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Request for CEO Endorsement

Commercializing Energy Efficiency Finance (CEEF) Tranche II

June 18, 2003

Overview:

Commercializing Energy Efficiency Finance (CEEF) is a five-country IFC/GEF program being implemented by the International Finance Corporation in Latvia, Lithuania, Estonia, Czech Republic, and Slovakia with the objective of  developing a sustainable lending market for energy efficiency (EE) projects within the commercial financing industry of the five countries.  IFC utilizes a network of project offices in the five countries to administer the program, working with several financial institutions (FIs) in each target market to establish commercial lending businesses in a variety of market sectors.  IFC also works through local project developers (broadly defined as “ESCOs”) to develop a pipeline of transactions for the participating FIs.  IFC utilizes a comprehensive program of technical assistance (TA) – provided by a diverse team of local, Spanish, Finnish, and US consultants, as well as the nine-person regional IFC implementation team – to support the FIs and ESCOs in developing the EE project financing market and executing project finance for specific transactions.  IFC also deploys a partial guarantee facility to share risk with the FIs on loans executed by the participating FIs, as requested (and approved) by IFC on a transaction-by-transaction basis.

Project implementation has progressed rapidly, with the Tranche I Project Appraisal Document approved (October 2002) by the GEF CEO within one year of the Project Concept entering the GEF pipeline, and a fully-operational program team of nine local staff in five regional offices plus a twenty person global support team fully engaged by March 2003.  Legal agreements are in place with three FIs and negotiations underway with five more, representing immediate demand for approximately $24 million in guarantees from local FIs presently engaged in the program.  The local partners have identified a strong pipeline of projects representing potentially $60 million in transactions (which IFC has discounted according to probability of each one reaching closure -- see Annex 3: Transaction Pipeline.) IFC has secured $1.33 million in direct project co-financing from the US., Finnish, and Spanish governments to support the TA program, and has contracted through international competitive bidding procedures a diverse international consultant team to implement the program utilizing this money.

Pursuant to the Project Brief endorsed by the GEF Council in May 2002, and the subsequent Tranche I Project Appraisal Document approved by the GEF CEO in October 2002, IFC provides this memorandum as its report on the progress made to date in implementing the CEEF program.  As the conditions for final approval of the Tranche II funding associated with this Project have been met, as detailed in this report, IFC hereby requests final approval by the GEF CEO of Tranche II funding of US$6.75 million in order to complete implementation of the Project as endorsed by Council based on the Project Brief.  

Review of Project Implementation Status to Date:

Following GEF Council endorsement of the Project Brief in May 2002, the IFC Board of Directors approved (June 2002) a parallel IFC investment of up to $75 million in the CEEF guarantee facility.  This has been obligated through an initial commitment of $30 million in IFC funds, with the subsequent amounts made available by approval of IFC management based upon market demand for subsequent funds and satisfactory credit performance in the loan portfolio supported by the guarantees.  [All projections and estimates in the Project Brief assume only a $30 million IFC investment.]  In addition to the IFC investment in the guarantee facility, IFC has also invested directly in program operations through substantial direct operational support for the program.  This includes program marketing efforts, portfolio management, personnel management, and credit review activities by the Global Capital Markets Department, as well as administrative systems, human resources and accounting support, staff training, information technology systems support, and substantial legal services provided by IFC generally.  IFC’s estimate in the Project Document of $1.5 million in direct program operations support from IFC has been substantially demonstrated during the start-up of the program operations.  The resulting legal agreements, operational offices, well-trained program staff, global support network, credit procedures, and active FI marketing represent direct and tangible results of the substantial institutional commitment by IFC to the program’s success.
IFC officially launched CEEF program operations at a program launching workshop hosted by the IFC/GEF Hungary Energy Efficiency Co-financing Program (HEECP) in Budapest in March 2003.  (See Annex 1:Workshop Agenda).  A thirty person team, including representatives of IFC’s Europe Department, Global Financial Markets Department, Legal, Human Resources, Information Services, Office of the Controller, and Environment Department joined the HEECP team and the new nine person CEEF field staff in a week of intensive training, strategy, and operations systems development.  A comprehensive training manual provided the backbone of the program which was also supported by the TA teams from Holland, Spain, Finland, and the US.  With the workshop, the CEEF and HEECP teams have been operationally integrated, with extensive intra-regional cooperation established which has been manifested by extensive international training and operational cooperation in the months since this launch.  IFC has drawn on its experience with the launch and implementation of the seven country Efficient Lighting Initiative (ELI) in structuring operations and management of the regional credit programs to leverage each country’s operational teams and establishing an integrated international program team.

IFC’s program implementation infrastructure is anchored by five local CEEF program offices with a local program management and TA presence in each CEEF country.  The CEEF team is defined by two sub-regional teams, staffed as follows:

1. Baltic Team:

· Latvia – Baltic regional manager; Baltic regional financial/credit analyst; Baltic regional administration officer;

· Lithuania – Lithuania country manager;

· Estonia – Estonia country manager.

2. Czech Republic/Slovakia Team:

· Slovakia – Regional manager; Regional financial/credit analyst; Regional administration officer;

· Czech Republic – Czech country manager/EE market specialist.

In addition to this nine-person field-based team, a diverse team of local and international engineering, EE market, and project finance specialists are deployed as part of the Finnish, US, and Spanish-managed consultant teams, for direct support of the local project teams in their work with ESCOs and FIs to develop transactions and support market development.  The consultant teams are providing important early-stage inputs to the marketing strategies being used by the CEEF team to cultivate multiple competing FIs to participate in the program.  The TA providers are also assisting the participating FIs to develop sector-specific marketing plans and specialized financial products to support those plans, as well as providing technical appraisals of EE projects outside of the experience/comfort zone of the FIs.  

Finally, a team of IFC financial markets specialists and EE market technical experts provides advice and guidance – and managerial supervision – to the local field implementation team.  The IFC project is a joint venture of the Environment Department and Global Capital Markets Departments.  Both departments are represented on the Supervisory Committee, which supervises the CEEF program staff and maintains fiduciary responsibility for the credit procedures employed, the terms of all Guarantee Facility Agreements (GFAs) and guarantee agreements provided, and coordinates the supervision of the program implementation.  IFC’s European regional offices and headquarters staff provide additional specialized on-going support to program implementation with contributions from IFC’s Controller, Information Technology, Legal, and Human Resources Departments.  

Since the program launch in March 2003, CEEF staff has finalized legal agreements (Guarantee Facility Agreements – “GFAs”) with three participating FIs, and has completed three rounds of staff trainings with these three FIs.  In addition, IFC has progressed negotiations and strategic planning procedures with an additional five FIs who are expected to enter into final GFAs during the coming six months.  Total demand indicated in the short term by FIs with whom IFC is engaged total $24 million – easily in excess of the $18 million in indicative demand required to trigger the final tranche of funding by GEF.

IFC has received full funding of the co-financing plan described in the Tranche I Project Document.  Specifically, in addition to the direct IFC investment of up to $75 million in the guarantee facility, plus an additional commitment of $1.5 million program operational support from IFC,  the Executing Agent has received final co-funding commitments to directly support the CEEF TA program in the following amounts:

· $600,000 – the Government of Spain;

· $330,000 – the Government of Finland;

· $400,000 – the Government of the United States;

Each of these grants have been finalized through funding agreements administered through the IFC Trust Funds Department. IFC has completed international competitive bidding procedures and subsequently entered into TA support contracts with a diverse team of technical experts in order to fully operationalize these co-financing grants quickly.  The TA program is thus fully funded and fully operational in all five countries.  The program has also been integrated with the HEECP TA effort in order to maximize leverage, ensure efficiencies, and institutionalize real-time learning opportunities between the two programs.  

The CEEF Monitoring and Evaluation Program has been substantially advanced as well.  IFC is seeking opportunities to leverage further co-financing in supporting a more substantial M&E program.  While this additional co-funding is not necessary in order to implement the program as approved by Council, IFC has received preliminary indications of further support from IFC’s self-funded Trust Funds which could further leverage the GEF program funding.   IFC has integrated the M&E efforts in both the CEEF and HEECP programs.   Responding in part to the rapid development of  market-based carbon mitigation  activities in the European market, and the interests of partner FIs and ESCOs, IFC is seeking to promote learning and innovation in the development of an M&E program infrastructure and protocol which potentially supports the trading of Carbon credits for EE transactions in the future.  Any such additional activities would be supported by IFC Trust Funds – thus further leveraging the GEF funds.  (See Annex 2: Draft Terms of Reference for the development of an operational Carbon accounting system which would underpin the project monitoring procedures to be implemented by the CEEF program evaluation team.)

IFC has worked with FIs and ESCOs to develop a pipeline of active projects (see Annex 3) to be considered for IFC guarantees with participating FIs.  This represents the initial stages of IFC’s work with private sector counterparts to develop a vibrant and sustainable EE project development market.

During the initial few months of program implementation, the local program administration teams have conducted a series of working meetings not just with ESCO and FI counterparts, but also with a range of local strategic partners from the NGO and governmental sectors, as well as local representatives of international and bilaterally-funded programs.  This has included several GEF-funded program teams affiliated with other GEF Implementing Agencies.  These meetings are intended as the first step in developing collaborative relationships which enable leveraging of complementary activities and which also avoid counter-productive initiatives which might otherwise occur.  In Slovakia, IFC worked closely with the UNDP/GEF program team to try and mobilize commercial finance to support a biomass cogeneration project initiated under the GEF-funded UNDP program.  In each of the five CEEF countries, IFC will hold the first meetings of the five national CEEF Advisory Committee meetings in the fall of 2003.  Local CEEF team leaders are presently recruiting Advisory Committee members representing a range of government, NGO, and private sector institutions with interests in developing a commercial financing market for energy efficiency.

Conditions for Approval of Tranche II:

The Tranche I Project Document -- approved by the GEF CEO in October 2002 – defines the conditions of approval for the final Tranche II funding requested herein, as follows:

The CEO approval of the full GEF commitment will be triggered by clear outputs from the Project resulting from operations with first tranche resources.  Specifically, IFC will notify the CEO when FI demand for the guarantee facility exceeds $18 million, as indicated by FI requests for GFAs in this amount, thus signaling the imminent need for the full GEF commitment to the guarantee.  A quick response approval by the CEO at that milestone would enable the program implementation to move forward without delaying the initiation of additional GFAs under the facility – a critical operational requirement of the program necessary to maintain credibility with participating FIs.

Co-financing requirements:

In addition, while not explicit in the Project Document, IFC indicated to the Secretariat at the time of approval of the First Tranche Project Document that IFC would finalize the commitments for co-financing which were indicated at the time as tentatively approved.  As detailed above, these commitments have been finalized now, and the TA program they support is now fully operational.  Further, the IFC Trust Fund managers have indicated that additional direct support for CEEF (indicative amount of up to $800,000) could be made available to support the program over the course of the program implementation, if necessary.

Demand demonstrated for guarantee product:
As detailed above, IFC has registered demand for GFAs totaling $24 million at this stage.  This includes GFAs signed to date totaling $9 million, plus negotiations with FIs for GFAs representing an additional $15 million.  This would approximate the projected  foundation of FI agreements sought by IFC in establishing the program across the region.  The FI demand for the guarantee product developed during the first tranche implementation to date is adequate to meet the required minimum demand established in the Project Document to trigger full funding of the second and final tranche of CEEF.

Annex 1: CEEF Implementation Kick-Off Workshop Agenda
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Annex 2:  Draft Terms of Reference for HEECP/CEEF Carbon Mitigation/M&E  

     Protocol

IFC/GEF Programs: Commercializing Energy Efficiency Finance (CEEF) and Hungary Energy Efficiency Co-Financing Program (HEECP2)

Emission reduction accounting and monitoring system

1.
Introduction

The International Finance Corporation (IFC), in cooperation with the Global Environment Facility (GEF), has developed two innovative Guarantee Programs, CEEF and HEECP, to support the financing of energy efficiency (EE) projects in six Central European countries (Czech Republic, Estonia, Hungary, Latvia, Lithuania and Slovakia) whose economies are 3-5 times more energy intensive than EU standards.  The Programs work in partnership with local financial institutions (FIs) and provide partial guarantees to share in the credit risk of EE finance loan transactions which the partner FIs would fund with their own resources.  

Transactions eligible for the Programs’ support are capital investments aimed at improving efficiency of energy use in buildings, industrial processes and other energy end-use applications.  Even though many EE investments are economically attractive and can be developed and structured so that the energy cost savings enjoyed by the energy end-user exceeds their finance payments to implement the project, most financial intermediaries, especially in emerging markets, are reluctant to finance these transactions due to their unfamiliarity with such projects and the perceived weak client/project credit profiles.  

HEECP, the initial pilot Guarantee Program in Hungary, has made the financing of EE projects possible in many areas where FIs had not previously been willing to extend financing.  Such projects do not only lead to obvious environmental and economic benefits, but most often involve considerable social benefits as well.  Some of the examples include EE investment projects by small enterprises, street lighting projects by small towns and villages in the poorest parts of the country where no or limited street lighting was earlier installed, and the replacement of outdated heating technologies in hospitals resolving the problem of frequent disruptions in heating services in these entities.  The investment projects supported in Hungary resulted in an excellent payment performance and greatly expanded lending for energy efficiency projects by Hungarian banks both for loans which use the guarantees and those which don’t.

The Guarantee Programs’ innovative partial guarantee structure enables IFC to leverage over $300 million in private capital investments in energy efficiency, in addition to IFC’s own investment of up to US$87 million and GEF’s contribution of US$19 million.  Such investment will contribute to the competitiveness of these economies as well as to 

improved local and global environmental conditions.  The Programs’ represent an important tool to support each of the national strategies for meeting EU accession goals and targets.  

The Programs are different from other approaches taken in the region to promote energy efficiency and are designed to ensure a sustained developmental impact.  CEEF and HEECP are highly market oriented with their market based pricing and availability to multiple financial intermediaries.  The Programs also seek to catalyze investment across a broad range of end-user groups and market segments.  In addition, the Programs’ technical assistance components are targeted at building energy efficiency finance expertise in the financial sector and hence the ability of ESCOs to market and finance energy efficiency projects. By creating incentives for local FIs to enter the EE financing market, the Program helps to increase the local financial sectors’ experience and capacity to provide EE project finance on an ongoing, and eventually, on an independent basis.  The case of the Hungary pilot has demonstrated this evolution already, whereby five years after the Program’s inception, FIs are now independently financing some of the EE projects types for which they previously sought the Program’s support.

Under the terms and conditions of the GEF grants for both CEEF and HEECP it is necessary to monitor and evaluate the performance and impact of the Program financed by the GEF grant. A cornerstone of the evaluation is an assessment of the induced reduction in greenhouse gas emissions. The IFC therefore requires mechanisms for collecting and verifying data that provide evidence of emissions reductions. At the same time there is increasing awareness amongst project developers, end users and, albeit slowly, financial institutions of the nascent carbon market and opportunities for monetising the reductions in carbon emissions from energy efficiency projects. At the moment, companies rarely calculate or keep track of the reductions in GHG emissions resulting from energy efficiency projects.  Consequently they have little chance of benefiting from the possibility of monetising such reductions within the framework of the Kyoto Protocol’s Joint Implementation mechanism, as part of the European Union emissions trading system, or through specific AAU transactions with governments or other buyers. In order for companies to be able to monetise these reductions, it is important to keep a record of reductions and the associated data and to have them certified by an independent third party.  

With these Terms of Reference, the IFC invites XXXX to design and implement a simple carbon accounting and reporting system which can be integrated into companies’ procedures and used to allow them and their partners (e.g. energy efficiency lenders such as the IFC) to keep track of emissions reductions. The proposed accounting and monitoring system will have dual aims: a) to enable the IFC to meet its reporting requirements to the GEF; b) to provide a verifiable platform for participation by ESCos, end-users or other “carbon aggregators” to participate in carbon markets.

Whilst recording CO2 reductions is at the core of the accounting system to be developed, it is important that any system contributes to the wider data collection needs of the overall monitoring and evaluation regime. XXXX are therefore requested to ensure that, where practicable, the templates developed incorporate the data requirements described in Section 2 of the TOR. 

2.
 IFC Requirements for the overall monitoring and evaluation system

1. The IFC must develop a system of monitoring the parameters set out in the attached Logical Framework (Annex A). Any proposed methodology or accounting system must directly contribute to meeting these reporting requirements.

2. IFC is very interested in systems that allow reductions in CO2 emissions, particularly from small projects, to be efficiently aggregated with a view to future engagement with the carbon markets. The proposed methodology should examine different models of aggregating CO2 reductions.

3. The proposed methodology needs to address a broad range of industrial, residential and commercial applications and a broad range of technologies.

4. The proposed solution must be equally applicable in at least the following countries: Czech Republic, Estonia, Hungary, Latvia, Lithuania, Slovakia.

5. The final proposed accounting system will be made available to a separate Program Evaluator. Terms of Reference for the overall Program Evaluator work package are currently being developed. XXXX will be free to associate with bidders for this package of work or to bid themselves, subject to restrictions imposed by donor organisations funding the work.

6. The Monitoring and Evaluation (M&E) program will consider (i) EE projects supported by the guarantee, (ii) participating FIs and EE/ESCO businesses, (iii) country market impacts, and (iv) Program management and operations.  The M&E program defines measurable performance indicators for financial/business, energy, and environmental outputs.  The M&E program also defines “indirect” or market impacts, which the Program seeks to achieve and which the M&E program will measure: the establishment of sustained market capability to develop EE projects; an expanded market for EE project finance,.  The M&E process also allows for assessment of management and operations (“process evaluation”) of both the guarantee and technical assistance programs.  This will provide real-time inputs to assist effective Program management.

7. Monitoring and evaluation will be designed as a participatory process integral to Program implementation.  The goal is to assess progress in Program implementation and achievement of results, test key assumptions in the Program design, and at the same time promote stakeholder ownership of the Program.  CEEF/HEECP participants and stakeholders will be surveyed and interviewed regularly as an integral part of the process.  This enables capacity-building and rapid understanding and application of lessons learned during the course of Program operations.  Thus, the Program M&E framework serves several purposes:

· Monitors compliance with IFC and GEF criteria and achievement of performance measures;

· Strengthens project performance and project management; 

· Provides a base for technical and financial accountability.

8. The accounting and reporting methodology must facilitate the capture of the following output indicators:

· Number of investment projects financed under the facility;

· Number of new financing products developed and marketed by participating FIs;

· Number of FIs originating EE loans under the facility;

· Number of ESCOs and end-users receiving loans under the facility;

· Total value of loans supported under the facility;

· Total value of EE loans provided by FIs participating in the facility, including non-guaranteed products;

· Total value of EE investments (including equity) under the facility; 

· Acceptable levels of losses, i.e., guarantee claims payments and level of preservation of CEEF's capital from GEF;

· Energy saved in projects guaranteed under the facility; 

· GHG emissions avoided due to projects guaranteed under the facility;

· Relative cost of GEF support per ton of GHG emissions reductions achieved; 

· Workshops and conferences delivered;

· Training courses delivered;

· Number of participants from each of the stakeholder sectors;

· EE/ESCO business advisory consultations delivered; 

· Co-operative activities with government agencies.  

9. A Program Evaluator will be contracted to:

· Develop the M&E workplan; 

· Train the Program implementation team in data collection and collation, 

· Establish baselines; 

· Provide real-time feedback to management;

· Conduct a mid-term evaluation; 

· Conduct an end-of-program process evaluation; and finally 

· Complete an impact evaluation in year seven.  Delaying this final impact evaluation until year seven will allow two additional years of loan portfolio performance data to accrue following the end of  program operations as well as enabling assessment of market impacts two years after the conclusion of program operations. 

10. The Program management team (IFC and FIs) will collect data for financial and business indicators.

11. End users and ESCos will collect data on investment project performance using the templates and accounting systems developed by XXXX.

12. Engineering contractors will be engaged to complete an independent engineering review of the EE projects supported by the guarantee program both pre-and post implementation.  The post implementation reviews will be carried out on all large  or complex projects and on a selection of smaller projects. The  information developed through these engineering verification teams will be used in Project evaluation and GEF reporting.  For the engineering review the engineering consultant shall:

· review files and calculations of energy savings and GHG emissions reductions estimates for the projects;

· define the methodology to confirm actual energy savings and GHG emissions reductions achieved by projects post- implementation; 

· implement this post-implementation methodology, as approved by IFC; and,

· summarize results in brief written reports and maintain project files in consultation with IFC for ready access and review for GEF monitoring and evaluation purposes.

13. The methodology for post-implementation verifications will generally confirm the calculations made pre-installation for the projects. Key variables may include: combustion efficiency of new boiler systems, customer energy loads, generation output of boiler systems, efficiency of end-use equipment, etc.   Pre-installation calculations of the baseline, i.e., energy use of the existing system prior to the project, will be used and established in the pre-installation reviews.  Participating FIs will assist in obtaining cooperation of project participants including the implementing contractor, and the energy end-user; this will be accomplished through appropriate provisions and commitments in the guarantee documents and enforced through the GFAs. Site visits to projects may be necessary.   In proposing the post-implementation methodology, the engineering contractors will comment on their estimated degree of accuracy.  Not all smaller projects may be reviewed when a reasonable sample of similar projects is available. 

14. The Program outputs are expected to accelerate the development of the EE finance market. Indicators of this include:

· Expansion of EE finance activities by FIs in each country, increase in the experience and capacity of domestic FIs to provide EE project finance, and provision of more favorable credit conditions for EE financings;

· Promotion of a commercially sustainable EE/ESCO industry and EE market in each country, including fostering development of new ESCOs; 

· Introduction and support of innovative financial products that deliver EE finance to previously un- or under-served market segments, e.g., multi-family housing, hospitals and the public sector;

· Implementation of a diverse set of projects representing various end-use sectors, EE equipment and finance and contract structures to maximize demonstration value;

· Market acceptance of innovative financial and contracting mechanisms demonstrated by transactions supported by the Project;

· Increasing awareness amongst end-users of the value of EE investments and understanding of methods to undertake them;

· Development and testing of new non-grant finance and technical assistance tools for the GEF, including appropriate methods to leverage commercial finance.

Achieving these market impacts comes from promoting the demonstration values of projects directly supported by the guarantee, and from technical assistance and capacity building activities.  Baseline characterizations of market activities and patterns will be derived from original Program appraisal documentation and will be confirmed as part of the initial workscope of the Program Evaluator.

15. In some cases, policy developments at the national government level may results from Program activities. For example, adoption of new procurement methods allowing private sector ESCOs to development and implement EE projects for public sector entities.  Or, as in the Lithuanian market, development of legally enforceable property ownership structures for cooperative housing which enable use of commonly-owned property as security for bank loans.

16. The evaluation interview process will be designed to determine qualitatively achievement of the expected market impacts.  Advisory Committee meetings will be used for this purpose also.

17. The Program evaluation involves review and opportunity to update the key theses underlying the Program design and structure. Are the guarantee products developed by the Program effective in motivating FIs to increase their EE finance activity?  Is there continuing demand for the guarantee products? What is the continued relevance of the financial products to the various users? Are there other variations on or changes to the Guarantee Program structure that would make it more effective?  How has a commercially sustainable EE/ESCO industry been fostered under the Program?  Are the TA products well-defined and effective in achieving their stated purpose?  What lessons for EE finance and EE project and business development are being gained and how are they applicable to the GEF?  Is the Program effective in communicating and making available these lessons and experience to others? What strategies should the Program be considering to maximize its indirect impacts and demonstration value? 

18. Progress in Program implementation will also be reviewed including management, administration and procedures in order to assess their effectiveness. Areas to be addressed include: clarity and ease of procedures for processing guarantees and TA grants by both IFC, FI partners and project participants; management and communications within IFC; record-keeping, communications and outreach to the market; budget status and cost control.  These will all be key elements of the mid-term evaluation intended to enable mid-course programmatic improvements.

19. Methods used to conduct the evaluation include review of Program documents and structured interviews with Project staff, management, participants and stakeholders.  Structured interviews will be conducted with:

· Program staff and management;

· Staff from participating FIs;

· Staff from prospective partner FIs;

· Engineering consultants, ESCOs and EE business participating in projects supported by the CEEF guarantees and the TA grant program;

· Relevant Government officials and EE NGOs, including those participating in each country’s Program Advisory Committee;

· Interviews with any prospective Program participants who have investigated the Program but for whatever reason, failed or declined to participate; and 

· Interviews with any other stakeholders who are identified.

3 Scope of Work

XXXX will carry out the following activities:

Task 1
Desk Research

Desk research on current accounting methodologies to identify whether existing “off the shelf” packages currently being promoted/tested are suitable for IFC purposes or can be freely adapted..

Task 2
Development of the Accounting System

The system will consist of a set of processes and simple software allowing companies to measure, record, and verify greenhouse gas emissions reductions from all of their projects.  The system should be designed to be incorporated seamlessly into the everyday operations of a company and would form an integrated part of each project.

The system should include the following elements:

· Set of policies and procedures in the form of a practical user handbook

· Software tool for estimating and modeling emissions reductions both at the stage of project appraisal and implementation

· Forms for recording the emission reductions

· Process for obtaining independent verification of the emissions (likely coupled with existing energy audit procedures)

· Process for obtaining approval from environmental or other authorities for trading emissions reductions

· Process and tool for internal reporting of emissions reductions

· Process for marketing emissions reductions either individually or pooled

· Proposed contractual text for clarifying rights to emission reductions on projects

The system should be designed for use by project managers responsible for the day-to-day activities of their projects.  It should be simple, and user-friendly while maintaining the highest technical and accounting standards.

The work process would include:

· Consultations with the UNFCCC, country Ministries of Environment, the World Resources Institute (WRI), and other organizations and buyers of emissions reductions on standards of formatting and accounting;

· Brief identification of typical process, tools, and documentation of project development and project management processes through interviews with two Hungarian ESCOs;

· Further development of existing software tools used by XXXX for estimating emissions reductions;

· Drafting of templates, process definitions, and procedures for companies to use;

· Drafting of verification procedures, and shortlisting and selection of independent verifier if appropriate;

· Developing approval procedures for the governments and guidelines on what the governments are and are not likely to approve.  This depends largely on the individual regulations of the specific countries.  Some further research would be required to confirm the current arrangements for monetising emissions reductions from ESCO-type projects;

· Developing simple reporting procedures allowing the companies to report reductions to interested lenders or partners;

· Developing a simple database to allow such lenders as the IFC to collate incoming information from the various energy efficiency and renewables projects and companies they finance;

· Pilot and testing with management of some typical users. Data from IFC’s existing portfolio of guarantees in Hungary could be made available for test purposes;

· Finalisation and delivery;

· Follow up to assist and monitor implementation.

Regulations vary from country to country as do attitudes to emission trading, particularly in the case of energy efficiency projects. XXXX will ensure that the devised system is compatible with the regulatory frameworks in the following countries: Czech Republic, Estonia, Hungary, Latvia, Lithuania, Slovakia. 

Task 3 Options and Recommendations for CO2 Aggregators

XXXX will investigate different options for efficiently aggregating reductions in CO2 emissions, particularly from small projects. Recommendations should be given for each country that take account of the local and international organisations with the capacity for undertaking the aggregator role.
4.
Deliverables

· Brief overview of currently available methodology and justification why a new system may be necessary.

· Design specification for the proposed monitoring and accounting system

· Monitoring and Accounting System

· Recommendations for CO2 Aggregators

5. 
Timing 

Work to commence beginning July 2003. All work to be completed by beginning September 2003.  

6.
 Form of Proposal

You should submit a proposal containing the following Sections:

A. A cover letter identifying the project partners, their contact details, the lead organization and the key person for contract negotiations;

B. A methodology identifying how you will achieve each of the given tasks. In this, the you should identify who will undertake the tasks and how each task will be managed;

C. A description of how your proposed accounting and monitoring system can meet the wider monitoring objectives of the CEEF and HEECP programs. Specific reference should be made to the numbered points in Section 2 of this TOR.;

D. CVs of individual experts which match project experience against the requirements of the work program (maximum of 3 pages per CV);

E. Budget proposal. This should include daily rates, number of days for each consultant, direct expenses, and any additional fees or charges associated with the delivery of these services including sub-contracting.

Annex 2A: Project Logical Framework

	Narrative Summary
	Key Performance Indicators
	Monitoring and Evaluation
	Critical Assumptions

	(a) Sector-Related Country Assistance Strategy (CAS) Goal

CEEF addresses respective country CAS goals related to environmental protection and private sector development. 

CEEF will directly support the EU accession goals in the CEEF countries.

	· Increases in EE projects undertaken by the private sector.  

· Increased FI lending for EE projects 


	Program Evaluator

· M&E program, including baseline data defined, investment project assessment, process and impact evaluations.


	Assumes:

· Stable or growing national economies (including moderate interest rates and continued liquidity in FI sector).

· Accelerated pace of energy price rationalization in the CEEF countries.

· Full use of $45 million guarantee facility by participant FIs.

· Active ESCO market growth in target countries.

	(b)  GEF Operational Program Goal

Greenhouse gas emissions reductions via removal of barriers to implementation of energy efficiency projects.
	Project Global Objective

· Greenhouse gas emissions avoided through reduced thermal energy consumption and conversion to less Carbon – emitting fuels and reduced methane emissions.
	Program Evaluator will include in the monitoring program an avoided GHG evaluation of each transaction under the facility, recorded using the Accounting system and verified by engineering contractors.
	Same as above.

	(c) Project Development Objective
Accelerate the development of the EE finance market in participating countries.  
	Outcome Indicators

· Expansion of EE finance activities by FIs in each country, increase in the experience and capacity of domestic FIs to provide EE project finance, and provision of more favorable credit conditions for EE financings;

· Promotion of a commercially sustainable EE/ESCO industry and EE market, including fostering development of new ESCOs; 

· Introduction and support of innovative financial products that deliver EE finance to previously un- or under-served market segments;

· Implementation of a diverse set of projects representing various end-use sectors, EE equipment and finance and contract structures to maximize demonstration value;

· Market acceptance of innovative financial and contracting mechanisms demonstrated by transactions supported by the Project;

· Increasing awareness amongst end-users of the value of EE investments and understanding of methods to undertake them;

· Development and testing of new non-grant finance and technical assistance tools for the GEF, including appropriate methods to leverage commercial finance.


	Monitoring and Evaluation

IFC Program Managers

· Monthly Pipeline reports

· Transaction Guarantee Reports

· Market reports; 

FIs

· Quarterly Operations Reports

· Annual Operations Review
Program Evaluator

· Energy sector / EE studies for target markets

· Interviews with SMEs and FIs 

· M&E mid-term and final evaluation reports 


	(Objective to Goal)

Assumes

· Macroeconomics favor investment generally

· Price rationalization continues to improve economics of EE investment.

· ESCOs and FIs respond to TA and emergence of EE market

· EU accession reforms continue in the CEEF countries



	(d) Project Outputs   

· (i) substantially increased volume of EE investment 

· (ii) local capacity building with potential local ESCO firms and FIs improves capacity of FI and ESCO industries to develop EE investments in CEEF countries; 

· (iii) partial guarantee facility generates lending from local FIs for EE projects

· (iv) FI participation in guar. Facility yields sustained lending for EE in the market with and without use of guarantees.
	Output Indicators

· Number and value of investment projects financed under the facility;

· Number of new financing products developed and marketed by FIs;

· Number of FIs participating in facility;

· Number of ESCOs and end-users receiving loans under the facility;

· Number and value of EE loans provided by contracted FIs  including non-guaranteed products;

· Total value of EE investments under the facility; 

· Levels of claims payments and level of preservation GEF capital;

· Energy saved in projects guaranteed; 

· GHG emissions avoided due to projects guaranteed under the facility;

· Relative cost of GEF support per ton of GHG emissions reductions; 

· Workshops and conferences delivered;

· Training courses delivered;

· EE/ESCO business advisory consultations; 

· Co-operative activities with government agencies.  
	Monitoring and Evaluation

IFC Program Managers

· Consumer / Market Surveys 

· Project management reports,

· participation reports from TA and guarantee facility portions of Project.

· Value of GFAs implemented, 

· Lending reports of participating FIs, 

· $ value of projects supported by the guarantee facility.
	(Outputs to Objective)

Assumes

· Existence of local private sector actors interested in pursuing EE projects (ESCOs, local FIs, etc.)


	Project components/

Subcomponents

(main activities that must be undertaken in order to accomplish the results)

· Capacity building and TA with potential ESCOs and FIs

· Partial guarantee facility to be provided to local FIs for financing of the projects – execution of GFAs with participating FIs


	Inputs (resources provided for project activities)

GEF resources:

· $3.0 million for TA, Project administration, and M&E;

· approximately $15 million for  partial guarantee

Total:      $18.0 M

Total Project Resources:

· $5.1 million for TA, Project Admin., and M&E

· $45-90 million for guarantee facility

Total: $50.85-$95.85 million
	IFC Program Managers

· PIR Reports to GEF

· IFC investment reports

· IFC Trust Fund Annual Reports


	(Components to Output)

Assumes:

· TA is effective in developing EE projects;

· TA is effective in catalyzing ESCO businesses.

· Pipeline and TA is effective in catalyzing local FI interest in the market

· TA supports FI institutional development




Annex 3: CEEF Initial Transaction Pipeline
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Description

Project Type

Project 

Developer/ 

FI

Status

Probabalised 

Guarantee Value

Country

Business and GEF policy issues

3/1/2003

On hold:  re-defined

3/1/2003

SC  May 20, 2003

5/16/2003

Greenhouse company plans to form a new entity - 

special purpose corporation (spc) that will run co-

generation unit. Thermal energy used for 

greenhouse + other users, electricity sold back to 

the grid

3/1/2003

n/a

4/16/2003

New venture with 100% Swedish ownership plans 

to start production of wood pellets from local 

sawdust and wood shavings and export it to 

Sweden - 

The bank has decided to finance the 

project without IFC guarantee

4/16/2003

Replacement of old boiler house with peat and 

wood based cogeneration station. T

he project 

has been rejected because of inadequate plant 

sizing and incompetent management

25/03/2003

Special purpose corporation (spc) is formed to run 

a gas-based cogeneration station.  Thermal energy 

sold to Ice Hall, Hotel and Bowling center, 

electricity sold back to the grid

25/03/2003

Project was financed without IFC guarantee

24/03/2003

Business Plan Only

5/13/2003

5/13/2003

Business Plan Only

5/13/2003

5/13/2003

Reconstruction - heating system and boiler plant 

with co-generation, control system

5/16/2003

Installation of co-generation; reconstruction - heat 

exchanger units, hydraulic balancing, 

termostatization, control system 

5/16/2003

New boiler plant with warm-water and steam 

boiler, co-generation units, control system

5/16/2003

Installation - new steam and warm-water boilers 

in four plants; partial reconstraction - heating 

system, control system

5/16/2003

Reconstraction - boiler plant, 4 heat exchanger 

units and pipings

5/16/2003

Reconstruction and installation of the heat 

exchanger units in the buildings

5/16/2003

Reconstruction of the heating system, thermal 

insulation of the buildings, electric energy saving 

measures, control system 

5/16/2003

5/13/2003

5/13/2003

5/13/2003

ESCO financing of the lighting improvement in 

Latvian Sports Academy

28/05/2003

Reconstruction of district heating system, 

installation of cogen station

25/05/2003

2/6/2003

6/5/2003

Building of 3 small hydropower plants with total 

output of 2 MW

6/17/2003

Date of 

Entry

Comments


AColoma
N:\CTEEP\People\Russell\CEEF\GEF DOCS\Project Document Tranche II\Tranche II CEEF Project Document6-17-03-1.doc
June 17, 2003 5:10 PM















PAGE  
9

_1117288231.ppt


Tuesday
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			9.00


			History and development of CEEF, Program overview, CEEF approach and objectives. Team Roles.


			RS


			13.45


			Review of GFA; Guarantee Procedures


			JM, ES, DS





			10.30


			Coffee


			


			14.15


			Market Assessments: market segments and types of deals


			JM, CA





			11.00


			GEF Perspectives


			RS, 


			15.30


			Coffee


			





			11.30


			Program Budget Overview and review of financial controls


			RS, SS


			16.00


			Energy Efficiency Project Finance Structures


			JM, AR





			12.30


			Lunch


			


			19.30


			Dinner
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Thursday
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			9.00


			Overview of TA programme


			IC


			13.30


			TA Planning (all PM) – breakout sessions. 2 groups (Baltics and SK/CZ


			IC





			9.30


			Sectoral Opportunities (planning/strategy)


			BC, PV, MD


			


			


			





			10.30


			Coffee


			


			16.30


			Reconvene – TA Consultant presentations, 


			





			11.00


			Specific TA Approaches (HEECP Case Study)


			AR, TK, DBH


			19.00


			Dinner


			





			12.30


			Lunch


			


			21.00


			Planning meeting for Friday agenda


			RS, IC, PV, BC
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Agenda Review

		Monday: IFC and GEF Orientation Day; Intro to Energy Efficiency& Program Objectives

		Tuesday: CEEF History & Operations; EE Market profile; EE deal profiles;

		Wednesday: Credit analysis / Hands-on administrative systems

		Thursday: Technical Assistance strategy

		Friday: Parking Lot / Break-out sessions / Operational Systems/GFAs/ Unfinished business







[image: image1.png]‘GLOBAL
ENVIRONMENT
FACILITY










@BIFC







_1117288310.ppt


Friday







[image: image1.png]‘GLOBAL
ENVIRONMENT
FACILITY










			9.00


			Review of Program for day – “parking lot issues” 






			


			14.30


			Continuation of breakout sessions e.g.



· Developing short term work plans



· Monitoring and evaluation


			TBD





			9.45


			Overview and discussion of procedural operations issues (reporting assignments, communications protocols, approvals, performance issues, etc.)


			RS, IC, PV, BC


			17.00


			Closing Session


			RS





			11.30


			Parallel Break out sessions as defined during 9AM session e.g.



· IT Clinics with Dr Colin



· Developing a data sharing system


			To Be Determined


			19.30


			Cocktails, Dinner, Party


			AR, JE, JB, TK, BV





			13.00


			Lunch
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Wednesday
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			9.00


			Parameters of IFC Investment, Credit Analysis procedures and approaches (all morning including coffee


			JM, ES. AR, DB


			13.45


			Credit Analysis of projects, cont. – incl. case studies HEECP, approaches for various project types


			DB, JB, AR, ES, JM, 





			12.30


			Lunch


			


			16.00


			Visit to Buda Castle, 


			JB, AR, BV, TK





			


			NB. In parallel with the credit assessment training Daira and Alexandre will go to Budapest office with Sharon and Bea for special training on SAP and other office processes


			


			19.00


			Wine tasting and dinner -
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Monday
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			9.00


			Orientation to week, rules of engagement for workshop, objectives of week, review agenda


			RS, AR


			13.30


			Introduction to IFC, its policies, mission and role; 


			ML





			9.45


			Working in a global organization; Benefits and Performance Evaluation


			AH, 


			15.00


			Coffee


			





			10.30


			Coffee


			


			15.30


			Introduction to Energy and Energy Efficiency


			IC, MD





			11.00


			Administrative systems (survival SAP/TRS/LARS, Financial Controls)


			SS, BV, 


			19.00


			Dinner


			





			12.30


			Lunch


			


			21.00


			“International Collaboration Celebration”: bring a food/drink specialty from your country.


			JB, AR, TK, BV
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