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12 January 2001

Dear Mr. El-Ashry,

Subject: SVN/99/G31/A/1G/99 Slovenia — Removing Barriers
to the Increased Use of Biomass as an Energy Source

I am pleased to enclose the project for Slovenia entitled “Removing Barriers to the
Increased Use of Biomass as an Energy Source” approved by the GEF Executive Council in
May 1999. Also enclosed is the response to comments provided by the GEF Secretariat
and Council.

As per paragraph 29 and 30 of the GEF Project Cycle, we are submitting this project
to you for circulation to the Executive Council Members for comments and, subsequently,
for your final endorsement.

Thank you in advance for expediting the review and approval of this project.

sincerely,

Executive Coordinator

Mr. Mohamed Ei-Ashry
Chief Executive Officer
Global Environment Facility
Room G6005

1776 G Street
Washington, D.C. 20433
PM

Street Address: 304 East 45th Street, 10th Floor
Mail Address: 1 UN. Plaza, Room FF 1094, New York, N.Y. 10017
Telephone: (212) 906-5044/6028
Fax: (212) 906-6998
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Slovenia: Removing Barriers to Increased Use of Biomass as an Energy
Source, FP (UNDP) GEF: $4.3 m; Total: $7.2m

Response to Comments from The Netherlands:

The STAP review should have written 1.8 million tons of CO2, not 2.8 million.
The latter figure was a misprint rather than an alternative calculation. The
local beneficiaries and benefits of the project have been described in detail in
the revised project document. Wood in Slovenia is produced in a sustainable
way, and farmers are considered to be beneficiaries of the project in that they
may take advantage of economic opportunities of collecting and selling wood
(brush or other sources). Finally, the feasibility and sensitivity of the different
alternatives, including co-generation, was calculated in the course of the
preparatory phase of the project.

Response to Comments from France:

The confirmation of the financing package for the project will form a key part
of the appraisal process that is established as a part of project activities.

Response to Comments from Switzerland:

The GEF support to the project will not be a direct investment grant, but rather
contingent financing. The feasibility and sensitivity of the district heating
scheme will be evaluated on a site-by-site basis. The elaboration of potential
cost-effective demand-side measures will be an essential component of
investment preparation and financing under the framework of the overall full
project.
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A. CONTEXT

1.
Description of subsector

Slovenia is situated between the southeastern Alps and the Adriatic Sea. It is bordered by Italy in the West, Austria in the North, Hungary in the East and Croatia in the East and South. The total land area of the country is 20,256 km2.

Slovenia is a heterogeneous country in its relief, climate and vegetation. The climate varies from continental in the Panonian lowlands to alpine in the mountain regions and sub-Mediterranean in the coastal region. There is a strong interaction between these three climates over the interior of Slovenia.

The population of Slovenia is about 2 million according to the 1994 estimate. It is ethnically homogeneous, with Slovenes making up 90% of the population. Small Italian and Hungarian communities constitute officially recognized minorities. The population density is 98 people per km2. The capital of the country, Ljubljana accounts for 270,000 people.

Economy
The Slovenian economy was the most highly industrialized and advanced of those of the six republics of the former Yugoslavia. While accounting for less than 8% of the population, Slovenia was, in 1990, responsible for 20% of the gross “social” product, 29% of export and 20% of import. Even before independence, most agricultural and small-scale trade and service activities were run by the private sector, and the larger state owned enterprises often acted in a similar way to western companies.

After declaring independence on 25 June, 1991, Slovenia managed to overcome relatively quickly the recession that hit the country. GDP has grown since 1993 and the GDP growth hit a peak of more than 5% in 1994. In 1998, the GDP per capita was US$9,300, which is high compared to many other countries with the economies in transition. The foreign debt is relatively low and the inflation was brought down to 6.5% by the end of 1998. The country is also well integrated into the EU market and is on the way, among the first new EU accession countries, to become a full member of the EU. 

Energy sector

In 1994, the heat and hot water supply for the industry, residential and public buildings accounted for approximately 30% of Slovenia’s total final energy consumption, and about 28% of total greenhouse gas emissions of 14.34 million tons of CO2.

Space heating is the largest energy user in the residential sector with 70.5% of the total residential energy demand, followed by the preparation of hot water (10.7%) in 1994. About 63% of the apartments have central heating systems, which provide approximately 50% of the space heating requirements. Liquid fuels are the predominant energy source, accounting for 47% of the total energy consumption of the residential sector in 1998. Solid fuels (coal and wood) accounted for 7.3% of the total energy demand. The real share of solid fuels, however, is probably higher, as the fuel wood, which is not traded commercially, escapes the official statistics.

The average efficiency of existing heating systems based on coal and wood is estimated to be around 50%. Installation of new, correctly sized and more efficient equipment could raise this efficiency to 80%. In buildings, in which the heating is based on old, oversized oil- or gas-fired boilers, the installation of new correctly sized gas fired boilers could increase the efficiency from current 75% to around 90%.

Currently, district heating (DH) is provided primarily to large multi-family dwellings, either by heat-only boilers or by communal and industrial co-generation plants. Ljubljana and Velenje are the only cities using heat from thermal power plants. Surplus heat from industrial co-generation plants is used in the towns of Jesenice, Zelezniki, Nazarje, Ptuj, and Kocevje. About 15% of all apartments are currently connected to district heating.

The concentration of consumer demand (heat load), climatic conditions and the price of biomass versus the price of fossil fuels are key factors in determining, whether the construction of new biomass based district heating systems or extending the existing ones is economically feasible or not. The results of selected feasibility studies conducted in different Slovenian communities show that the economic feasibility of the projects can vary considerably depending on the specific local conditions and assumptions made in the study. A summary and a sensitivity analysis of these feasibility studies are presented later in this proposal. In general, however, it can be concluded that at least in the beginning the biomass based district heating projects will require some public support to cover the learning costs, to reduce the risk of the investors and to demonstrate the technical and financial feasibility of the projects to the local communities and residents. Also, the still unaccounted domestic and global benefits of  biomass energy activities can justify this support later on. 

2.
Host country strategy 

Renewable energy sources, in general, are considered as an important future primary energy source in Slovenia. Considering the fact that about 70% of Slovenia’s total primary energy need is imported, the renewable energies - beside their obvious environmental and social benefits - are considered as an important national strategic reserve. The priorities are, as laid down in the Resolution of the Government of Slovenia on the Strategy of Energy Use and Supply (ResROE), to increase the share of renewable energy sources in energy production and to enhance the combined heat and power production. 

In conformance with ReSROE, the Slovenian National Energy Plan (NEP), which is currently under preparation, envisages to increase the share of wood biomass within the primary energy balance by 50%. Besides increasing the efficiency of the existing boilers and small individual fireplaces using biomass, this goal is envisioned to be reached by increasing the use of biomass for district heating either in heat-only or co-generation plants. The analysis conducted by the Slovenian Forestry Institute under the UNDP/GEF project preparatory phase supports this goal by estimating the total unused potential of industrial wood waste, brushwood, and unrealized planned annual cut to over 600,000 tons of wood biomass annually. The current share of biomass in primary energy supply is 4.4% (11.2 PJ).

Slovenia is also one of the signatories of the Kyoto protocol, in which it has committed to reduce country’s greenhouse gas emissions with 8% by 2008-2012, relative to the 1986 level. The national greenhouse gas mitigation strategy is presented in the Framework Strategy of Fulfilling the Kyoto Protocol Commitments prepared by MoEPP, giving among other priority to biomass energy use.


3.
Prior and on-going assistance

The Government of Slovenia has systematically supported renewable energy programs and investment projects since 1991 through its public competition program. The support was spent through a number of instruments, through soft loans, interest rate subsidies and grants. The Government budget for renewable energy sources for the period 1991-1998 accounted for about US $13 million. For the implementation of the NEP, the establishment of a long-term financing mechanism to support energy efficiency and renewable energy projects has been proposed. In that context, also a CO2-tax has been considered and proposed as one possibility to collect these funds.

The study “Qualitative, Structural & Regional Assessment and Evaluation of Wood Biomass Potential for Energy Purposes in Slovenia”, prepared by the Forestry Institute of Slovenia in 1995, concluded that prospects for more extensive biomass utilization exist, but further research is needed to get reliable, site specific data on sources, quantities, energetic value and social/economic significance of wood biomass. Under the PDF B phase of this project, the studies were refined and the results were published in the report  “Analysis of Wood Biomass Potential in Slovenia” (1998). Otherwise the results of the  PDF B phase of the project were published in the final  report “Removing Barriers to Biomass District Heating Projects in Slovenia” (ApE, January 1999). 

In 1999, the Ministry of Economic Affairs provided support for the biomass district heating projects through the following calls for tenders:

· Ministry of Economic Affairs, Agency for Efficient Use of Energy, the tender for subsidising energy assessments of companies, energy concepts of local communities and feasibility studies for projects of efficient use of energy and heat and power production (the Slovenian Official Gazette no 11/99, dated February 19, 1999).

· Ministry of Economic Affairs, a tender for a) financing system programs of renewable energy sources, b) co-financing feasibility studies and investment documentation, c) non-returnable subsidies for renewable energy sources investment project, d) program of non-returnable subsidies for households (the Slovenian Official Gazette no.11/99, dated February 19, 1999).

The available state support (covering 50% of the total costs of the studies) has enabled a number of municipalities to prepare local energy plans and feasibility studies for biomass district heating projects. In the majority of cases, these projects are based on existing industrial boilers. According to the most recent data (RACI d.o.o., 1998), there are 78 wood waste boilers in operation in the Slovenian wood processing industry, with a nominal power of over 1 MW. The total installed capacity of these boilers is 340 MW. Most of the existing old boilers do not meet the new emission requirements, and therefore they need to be replaced with new, modern boilers equipped with automatic fuel dosing. Before the replacement, the possibilities to extend the use of boilers for providing heat for the nearby communities and/or for co-generation should be analyzed. 

Since 1996, the Ministry of Economic Affairs (MEA) has also offered to subsidize up to 25% of the investment costs of the biomass based district heating projects.

Slovenian Ecofund has offered soft loans since 1994 under different calls for tenders. The current selection criteria for the projects are that they deal with: (i) abatement of air pollution, (ii) development of local infrastructure, or (iii) reduction of the emissions in industry. The interest rate of the credits has been the Foreign currency clause + the World Bank interest rate (approx. LIBOR) + 1,5 % (currently 5,14%) for (i) and the base (inflation) rate + 2% for (ii) and (iii). The biomass energy projects are considered eligible for financing. The Ministry of Environment, who is in control of the Ecofund, has agreed that at least  US$ 2.5 million from the Ecofund over the next three years can be made available to support the biomass energy activities. For the time being, the only biomass district heating project supported  by the Ecofund has been the Gornji Grad pilot project.

The PHARE programme of the European Union has supported the pilot biomass district heating project in Gornji Grad and a programme for the installation of solar collectors. In addition, a High Level Policy Adviser on Energy Efficiency was appointed to work in AURE – the Agency for Efficient Use of Energy to improve its capacity and to provide advice and assistance. In 1995, ETSU produced under the PHARE programme the “Draft Final Report to the Ministry of Economic Affairs- Study on Energy Conservation Strategy in Slovenia”, providing advice on the areas, in which opportunities for energy conservation can be found, including guidance in the renewable energy field. 

The 1999 budget for the PHARE cross-border co-operation included 1,5 million EURO for supporting biomass district heating projects in the EU-border areas of Slovenia. This will be in addition to the 0.360 million EURO already committed for the Gornji Grad pilot project. 

Other bilateral co-operation programmes have been supported, e.g. by the Austrian government, which has provided assistance in performing the Slovenia-Styria energy initiative, supporting energy efficiency and renewable energy projects. 

4.    Institutional framework 

The Environmental Protection Act was adopted in 1993 and it represents the main legislative framework of environmental protection. It is based on the principles of the UN Declara​tion of Environment and Development, considering at the same time the requirements of the European Union directives. 

The role of the different institutions with respect to climate change and energy related issues is as follows:  

Ministry of Environment and Physical Planning deals with all the environment related matters. It is the GEF operational focal point in Slovenia and is also responsible for the UNFCCC in Slovenia, mostly through the Hydrometeorological Institute, which is a part of the Ministry. 

The Environmental Development Fund of the Government of Slovenia (EcoFund) was established to issue loans (credits) for projects promoting environmental protection. The Fund’s initial capital was formed by the claims transferred by the Ministry of the Environment and Physical Planning on the basis of the “Law on Ownership Transformation of Socially Owned Companies”. In June 1996, the Fund also received a DEM 30 million credit from the World Bank to carry out the Air Pollution Abatement Program, under which also the biomass energy projects can apply for funding.  

Ministry of Economic Affairs deals with energy related issues. A part of this Ministry is the Agency for Efficient Energy Use, which deals with demand-side energy efficiency and has been working on a National Program for Energy Efficiency in co-operation with the EU/PHARE. 

Ministry of Economic Relations and Development deals with the pricing policy, macroeconomic research, development projections and international co-operation in the field of economy.

Ministry of Finance plays an important role in financing different projects.

Ministry of Education and Sports incorporates in its educational programs climate change issues and  helps to raise public awareness.

Ministry of Foreign Affairs supports inter national co-operation related to climate change.

In addition, there are several NGOs dealing with environmental issues, such as Umanotera (The Foundation for Sustainable Development), Climate Change Institute, and Slovenian E Forum.

District heating in Slovenia is a municipal responsibility. It is generally undertaken by utilities that only supply heat to households and industry. Within towns, separate distribution areas may exist for gas and district heating, thereby avoiding competition. Local government responsibilities include the planning of the development of district heating and gas distribution networks. 

B. PROJECT JUSTIFICATION

1. Problems to be addressed 

Despite the obvious environmental and other local benefits of biomass projects and the available state and other support to promote them, the progress in increasing the biomass as an energy source has been very slow.  Until now, only one biomass district heating project (Gornji Grad) has been started under the grant support from the Ministry of Economic Affairs, EU/PHARE and the Austrian Ecofund.  

Based on the consultations and analysis conducted under the PDF B phase, the following key barriers were identified as reasons for the slow progress with biomass energy activities in Slovenia:

a) Institutional barriers:

(i) lack of communication and co-operation between the different sectoral ministries dealing with biomass related activities (energy, environment, agriculture and  forestry);

(ii) lack of a cross-sectoral strategy and policy/legal framework to promote biomass energy projects;
(iii) lack of a strong national focal point to support and promote biomass energy activities in Slovenia; and

(iv) strong competition with big , well organised oil and gas companies.

b) Awareness, information and capacity barriers:

(i) lack of information and awareness of the local communities, industry and consultants on the state of the art technologies and approaches for increasing the use of  biomass as an energy source;

(ii) lack of capacity and guidelines for preparing feasibility studies and “bankable” project proposals;

(iii) lack of capacity and experience of the local experts to finalise all the other documentation needed to present projects for financing;

(iv) lack of awareness of the end users on the costs, benefits and possible constrains of changing the individual heating systems to district heating;

(v) lack of information and awareness of the local communities on the social and environmental benefits of increasing the use of biomass as an energy source;

(vi) lack of capacity and information of the local communities to assess the sustainability of the wood fuel supply and to organise the local fuel wood market;

(vii) lack of information to determine accurately the specific investment and operational costs of biomass based district heating plants in Slovenia; 

(viii) lack of experience and “success stories” of biomass district heating projects in Slovenia;

(ix) lack of trained professionals to promote and support biomass energy activities, and to ensure reliable operation of the new installations; and

(x) perception of biomass boilers as an environmentally not friendly technology (due to the inefficient and polluting old biomass boilers)

c) Financial barriers

(i) lack of information about the possible sources of financing;

(ii) high project preparation costs without the assurance of obtaining financing for the actual  implementation of them;

(iii) uncertainties on the long term market price of fuel wood and on the final number of the clients that decide to connect themselves into district heating;

(iv) absence of stable, long-term financing mechanisms to support renewable energy projects (the current Government support is dependent on the annual budget preparations, which for long term planning purposes does not provide enough financial assurance);

(v) weak financial status of the communities and local wood processing companies to apply for commercial credits, although the projects themselves would be financially strong;

In the absence of the GEF support to overcome the defined barriers, the progress in increasing the use of biomass as an energy source will remain slow or stop entirely, and the Government target to increase the share of biomass by 50% in the primary energy consumption by the year 2010 is not likely to be achieved.

2. Expected end of project situation

The project is expected to remove the key barriers to the improved and increased utilisation of biomass as an energy source in Slovenia, thereby facilitating its increasing share in country’s energy balance. During the lifetime of the project, at least 3-5 new biomass district heating projects are expected to be started. Otherwise, the specific objectives and outputs of the project are presented in section D of the project document.

3. Target beneficiaries

The project will assist the Government of Slovenia in reaching the target to increase substantially the share of biomass in country’s energy balance by the year 2010. Beside the national macroeconomic benefits and the global environmental benefits, the main beneficiaries at the local level are envisioned to be as follows:

(a) Slovenian communities through the creation of new jobs and provision of modern heat and hot water supply services to their population;

(b) Local wood processing companies through opening a market for industrial wood waste;

(c) Local farmers and forest owners through increasing the possible market for wood fuel collected from forest thinning and cleaning, and from increased use of brush woods from the abandoned agricultural land;

(d) Local consultant companies and NGOs providing expertise and services to promote and implement biomass energy activities; and

(e) Local firms producing wood biomass boilers and related equipment (secondary beneficiary)

4. Project strategy and implementation arrangements

The project will complement the Government activities to promote the use of biomass as an energy source in Slovenia, by combining a technical assistance package addressing the barriers described above with a financial support scheme to leverage other sources of financing, and to reduce the risk and to support the learning costs of the first “demonstration” projects. As such, the project seeks to gain more information and experience on the (i) different possible technical set-ups, their performance and cost-reduction potential; (ii) performance and feasibility of the different institutional and financial arrangements; and (iii) eventual constraints and barriers faced during the implementation of the BDH projects. 

The focus of the project is on wood biomass based district heating (BDH), which in many communities has already been identified as an attractive alternative to fossil fuel based heating systems. The projects to be supported will be selected through a “public call for tenders”, based on the agreed technical, economic and financial criteria encouraging the economic optimisation and long term cost reduction objective of biomass energy technologies.  The objective of the project is to facilitate the financing for at least 3 to 5 BDH projects over its duration of 3 years, and based on the experiences from these projects to encourage and leverage financing for  similar projects in other communities. 

Beside promoting the BDH projects, the project will also promote the increased and more efficient use of biomass in other biomass energy applications, such as in individual biomass boilers and in the combined heat and electricity production by the local wood processing industry. In undertaking and evaluating the feasibility studies for BDH projects, the different options for using biomass will be fully taken into account, with the goal to optimize the BDH system size, minimise the costs and maximise the use of biomass as an energy source at the national level.

The project will be executed by the Ministry of Environment and Physical Planning, under the support of the UNDP Regional Support Centre in Bratislava. As a standard UNDP requirement for nationally executed projects, the executing agency will appoint a National Project Director, who should be a Government official not paid by the project. He/she will assume the overall responsibility for the project, i.e. accountability of the use of funds and meeting the overall objectives of the project. A cross-sectoral Project Steering Committee (PSC), chaired by the National Project Director and consisting of the representatives of the relevant ministries and other relevant key stakeholders of the project (e.g., local municipalities, private sector entities, research institutes, UNDP, environmental NGOs etc.) will be established to provide advise for and to oversee the  implementation of the project.  The Project Steering Committee will also play an important role in further resource mobilisation for the project. It will also be directly the co-ordinating body for the formulation of the cross-sectoral National Biomass Energy Program. Based on the decision of the PSC, smaller working groups can be established to implement or to oversee specific project activities. 

The local implementing agency will be the Slovenian Ecofund, which will recruit a full time project manager to take responsibility for the day to day supervision, management and co-ordination of the project activities, and to provide advise especially on the financial aspects of the project. The project manager will be supported by the project’s technical and marketing advisers, for which tasks separate expert companies (or individuals) will be subcontracted. Together with the Ecofund, they will form the “Project Implementation and Advisory Group” (PIAG). The Terms of Reference for each of these tasks are presented as an annex to this project document. The selection of the key local personnel/subcontractors (project manager, technical adviser and marketing adviser) and selection of all the international experts recruited under the project will be done in consultation with UNDP.  

The UNDP RBEC Regional Support Centre Bratislava will provide support to the executing and implementing agency as needed during the project implementation. Specifically, support will be provided in the following areas: assistance in the project launching, potential participation in the steering committee meetings, monitoring the implementation of the work plan and timetable, field visits and preparing and circulating reports after the visit, project documentation revision, reviewing, editing and responding to the project reports, technical backstopping, support to the policy negotiations, financial management and accountability, advising and consulting during the audit process, preparation of budget revisions, financial completion activities, direct payments, advance payments, other support services as networking and exchange of best practices, preparation of the APRs, TPRs, PIR, and arranging the independent evaluations.

The Biomass Energy Fund (hereafter referred to as the Fund) will be established as a separate account within the Slovenian Ecofund, with the purpose to overcome the financial barriers faced by the biomass project. The Fund will be managed by the Ecofund, the project manager having the day to day responsibility for Fund’s operations and the supervision of them. The project manager will report every month for the first two years, followed by yearly reporting, to the Steering Committee and to the UNDP RBEC Regional Support Centre Bratislava on the status of the fund including, as necessary, independently audited financial statements. The detailed Terms of Reference of the Fund are presented as an annex to this project document. 

The UNDP/GEF funds are released by the UNDP Regional Support Centre for the implementation of project activities as “Project Advances” based on the request of the Government Implementing Agency and authorised by the Executing Agency – subject to the satisfactory financial reports and overall progress of the project. 

The schematic layout of the project implementation arrangements is presented below:









A detailed work plan and implementation strategy for each component of the project (together with a proposal for the first budget revision) will be prepared at the outset of project operations by the project manager, in co-operation with the project’s technical and marketing advisers. Prior to starting the actual implementation of the work plan, the work plan will be reviewed and must be approved, together with the associated revised budget, by the executing agency and the UNDP Regional Support Centre in Bratislava.   

The best experts available in Slovenia should be involved to implement the different activities of the project taking stock and fully utilising the resources and results of relevant prior or ongoing national or international activities. The necessary external support will be provided by strengthening and encouraging the information exchange between the national and relevant regional and international expert institutions, and hiring short-term international consultants to assist in the implementation of the project through the critical stages. In working with international consultants, specific emphasis will be on promoting the information exchange between the national, regional and international expert institutions and on building the problem-solving capacities of the local experts, through on-the-job training and otherwise, to undertake similar activities independently after the project has ended.

Specific emphasis throughout the project is also laid on facilitating the full public participation in the implementation of the project activities through public hearings, information dissemination events, training seminars, etc.  In proposing the individual biomass DH projects for financing, the commitment of the majority of the foreseen clients to join the new system needs to be demonstrated (e.g. by a specific letter) as a pre-requisite to any investment decisions.

5. Reasons for assistance from UNDP

Slovenia ratified the UN Framework Convention on Climate Change on 19 October, 1995. As Party to the Convention, Slovenia has accepted the commitment to formulate, implement, publish and regularly update national and, where appropriate, regional programmes containing measures to mitigate climate change by addressing anthropogenic emissions by sources and removals by sinks of all greenhouse gases not controlled by the Montreal Protocol.

In the Framework Strategy of Fulfilling the Kyoto Protocol Commitments prepared by MoESP, the proposed project has been identified as one of the priority measures to reduce Slovenia’s greenhouse gas emissions. The cumulative impact of the project by facilitating the implementation of 50 BDH projects has been estimated to about 1.8 million tons of CO2 over the next 20 years. In addition, the possibilities to increase the use of wood biomass for co-generation and improving the energy efficiency of the existing boilers and individual fire places are expected to have a substantial contribution in the total GHG reduction achieved. By reaching its ultimate objective to increase the share of biomass in primary energy supply by 50% by 2010, the cumulative reduction of greenhouse gas emissions by the year 2010 would be about 2.77 million tons.

The project is consistent with the objectives and eligibility criteria listed in the GEF Operational Strategy and GEF Operational Programme # 6 “Promoting the Adoption of Renewable Energy by Removing Barriers and Reducing Implementation Costs”.

6. Special considerations

The project will have a specific emphasis on the sustainable use of the available biomass resources (primarily industrial wood waste and residues), so as to ensure that the project will not have a negative impact on biodiversity or environment in general. As a part of this effort, a detailed environmental impact assessment will be undertaken for all the biomass district heating projects supported by the project.

While preparing the pre-feasibility and feasibility studies for biomass district heating projects, the economic potential for improving the energy efficiency of heating and hot water supply (e.g. through better insulation and regulation) within the buildings should be fully taken into account, following the least cost planning principles.

The Austrian experiences in implementing over 300 biomass district heating projects during the past 15 years have been closely reviewed in a recent study (Rakos, 1997). Some of the key conclusions of the study were:

(a)     “The case of biomass district heating in Austria shows the profound complexity of establishing a (new) renewable energy system. It is of fundamental importance for successful renewable energy policies to address this complexity and to refrain from looking easy answers on difficult questions (as suggested by strictly economic or technical perspectives). The most direct consequence of this finding is, that it is essential, that sufficient resources are made available for “system management” during the introduction of renewable energy technologies”;

(b)     “The assessment of obstacles and critical issues for the successful dissemination of this (biomass district heating) technology shows that various factors have been important: technological performance, economic factors, socio-economic boundary conditions and the socio-cultural context of plan establishment. Supportive policies have played a critical role and included a multitude of measures. Particularly in the early phase of technology diffusion, dedicated institution managing the day to day introduction problems and speeding up learning processes by arranging communication and feedback, have been very important for success ….Successful introduction happened only in provinces, that established a dedicated institution or focal point that managed the day to day problems of early introduction”; 

(c)     “Major technical obstacles for renewable energy diffusion were created by a lack of qualification of relevant professionals as plumbers, planners and plant operators. It is dangerous to focus all attention to the core part of renewable energy technology without regarding the periphery both in technical terms as in terms of professionals responsible for setting up and maintaining the renewable energy system. Feedback is fundamental for technological learning. It must be regarded as a central task for renewable energy management to install appropriate feedback mechanisms”;

(d)     “A major barrier present particularly in early innovating villages was distrust in the new technology. Will it work? What will be its impact on village life? Who is going to profit from the project? These are some of the questions usually discussed for months at the village inns…..In most cases studied, conflicts have been settled somehow……However, in many villages, that originally had considered a BDH plant, such conflicts actually stopped the development of the project”;

(e)     “It is of central importance for a BDH project that conflicts are properly addressed on time and managed in the best possible way. Even if a project succeeds despite severe conflicts, economic disadvantages are often considerable. We found that the average investment costs for plants meeting strong or very strong resistance were 30% higher than for plants with no resistance. Cost increases are caused e.g. by the necessity to change the siting or by extra requirements for licensing. Lower heat sales due to the unwillingness of opponents to connect to the grid may also have a serious economic impact.”;

(f)     “This (technical development + costs of small individual biomass boilers) points to another lesson to be learned: enthusiasm for a successfully developing renewable energy technology should not block the view on the whole picture. This is particularly true for domestic heating with wood, which is almost completely out of the scope of renewable energy policies”;

(g)    “Policy recommendations on a national level regarding the particular case of biomass district heating are: (i) implement measures to enhance technical performance of plants, particularly older plants; (ii) develop subsidy regimes that favour cost reductions and maximise the specific amount of renewable energy produced; (iii) implement further educational measures for related professionals; (iv) increase the resources for high quality project development. Pay particular attention to decision making processes at the local level; and (iv) extend the scope of renewable energy policies to individual domestic heating with wood.”; 

(h)     “Policy recommendations on the intergovernmental level are: (i) co-operation on an intergovernmental level should not be restricted to technical aspects of renewable energy, but also to the exchange of experiences on non-technical questions, effective financial incentives, measures to enhance public acceptance of renewable energy and management issues; and (ii) enhancing the efficiency of traditional uses of renewable energy sources may both mitigate negative effects of renewable energy use (e.g. overexploitation of resources) and ensure their continued use. Due to the global nature of this challenge an international effort is recommendable, that takes both technical and cultural aspects of traditional use of renewable energy into account.”

Close co-operation and exchange of information and experiences with Austria as well as with other countries and experts that have collected significant experience  of promoting the industrial and/or residential energy use of biomass should be encouraged and continued throughout the project implementation. As such, the project also provides an excellent opportunity to verify how the lessons learned, e.g., in Austria, can be implemented in the Slovenian context, and what kind of difference their incorporation will make in the diffusion speed and the financial resources needed to support biomass energy activities. In addition, the project can serve as a demonstration project for the introduction of BDH programs in other CEE countries

7. Co-ordination arrangements

The executing agency, working in collaboration with the PSC and UNDP, will have the responsibility for the overall co-ordination of the activities and of ensuring that the expected outputs will be achieved on a timely manner. The project manager will be charged with “day to day” management and co-ordination of these activities, and he will report regularly to the executing agency and UNDP on the progress of the project.

By promoting information exchange between the participating institutions both through the PSC and otherwise, the project seeks to identify, to create links to, and to use the results of all the other prior or ongoing activities relevant to the project.

From the financial point of view, the project activities will be co-ordinated closely with the activities supported by other sources of financing such as the Ministry of Economic Affairs, EU/PHARE and the different bilateral organisations. 

Regarding the other international collaboration, working links with relevant regional and international expert institutions should be created, e.g. in Austria as well as in the Nordic Countries that have gained experience in promoting the increasing use of biomass as an energy source so as to drawn from their experiences and lessons learnt. 

8. Counterpart support capacity

Slovenian Ministry for Economic Affairs has taken an active role in promotion of the use of biomass in Slovenia. Among other measures, organisation of two promotional events, a symposium in Jarenina, December 1994, and a workshop “Biomass - Potential Energy Source for Slovenia”, ApE, Santa Vita d.o.o., and Energieverwertungsagentur - Vienna, Brdo/Kranj, April 1996, raised substantially the interest of potential investors. The Ministry has also financed the study “Qualitative, Structural, & Regional Assessment and Evaluation of Wood Biomass Potential for Energy Purposes in Slovenia”, which indicated a considerable potential for biomass utilisation.

Following a public tender organised by the Ministry of Economic Affairs in 1996, some communities formally applied for Government support to increase the use of biomass as an energy source. Based on this interest, the Ministry co-financed up to 50% of the feasibility studies for biomass-based district heating in the following towns/villages: Gornji Grad, Preddvor, Trzic, Kocevje, Zelezniki. The Ministry has also committed to support the initial investment costs of the BDH projects up to 25% of their total investment in the total amount of at least US $ 2.5 million over the next three years.

Slovenian Ecofund has offered soft loans since 1994 under different calls for tenders. The current criteria for the projects financed by the Ecofund are that they deal with: abatement of air pollution, development of local infrastructure, or reduction of the emissions in industry. The interest rates of the credits in the recent year have been the Foreign currency clause + 5,14% for the first group of projects and the base (inflation) rate + 2% for the other two groups of projects. The biomass energy projects are considered eligible for these credits. The Ministry of Environment, who is in control of the Ecofund, has agreed that at least US $ 2.5 million from the Ecofund will be made available over the next three years to support the biomass energy activities. 

C. DEVELOPMENT OBJECTIVE

The long term development objective of the project is to remove barriers to the increased use of biomass as an energy source, thereby reducing the fossil fuel consumption and the associated greenhouse gas emissions. The project is also envisioned to support the sustainable development of the local economies by creating new income and employment opportunities.

D. IMMEDIATE OBJECTIVES, OUTPUTS AND ACTIVITIES

Immediate objective 1

Finalising the project implementation arrangements and building the capacity of the local project personnel to conduct and supervise the project activities. 

Output 1.1

Finalised project implementation arrangements. 

Activity 1.1.1

Appointing the National Project Director (NPD) and establishing the Project Steering Committee (PSC).

Activity 1.1.2

Establishing the Project Implementation and Advisory Group (PIAG), as specified under chapter “Project Strategy and Implementation Arrangements” and the attached Terms of Reference.  

Activity 1.1.3

Organising the project initiation workshop.

Activity 1.1.4

By building on the draft Terms of Reference of the Biomass Energy Fund attached to this project document, finalising the operational guidelines for and funding criteria of the Fund and establishing the Fund otherwise. These Terms of Reference must be reviewed and approved by the UNDP RBEC Regional Support Centre Bratislava before they are to be considered finalized.
Activity 1.1.5

Finalising the detailed work plans, terms of reference and implementation arrangements for the different components of the project.

Output 1.2    

Increased capacity of the local experts to conduct and supervise the project activities, including the preparation of a guidebook and other training material on project preparation and financing (addressing barriers b(i)- b(iii)).

Activity 1.2.1

By reviewing the international experiences in promoting the use of biomass as an energy source (through literature surveys, study tours  etc.), increasing the knowledge of the local key project personnel on (i) the state-of-the-art biomass energy, district heating and wood biomass collection technologies, (ii) their technical and economic characteristics, (iii) cost reduction possibilities in the different stages of the fuel chain, (iv) available public awareness and training materials and other international sources of information, (v) existing policies in different countries to promote the use of biomass; and (vi) possible sources and mechanisms for financing biomass energy activities.  

Activity 1.2.2

Compiling a guidebook and training material on project financing, including the preparation of feasibility studies, business plans and tender documents in a transparent, standardised format based on a common methodology and parameters. 

Immediate objective 2

Finalising the feasibility studies for and development of a pipeline of at least 20 biomass district heating and other wood biomass related energy projects to be presented for financing (addressing barriers b(i)-b(vi) and c(i)-c(ii)). 

Output 2.1

Increased awareness of the local communities and wood processing industry on the technical and economic possibilities to increase the use of wood biomass as an energy source and undertaking a more detailed analysis of the market potential of biomass based district heating and other biomass based energy production in selected communities.

Activity 2.1.1

Based on the results of the PDF B phase of the project as well as of the activities 1.2.1 and 1.2.2 above, preparing and compiling public awareness raising and training materials on the state-of- the-art biomass energy technologies, their technical and economic characteristics, possible implementation and financing schemes as well as their potential local economic and environmental  impacts.  A recently developed UNDP document “Biomass Primer” can also be used as one useful  resource in that regard. 

Activity 2.1.2

Reviewing and updating the results of the studies “Qualitative, Structural & Regional Assessment and Evaluation of Wood Biomass Potential for Energy Purposes in Slovenia” and the “Analysis of Wood Biomass Potential in Slovenia” prepared by the Forestry Institute in 1995 and 1998, to identify the communities and the local wood processing industries posing the biggest potential for increasing the use of wood biomass as an energy source.

Activity 2.1.3

Analysing the existing technologies and their costs for collecting wood biomass from different sources and making recommendations for their use.

Activity 2.1.4

Disseminating information to and organising meetings with the local community and industry representatives to raise their awareness on the state-of-the-art biomass energy technologies and their technical and economic characteristics as well as to evaluate their preliminary interest to increase the use of biomass as an energy source, if proven technically and economically feasible.

Activity 2.1.5

Conducting market and pre-feasibility analysis in the interested communities to increase their use of wood biomass as an energy source.  

Activity 2.1.6

Organising public hearings, and disseminating and discussing the results of the market and pre-feasibility studies with the local community and industry representatives, evaluating their interest to proceed towards full fledged feasibility studies and actual investment projects.

Output 2.2

Detailed feasibility studies, business and financing plans for at least 20 biomass district heating and other wood biomass related energy projects, presented according to the requirements of the relevant local and international financing organisations, and also taking into account the economic potential for improving the energy efficiency of heating and hot water supply within the buildings (e.g. through better insulation and regulation).

Activity 2.2.1

Reviewing and improving/updating, as applicable, of the existing feasibility studies and energy plans prepared for different communities to increase the use of wood biomass as an energy source. 

Activity 2.2.2

Evaluating the possible financing schemes to finance the projects and preparing a summary report on the results and conclusions of this evaluation.   

Activity 2.2.3

Analysing the possible demand side energy efficiency measures to be implemented within the buildings, parallel to the introduction of the biomass district heating systems. 

Activity 2.2.4

In co-operation (also in financial terms) with the interested local communities and wood processing industry and by building on the conclusions under activity 2.1.6, finalising the detailed feasibility studies and business plans for increasing the use of biomass as an energy source in the selected communities, taking into account the possibilities for biomass based district heating as well as the possibilities for increasing and improving the efficiency of individual boilers and fire places. 

Immediate objective 3

Facilitating the implementation of the biomass district heating and other wood biomass related energy projects.
Output 3.1

A national Biomass Energy Program  (addressing barriers a(i) and a(ii))

Activity 3.1.1

By building on results of the work conducted so far, finalising a national Biomass Energy Program to support (from the legal, regulatory and financial points of view) the increased use of biomass as an energy source in Slovenia. The Government has the primary responsibility for this task, and will therefore follow internal procedures. The PSC will participate in supervising the preparation of this programme as outlined in section B.4.

Output 3.2.

Model fuel supply and heat purchase agreements (addressing barriers b(vi) and c(iii)). 

Activity 3.2.1

Based on close consultations with the potential fuel suppliers, the foreseen owners of the biomass district heating plants as well as the consumers of the heat, preparing model fuel supply and heat purchasing agreements. 

Output 3.3

The first 3-5 demonstration projects successfully under implementation (addressing barriers b(vii) – b(x)).

Activity 3.3.1

In co-operation with the Ministry of Economic Affairs, Slovenian Ecofund and the other key institutions participating in the project, organising a public call for tenders to facilitate the construction of the first 3-5 demonstration projects. The guidelines and criteria for presenting and selecting the projects for financing will be presented as a part of the final operational guidelines and funding criteria of the Biomass Energy Fund (see activity 1.1.4) and reviewed by the Project Steering Committee/Executive Board of the Fund and UNDP before their approval.  

Activity 3.3.2

Supporting the finalisation of all the required documentation to launch the selected demonstration projects. The method of determining funding amounts and terms for each project, involvement of the various stakeholders, and the monitoring and evaluation approach are all clarified in the terms of reference of the Fund (see annex VII).  

Activity 3.3.3

Provision of training to the local professionals to install, maintain and operate the biomass energy installations.

Immediate objective 4

Promoting the sustainable growth of using biomass as an energy source in Slovenia.

Output 4.1

A long term strategy and an institutional and financial framework to support the increased use of biomass as an energy source (addressing barriers a(i)–a(iv) and  c(i)-c(v).

Activity 4.1.1

Monitoring the implementation of the project and undertaking independent mid-term and final evaluations of it, presenting the experiences and the lessons learnt as well as the recommendations for further action. For financial audits, monitoring and evaluation will be carried out as outlined under section H “Project Review, Reporting and Evaluation”. For the other “overall” evaluation missions, the consultants for these missions will be selected and recruited by the Bratislava UNDP office. 

Activity 4.1.2

As applicable, establishing an independent national agency/focal point to support the biomass energy activities in Slovenia, dealing with aspects such as information dissemination and public awareness raising, review and recommendations for the legal and regulatory framework, standards and technical quality control etc.    

Activity 4.1.3

Constituting the legal and regulatory framework and long term financing mechanisms to support biomass energy activities in Slovenia, encouraging the long term cost reduction objectives of the biomass energy technologies and gradually declining financial support needed for their implementation. 

E.
INPUTS

The total costs of promoting biomass energy activities in Slovenia and getting 3-5 projects under implementation during the next 3 years have been estimated to be US$ 11.8 million. Of this amount, the GEF is requested to cover the incremental costs consisting of a technical assistance component of US$ 1.8 million and a financial support component of US$ 2.5 million. The Ministry of Economic Affairs will allocate US$ 2.5 million in its budget to support the investment costs of biomass energy activities over the next three years. The rest of the project costs will be covered by the credits of the Slovenian Ecofund, equity financing of the local municipalities and wood processing industry, and the connection fees or other contributions (e.g. equity shares) of the energy end users. The final amount of their contribution will depend on the detailed financial design of the proposed demonstration projects and of the final, adopted design of the Government/GEF support scheme. The Steering Committee will play an important role in ensuring that these resources are mobilised.
In addition to the US$ 2.5 million allocated for project investments, the Government of Slovenia will participate in the project with an in-kind contribution, the estimated amount of US$ 400,000. This in-kind contribution will cover the costs of:

(a) the cost of the National Project Director and Project Steering Committee;

(b) provision of experts from different government organisations to participate in the implementation of the project, as needed; 

(c) provision of office space for the project management and other local and international experts working on the project, as needed;

(d) provision of information and data to the project staff and consultants as may be required for the implementation of project activities and the realisation of  project objectives; and 

(e) provision of information gathering services and logistic support to the project staff for the implementation of the project’s activities.

F. 
RISKS 

To be successful, the project needs input and co-operation from several main ministries and other institutions in Slovenia, as well as their serious commitment to continue the promotion of the biomass and other renewable energy technologies. The project tries to foster this co-operation through the establishment of a Project Steering Committee (PSC) as a main body to co-ordinate the project activities with other ongoing activities in Slovenia, as well as to discuss and introduce the eventual legal and regulatory changes needed to promote the use of biomass as an energy source.

Another risk is that despite of the available technical and financial support, investment proposals for biomass energy activities are not put forward, biomass is replaced by other energy sources (oil or natural gas) or the required “baseline” funding for the projects can not be obtained. During the preparation of the project, this risk has been minimised by broad consultations with the key stakeholders and letters of intent, signed both by mayors and directors of the local wood processing companies, have been received for 5 possible BDH projects. It is, however, of essential importance that the local municipalities and industry are continued to be kept fully informed of, involved and committed to the project. 

Thirdly, there is a risk that the project will not be able to meet its long-term objectives of facilitating a sustainable growth of biomass energy projects in Slovenia, after the GEF support is ended. This risk will be mitigated, by:

(a) facilitating the establishment of a financially self-sustaining national agency/focal point to support biomass energy activities on a permanent basis;

(b) assisting in the establishment of a strong institutional and programmatic framework to support biomass energy activities in Slovenia and to promote close co-operation between the different ministries and between the public and private sector entities;

(c) raising the awareness and building the capacity of the local stakeholders to continue the promotion of biomass energy activities also after the GEF support; and

(d) developing a financing mechanism that supports the long-term cost reduction objectives of biomass energy technologies and gradually declining financial support needed for their implementation.

Finally, in a project of this complexity a top quality project management is absolutely essential for the success of it. Besides the experience and good knowledge of biomass energy activities in general, the qualifications of the project management should include a proven track record and experience on promoting and managing national/regional projects of similar size and complexity. These risks are being minimised by taking them into account while defining the Terms of Reference for the project managers and the other project personnel as well as during their actual selection.

G.
PRIOR OBLIGATIONS AND PREREQUISITES
a.
Prior obligations

Slovenia ratified the United Nations Framework Convention on Climate Change (UNFCCC) on 19 October, 1995. As a Party to the Convention, Slovenia has committed to formulate, implement, publish and regularly update national and, where appropriate, regional programmes containing measures to mitigate climate change by addressing anthropogenic emissions by sources and removals by sinks of all greenhouse gases not controlled by the Montreal Protocol, and measures to facilitate adequate adaptation to climate change.

b.
Prerequisites
The Government of Slovenia will allocate the necessary funds to support the project as stipulated under the section E. of this project document (“Inputs”). In addition, the Government of Slovenia will ensure that the project execution and implementation arrangements, as stipulated under the section B.4 (“Project Strategy and Implementation Arrangements”) will be in place at the outset of project operations. This will include the establishment of the Project Steering Committee, consisting of the representatives of the relevant ministries, local municipalities, private sector entities, research institutes and environmental NGOs, to provide advise for and oversee the overall implementation of the project.   

Should the national experts that will be hired by the project currently work under direct employment of the Government of Slovenia, they will have to obtain a leave of absence without payment for the duration of their work for the project. A document to this effect, signed by an authorised person, has to be attached to the request for payment.   

The Project Document will be signed by the Government of Slovenia (and the Executing Agency if different) and UNDP. Assistance for the project will be provided only if the prerequisites stipulated above have been fulfilled or are likely to be fulfilled.  When anticipated fulfilment of one or more prerequisites fails to materialise, UNDP may, at its discretion, either suspend or terminate its assistance.

H.
PROJECT REVIEW, REPORTING AND EVALUATION

After a detailed work plan, and specific Monitoring and Evaluation (M&E) workplan, have been prepared, an external review on these plans will be undertaken by the Project Steering Committee and UNDP/GEF representatives. The purpose of the review is to identify eventual gaps, overlaps and other risks to successful implementation, as well as to identify potential partners and sources of information, of which the project could benefit.

The Project Steering Committee will be responsible for monitoring and supervising the project implementation as a whole. In order to do this, the national project manager will prepare regular, biannual  reports on the progress of the project as a whole and on different sub-tasks under it. Progress will be measured using the indicators identified in the Project Planning Matrix (PPM). The consultants appointed to the project shall report to the national project manager on a regular basis (at minimum every 6 months) as specified in their Terms of Reference.  However, since there will be a number of contracts of different type and length, the reporting interval will be specified for each ToR separately.

Establishing a monitoring and feedback system for the individual BDH and other biomass energy projects implemented under the GEF and Government support belongs to the main activities of the project. A detailed design of and implementation arrangements for this system will be developed at the outset of project operations. Updated information about the intermediate and final results of the project, as well as of its overall progress will be disseminated, among other channels, through a project homepage to be established in the Internet.

Separate annual evaluations of the overall progress of the project and the final evaluation of it will be undertaken by selected international consultant(s), appointed directly by the UNDP Regional Support Centre in Bratislava, in consultation with the GEF regional climate change co-ordinator. 

The achieved GHG reduction and the expansion rate of the market will be monitored during the project implementation by the project management. After the finalisation of the project, the progress can be verified through the regular, annual greenhouse gas inventories undertaken by the Government and/or through the expected continuation of the national biomass energy program. Also, the organisations and associations promoting biomass related activities in Slovenia are expected to continue to collect information on and to monitor the market share of biomass energy applications, as one of their regular activities. 
The project will be subject to tripartite review (a review by representatives of the Government and UNDP) at least once every 12 months, the first such meeting to be held within the first 12 months of the start of full implementation. The project manager shall prepare and submit to each tripartite review meeting an Annual Project Report (APR). Additional APRs may be requested, if necessary, during the project. UNDP will report on project performance to the GEF at the annual PIR.

Project Terminal Report will be prepared for consideration at the terminal tripartite review meeting. It shall be prepared in draft sufficiently in advance to allow review and technical clearance by the executing agency at least four months prior to the terminal tripartite review.

The Government will provide UNDP with certified annual financial statements relating to the status of UNDP/GEF funds, including an independent annual audit of these financial statements, according to the procedures set out in Section 30503 of the UNDP Policies and Procedures Manual (PPM) and Section 10404 of the UNDP Finance Manual, and any revision to these Manuals. The audit will be conducted by the legally recognised auditor of the Government, or by a commercial auditor engaged by the Government

In addition, after the end of the other project activities (as expected after three years from the start up date), the Manager of the Biomass Energy Fund will prepare annual reports to the Steering Committee/Executive Board of the Fund and to the UNDP RBEC Regional Support Centre Bratislava on the financial status of the Fund, including, independently audited financial statements. 

I.
LEGAL CONTEXT
This project document shall be the instrument envisaged in the Supplemental Provisions to the Project Document, attached hereto. The host country implementing agency shall, for the purpose of the Supplemental Provisions to the Project Document, refer to the government co-operating agency described in the Supplemental Provisions. 

The following types of revisions may be made to this project document with the signature of the UNDP Resident Representative only, provided he or she is assured that the other signatories of the project document have no objections to the proposed changes:

a.       Revisions in, or addition of, any of the annexes to the project document (with the exception of  the Standard Legal Text for non-SBAA countries which may not be altered and the agreement to which is a pre-condition for UNDP assistance);

b.
Revisions which do not involve significant changes in the immediate objectives, outputs or activities of a project, but are caused by rearrangement of inputs agreed to or by cost increases due to inflation; and

c. 
Mandatory annual revisions, which re-phase the delivery of agreed project inputs or increased expert or other costs due to inflation or take into account agency expenditure flexibility.

J.
BUDGET

Budget is attached as Annex I










                              ANNEX I

BUDGET

Budg. Code
Description
TOTAL
2001
2002
2003
2004



m/m
US $
m/m
US $
m/m
US $
m/m
US $
m/m
US $

10.00
Project Personnel











11.00
International  Personnel (incl. Travel and DSA)











11.01
Technical advisory services
3
60,000
0.75
15,000
1
20,000
1
20,000
0.25
5,000

11.02
Financial advisory services
3
60,000
0.75
15,000
1
20,000
1
20,000
0.25
5,000

11.03
Project evaluation missions
3
60,000
0.75
15,000
1
20,000
1
20,000
0.25
5,000

13.00
Administrative support personnel











13.01
Administrative assistance
36
80,000
10
22,000
12
26,000
12
27,000
2
5,000

15.00
Monitoring & Evaluation











15.01
Duty Travel (in-country)
 
20,000

3,000

7,000

7,000

3,000

16.00
Mission Costs











16.01
Mission Costs

10,000 

2,500

2,500

2,500

2,500

17.00
National Professionals 











17.01
National  Project Manager
36
144,000
10
40,000
12
48,000
12
48,000
2
8,000

17.02
Short term national experts
20
61,000

20,000

15,000

15,000

11,000

19.00
Component Total

495,000

132,500

158,500

159,500

44,500

20.00
Contracts











22.00
National subcontracts











22.01
Technical Adviser
36
180,000
10
50,000
12
60,000
12
60,000
2
10,000

22.02
Marketing Adviser
36
180,000
10
50,000
12
60,000
12
60,000
2
10,000

22.03
Elaboration of possible demand side measures
18
60,000
9
30,000
9
30,000





22.04
Elaboration of the available wood biomass resources, possible collection technologies and – cost. 
12
60,000


6
30,000
6
30,000





22.05
Preparation of feasibility studies and business plans 
80
400,000



70,000

150,000

140,000

40,000

29.00
Component Total

880,000

230,000

330,000

260,000

60,000

30.00
Training











32.01
Project initiation workshop

2,000

2,000







32.02
Training workshops

60,000

15,000

20,000

20,000

5,000

32.03
Project mid term and final workshops

18,000





6,000

6,000

6,000

32.04
Study Tours

40,000

10,000

10,000

10,000

10,000

39.00
Component Total

120,000

27,000

36,000

36,000

21,000

40.00
Equipment 











45.01
Expendable equipment


10,000

5,000

2,500

2,500



45.02
Non-expendable equipment1 

25,000

25,000







49.00
Component Total

35,000

30,000

2,500

2,500



50.00
Miscellaneous











52.01
Reporting and publication costs (incl. translation costs)

100,000



20,000

30,000

30,000

20,000

53.01
Sundries

41,000

7,500

13,000

13,000

7,500

54.01
Project Support Costs (3%)

129,000

41,700

63,200

16,100

8,000

59.00
Component Total

270,000

69,200

106,200

59,100

35,500

70.00
Micro-Credit











72.01
Biomass Energy Fund

2,500,000

1,000,000

1,500,000





79.00
Component Total

2,500,000

1,000,000

1,500,000





99.00
GRAND TOTAL

4,300,000

1,405,700

2,132,200

517,100

245,000

ANNEX II

AN INDICATIVE WORK PLAN FOR THE PROJECT
OUTPUTS AND ACTIVITIES
RESPONSIBLE PARTY
Year 1

Quarter


Year 2

Quarter
Year 3

Quarter



1
2
3
4
1
2
3
4
1
2
3
4

Output 1.1

Finalised project implementation arrangements

Activities:
Executing Agency (EA)

PIAG, UNDP













1.1.1 Appointing the National Project Director (NPD) and establishing the Project Steering Committee (PSC)
Executing Agency (EA)













1.1.2  Establishing the Project Implementation Advisory Group (PIAG)
EA, UNDP













1.1.3  Organising the project initiation workshop
EA, PIAG













1.1.4 Establishing the Biomass Energy Fund
EA, PIAG, UNDP













1.1.5 Finalising the detailed work plans and implementation arrangements for the other  components of the project
PIAG, UNDP













Output 1.2

Increased capacity of the local experts to conduct and supervise the project, including a preparation of a guidebook and other training material on project preparation and financing.

Activities:
PIAG













1.2.1 Increasing the knowledge of the key project personnel on the various aspects of the developing and financing biomass energy projects
NC, PIAG













1.2.2 Compiling a guidebook and training material on preparing and financing biomass projects
PIAG 













Output 2.1

Increased awareness of the local industry and communities on the possibilities to increase the use of  biomass as an energy source

Activities
PIAG













2.1.1  Compiling public awareness  and training material 
PIAG













2.1.2  Reviewing and updating the biomass resource assessment studies
Selected subcontractor













2.1.3 Analysing the possible technologies and costs for collecting wood biomass from different sources.
PIAG + selected subcontractor













2.1.4  Disseminating information and conducting meetings with the local community and industry representatives
  PIAG













2.1.5  Conducting pre-feasibility studies in the interested communities
PIAG + selected subcontractors













2.1.6  Disseminating and discussing the results of the pre-feasibility studies
PIAG













Output 2.2

Detailed feasibility studies, business and financing plans

Activities:
PIAG, local communities and  industry  + selected subcontractors













2.2.1  Reviewing and improving/updating, as applicable, the existing feasibility studies and business plans
PIAG













2.2.2  Evaluating the possible financing schemes to finance the projects
PIAG, UNDP













2.2.3 Elaboration of the possible demand side measures 
Selected subcontractor













2.2.4  In co-operation with the interested communities, finalising the detailed feasibility studies and business plans
PIAG, local communities and  industry  + selected subcontractors













Output 3.1

A national biomass energy program

Activities: 
PSC, PIAG















3.1.1  Finalising the national biomass energy program 
PSC, PIAG













Output 3.2

Model fuel supply and heat purchase agreements

Activities:
PIAG













3.2.1 Preparing model fuel supply and heat purchase agreements 
PIAG













Output 3.3

The first 3-5 demonstration projects successfully under implementation

Activities: 
PIAG













3.3.1  Organising a public call for tender 
EA, PIAG













3.3.2  Supporting the finalisation of all the required documentation to launch the selected demonstration projects
PIAG















3.3.3 Provision of training to the local professionals to install, maintain and operate the biomass energy installations
PIAG + as applicable, selected subcontractor













Output 4.1

A long term strategy and institutional and financial framework to support the increased use of biomass as an energy sources

Activities:
PSC, PIAG













4.1.1 Monitoring and evaluating  the progress and experienced gained during the project
PSC, PIAG, UNDP 













4.1.2  As applicable, establishing an independent national agency/focal point to support biomass energy activities 
PIAG ?













4.1.3  Constituting the legal and regulatory framework and long term financing mechanisms to support biomass energy activities
GoS, PSC, PIAG 













ANNEX III

SCHEDULE OF PROJECT REVIEWS, REPORTING AND EVALUATION
Description 





Date

Project Starting Date:




March 2001

Inception report




May 2001

1st external project evaluation mission and

January 2002

Project Performance Evaluation Report (PPER)




1st Tripartite Review Meeting 


February 2002

2nd external project evaluation mission and

January 2003

Project Performance Evaluation Report (PPER)




2nd Tripartite Review Meeting 


February 2003

Final external project evaluation mission and
January 2004

Project Terminal Report









Terminal Tripartite Review Meeting


February 2004


*) to be finalised  at the outset of project operations
ANNEX IV

Standard Annex to the Project Document on UNDP Country Office Support

1. Reference is made to consultations between the Ministry of Environment and Physical Planning, the Executing Agency designed by the Government of Slovenia and officials of UNDP with respect to the provision of support services by the UNDP country office project for the nationally executed project, SVN/00/G41 “Removing Barriers to the Increased Use of Biomass as an Energy Source”.

2. In accordance with the Project Document, the UNDP country office shall provide support services for the project as described below.

3. Support services to be provided:

Support Services
Schedule for the provision of the support services
Cost to UNDP of providing support services



1. Direct payments
Ongoing
N/A

2. Procurement
Ongoing (when needed)
N/A

2. Identification and recruitment of consultants
Ongoing (when needed)
N/A

ANNEX V

STANDARD  LEGAL  TEXT  FOR  NON-SBAA  COUNTRIES                             

                  Standard Text: Supplemental Provisions to the Project Document:

                                                    The Legal Context
           General responsibilities of the Government. UNDP and the executing agency

1. All phases and aspects of UNDP assistance to this project shall be governed by and carried out in accordance with the relevant and applicable resolutions and decisions of the competent United Nations organs and in accordance with UNDP's policies and procedures for such projects, and subject to the requirements of the UNDP Monitoring, Evaluation and Reporting System.

2. The Government shall remain responsible for this UNDP‑assisted development project and the realisation of its objectives as described in this Project Document.

3. Assistance under this Project Document being provided for the benefit of the Government and the people of (the particular country or territory), the Government shall bear all risks of operations in respect of this project.

4. The Government shall provide to the project the national counterpart personnel, training facilities, land, buildings, equipment and other required services and facilities. It shall designate the Government Co‑operating Agency named in the cover page of this document (hereinafter referred to as the "Co‑operating Agency"), which shall be directly responsible for the implementation of the Government contribution to the project.

5. UNDP undertakes to complement and supplement the Government participation and will provide through the Executing Agency the required expert services, training, equipment and other services within the funds available to the project.
6. Upon commencement of the project the Executing Agency shall assume primary responsibility for project execution and shall have the status of an independent contractor for this purpose. However, that primary responsibility shall be exercised in consultation with UNDP and in agreement with the Co‑operating Agency. Arrangements to this effect shall be stipulated in the Project Document as well as for the transfer of this responsibility to the Government or to an entity designated by the Government during the execution of the project.

7. Part of the Government's participation may take the form of cash contribution to UNDP. In such cases, the Executing Agency will provide the related services and facilities and will account annually to UNDP and to the Government for the expenditure incurred.

(a) Participation of the Government

1. The Government shall provide to the project the services, equipment and facilities in the quantities and at the time specified in the Project Document. Budgetary provision, either in kind or in cash, for the Government's participation so specified shall be set forth in the Project Budgets.

2. The Co‑operating Agency shall, as appropriate and in consultation with the Executing Agency, assign a director for the project on a full‑time basis. He shall carry out such responsibilities in the project as are assigned to him by the Co‑operating Agency.

3. The estimated cost of items included in the Government contribution, as detailed in the Project Budget, shall be based on the best information available at the time of drafting the project proposal. It is understood that price fluctuations during the period of execution of the project may necessitate an adjustment of said contribution in monetary terms; the latter shall at all times be determined by the value of the services, equipment and facilities required for the proper execution of the project.

4. Within the given number of man‑months of personnel services described in the Project Document, minor adjustments of individual assignments of project personnel provided by the Government may be made by the Government in consultation with the Executing Agency, if this is found to be in the best interest of the project. UNDP shall be so informed in all instances where such minor adjustments involve financial implications.

5. The Government shall continue to pay the local salaries and appropriate allowances of national counterpart personnel during the period of their absence from the project while on UNDP fellowships.

6. The Government shall defray any customs duties and other charges related to the clearance of project equipment, its transportation, handling, storage and related expenses within the country. It shall be responsible for its installation and maintenance, insurance, and replacement, if necessary, after delivery to the project site.

7. The Government shall make available to the project ‑ subject to existing security provisions ‑ any published and unpublished reports, maps, records and other data that are considered necessary to the project implementation.

8. Patent rights, copyright rights and other similar rights to any discoveries or work resulting from UNDP assistance in respect of this project shall belong to UNDP. Unless otherwise agreed by the Parties in each case, however, the Government shall have the right to use any such discoveries or work within the country free of royalty and any charge of similar nature.

9. The Government shall assist all project personnel in finding suitable housing accommodation at reasonable rents.

10. The services and facilities specified in the Project Document, which are to be provided to the project by the Government by means of a contribution in cash, shall be set forth in the Project Budget. Payment of this amount shall be made to UNDP in accordance with the Schedule of Payments by the Government.

11. Payment of the above‑mentioned contribution to UNDP on or before the dates specified in the Schedule of Payments by the Government is a prerequisite to commencement or continuation of project operations.

(b) Participation of UNDP and the executing agency

1. UNDP shall provide to the project through the Executing Agency the services, equipment and facilities described in the Project Document. Budgetary provision for the UNDP contribution as specified shall be set forth in the Project Budget.

2. The Executing Agency shall consult with the Government and UNDP on the candidature of the Project Managera who, under the direction of the Executing Agency, will be responsible in the country for the Executing Agency's participation in the project. The Project Manager shall supervise the experts and other agency personnel assigned to the project, and to the on‑the‑job training of national counterpart personnel. He shall be responsible for the management and efficient utilisation of all UNDP‑financed inputs, including equipment provided to the project.

3. The Executing Agency, in consultation with the Government and UNDP, shall assign international staff and other personnel to the project as specified in the Project Document, select candidates for fellowships and determine standards for the training of national counterpart personnel.

4.  Fellowships shall be administered in accordance with the fellowships regulations of the Executing Agency.


5. The Executing Agency may, in agreement with the Government and UNDP, execute part or all of the project by subcontract. The selection of subcontractors shall be made, after consultation with the Government and UNDP, in accordance with the Executing Agency's procedures.

6. All material, equipment and supplies which are purchased from UNDP resources will be used exclusively for the execution of the project, and will remain the property of UNDP in whose name it will be held by the Executing Agency. Equipment supplied by UNDP shall be marked with the insignia of UNDP and of the Executing Agency.

7. Arrangements may be made, if necessary, for a temporary transfer of custody of equipment to local authorities during the life of the project, without prejudice to the final transfer.

8. Prior to completion of UNDP assistance to the project, the Government, UNDP and the Executing Agency shall consult as to the disposition of all project equipment provided by UNDP. Title to such equipment shall normally be transferred to the Government, or to an entity nominated by the Government, when it is required for continued operation of the project or for activities following directly therefrom. UNDP may, however, at its discretion, retain title to part or all of such equipment.

9. At an agreed time after the completion of UNDP assistance to the project, the Government and UNDP, and if necessary the Executing Agency, shall review the activities continuing from or consequent upon the project with a view to evaluating its results.

10. UNDP may release information relating to any investment oriented project to potential investors, unless and until the Government has requested UNDP in writing to restrict the release of information relating to such project.

Rights. Facilities. Privileges and Immunities

1. In accordance with the Agreement concluded by the United Nations Development Programme (UNDP) and the Government concerning the provision of assistance by UNDP, the personnel of UNDP and other United Nations organisations associated with the project shall be accorded rights, facilities, privileges and immunities specified in said Agreement.

2. The Government shall grant UN volunteers, if such services are requested by the Government, the same rights, facilities, privileges and immunities as are granted to the personnel of UNDP.

3. The Executing Agency's contractors and their personnel (except nationals of the host country employed locally) shall:

a) be immune from legal process in respect of all acts performed by them in their official capacity in the execution of the project;

b) be immune from national service obligations;

c) be immune together with their spouses and relatives dependent on them from immigration restrictions;

d) be accorded the privileges of bringing into the country reasonable amounts of foreign currency for the purposes of the project or for personal use of such personnel, and of withdrawing any such amounts brought into the country, or in accordance with the relevant foreign exchange regulations, such amounts as may be earned therein by such personnel in the execution of the project; and

e) be accorded together with their spouses and relatives dependent on them the same repatriation facilities in the event of international crisis as diplomatic envoys.

4. All personnel of the Executing Agency's contractors shall enjoy inviolability for all papers and documents relating to the project.

5. The Government shall either exempt from or bear the cost of any taxes, duties, fees or levies, which it may impose on any firm or organisation that may be retained by the Executing Agency and on the personnel of any such firm or organisation, except for nationals of the host country employed locally, in respect of:

(a)  the salaries or wages earned by such personnel in the execution of the project;

(b)  any equipment, materials and supplies brought into the country for the purposes of the project or which, after having been brought into the country, may be subsequently withdrawn therefrom;

(c)  any substantial quantities of equipment, materials and supplies obtained locally for the execution of the project, such as, for example, petrol and spare parts for the operation and maintenance of equipment mentioned under (b), above, with the provision that the types and approximate quantities to be exempted and relevant procedures to be followed shall be agreed upon with the Government and, as appropriate, recorded in the Project Document; and

(d)  as in case of concessions currently granted to UNDP and Executing Agency's personnel, any property brought, including one privately owned automobile per employee, by the firm or organisation or its personnel for their personal use or consumption or which after having been brought into the country, may subsequently be withdrawn therefrom upon departure of such personnel.

6. The Government shall ensure:

(a)  prompt clearance of experts and other persons performing services in respect of this project; and

(b)  the prompt release from customs of:

            (i) 
equipment, materials and supplies required in connection with this project; and

             (ii) 
property belonging to and intended for personal use or consumption of the personnel of UNDP, its Executing Agencies, or other persons performing services on their behalf with respect to this project, except for locally recruited personnel.

7. The privileges and immunities referred to in the paragraphs above, to which such firm or organisation and its personnel may be entitled, may be waived by the Executing Agency where, in its opinion or in the opinion of UNDP, the immunity would impede the course of justice and can be waived without prejudice to the successful completion of the project or to the interest of UNDP or the Executing Agency.

8. The Executing Agency shall provide the Government through the resident representative with the list of personnel to whom the privileges and immunities enumerated above shall apply.

9. Nothing in this Project Document or Annex shall be construed to limit the rights, facilities, privileges or immunities conferred in any other instrument upon any person, natural or juridical, referred to hereunder.

Suspension or termination of assistance

1. UNDP may by written notice to the Government and to the Executing Agency concerned suspend its assistance to any project, if in the judgement of UNDP any circumstance arises which interferes with or threatens to interfere with the successful completion of the project or the accomplishment of its purposes. UNDP may, in the same or a subsequent written notice, indicate the conditions under which it is prepared to resume its assistance to the project. Any such suspension shall continue until the time when such conditions are accepted by the Government, and UNDP shall give a written notice to the Government and the Executing Agency that it is prepared to resume its assistance.

2. If any situation referred to in paragraph 1, above, shall continue for a period of fourteen days after notice thereof and of suspension shall have been given by UNDP to the Government and the Executing Agency, then at any time thereafter during the continuance thereof, UNDP may by written notice to the Government and the Executing Agency terminate the project.

3. The provisions of this paragraph shall be without prejudice to any other rights or remedies UNDP may have in the circumstances, whether under general principles of law or otherwise.

ANNEX VI

EQUIPMENT REQUIREMENTS  *)

Expendable equipment (consumables) includes items of a value of less than US$ 400 with serviceable life expectancy of less than five years. The total value of expendable equipment has been estimated to be US $ 2,000. 

Non-expendable equipment includes items of a value of US$ 400 or more, with a serviceable life expectancy of at least five years. The executing/implementing agency will maintain inventory records of these items. 

The project will follow UNDP procurement procedures, according to the value of purchased goods. UNDP/GEF supported equipment will remain UNDP’s property until formally transferred will be made by the UNDP Resident Representative, in consultation with the Parties concerned. The Executing/Implementing Agency will be responsible for ensuring that the use of equipment and supplies procured with UNDP/GEF funds is strictly for the purpose of the project. It will see for its proper custody, maintenance and care and provide UNDP, upon request, with information regarding the use, storage and maintenance of such equipment.

*) To be finalised at the outset of project operations, based on the actual needs.  

ANNEX VII

DRAFT TERMS OF REFERENCE FOR NATIONAL EXPERTS AND SUBCONTRACTORS

BL. 72.01  BIOMASS ENERGY FUND

Background

In the framework of the United Nations Framework Convention on Climate Change and the Kyoto Protocol adopted at the 3rd Conference of Parties of the UNFCCC in December 1997, the Republic of Slovenia has committed to reduce its greenhouse gas emissions by 8% from the 1986 level. Increasing the use of biomass as an energy source has been identified as one of the measures to be promoted in order to reach the targets set for the environmental protection in Slovenia, while at the same time improving the social and economic situation in the local communities. 

Without considering their broader social and economic benefits, biomass energy projects are still at the borderline of being economically feasible. With possible few exceptions, most of them will require additional public support.  The level of this support will depend largely on the mechanisms through which this support is provided. Direct investment subsidies can make projects economically attractive, but they quickly exhaust limited government and other resources for project support.  By leveraging limited subsidies with other types of risk mitigation, funds can be spread across more projects and used more cost-effectively. 

It has been characteristics for biomass projects in Slovenia that even with the currently available subsidies from sources such as the Ministry of Economic Affairs, EU/Phare and others, combined with available credits at very favourable interest rates, the projects have been unable to structure financing. Municipalities or other local investors are unable to raise the necessary equity for the projects up front, or the risks associated with construction and the first several years of operation have been considered too high.  These problems could be overcome either by: 

i) significantly increasing the share of the grants in biomass investment projects in order to reduce the equity required from investors and/or to increase the rate of the return to a level that would reflect project risk; or by

ii) applying financial instruments that would allow municipalities to participate in the projects through a multi-year contribution from the municipal budget and to spread construction and operation risks among multiple investors. 

The biggest risks with biomass district heating projects are normally related to the final connection rate of consumers, which will determine the success or failure of the project. The extent of this risk can typically be determined after the first several years of operation.  Other risks are related to final construction costs, fuel supply and price, and the sales price of the heat produced.  However, these risks can be normally managed with proper planning and well-structured long-term fuel and heat supply agreements.

Given the situation described above, the following intervention, using the resources recently approved by UNDP/GEF to support the increasing use of biomass as an energy source in Slovenia, has been agreed with the Government of Slovenia:

Biomass Energy Fund

A Biomass Energy Fund (hereafter referred to as the Fund) will be established with the objective to facilitate the investments on wood biomass energy projects, which due to various financial barriers can not attract enough financial resources from other sources. The Fund will use equity, guarantee, and debt instruments to complement existing financial resources, with the ability to absorb significantly higher risks and lower rates of return than financial resources available in the commercial market.  In addition to the ability to carry a higher risk than the “secured” revolving type of arrangements, the Fund would also differ in its rotation speed. A fund issuing only loans would have a normal rotation time of 10-15 years, while the proposed structure would aim at a rotation speed of 3-4 years.  This would allow the Fund to support a larger number of projects. 

Mission


During the first three years of the Fund’s operation, to fully invest its resources to facilitate the financing for at least 3 to 5 wood biomass energy projects, and by reinvesting the funds recovered to leverage financing for as many wood biomass energy projects in Slovenia as possible within the next 10-15 years 

Success criteria

The number of biomass energy projects facilitated by the Fund (building on the effectiveness of the fund to leverage funds from other financial sources, the rate of return of the funds invested and the rotation speed of the fund); and 

The amount of greenhouse gas emissions reduced as a result of the projects realised. 

Operational criteria of the Fund

1. The Fund can provide financing for the projects promoting the use of wood biomass as an energy source;

2. The Fund can provide financing through equity, debt, and/or guarantee instruments depending on the financial proposals received as well as on the related decisions of the Project Steering Committee/Executive Board of the Fund and UNDP. After the feasibility studies have been finalized and the other financing possibilities properly evaluated for each candidate project, the Fund Manager will be prepared to design the most appropriate financing instruments needed (under supervision of the Project Steering Committee and UNDP).

3. All project risk will be shared with other equity investors/guarantors. The maximum allowable unsecured contribution by the Fund for equity or guarantees is 50% of their respective total amount in the project;

4. Should an individual project supported by the Fund meet its objectives and produce the revenues needed to allow the full commercialisation of the project, the amount invested (together with the eventual profit) will be returned to the Fund according to the agreed terms and conditions as detailed in the contract between the Fund and its clients signed for each project.

5. Should an individual project supported by the Fund fail to meet its objectives (see above), the percentage of the Fund’s contribution will be returned, or the contribution will be forgiven according to specified terms and conditions as detailed in the contract between the Fund and its clients signed for each project; and

6. The funds returned will be fully invested in other wood biomass energy projects until the Fund is exhausted or the project has fully met its broad development objectives in line with the national biomass energy program. 

Management and supervision of funds operations

1. The initial capital of the Fund will be transferred from the GEF to the  Government of Slovenia as a grant without the obligation to return the funds to the GEF, should the funds be disbursed and managed according to the criteria set up in the Project Document and the attached Terms of Reference. For the first round of investments, the funds will be transferred by UNDP to the assigned account in “tranches” based on the actual needs. Should the criteria for disbursing and managing the funds not be met or the project will not progress otherwise as expected, the UNDP reserves the right to suspend or terminate its assistance as specified in Annex V.

2. The GEF contributions will be placed in their  own designated account managed by the “Ecofund” as the “Fund Manager”. The interest gained during the lifetime of the Fund will be fully incorporated into the operating capital of the Fund.

3. The Fund Manager will recruit a full-time project manager to assume the responsibility for day-to-day management and operationalisation of the Fund and the project as a whole, and to take the lead in the financial part of the technical assistance component of the project.  The Terms of Reference for the project manager are attached. The Fund Manager will provide to the Project Steering Committee/Executive Board of the Fund and UNDP  independently audited financial statements and report on the operation of the Fund as specified in section H “Project Review, Reporting and Evaluation” of this project document.

4. After the formal termination of the UNDP/GEF project (which is scheduled in three years after the project’s start up), the Fund will continue its operations following the agreed operational procedure until the fund is exhausted or the objectives of the national biomass energy program have been fully met.. The operational criteria for the continuation of the Fund’s operations (including the financial aspects of it) will be reviewed at the Terminal Tripartite Review of the project (as envisioned after three years from the starting date), based on the experiences of the project until then. The management fee (for the continuing operation of the fund) is to be agreed before the final TPR. The reporting requirements are as specified in section H.

5. The projects to be supported will be selected based on a public call for tender. For the first full round of disbursements, this tender will be organised in co-operation with the Ministry of Economic Affairs (MoEA) so as to facilitate full co-ordination between the GEF and MoEA in support for biomass energy projects.

6. The selection criteria and the guidelines for the preparation of proposals will be presented as a part of the public call for tender. Feasibility studies should follow a common format and methodology developed by the project’s technical and financial advisers. All feasibility studies should include a long-term fuel supply agreement, as well as information on the minimum secured sales price of the heat for the first 3 years of operation of the company. The price should be determined from a thorough market analysis within the community concerned. The results of the market analysis should be presented as a part of the feasibility studies and investment proposals.

7. Technical and financial assistance for communities to prepare the feasibility studies and business plans, according to the agreed criteria and format, will be made available through the technical assistance component of the project;

8. The feasibility studies and business plans received will be reviewed and evaluated by the Project Implementation and Advisory Group (PIAG), consisting of the project manager, the technical adviser, and the marketing adviser. Based on the results of the evaluation and further consultations with the applicants (companies and/or municipalities), a prioritised list of projects with proposed financing arrangements will be presented for final approval by the Project Steering Committee/Executive Board of the Fund. When evaluating and prioritising the proposals, the PIAG will bear in mind the most rational and cost-effective use of the combined support from the Fund, the MoEA, and other national and international sources of financing.

9. Risk sharing arrangements, the Fund’s exit strategy (i.e., defining how the Fund can return its investments and under which conditions), and a preliminary timetable will be presented as a part of the final investment proposal for each project. The project manager will prepare a proposal for the capitalisation of the unsecured contributions of the Fund for each project based on the project performance in outlying years after consultations with other shareholders and potential outside investors. The proposal will then be presented for final approval by the Project Steering Committee/Executive Board of the Fund.

10.
The returned funds will be fully invested in other wood biomass energy projects until the Fund is exhausted or the project has met its broad development objectives. Funds will be invested in these wood biomass energy projects up to a maximum of 15 years from the start-up of the project for an investment period up to a maximum of 5 years, therefore the Fund will close after a maximum operation of 20 years after the formal start-up of the project. If funds remain 20 years after the formal start of the Fund, these funds will be transferred back to the GEF Trust Fund, or as agreed otherwise between the UNDP, the GEF and the Government of Slovenia.

Example  

A community is proposing a biomass district heating project.  With the available 25% investment subsidy from the Government of Slovenia, the project shows a positive cash flow over its lifetime. However, the relatively low rate of return and start-up risks have prevented the developers from raising the necessary capital from commercial sources. 

The community itself would be interested in investing in the project because of its perceived broad local benefits, but it is not able to provide the required equity contribution up front due to budgetary constraints. The community may also require additional investors to mitigate the start-up risks. Otherwise, financing (credits, etc.) can be organised. Depending on the specifics of the situation, the Biomass Energy Fund could facilitate financing as follows:

1. Full “secured” recovery of the funds invested (eventually applicable in select cases)  

The Fund would participate in the project as an equity investor, purchasing shares in the newly established biomass district heating company. The community would agree to buy back all the shares at their original value over the next 4-5 years, and the revenues would be transferred back to the Fund and invested in other biomass energy projects.

2. Risk sharing with the secured recovery of 50% of the Fund’s contribution (probably the most typical situation)
The Fund will participate in the project as an equity investor. The community agrees to buy at least 50% of the shares back according to their original value over the next 3-4 years.  After overcoming the risks and uncertainties connected with the start-up phase of the project, the remaining shares will be sold to the municipality or other investors based on their actual market value (which might differ from their original value) or they can be purchased by the new customers against their negotiated connection fee. The revenues will be transferred back to the fund and invested in other biomass energy projects. 

Instead of serving as a direct equity investor in the project, the Fund can also apply guarantees or other risk management mechanisms to leverage additional financing from commercial sources, which would also complete the structuring of financing for the project. 

PROJECT IMPLEMENTATION AND ADVISORY GROUP

The Project Implementation and Advisory Group (PIAG), led by the national project manager, will be established to supervise and support the implementation of the project activities. In addition to the “Project (and Fund) Manager”, the PIAG will consist of:

· a “Technical Adviser”, supervising and supporting the technical aspects of the project; and

· a “Marketing Adviser” supervising and supporting the market analysis, information dissemination, training and marketing aspects of the project.

BL. 17.01 PROJECT (AND FUND) MANAGER   
Duties:

· overall co-ordination, management and supervision of the project implementation;

· supporting the preparation of financing and business plans for biomass energy projects and organising training on the financial aspects of project preparation and implementation.

Estimated duration:
36 man-months 

Expected outputs:

The project finalised successfully according to the planned schedule, including:
· finalised financing plans for all the biomass energy projects that have received the technical clearance from the technical experts working for the project;

· full commitment and disbursement of the financial resources of the Biomass Energy Fund  for the initial round of investments;

· new biomass energy companies established and all the documentation to start the actual implementation of the individual biomass energy projects receiving support from the  biomass energy fund finalised;

· increased capacity of the local municipalities and experts to prepare “bankable” biomass energy proposals and business plans, to establish new biomass energy companies based on sound commercial practice, and to organise the procurement of the goods and services to be purchased; and 

· timely capitalisation of the fund’s contributions to projects and timely reinvestment of operating capital in new projects.
Activities

General activities

· overall co-ordination, management and supervision of the project implementation ensuring that the expected outputs are completed on time and that they comply with the specific project criteria and requirements;

· management of the project budget under the supervision of the Executing Agency and UNDP, ensuring that the experts are recruited and the equipment and other materials are procured in a timely and cost-effective manner in accordance with the UNDP rules and procedures;

· regular reporting on the progress of the project to the Executing Agency and UNDP as specified under Section H of the project document: “Project Review, Evaluation and Reporting”;

· organising information dissemination on the project activities and results, as well as ensuring that the project counterparts have a full access to all the information produced under the project;

· supervising and co-ordinating the work of the national experts and subcontractors;

· liasing with the other international financing organisations such as World Bank, EBRD and  EU/PHARE to identify possibilities for co-operation and to leverage additional financial resources towards achieving the project objectives. 

Financial advisory services

· financial evaluation of existing energy concepts and feasibility studies for wood biomass energy projects in Slovenia and provision of assistance for the completion and revision of these studies as needed;

· preparation and dissemination of  information concerning the available financing possibilities for the biomass energy projects in co-operation with the technical support and information dissemination experts on the project team;

· identification of existing barriers to structuring financing for the proposed projects based on financial analysis of the feasibility studies and on the consultations with the participating municipalities and companies;

· development of the financial instruments and procedures for the Fund in further detail and elaboration of possible co-operation with the other national and international sources of financing to leverage additional financial resources towards achieving the project objectives; 
· evaluation of investment proposals sent to the Fund and, as applicable, provision of assistance for finalising these proposals;

· conducting negotiations regarding the terms and conditions of the Fund’s contribution with  the applicants selected;

· provision of training in financial analysis and preparation of business plans and “bankable”  project proposals as necessary; and

· provision of assistance and advice on the institutional and financial aspects of establishing new biomass energy companies, on preparing tender documents for procurement, and on organising  procurement.

Qualifications

· extensive knowledge of and working experience in the financial and banking sector of Slovenia;

· extensive experience with project financing -familiarity with the financing modalities developed for energy efficiency and renewable energy technologies is considered a plus; 

· extensive experience with project and corporate management and a demonstrated ability to manage projects of this kind and complexity;

· good interpersonal and training skills;

· good computer skills; and 

· ability to work in both Slovenian and English. 

BL 22.01  TECHNICAL ADVISER

Duties:

Supervising and supporting the finalisation of the feasibility studies, business plans and tender documents for biomass energy projects in different communities. 

Estimated duration:
36 m/m

Expected outputs:

· increased awareness among local municipalities and residents of the technical and economic potential of  biomass as an energy source;

· guidebook and software for the preparation of  feasibility studies, business plans and tender documents in a transparent, standardised format based on common methodology and parameters; 

· finalised feasibility studies, investment proposals, and tender documents for all communities (of the 50 identified during the PDF phase of the project) that express interest in participating in the project and that have been determined to possess the technical and economic potential for increasing the use of biomass for heating and other energy production; and

· elaboration of the possible long-term financing mechanisms to support the projects in co-operation with other participants. 

Activities:

In co-operation with the other experts of the PIAG:

· establishment of contacts with all municipalities and wood processing companies that were identified during the PDF B phase of the project as possessing the biggest potential to increase the use of biomass for heating and other energy production purposes;

· review and compilation of the technical and economic parameters and the lessons learned from wood biomass energy projects realised in Slovenia and abroad; 

· preparation and dissemination of information on biomass energy, and an assessment of interest on the part of communities and their residents in participating in the project (to be undertaken with information dissemination and market analysis specialists, and building on the existing biomass experience in Slovenia and elsewhere);

· evaluation of existing energy concepts and feasibility studies for wood biomass energy projects in Slovenia and completion and revision of these studies as needed;

· by building on the existing material and supported by the other experts working for the project, compilation of a guidebook and development of software for the preparation of  feasibility studies, business plans and tender documents in a transparent, standardised format based on common methodology and parameters (these materials would also contain the methodology and tools for optimising the size and design of district heating networks and potential demand-side energy efficiency measures);

· compilation of a model feasibility study, business plan and tender documents for one selected community to be used as a reference for other communities;

· in co-operation with the other experts working for the project, organisation of training for the consultants, municipal engineers, and other relevant stakeholders for preparing feasibility studies, investment proposals, and other required documents for biomass energy projects;

· organisation and supervision of the preparation of the feasibility studies and investment proposals for all communities (of the 50 identified during the PDF phase of the project) that have expressed interest in participating in the project and that have been determined to possess the technical and economic potential for increasing the use of biomass for heating and other energy production; 

· review and evaluation of the feasibility studies and investment proposals prepared;  

· compilation of a synthesis report on the feasibility studies conducted in different communities and on the lessons learned in conducting the work;

· provision of assistance for the preparation of the full technical design of the systems and the tender documents for the equipment and services to be purchased; and

· elaboration of possible long-term financing mechanisms to support the biomass energy projects in conjunction with the other experts participating in the projects’ implementation. 

All the guidebooks, manuals and model feasibility studies, business plans and tender documents will be prepared in Slovenian language and translated into English.  

Qualifications

· extensive knowledge of state-of-the-art biomass energy technologies and experiences and lessons learned in Slovenia and/or other countries with biomass energy projects; 

· extensive experience with preparing feasibility studies for biomass energy projects in Slovenia and/or abroad;

· good interpersonal and training skills;

· good computer skills in using the standard office software; and

· ability to work in both Slovenian and English 

BL 22.02  MARKETING ADVISER

Duties:

Supervising and supporting the market analysis, information dissemination, training and marketing components of the project and facilitating the public participation in the elaboration and development of the biomass energy projects.   

Estimated duration:

36 m/m 

Expected outputs:

· a thorough market analysis finalised for all communities for which a feasibility study is prepared (as detailed in the Terms of Reference for the feasibility studies);

· a successfully realised information dissemination and marketing campaign to increase awareness and understanding among municipal leaders and the general public on state-of-the-art biomass energy technologies and their benefits and constraints, and to promote the biomass energy projects otherwise; and

· successfully organised public hearings and similar activities to facilitate the full public participation in the elaboration and development of the biomass energy projects in each community participating in the project. 

Activities

· review of the experiences and lessons learned from the realised wood biomass energy projects in Slovenia and abroad as they pertain to information dissemination, public participation in and public acceptance of biomass energy projects;

· evaluation of the existing feasibility studies with respect to the market information presented in the studies; 

· development of a standardised methodology, strategy and guidelines for the market analysis to be conducted as a part of the feasibility studies; 

· undertaking a thorough market survey and analysis in a few selected communities to be used as a reference for other studies (as detailed out in the Terms of Reference for the feasibility studies);

· in close co-operation with the technical working group of the project, supervision and organisation of the market analysis component of the feasibility studies in different communities;

· review and evaluation of the market analysis component of the feasibility studies conducted for different communities in the framework of the GEF project;  

· compilation of the results of the market analysis in different communities and the lessons learned while conducting the analysis (a document produced both in Slovenian and English languages);

· review and evaluation of the approaches and results of the information dissemination and marketing campaigns in other countries dealing with biomass energy technologies;

· in close consultation with the technical and financial experts working for the project, elaboration of the existing information and other related barriers to the realisation of biomass energy activities;

· development of  an information dissemination strategy and marketing campaign to increase awareness and understanding of biomass energy technologies at the local level, including information on their benefits and constraints;  and

· supervision and organisation of the information dissemination and marketing campaign as designed above, including the development of appropriate materials, the organisation of public hearings etc., and other activities as necessary;

Qualifications

· extensive knowledge of the state-of-the-art methodologies, strategies, tools and practices for conducting market surveys, market analysis and information dissemination and marketing campaigns for the introduction of new technologies and commercial products;

· extensive experience and demonstrated ability to conduct market surveys, market analysis and information dissemination and marketing campaigns in Slovenia;

· good interpersonal and training skills;

· good computer skills; 

· ability to work in Slovenian and English;

· experience in and familiarity with the energy sector, biomass and other renewable energy and energy efficiency technologies is considered a plus. 

Budget Line 22.03
ELABORATION OF APPLICABLE  DEMAND-SIDE ENERGY EFFICIENCY MEASURES TO BE IMPLEMENTED PARALLEL TO THE INTRODUCTION OF THE BIOMASS DISTRICT HEATING SYSTEMS.

Estimated duration:
18 m/m
Expected outputs:

· economic feasibility analysis of and recommendations for selected demand-side energy efficiency measures to be incorporated into the feasibility studies and  investment proposals (as applicable) of the projects in the Biomass Energy Fund portfolio.

Activities:

· evaluation of the possibilities, needs, and costs for implementing selected demand-side energy efficiency measures in buildings parallel to the introduction of district heating systems (with the objective of optimising the size and minimising the costs of the district heating system);

· preparation of  recommendations for implementing selected demand-side energy efficiency measures in buildings parallel to the introduction of district heating systems, and compilation of information on the average costs and technical parameters of such measures;

· site visits and review of the draft feasibility studies prepared for participating communities; and

· incorporation of appropriate demand-side energy efficiency measures into the feasibility studies reviewed.

Qualifications 

· extensive knowledge of state-of-the-art energy efficiency measures and their costs to reduce heat consumption in apartment, public and individual buildings; 

· extensive experience with preparing feasibility studies for energy efficiency projects in Slovenia and/or abroad;

· good interpersonal, training and computer skills; and ability to work in both Slovenian and English 

Budget Line 22.05

PREPARATION OF FEASIBILITY STUDIES AND BUSINESS PLANS 

Based on the results of initial contacts with communities and letters of interest received, preparation of feasibility studies and business plans for all the communities (of the 50 identified during the PDF phase of the project) that express interest in participating in the project and have been determined to possess the technical and economic potential for increasing the use of biomass for heating and other energy production.

Estimated duration (with various experts and institutions):
up to 80 m/m, depending on the number of feasibility studies to be prepared.
Expected outputs

Finalised feasibility studies and business plans for all communities (of the 50 identified during the PDF phase of the project) that express interest in participating in the project and have been determined to possess the technical and economic potential for increasing the use of biomass for heating and other energy production.

Activities 

Preparation of feasibility studies and investment proposals for the communities selected based on the following research:

· thorough market analysis within each community compiling information on the following factors:


· heat production capacity and the age of the existing industrial boilers; 

· need and time for the replacement of the existing boilers and stoves in individual households;

· a sample of current household expenditures on heating and hot water; 

· current seasonal and daily consumption patterns of the heat and hot water of different households within the community;

· actual heat demand before and after finalising applicable demand-side energy efficiency measures in buildings;

· support among community residents for replacing the existing heating systems with a connection to district heating (including the price that the consumers would be willing to pay for that);

· preferred payment methods: e.g. 1) connection fee + lower monthly payments (with a possibility to get some shares in return of the newly established biomass energy company) or  2) higher monthly payment based on a long term heat supply agreement without any connection fee.  

· possible questions, concerns and preconceptions that the residents have towards the introduction of biomass-based district heating systems; and 

· expected rate of increase in connections to the district heating system at different price levels.

· draft technical design of the system optimising the size and coverage of the centralised district heating system vs. individual boilers;  

· calculated investment costs of the different sub-components of the project (boilers, heating station, district heating network, substations etc.);

· availability and price of the fuel; 

· available financial resources and their terms and conditions to facilitate actual investments in the project; and

· documentation required to gain the necessary permits and licenses for establishing the company and starting the construction of the heating plant and the district heating network.

The costs of the feasibility studies will be shared with the participating communities, which will allocate resources and personnel as an “in-kind” contribution to the project, especially for the collection of the primary data about heat and hot water consumption.  The detailed division of the tasks and responsibilities between the municipality and the project experts will be discussed and negotiated with each community separately during implementation phase. 

The possibility to use the project simultaneously for educational activities by involving students and other groups to participate in the implementation of the feasibility studies will be detailed during the organisation of this project component.

Qualifications

· expertise in and familiarity with the technical design and performance of energy conversion technologies and the associated energy systems;

· experience with economic and financial analysis;

· experience in market analysis, survey research, interviews techniques, etc.

· good computer skills to use and apply standard office software;

· good interpersonal skills and the ability to learn and apply new skills and information quickly; and

· ability to work in both Slovenian and English. 

OTHER CONTRACTS (Terms of Reference to be finalised at the outset of project operations)

1. Elaboration of the available wood biomass resources, possible collection technologies and – cost for collecting wood biomass from different sources

2. Development of draft model Heat and Fuel Supply Agreements

3. Training of the operational and maintenance personnel

4. Monitoring and evaluation of the projects results 
Annex VIII

PROJECT PLANNING MATRIX

Project Strategy
Objectively Verifiable Indicators


Means of Verification


Assumptions

Development Goal: To promote the increased use of biomass as an energy source in Slovenia
The share of biomass in primary energy supply
Official Statistics
Consistency with the official Government policy

Project Purpose: a) to remove barriers to and reduce the implementation costs of biomass based district heating projects; b) improve the energy efficiency of the existing biomass boilers and individual fireplaces; and c) increase the use of biomass for co-generation and in small individual boilers, when feasible.
a) The number of new biomass based district heating projects under implementation;

b) Average efficiency of the existing boilers and individual fire places; and

c) The number of new projects and amount of energy produced with biomass in co-generation and small heat only boilers
Field surveys, official statistics
a) Consistency with the official Government policy, close co-operation with the relevant stakeholders, and their full participation in the implementation of the projects;

b) Interest of the local communities 

Output 1.1: Finalized project implementation arrangements
NPD appointed, PSC and PIAG established,  project initiation workshop organized, Biomass Energy Fund established, detailed work plan for all  the  activities finalized.   
Project Inception Report
Continuing commitment of the key stakeholders to proceed with the project activities  

Output 1.2: Increased capacity of the local experts to conduct and supervise the project activities, including the preparation of a guidebook and other training material on project preparation and financing
Project activities implemented in schedule and in line with international “standards”

Guidebook and other training material prepared

   
Project progress reports

Project mid-term evaluations  


Output 2.1  Increased awareness of the local communities and wood processing industry on the possibilities to increase the use of biomass as an energy source 
Market analysis reports


Questionnaires, informal consultations


Output 2.2 Detailed feasibility studies, business and financing plans for at least 20 BDH and other wood biomass energy projects 
Feasibility studies, business and financing plans finalized
Project reports
Commitment of the local communities to participate the studies

Output 3.1: A cross-sectoral national program to promote the use of biomass as an energy source
The program developed and adopted by the Government
Official Publications 
Cross-sectoral co-operation between the different ministries, local communities, private sector entities and NGOs and their full participation in the formulation of the program

Output 3.2: Model fuel supply and heat purchase agreements 
The agreements developed
Project progress reports


Output 3.3:  Finalizing the selection and preparation, and starting the implementation 3-5 biomass district heating projects
Projects under implementation
Project Progress Reports


Output 4.1: A long term strategy and an institutional and financial framework to support the increased use of biomass as an energy source 
a) the different possibilities of using biomass as an energy source have been fully taking into account in the local energy planning;

b) the national biomass program adopted;

c) an  permanent independent agency/ national focal point to manage and support the biomass energy activities established;

d) suitable financing modalities available for biomass energy activities
Final evaluation of the project


Financing





GEF:	US$ 4,300,000





Parallel Financing:


Govt. of  Slovenia:	US$ 2,500,000


	US$    400,000 (in-kind)


Ecofund:	US $ 2.500,000  Municipalities:	US $ 1.500,000


Others:	US $ 1.000,000 





   Total :	US$ 11,800,000 
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