developing more detailed guidelines on how to calculate direct and indirect CO2 saved or avoided.  GEF is under increasing pressure to be more precise in documenting and monitoring project GHG targets. It is recommended that the project proposers interact with the GEF secretariat in developing a more credible and robust estimation of direct and indirect GHG impacts.

3.  FIT WITH GEF GOALS AND OPERATIONAL STRATEGIES

There is no doubt that this project falls firmly within GEF’s focal area, its operational programs and its strategic priorities.  Renewable energy (OP6) and energy efficiency (OP5) continue to dominate the GEF portfolio and will remain important in the future.  The project is directly concerned with barrier removal – the core concern of these two operational programs. The project clearly also responds to a number of GEF strategic priorities, especially SP2 – increasing access to local sources of finance.  GEF is working on an overall strategic framework that emphasizes its overall mission of transforming sustainable energy markets to reduce or avoid GHG emissions. Market transformation is supported by enabling policies, access to finance, adequate business systems, information and awareness, and technical capability and innovation. This project clearly supports market transformation activities in finance and business support, as well as information and awareness.    

4.  REGIONAL CONTEXT

The project focuses on Central America, Sub-Saharan Africa and Asia. Cameroon. Thailand, Cambodia, Vietnam, Indonesia, Phillipines, El Salvador, Honduras. Nicaragua, Panama, Guatemala, Belize and Costa Rica are listed as requesting countries. The project proposers should be aware of the debates in GEF around performance based allocation of GEF funds and the need to target GEF mitigation efforts in those countries that have the greatest potential for GHG savings or avoidance.  While these debates in GEF have sparked much controversy and argument, and the debate is far from settled, it is likely that GEF funds will be more targeted in future. The project document should make more explicit which countries and will be targeted and why.

5.  PROJECT REPLICABILITY

The project expands the work of E&Co and REED into new regions and in that sense serves to replicate earlier success.  However, the project also extends this approach in order to catalyze commercial debt and equity funds to provide early-stage seed-capital support for sustainable energy enterprises.  If the project is successful then it has great potential for replicability in other countries and regions.

6.  PROJECT SUSTAINABILITY

The sustainability of the project is dependent on persuading commercial debt and equity funds to become involved in early seed-capital support for emerging sustainable energy enterprises.  The two barrier removal instruments of transaction cost-sharing and time-limited returns-enhancement are designed to achieve just that. Project support is conditional on commercial capital dedicating a percentage of their funds for seed-capital support. If these projects mature and later access growth capital – then many of these commercial funds might be incentivized to continue providing seed-capital support, even if transaction costs are high and initial returns are low.

7.  SECONDARY ISSUES

· Linkages with other focal areas

Some renewable energy projects will focus on biomass production or more efficient utilisation of biomass – and in that respect this project will be supportive of the cross-sectoral area of land degradation.

· Links to programs and actions plans at the sub-regional level

The project mentions a number of possible linkages with other GEF supported projects. Most of these possibilities seem tentative and the project proposal might want to be more definite in its commitment to complement other relevant projects.  This lack of project co-ordination at the country or regional level is a common problem – and yet effective partnerships can create a synergy which yields multiple benefits to the host country.

· Stakeholder involvement

A wide range of stakeholders have been consulted, but many of these are government departments, NGOs and development banks. A critical set of stakeholders are commercial lenders and equity fund managers. The project’s success rests on their active participation in this project. The proposal should highlight these interactions and any early commitments to be involved.

· Capacity building

The project will provide technical assistance to establish seed-capital funds. 

It is not clear to the reviewer whether the project will also provide back-up support to these funds in their enterprise support functions.

· Innovation

None of the barrier-removal mechanisms proposed are entirely new.  However, there is no widespread involvement of commercial debt and equity finance in early-stage seed-capital support for emerging rewabale energy enterprises in developing countries. The project’s attempt to catalyze the involvement of commercial capital in this area is innovative and deserves support.

B)   Response to STAP Review

Annex C2: Response to STAP Roster Review

	Renewable Energy Enterprise Development – Seed Capital Access Facility (FSP OP 6)

Implementing Agency: UNEP 


	#

1 

2

3

4

5

6

7

8

9

10


	Comments

Technical Soundness of Project

In general, this is a correct diagnosis of the barriers – although the project does not differentiate between renewable energy and energy efficiency markets, or between specific technology or market areas. There should perhaps, be a clearer delineation of markets. The seed-capital approach to market transformation may be best suited for specific renewable energy markets – rather than more mature energy efficiency markets.

Seed-capital might well be the appropriate financial instrument to transform sustainable energy markets. However, the proposal should motivate why they have chosen this instrument versus other approaches, such as time-limited partial risk guarantees.

Much detail will still need to be worked out and the structure and substance of SCAF agreements with commercial funds will be crucial in establishing fair and reasonable compensation for additional transaction costs and the actual difference between project returns and investor expectations and requirements. 

The proposal is not clear how the experience developed by E+Co and REED will be shared with these fund managers.  Project resources will surely have to be devoted to this activity (indirectly to the fund managers), and this is not an inexpensive activity.

A word on E&Co’s role. They appear to be co-developers of this proposal. They will assist UNEP in setting up SCAF. But they are also potential users of SCAF. The project does state that funds will not be dedicated exclusively to E&Co or their affiliates. However, a clear governance mechanism needs to be established which allows funds to compete for SCAF support on a non-discriminatory basis. 

It is not clear to the reviewer how the co-financing figures for commercial finance were derived.

Global Environmental benefits
GEF is in the process of developing more detailed guidelines on how to calculate direct and indirect CO2 saved or avoided.  GEF is under increasing pressure to be more precise in documenting and monitoring project GHG targets. It is recommended that the project proposers interact with the GEF secretariat in developing a more credible and robust estimation of direct and indirect GHG impacts.

Regional Context

The project proposers should be aware of the debates in GEF around performance based allocation of GEF funds and the need to target GEF mitigation efforts in those countries that have the greatest potential for GHG savings or avoidance.  While these debates in GEF have sparked much controversy and argument, and the debate is far from settled, it is likely that GEF funds will be more targeted in future. The project document should make more explicit which countries will be targeted and why.

Secondary issues
Stakeholder involvement
A wide range of stakeholders have been consulted, but many of these are government departments, NGOs and development banks. A critical set of stakeholders are commercial lenders and equity fund managers. The project’s success rests on their active participation in this project. The proposal should highlight these interactions and any early commitments to be involved.

Capacity building

The project will provide technical assistance to establish seed-capital funds. It is not clear to the reviewer whether the project will also provide back-up support to these funds in their enterprise support functions.
	Response
Some precision has been added to the brief to address this very valid point. It is expected that the SCAF supported funds will mostly focus on the RE markets. However some energy efficiency technologies and services also have strong potential in developing countries and still have to mature into commercial markets. Early stage seed capital can therefore still play an important role. In the AREED programme about 30% of the enterprises financed have been in the energy efficiency sector, in the areas of cook stoves, efficient lighting and power factor correction.

Other possible GEF mechanisms were considered during project preparation phase, including partial risk guarantees, contingent grants, and direct financing instruments (eg SDG, PVMTI, REEF). For the early stage seed capital sector, the only other mechanism that could realistically be employed is the direct financing approach, typically applied through dedicated investment funds managed by commercial fund managers. The dedicated funds approach is more risky since the GEF capital must be supplied up-front, and cannot be diversified across a number of fund entities in the way that SCAF support can. Using GEF capital as dedicated investment funds could still be effective, however this would not specifically help mainstream seed capital investing into commercial finance approaches, and therefore is seen as the baseline situation that this project is trying to build on.

Agreed. This issue will be at the core of the process to develop and define SCAF terms and conditions, and in the eventual negotiations with each fund manager.  Some more information on this process has been added to the project brief.

Activity 2 will be focused on supporting the development of new energy funds, and specifically helping fund managers integrate the seed finance approach into their more commercial investment strategies. Much of this work will involve transferring the experience on enterprises development and seed financing from E+Co and the REED programmes. Some useful documentation already exists, and others will be developed.

A governance mechanism will be structured to allow any fund manager equal access to SCAF support, based on a clear set of criteria and required deliverables (eg defining the sort of enterprise development services that will need to be provided to local entrepreneurs). E+Co has demonstrated how these services can form an integral element of an energy investment strategy, and therefore they will be used to demonstrate the overall approach and the SCAF contractual relationship. This demonstration will provide clarity to the broader investment community, and will help then bring a broad array of fund managers on board. E+Co will not be a member of the SCAF Advisory Board.

We have tried to more clearly detail these calculations in the brief. These calculations are based on the experiences of the REED and E+Co portfolio of activities.

We have now received the beta version of the CO2 methodology from GEFSec, and will look to apply it to this project as it goes forward.

We are assessing how and where it is possible to apply GHG targets in the negotiations and term setting process with the fund managers. Through this approach, we hope to fully engage fund partners in projects with the most cost effective mitigation potential. With regard to the Resource Allocation Framework discussions, this project is expected to be spread across 8 to 12 countries and therefore will not significantly distort country allocations in any one region.

The process of engaging finance sector interest in this project is underway with the initial funds in development. The response has generally been very positive, both vis a vis their interest in the overall funds, and the seed finance components. This documentation will be provided to GEFSec. Of course this is an on-going process that will also continue during project implementation for each fund in development.

The technical support to funds development will principally be targeted at BOTH 1) helping them raise capital from the investment community, and 2) helping them integrate enterprise support functions within their operations (since that is the most complicated part of the seed finance approach).


ANNEX D: SCAF LEVERAGE CALCULATIONS

Worst Case – 1 Year and 5 Years

	SCAF Transaction Cost Cost-Sharing
	 $      250,000 
	per
	 $   1,000,000 
	
	

	SCAF Return Enhancement
	 $      100,000 
	per
	 $   1,000,000 
	
	

	Size of Seed Capital Window to be Created
	 $   1,000,000 
	
	seed capital pool
	
	net new money (Yr.1)

	Additional Cash from Entrepreneurs
	30%
	 $      300,000 
	 $   1,300,000 
	
	 $      950,000 

	Size of Fund Capital Pool
	$10,000,000
	
	
	
	

	% allocated to Seed Window
	 10% 
	
	
	
	

	Size of Seed Transactions
	 $      150,000 
	
	
	
	

	Number of Seed Transactions
	8.7
	
	
	
	

	Success Rate
	10%
	
	
	
	

	Size of Second Transactions
	 $   1,500,000 
	
	
	
	net new money (Yr.5)

	Total Value of Second Transactions
	 $   1,300,000 
	
	
	
	 $   2,250,000 

	Year 1 Direct Co-financing
	 $      950,000 
	to
	 $      350,000 
	
	

	Equals
	2.7
	to 1
	 
	
	

	
	
	
	
	
	

	Year 5 Subsequent Leverage
	 $   2,250,000 
	to
	 $      350,000 
	
	

	Equals
	6.4
	to 1
	 
	
	


Best Case – 1 Year and 5 Years

	SCAF Transaction Cost Cost-Sharing
	 $      202,000 
	per
	 $   1,000,000 
	
	

	SCAF Return Enhancement
	 $        86,000 
	per
	 $   1,000,000 
	
	

	Size of Seed Capital Window to be Created
	 $   1,000,000 
	
	seed capital pool
	
	net new money (Yr.1)

	Additional Cash from Entrepreneurs
	110%
	 $   1,100,000 
	 $   2,100,000 
	
	 $   1,812,000 

	Size of Fund Capital Pool 
	$ 20,000,000
	
	
	
	

	% allocated to Seed Window
	 5%
	
	
	
	

	Size of Seed Transactions
	 $      150,000 
	
	
	
	

	Number of Seed Transactions
	14.0
	
	
	
	

	Success Rate
	25%
	
	
	
	

	Size of Second Transactions
	 $   1,500,000 
	
	
	
	net new money (Yr.5)

	Total Value of Second Transactions
	 $   5,250,000 
	
	
	
	 $   7,062,000 

	Year 1 Direct Co-financing
	 $   1,812,000 
	to
	 $      288,000 
	
	

	Equals
	6.3
	to 1
	 
	
	

	
	
	
	
	
	

	Year 5 Subsequent Leverage
	 $   7,062,000 
	to
	 $      288,000 
	
	

	Equals
	24.5
	to 1
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Financing Plan (in US$)





GEF Project/ Component�
�
Project�
8,400,000�
�
PDF/B �
300,000�
�
Sub-Total GEF:�
8,700,000�
�
Co-financing�
�
�
UN Foundation through UNEP�
700,000�
�
Commercial finance and business  *�
38,000,000�
�
Fund managers in-kind�
1,500,000�
�
UNEP in-kind�
300,000�
�
Sub-Total Co-financing�
40,500,000�
�
Total Project Financing�
49,200,000�
�
Leveraged Resources* �
$148 million�
�
�
�
�
�
�
�
�
�
�
�
�






* GEF support will be matched by direct co-financing from entrepreneurs and seed capital investment from respective funds. Total investment of seed capital from respective funds of $15 million and from entrepreneurs of $23 million, followed by projected growth capital funds totalling $148 million based on UNEP/E+Co experience (See Annex D).








Text Box 1: Expanding a Proposed Asian Fund to Include Seed Capital


Emerging Power Partners Ltd. (EPP) is in the process of raising capital for a sustainable energy fund (presently known as the PEMF 2 Asia Sustainable Energy Initiative), as a follow-on to the Euro 26 million Private Energy Market Fund.  The new fund will invest in renewable energy and agro-industrial energy projects, energy efficiency and ESCOs in Thailand, Malaysia, Philippines and China primarily and will also evaluate investments in Cambodia, Indonesia, India, Nepal, Sri Lanka and Vietnam.  


At present PEMF 2 is planning to invest in reasonably secure “cash flow and capital appreciation” projects in the Euro 3 to 6 million range. Although EPP believes that doing smaller seed capital investments as part of the fund strategy would be an effective means to build the pipeline of growth capital investments, this combined seed/growth capital approach is still seen as too risky and too costly by investors. Without outside support, the PEMF 2 fund would need to price any small scale investment at a level which is generally out of reach of smaller project developers. Incremental transaction costs and risk-return perceptions prevent the creation of a seed capital window in PEMF 2.


The proposed Seed Capital Access Facility could help address this problem. By sharing part of the transaction costs and offering a return ‘buy-up’, the Facility would allow PEMF 2 investors to consider allocating $2 - $3 million within the fund for early stage, seed capital investing. A contract would be developed between SCAF and PEMF 2 at the outset that committed to provide a share of the higher management costs associated with smaller transactions and an interest rate supplement. 


In practice this will work as follows. PEMF 2 investors are seeking a 12.5% return on individual transactions. It is expected that a seed capital window would achieve a 7.7% return on a comparable transaction basis, creating a 4.8% gap and costing three times as much to prepare and manage. In this case the SCAF would contract for a share of these two differences as follows:


Transaction Costs - The Facility would tentatively negotiate a total transaction cost-sharing agreement of between Euro 300,000 and 500,000 to cover the incremental costs of working with entrepreneurs to prepare investments, and then transacting and managing a portfolio of small seed finance deals. This support would be paid out over 3 to 4 years in annual installments.


Return Enhancement - The Facility might provide an annual investment premium of 1.5% to 2.75% for each seed finance transaction taken over a period of three to four years.  This payment would be made at the time of each individual investment. On a set of seed capital investments totaling Euro 2,000,000, this premium would be between Euro 75,000 and 173,000.


Thus, SCAF could foresee a commitment of between Euro 375,000 and 673,000 to PEMF 2. 














� 	See http://www.uneptie.org/energy/projects/REED/REED_index.htm


� 	Examples of enterprises supported by REED programmes include solar and wind powered water pumping businesses, solar thermal and PV, crop drying, waste to energy and energy crops for co-firing manufacturing processes, biofuelled village milling platforms, industrial charcoal production, and various energy efficiency activities.


� 	Sustainable energy here refers to both renewable energy and energy efficiency, although this project will  mainly target renewable energy businesses. 


� This figure is fixed since it will be a condition for SCAF disbursement.


� 	SCAF Returns Enhancement support line will only be paid out at the time of individual seed fund investments, therefore the minimum co-finance criteria will be guaranteed.


� 	Cameroon (19/10/1994), Ghana (06/09/1995), Thailand (28/12/1994), Cambodia (18/12/1995), Viet Nam (16/11/1994), Indonesia (23/08/1994), Philippines (02/08/1994), El Salvador (04/12/1995), Honduras (19/10/1995), Nicaragua (31/10/1995), Panama (23/05/1995), Guatemala (15/12/1995), Belize (31/10/1994), Costa Rica (26/08/1994).


� 	Credit enhancements are particularly appropriate for the REED/E+Co approach since the seed financing is usually provided in the form of debt. 


� This figure is fixed since it will be a condition for SCAF disbursement.


� 	A general background document on the REED programmes is “Open for Business: Entrepreneurs, Clean Energy and Sustainable Development” ( http://www.uneptie.org/energy/publications/files/openforbusiness.htm)


� Including the Kumasi Institute of Technology and Environment (KITE) in Ghana, the Mali-FolkeCenter (MFC), ENDA-TM in Senegal, the Tanzania Traditional Energy Development Org. (TaTEDO) and the Centre for Energy, Environment and Engineering in Zambia (CEEEZ).


� E.g. UN Foundation has provided $8.6 million over the past 4 years to this area; US AID, Oak Foundation, Blue Moon Foundation, Body Shop, Citigroup, SIDA, and the Dutch Government, and many others have also been major supporters.  At the Bonn renewables2004 conference AREED was recognized as a ‘best practice’ approach and KfW signed an $8 million letter of intent for E+Co seed finance activities in Africa. 
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