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1 SUMMARY 

Adopting a method developed by E+Co of coupling enterprise development services with modest amounts of start-up financing, UNEP’s Renewable Energy Enterprise Development (REED) initiatives are aimed at seeding a new breed of enterprises that apply “best-practice” approaches to supplying clean and affordable energy services to under-served populations
. The experience to date has been that the combination of seed capital and enterprise development services, provided through an intermediary, is an effective way to stimulate new enterprise development. Diverting energy investments to renewable energy in rural areas of developing countries through this style of program will have major impacts on growth of GHG emissions in harmony with support rural economic development.

The early results have been promising and successful achievement of a sustainable environmental alternative is proposed. The enterprises may deliver energy services on a commercial basis, but the new and risky nature of their businesses, and the political and cultural setting in which they operate does not necessarily make them early candidates for more commercially oriented sustainable investment opportunities. E+Co and REED programmes provide some early seed capital and support required to take a ‘bankable’ concepts to market, many of these nascent enterprises will subsequently require significant nurturing and ‘patient capital’ over a number of years as a bridge to broader investment opportunities. Lack of patient capital is a critical barrier to new enterprise development in the sustainable energy sector.

The project proposed involves establishing a mechanism by which innovative energy enterprises can gain extended access to concessional forms of green financing, and then link to more commercial finance as and when appropriate. 
Experience to date has shown that there are several distinct stages of financing required by sustainable energy enterprises. There are many ways to classify these, however, the following is proposed:

 Stage 1 Seed Capital*: for companies that are new and involve new high risk business strategies, such as solar rural electrification. Seed capital and associated enterprise development services are needed to convert ideas into business start-ups.

2nd Stage Patient Capital*: for those companies requiring concessional long-term capital and services to reach financial sustainability.
Later stage Commercial Capital: for proven businesses requiring additional capital to expand and replicate proven business models. 

* A principal difference between stage 1 and 2 capital is the funding source. The more developmental seed funds will usually only come from grant-making or philantropic sources, whereas patient capital can blend GEF funding sources with social investors seeking modest returns on investment.
2 Background and Rationale
The supply of energy services via renewable energy or energy efficiency technologies is often considered a new, “high risk” business area by conventional financial institutions and therefore few private sector clean energy businesses are bank financed. The consequent lack of early stage investment, as well as guidance on how to obtain what support is available, has often led to a slow ‘capital starvation’ of promising energy business start-ups. 

One solution is to offer entrepreneurs a combination of business development ‘hand-holding’ and start-up seed financing.  A energy enterprise development model for this approach has been developed by E+Co, a non-profit energy investor spun off from the Rockefeller Foundation. Between 1994 and mid-2001, E+Co invested $8.4 million in 71 enterprises in 34 developing countries in Latin America, Africa and Asia
.  Today, twenty-four of these companies are producing or delivering clean energy to more than 200,000 people. Rather than give grants, E+Co generally provides loans or takes a small financial stake in a company, as well as provides non-financial enterprise development support in areas such as business planning, company structuring and financial leveraging. The result  is that entrepreneurs can effectively plan and structure their companies, making eventual investments by other partners less risky.  E+Co’s success has been to help small but viable renewable energy businesses become established, with the result that private and multi-lateral investment in these clean energy services has increased. 

The experience is that the combination of seed capital and enterprise development services provided through an intermediary is an effective way to stimulate new enterprise development. However, just fostering several new companies in a country or region is insufficient to achieve a large scale increase in energy access in developing countries. There is a need for many thousands of new sustainable energy enterprises in the developing world
.  The three thrusts needed to begin scaling up the approach towards this long term goal are 1) the adaptation and replication of the enterprise-based approach at the country level, 2) deployment of stage 1 seed capital to help entrepreneurs convert sound ideas into business start-ups, and 3) developing stage 2 patient capital fund(s) to bridge the more philantropic seed capital to later stage sources of commercial finance.

3 BAseline scenario 

The E+Co model is to provide enterprise development services and catalytic seed capital that allow entrepreneurs to take their early stage ideas and experiences and prepare them for later stage investment, implementation and growth. It is the combination of these services that provides a basis upon which enterprises can grow to a point of delivering energy services on a sustainable basis and become interesting, credit-worthy customers from the perspective of banks and other later stage investors.    

Most prospective energy entrepreneurs  are new to a business environment, and most initially approach their potential ‘enterprise’ from the perspective of the technology.  They need a great deal of business development support to understand clearly the needs of potential customers; to gather information and prepare feasibility analyses, proposals and business plans; to develop contracts and collection mechanisms; to identify financial and non-financial resources and to negotiate with credit providers, lenders and investors.  E+Co’s enterprise development services provide the information, tools, consulting and direct assistance to entrepreneurs so that they can wisely use seed capital to build a sustainable business enterprise that can supply affordable, reliable and appropriate energy services to customers.

Through UN Foundation supported programmes in Africa (African Rural
 Energy Enterprise Development - AREED) and more recently Brazil and China, UNEP has been scaling up the the E+Co approach, involving as partners three types of local stakeholders – development organisations, finance institutions and government agencies. To begin to target the creation of thousands of new clean energy SMEs, besides creating hundreds in the next few years that are models for replication, these programmes also aim at fostering a new type of energy enterprise developer that works in the project countries, adopting the enterprise development approach developed by E+Co to local conditions. Through partnerships with E+Co, these local organisations, usually NGOs with a business-like focus, help entrepreneurs develop business plans and prepare them for seed capital financing
.  
The success rates of these enterprise-focused activities increases if they are linked with parallel efforts to help governments improve enabling conditions for sustainable energy enterprises. While in each country there are existing government programmes underway related to or influencing rural energy provision, often sustainable energy technology options and the role of the private sector are under-utilised. The introduction of enterprise development programmes in a country provides an opportunity to help ministries and utilities develop rural energy plans, concession or procurement policies that rely more extensively on commercially structured rural energy service provision. The various UNEP sponsored programmes also look to provide decision makers with models of public-private partnership, and when needed can assist them in implementing the applicable approach for their country and can provide early stage capital to help the first innovators deliver these government sanctioned services. 

Beginning in the fall of 2000, the US Agency for International Development (USAID) provided funds to E+Co for the development and implementation of FENERCA, a program to promote the financing of renewable energy enterprises and projects in five countries of Central America. This multi-year, $3 million program provides enterprise development services to start-up energy enterprises. FENERCA is also focused on increasing the capacity of financial institutions and NGOs to support the region's renewable energy sector
. 

Through these different partnerships, the various enterprise development initiatives are delivering targeted services to specific enterprises, while at the same time transferring the approach to the country level.

The underlying goal is that this enterprise development approach will in itself allow for the nurturing of small indigenous businesses and that the portfolio and pipeline generated will be the catalyst to reach a ‘market solution’ – access to traditional commercial investment. However, although the results from many of E+Co’s earlier investments have been promising, the needs of most new enterprises are beyond that which can be provided by the existing programme structures. The enterprises may deliver energy services on a commercial basis, but the new and risky nature of their businesses, and the political and cultural setting in which they operate, do not necessarily make them early candidates for more commercially oriented investment.

In fact, although increased investment in the renewable energy sector is now a high priority for policy makers, the actual financing needs of clean energy enterprises ranges significantly and most do not fit within existing financing norms. Thus one of the main challenges of supplying sustainable energy services in developing countries is not the availability of technology, business models, capital, or the ability to pay; it is the mismatch between the needs of the enterprise and the types of financing currently available.

This financing mismatch is the principal barrier that the various REED initiatives now need to overcome. 

4 GEF Alternative 

It is proposed that a new facility be created that both offers seed funding and patient capital, which together bridge the financing gap to the later stage commercial capital that is only available to proven enterprises.   

The proposed facility would integrate business development services with investment funds. It would provide sources of both seed and patient capital to those enterprises that need financial support to grow  to the point they can secure finance from more conventional sources. Further, the facility would offer the opportunity to aggregate a variety of resources – grants, loans, investment, and so on – and organise these into distinct programmes with their own identities.  The facility would provide programme management, monitoring and evaluation to donors, lenders and investors. Finally, the facility would be organised to achieve the maximum reasonable leverage on funds provided by aggregating like interests and arranging co-financing opportunities.

The structuring of this facility will be developed during the project preparation phase, as will the co-financing activities that bring social investors, regional banks and donor agencies in as partners in the different regions. This effort will be a prototype that, if successful, could lead to an expansion of sustainable energy financing through the REED approach, either by the GEF, financial institutions, social investors or bilateral donors.
The development objective of this project is to lay the foundations for the provision of energy services to under-served households, businesses and communities in developing countries through: 

· Creating locally appropriate energy enterprises, each offering some new form of sustainable energy service

· Transferring enterprise development expertise to local organisations

· Building in-country capacity amongst government policy makers to support the approach

· Stimulating private and public sector capital formation in support of these enterprises as they grow and mature, and

· Disseminating the approach to other multi and bilateral institutions.

5 PROJECT DEVELOPMENT

The project will be developed for a number of countries in Africa and Latin America
. A project development team will be designated to prepare the overall facility. Regional teams will in parallel prepare subsets of proposed regional activities within the project. Although one general approach will apply to all regions, each will involve activities or funds adapted to the local context, based on the needs of the energy sector and readiness of the local finance institutions to invest in sustainable energy enterprises. 

The bulk of the GEF resources will be targeted at seed and patient capital funds. How these funds can best be used will vary by region.  In Brazil, where the finance sector is more developed, project resources may be used to create a patient capital fund, whereby GEF resources assume a higher risk through a blended arrangement with commercial investors. In Africa the funds will be structured according to a more constrained local context, however will still look to leverage bilateral sources of financing with that provided by local financial institutions. PDF B project development support will allow the regional project development teams to prepare regional fund business plans, prospectus and to raise co-financing. 

Project development funds will also be used to determine how best to build local enterprise development capacity in the host countries and the types of support needed amongst policy makers to foster the approach.

6 Roles of Organisations within Proposed Project
Role of E+Co: (fund management and intermediary mobilisation/development) To continue to transfer their expertise to local enterprise development intermediaries through hands-on support and financing of local energy enterprises; to co-manage stage 1 seed capital funds with local partners; and either manage or co-manage stage 2 patient capital funds
.
Role of UNF and other foundations (provide seed capital and support programme development): The inherent flexibility required of seed capital requires funders interested in the broader impacts than simply financial return on investment. The key to increasing this pool of resources is to make the link between energy and development – energy as the means to the end
 - and to demonstrate that some of the resources currently targeted at technology demonstration programmes can be more effectively used when channelled instead through early stage seed capital funds, such as in REED programmes
. 

Role of GEF funds (provide seed and patient capital and strengthen institutional linkages): Besides strengthening the seed capital pool, the quasi-commercial requirements of GEF financing is well suited to providing stage 2 patient capital, either directly, or through a blended arrangement with commercial capital, whereby GEF resources assume a higher risk. Stage 2 patient capital requirements ($500,000 to $1 million) are usually significantly larger than stage 1 seed capital requirements ($50,000 to $250,000), putting it out of reach of most foundations.   The GEF can also help create and maintain strong enabling environments which are essential to increase the effectiveness and sustainability of renewable energy enterprises. GEF support should be used to support the development of policy tools (e.g. national systems of innovation and technology infrastructure, human and institutional capacities, macroeconomic policy frameworks) that facilitate the growth of supportive enabling environments. 

Role of UNEP: (provide overall project management and disseminate the approach) This effort would allow UNEP and other multi and bilateral institutions to continue to build, foster and disseminate this business-like approach to the sustainable energy challenge in developing countries.
7 COUNTRY OWNERSHIP
The approach responds directly to the priorities set by host countries, specifically as shown by: direct feedback from governments in the related programs already underway; energy sector plans; and recommendations from international meetings and reports
. Although many non-Annex 2 governments are starting to understand the issues underlying climate change, they usually lack the resources to make the required adjustments. Many governments believe the development of the private sector can help initiate some of the required changes. It is within this environment that the initiative can have the most impact – both in demonstrating to policy makers the types of projects that are viable and sustainable, as well as directly addressing their urgent need for the accelerated take-up of renewable energy initiatives.

8 SUSTAINABILITY AND Replicability
The sustainability and replicability of the project will be addressed at both the enterprise and program levels. 

Each REED enterprise offers some new form of environmentally sound energy service – such as fee-for-service PV electrification, water pumping or solar crop drying - in a commercially sustainable manner. The provision of enterprise development services and 1st and 2nd stage financing should usually be sufficient to either get a project to sustainability, or at least adequate maturity to attract subsequent commercial investment. Not all projects will succeed, however those that do will usually leverage outside financing during later stages of development and will thus be able to serve a significantly larger customer base than less commercially focused demonstration projects. 
In terms of replicability, supported enterprises are generally innovators in their field; when successful, they broadly influence the creation of new markets, new industries and new approaches to the delivery of sustainable energy services. For example many of E+Co’s earlier investments, such as the PV companies Selco and Grameen Shakti have had a major impact on the development of the renewable energy sector. Much of the benefit from these companies’ early efforts have accrued to the industry, through diffuse replication effects.

At the programme level, the effort will endeavor to transfer the energy enterprise development approach to local partners, in order to expand the institutional base for this sort of activity and to prepare these partners for accessing future support through other channels. If multi-/bilateral and other donor agencies can be shown that the approach is an effective manner in which 1) to help foster the clean energy sector, 2) to catalyze commercial co-investment in this sector and in so doing 3) to increase access for the rural poor to clean energy services, then the sustainability and institutional replication of the approach should be assured.

9 Financing Plan

Targeted Sources of Finance:

· UNF: $7.6 million in seed financing and REED program development

· GEF: $8 million in seed and patient capital, REED program support and improving the enabling institutional environments for renewable energy enterprises in host countries.

· Patient Capital co-financing: $10 million (from bilateral agencies and banks) 

· Enterprise co-investments: $5 million 

10 Implementing Agency core commitments and linkages
Although renewable energy technologies are now coming of age, their commercialisation is still slow, especially from an environmental perspective. In response, UNEP has increased its efforts to  ‘green the finance sector’, particularly focusing on promoting investment opportunities in the renewable energy and energy efficiency sectors. This includes on-going activities within UNEP’s Finance Initiatives
, which today include 179 banks and 88 insurers as signatories, and the GEF-financed RE/EE Investment Advisory Facility (IAF). The IAF assists financiers in evaluating prospective investments in clean energy projects and funds in developing countries
. To date the IAF has supported the development of three commercial funds, the IDB/MIF Latin American Energy Services Fund, the UBS Alternative Climate Fund and the Nepalese Clean Energy and Infrastructure Development Fund. How to catalyse the earlier stage development of sustainable energy projects, to get them to the commercially viable stage required by these funds and others, has become the new challenge, the one that REED activities seek to address. 
The project will therefore contribute to the implementation of energy sub-programme 1: promoting renewable energy and efficiency technologies; it as well will support UNEP’s efforts to promote regional and international co-operation regarding global climate change, particularly mitigation measures.
The project is also consistent with UNEP’s strategic partnership with the GEF in that it can provide information on new approaches to clean energy services delivery through the recently established SustainableAlternatives.net (SANet).

Apart form UNEP, other GEF IAs and bilateral donor agencies could benefit from the project through: 

· the opportunity to institutionalize an innovative enterprise development methodology;
· a new approach for working more directly with the private sector on sustainable energy issues, and
· closing the loop between high level policy work and ground level implementation activities (e.g., gaining experience on the type of currently feasible, market driven projects that are applicable to the Clean Development Mechanism).

11 GEF Projects THAT Influence REED Activities

The REED initiative complements well a number of GEF projects that aim to promote market penetration of renewable energy technologies, including the Renewable Energy and Energy Efficiency Fund (REEF), the Solar Development Group (SDG) and the Small- and Mid-Scale Enterprise Programme (SME). These are primarily financing initiatives whose ultimate success will depend on the existence of a pipeline of well structured, viable RE businesses of the type REED will be developing. REED will look to eventually hand-off its successful enterprises to these initiatives, and others like them, for later stage financing.  Other relevant GEF projects will also be contacted during project preparation, including those ongoing in the proposed regions of intervention, including: Renewable Energy-Based Electricity for Rural, Social and Economic Development in Ghana; Household Energy in Mali; Sustainable and Participatory Energy Management in Senegal; and Biomass Power Commerical Generation in Brazil.
ANNEX 1: Related INFORMATION

· African Rural Energy Enterprise Development (AREED): 

· Website: www.areed.org
· Brochure: www.areed.org/home/areed_brochure.pdf
· Economist Article Power to the Poor 02/08/01 www.areed.org/home/economist_article.htm
· Brazil Rural Energy Enterprise Development (BREED): www.uneptie.org/energy/breed/
· E+Co: www.energyhouse.com
· UNEP Division of Technology, Industry and Economics 

· Energy Group: www.uneptie.org/energy/
· Finance Initiatives: www.unepfi.net
· RE/EE Investment Advisory Facility: http://www.uneptie.org/energy/act/re/IAF/
· UN Foundation, Sustainable Energy and Climate Change program:
www.unfoundation.org/programs/environment/PF_climate.asp
ANNEX II: SAMPLE OF E+Co/REED PROJECTS

	Enterprise Name, Country
	Business Activity
	Project Description
	Financing

E+Co/

AREED

[other]
	Second Stage Investors
	Achievements

	E+Co Investments

	Soluz Dominicana,

Dominican Republic
	Solar Rural Electrification, using a PV leasing model.
	PV leasing company that provides energy services on an affordable monthly basis 

http://www.soluz.net/
	$450,000 loan
	Calvert World Values Fund, EEAF and Sunlight 
	Its approach is recognized as highly innovative and is being imitated in many countries. 

	Empresa Eléctrica del Norte (EEN),
El Salvador


	5 MW Biomass
	Independent power producer, with 5 MW generating capacity fueled by bagasse.
	$75,000 loan
	Banco Agricola Comercial, & CABEI
	First thermoelectric plant of the Central American  region to rely completely on biomass resources. Plant became operational in 2000. 

	Noor Web, Morocco
	Solar Rural Electrification, using a franchising model
	Energy services company providing PV installation and after sales services in rural areas and support to village-level solar entrepreneurs 
	$250,000 equity

[$750,000]
	Shell Solar,

Two Moroccan industrialists.


	2,000 SHS financed and installed as part of 15,000 SHS partnership with National Electric Utility (ONE). Attained profitability in 2001.

	Kanata Hydro Electric,

Bolivia
	7.4 MW high head hydroelectric plant
	The plant harnesses the outflow from a high-altitude water reservoir. 


	$250,000 loan
	GiroCredit Bank, Austria
	Plant became operational in 1999 and has been operating near capacity since, producing 23.6 GWh  in the past year.

	RAPS Energy Stores

South Africa
	Solar Rural Electrification delivery company
	Establishes energy franchises that rent solar systems and provide service and maintenance.

http://www.raps.co.za
	$243,895 equity and loan
	NUON,

Solar Development Foundation (SDF)
	50,000 SHS concession contract signed with ESKOM

	AREED Investments

	Rasma 

Zambia
	Manufacture of Efficient Cookstoves
	Company produces and sells efficient cook stoves.
	$20,000 Equity
	AREED projects began receiving enterprise development services in late 2000, and seed financing was approved for these four companies in 2nd quarter 2001.

	AME

Senegal
	Maintenance of Solar Heating Systems
	AME’s primary activity is the provision of maintenance services for solar water heaters in the residential and commercial sector, both urban and rural.
	$41,500

Local currency loan
	

	ABM 

Ghana
	Power Factor Correction
	Existing energy efficiency company that will develop power factor correction business.
	$120,000 

USD denominated Loan
	

	SUCO

Ghana
	Sale/service of PV lanterns
	Small renewable energy service company marketing and maintaining solar lanterns.
	$9,000 Local currency loan

$11,000

Equity
	


An indicative list of  REED activities include:


Identification and training of entrepreneurs. This includes the identification of more credit worthy major businesses with comparative advantages to enter the market, such as durable goods distributors (e.g., sewing machines), consumer goods distributors (e.g. food and dry cell batteries) and fuel, energy, water or telecommunication suppliers.


Provision of tools to entrepreneurs for fact-finding, feasibility analysis and business planning.


Provision of support services and seed capital to entrepreneurs with promising project and company ideas and works-in-progress.


Provision of 2nd stage patient capital as core ideas mature in order to prepare these entrepreneurs for additional (conventional) risk capital, commercial debt and equity. 


Engagement of financial institutions and investors, the formulation and management of specialized funds or other investment vehicles and the directing of public sector support to such funds.


Identification of intermediary organizations in targeted countries, provinces and states to embrace and refine the model to local circumstances.


Government interaction on targeted project (enterprise) and counterpart development related policies and procedures.


Monitoring and evaluation of enterprise, counterpart and program management; course corrections and adaptations as appropriate.


Aggregation of related businesses and investments into “umbrella” companies or associations to increase the investment grade, influence and growth of this sub-sector.








� 	Regions of intervention will be determined during project preparation based on those currently taking part in related programs.


3 	Africa REED has been working in Senegal, Mali, Ghana, Zambia, Tanzania and Botswana; a similar program is starting in Northeast Brazil and soon in Yunnan Province, China. Websites for these programs and the partner organizations involved are listed in Annex 1.


� 	A sampling of these enterprises are described in Annex II.


� 	Conservative estimates are that upwards of 60,000 SMEs will be needed, each delivering some niche energy service, such as water pumping, crop drying or decentralized electrification.


� 	The R in REED refers to both Rural and Renewable, although any sustainable energy SME can be supported in target countries.


� In Africa, enterprise development partnerships are underway with ENDA (Senegal), KITE (Ghana), Mali Folkcenter (Mali), CEEEZ (Zambia) and TaTEDO (Tanzania). In Yunnan Province China work is now beginning with The Nature Conservancy, who are also co-financiers in the programme. In Brazil, enterprise development partnerships will soon be signed. In Central America, E+Co has for many years been working with the Biomass Users Network.


� Initial results of the first 18 months of the project include the completion of 15 business plans; $2.25 million invested or in consideration by local financial institutions; 2 enterprises delivering new and clean energy services in El Salvador; 1 additional project currently under construction in Honduras and completion of an international carbon emission transaction involving a Guatemalan hydroelectric company and a Dutch utility.





� 	Other regions will also be considered, particularly China, where the CREED programme will begin activities in 2002.


� 	Whether to involve regional development banks as managers or co-managers of stage 2 funds will be explored. This will depend on their willingness to effectively apply patient finance norms.


� 	Health and social improvements; income generation; education, etc.


� 	It is arguably better to invest $50,000 in a small start-up enterprise that will use solar pumping systems to provide water delivery in ten rural villages than to spend the same amount on demonstrating the technology – but not the business – in three villages.


� 	G8 Renewable Energy Task Force Report (2001, Case Study 12); the IPCC Working Group III, Methodological and Technological Issues in Technology Transfer, IPCC, 2000; Marrakech GEF Global PV Review Meeting Report, GEF, 2000.


� 	See � HYPERLINK http://www.unepfi.net ��www.unepfi.net� and � HYPERLINK http://www.unepfi.net/invent/isef/index.htm ��www.unepfi.net/invent/isef/index.htm�


� 	See � HYPERLINK http://www.uneptie.org/energy/Act/RE/IAF/ ��www.uneptie.org/energy/Act/RE/IAF/� Redirecting Commercial Investment Decisions to Cleaner Technologies, GF/2200-00-03. 
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