
ANNEX A 
 

INCREMENTAL COSTS 
 
Broad Development Goal 
 
The development goal of the Governments of Belarus, Bulgaria, Kazakhstan, Former Yugoslav Republic 
of Macedonia, Romania, Russian Federation, Serbia and Montenegro and Ukraine is to achieve reliable 
and more efficient energy systems to maintain economic growth, promote productivity gains, attract 
foreign investments and diminish domestic capital flight.  
 
Governments of the region seek to rationalise the large fixed capital investments in their energy 
infrastructure to keep economic output growing at between 5 to 12 per cent annually and ensure that 
foreign direct investment will continue to increase. The efficiency improvements needed are also seen as 
being closely linked to increasing industrial and service sector productivity and rising living standards 
 
Baseline 
 
Each country is committed to enhance energy efficiency, diminish fuel poverty arising from economic 
transition and maintain the security of their energy supplies. But during economic transition, energy 
efficiency actually fell in Eastern Europe and the CIS. Between 1989 and 1995 the energy intensity of 
economic activity improved in Western Europe and North America by about one per cent but it worsened 
in the CIS by about 5 per cent.  
 
The baseline trend is that national energy efficiency programmes and international projects have had some 
success on a limited scale. These programmes have demonstrated that it is possible to finance energy 
efficiency investments in Eastern Europe that reduce GHG emissions. But they have also shown that this 
is a time consuming and labour intensive process that needs to become much more fluid or business-as-
usual in order to succeed on any meaningful scale.   
 
Global Environmental Objective 
The key objective of this project is to promote a self-financing method of reducing reduce GHG 
emissions in Eastern Europe through the formation of a market for cost-effective energy 
efficiency projects. It will assist participating countries to address the financial, technical and policy 
barriers to energy efficiency and renewable energy investments. The technical potential in Eastern Europe 
for energy efficiency projects with a payback period of less than five years is estimated to be between US$ 
5 and US$ 10 billion.  But the capital investment requirements to tap this potential are so large that the 
private sector needs to participate in financing such projects. The genuine participation of the private 
sector in turn will require the formation of a market that can provide opportunities for large investments to 
be made with low transaction costs that produce adequate returns at an acceptable risk within a reasonable 
period of time.  
 
GEF Project Alternative 
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As the alternative, this project is designed to provide a bridge between demonstration investments 
financed under special conditions in selected Eastern European locations to the establishment of an 
investment fund linked to a pipeline of projects that can provide for the large scale participation of private 
sector investors in partnership with public entities. The project will (a) establish a dedicated source of 
project finance with the participation of public and private sector investors; (b) enhance the skills of the 
private and public sector experts at the local level to identify, develop and submit bankable projects for 
financing to the fund; (c) provide assistance to municipal authorities and national administrations to 



introduce economic, institutional and regulatory reforms needed to support these investment projects. 
 
System Boundary 
 
While the geographical boundary of the project is limited to the eight participating countries, it is expected 
that project will have a strong multiplier effect on all the countries of the CIS and Southeastern Europe. 
The project has a strong information dissemination strategy designed to promote the positive experiences 
achieved and lessons learned to neighboring countries in the region.  
 
Global Environmental Benefits 
 
Based on the lessons learned from earlier financing mechanisms, the project will establish a US$ 250 
million public-private equity Fund that can complement other financing schemes including current and 
planned GEF projects.  The basic concept is that the Fund investments will be highly leveraged and in so 
doing diminish the risk of any participant. This is because other equity contributions from co-investors 
will be sought and because additional financing will be needed in the form of loans from local banks or 
international financial institutions. Therefore, the financing facilities established in countries like 
Romania, Bulgaria, Former Yugoslav Republic of Macedonia or the Russian Federation with GEF support 
could participate in co-financing specific projects.  
 
This approach should be highly complementary bearing in mind that GEF support to this project will not 
be used for the Fund capital itself but only for its design.  Assuming the Fund will provide not more than 
50 per cent of the equity amount requested by a single project and that additional leverage will be sought 
through loans in a 25/75 proportion, a simple calculation shows that the Fund could generate, over its 4  
years investment period, a volume of projects representing around US$ 2 billion. The outcome of the 
project will be solid investments that could represent a reduction of GHG emissions of 10 million tons of 
carbon per year, enhanced skills of experts and policy reforms in participating countries. The investment 
fund itself could also be repeated at much lower cost if it proves successful. In addition, individual 
investment projects will be sustainable after the completion of the project since they will continue to 
achieve savings after investments have been repaid. 
 
Additional Benefits 
 
This project will have a wide range of benefits to committed stakeholders in participating countries. At the 
macro-economic level, efficiency improvements in industry and the service sector can contribute to the 
strong economic growth seen in the region during the last few years. At the same time, environmental, 
climate change and sustainable energy issues addressed by projects will reduce air borne trans-boundary 
pollutants of SOx, NOx, particulates and C02 for local populations and in other countries. Improving the 
efficiency of hospitals and other health care facilities will produce budget savings and additional 
purchasing power to expand facilities or provide enhanced health care products and services. Efficiency 
improvements should reduce energy costs; improve the health conditions and living standards in public 
housing. Institutional strengthening of city administrations and their energy management teams will be 
advanced by projects that help overcome the energy non-payment crisis, create jobs in retrofitting energy-
wasteful buildings and industry or in new industries producing energy efficient products. 
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ANNEX A 
 

INCREMENTAL COST MATRIX 
 

 

Project Activity Baseline (B) Alternative (A) Increment (A-B) 

Global Benefits • Countries in the region need to enhance 
energy efficiency to raise productivity, 
diminish fuel poverty, maintain energy 
security. 
• National programmes have had limited 
success; energy intensity of economies 
rising during economic transition. 
 
 
 
Baseline: US$ 4,200,000  

• Energy efficiency market formation 
boosted by US$ 250 million PPP Fund 
• Leverage with other funding sources 
could provide an investment volume of 
US$ 2 billion reducing GHG of 10 million 
tonnes per year 
• Fund could be repeated at lower cost 
if successful; projects will continue to 
make GHG reductions for 15-20 years 
 
Alternative: US$ 11,800,000 

 
 
 
 
 
 
 
 
 
 
Increment: US$ 7,600,000 
Cost to GEF: US$ 3,000,000 

Domestic Benefits • National programmes and international 
projects prove energy efficiency projects 
can be financed 
• Demonstration energy efficiency 
investments difficult to reproduce 
• Financial, technical and policy barriers 
inhibit further significant progress 

• Significant participation of private 
sector 65%; public entities 35% in 
dedicated fund to finance projects 
• Pipeline of investment project 
proposals prepared by local experts 
• Policy reforms to render economically 
viable projects cost-effective 

 

Activities related to 
Objective 1:  
Establish a PPP 
Fund 

• Limited national programmes to 
support energy efficiency projects 
• International projects, fund mechanisms 
do not include private sector 
• Funding generally limited to grants, 
guarantees, tax incentives, catalytic loans 
 
Baseline:  US$ 600,000 
 

• National participation in 
comprehensive regional project 
• Private sector participation in PPP 
Fund closer to market conditions needed 
• Leveraged financing with Fund and 
co-investors 
 
Alternative:  US$ 4,170,000 

Significant progress towards 
market formation for cost-
effective energy efficiency 
projects that reduce GHG 
emissions will be achieved by the 
establishment a dedicated source 
project finance reflecting the 
needs of the private sector 
investors. 
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Increment: US$ 3,570,000 
Cost to GEF:  US$ 1,900,000 

Activities related to 
Objective 2: Develop 
skills of public, 
private sector 
experts 

• Financial engineering skills are 
increasingly available in Eastern Europe 
• Energy efficiency project identification 
and development skills are still lacking 
• The application of such skills to 
develop a pipeline of bankable projects in 
lacking in all participating countries 
 
Baseline:  US$ 1,800,000  

• National and multilateral training 
courses on business planning, financial 
engineering for energy efficiency will 
enable local experts to develop projects 
• A standard approach will allow 
projects developed in training courses to 
enter the investment project pipeline  
 
Alternative:  US$ 3,870,000 

The direct participation of local 
experts with increased skills will 
lead to a pipeline of investment 
project proposals to ensure that 
the Fund managers have an 
adequate deal flow to commit 
investment capital. 
 
Increment: US$ 2,070,000 
Cost to GEF: US$ 500,000 

Activities related to  
Objective 3: Assist 
municipal 
authorities, national 
ministries on policy 
reforms 
 

• All participating countries have energy 
conservation laws, regulations, standards 
• Local authorities and national 
ministries contend with a range of policy, 
legal and regulatory barriers to financing 
energy efficiency investments  
 
Baseline: US$ 1,800,000   

• Specific provisions of policy reforms 
can transform economically attractive 
proposals into bankable projects 
• Comparing policy reforms in a 
regional forum promotes ‘best practice’ 
among neighbours and western countries 
 
Alternative: US$ 3,320,000 

Increased awareness of policy 
makers and specific case studies 
linked to investments will 
institutionalise the framework of 
an energy efficiency and 
renewable energy market 
 
Increment:  US$ 1,520,000 
Cost to GEF:  US$ 500,000 

 
 
 
 
 
 
 
 
 
 
 
 

ANNEX B 
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LOGICAL FRAMEWORK MATRIX  

Summary  Objectively verifiable indicators  Means of Verification 
(Monitoring Focus)  

Critical Assumptions 
and Risks  

Global Objective  
Energy related CO2 emissions 
are reduced through the 
promotion of environmentally 
sound energy efficient 
technologies in Eastern 
Europe and the CIS  

Number and dollar value of investment 
projects developed, number of financed 
projects, CO2 savings (tons/yr) from  
all energy efficiency and renewable 
energy investments in participating 
countries  

Data collected by National 
Participating Institutions, 
Ministries, International 
Financial Institutions; reported 
by delegations to the annual 
sessions of the EE21 Project 
Steering Committee  

Assuming there is no 
overall disruption of 
investment climate in 
Eastern Europe and the 
CIS.  

Outcomes  
A public-private equity fund 
linked to a pipeline of 
bankable investment project 
proposals developed by local 
experts and supported by 
government policy reforms.  

At project end, the fund is capitalized 
with US$ 250 million and these funds 
are invested to provide, in average, 
50% of the projects equity needs. As a 
consequence, financed projects are 
resulting in 10 million tons of CO2 
reduction per year at project end.  

Data collected from the Fund 
Official reports and National 
Participating Institutions  

Assuming there is no 
overall disruption of 
investment climate in 
Eastern Europe and the 
CIS.  

Objective 1 
Establish a public private 
partnership 

(a) An Investment Memorandum is 
ready and distributed in 6 months 
(b)  8 Investor Seminars are organized 
at project month 8. 
(c) Reputable fund manager identified 
and selected end of year 1. 
(d) An Energy Efficiency Investment 
Fund is set up and attracts US$ 100 

Data from the project and the 
Fund Manager  
 
Minutes and attendees lists. 
 
 
Fund Manager appraised by 
E&M Advisers reviewed by 

Risk that fund 
concept will not 
trigger sufficient and 
adequate investor 
interest from the 
private and/or the 
public sector.  



millions end of year 2. 
(e) Further capitalization to reach US$ 
250 millions is achieved at end of year 
3. 
 

the Project Steering 
Committee 

Objective 2 
Develop the skills of public 
and private sectors experts to 
identify design and submit 
bankable proposals 

(a) Clear guidelines and criteria 
established and disseminated for 
project preparation 6 months after 
project start. 
(b) Network of energy efficiency 
managers with 100 trained experts in  
20 local teams are operating at end of 
year 1. 
(c) A pipeline of potential projects is 
developed and suitable projects 
selected representing: end of year 2: 
US$ 0.8 billion corresponding to US$ 
100 million equity from the Fund; year 
3: 2 billion corresponding to US$ 250 
million equity from the Fund. 
(d) A portfolio of projects is ready for 
presentation end of year 3 for a total of 
US$ 150 million fund equity and US$ 
250 million in fund equity by year end 
4.  
(e) Projects are financed by the Fund 
for a total of US$ 100 million by end 
of year 3 (corresponding to a total 
investment of US$ 800 million) and 
for a total of US$ 250 million end of 

Data available from Project 
Management Unit, National 
Coordination Units. 
 
Experts Roster established by 
project. Lists of experts in 
project training sessions. 
 
 
 
Project documentation. 
 
 
 
 
 
 
Fund manager list of projects 
presented to the Fund. 

Low risk of 
derailment, local 
teams highly 
motivated, 
competent.  



year 5. 
Objective 3 

Raise awareness and foster 
institutional and regulatory 
reforms at local and national 
levels 

(a) Economic, institutional and 
regulatory reforms are identified by 
end of year 1. 
(b) 10 Energy efficiency seminars 
take place to present results and 
foster dialogue and action during 
year 2 
(c) Policy advisory services provided 
to 30 cities and 10 ministries end of 
year 3. 
(d) Reforms are implemented at all 
levels in at least 5 countries 

Assessment of policy seminars, 
reports  
 
Policy maker interviews by 
Evaluation and Monitoring 
(E&M) Advisers. 
 
Reports, minutes of meetings  
 
 
Official publications. 
 
 

Risk of policy 
inertia, energy 
utilities vested 
interests as obstacles 
to reforms.  

 
 
 



ANNEX C 
 

STAP ROSTER TECHNICAL REVIEW  
 

 
Financing Energy Efficiency and Renewable Energy Investments 

for Climate Change Mitigation 
 
The present project's technical and scientific review is based on the following two documents: 
 

- UNEP GEF Project Brief  
- Project Executive Summary 

 
The review follows the guideline provided by the “Focal Area-specific Annotations to the GTOR of the 
STAP Roster Review”. 
 
GENERAL PRESENTATION 
 
The Project submitted by UNEP as Project Implementing Agency and the United Nation Economic 
Commission for Europe (UNECE) as co-Executing Agency together with UNEP aims at promoting the 
creation of an energy efficiency and renewable energies market in Eastern Europe and CIS region. The 
Project's implementation should result in the development of cost-effective investments that would reduce 
global greenhouse gas emissions. 
 
To achieve this, the Project will establish as primary objective (Objective 1) a dedicated source of project 
finance (the Fund) with the participation of private and public sectors' investors. To facilitate the 
establishment and the operations of this Fund, the Project pursues two additional goals:   

- enhance the skills of private and public sectors' experts at the local level to identify, develop and 
submit bankable projects for financing to the Fund (Objective 2), 

- provide assistance to municipal authorities and national administrations to introduce economic, 
institutional and regulatory reforms needed to support these investments projects (Objective 3).  

 
The total project cost is USD 12 million. The GEF contribution to the project is USD 3 million. Other co-
financing institutions in cash and/or in kind are the Government of France through the FFEM (French 
GEF), the governments from countries in the targeted Region, the UN Foundation UNECE and UNEP. 
This USD 12 million Project will permit the setting-up of a public-private equity investment fund of  
USD 250 million  which operations developed on a commercial basis will generate a volume of 
investment in energy efficiency and renewable energies projects of about USD 2 billion. The Project 
ambition is to go far beyond what has been achieved until now in the region under the form of 
demonstration investments implemented by different development agencies and donors. 
 
The Implementing Agency has already received the support of the Region's different governments during 
the project design phase and several private financial institutions expressed their interest in participating 
in the capital of the Fund. 
 
The Project activities will benefit from the good network of experts and dedicated agencies developed by 
UNECE  under the Energy Efficiency 21 (EE21) project. 
The Project Brief is well documented and consistent. The proposed approach to structure the Fund 
(Objective 1) is very innovative and attractive. Our review conducted according to the guidelines 
provided in the “Focal Area-specific Annotations to the GTOR of the STAP Roster Review” does not 
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raise any crucial issue that may prevent the Project’s sustainability, even though the Project start-up itself 
will very much depend: 

- on the materialisation of the assumptions that the Implementation Agency has made concerning 
the possibility of bundling in one single Fund public and private equity, 

- on the capability of the Implementing Agency and Executing Agencies to properly manage the 
overall financial engineering activities related to the design and implementation of an investment 
Fund.  

  
KEY ISSUES 
 
SCIENTIFIC AND TECHNICAL SOUNDNESS OF THE PROJECT  
 
1. Has the most appropriate and effective approach been used to remove the barriers? 
 
The project aims at developing a sustainable energy conservation market in selected countries from the 
former central-based economy block. To do so, the project’s Implementing Agency follows three 
complementary/inter-related objectives: 

- Objective 1: the setting up of an Equity Investment Fund under a public-private partnership 
scheme; 

- Objective 2: the reinforcement of public and private capacities and expertise in the Fund’s 
countries of operation regarding project identification and structuring of financing for the Fund; 

- Objective 3: the increase in the Region of general awareness regarding EE and RE, and the 
increase of assistance to local and national decision-makers to introduce appropriate reforms to 
support the investment opportunities developed in the framework of the Project. 

 
We believe that this Project's structure will facilitate the establishment of the Fund in the various 
countries targeted and will improve the feasibility of investment operations. The second objective, in 
particular, will allow providing the Fund with the support of a local network of experts that will have 
been trained to identify, evaluate and structure projects according to the Fund manager’s expectations. 
This objective should also permit to rapidly prepare a large and diversified pipeline for potential projects. 
This work, which is normally carried out by Fund managers, is costly in time and human resources. It 
constitutes a large part of the transaction costs. These costs, in turn, strongly condition the size and the 
minimal profitability of “bankable” projects for the Fund manager. By transferring most of this activity to 
local teams, the project allows to reduce the operating costs of the Fund manager. Thus, the Fund 
manager can lower the threshold of the projects (in terms of size and profitability) in which he will invest. 
 
Objective 2 will also contribute to reinforcing the feasibility of the investment operations and permit a 
wider technical and sector diversification of the Projects' portfolio. The creation of a team of experts in 
each country will equally allow for a better geographical diversification of the Projects' portfolio. 
 
Objective 3 will permit, on one hand, to reinforce the legitimacy of the Fund for local and central 
decision-makers, in particular public ones. This is a very important aspect of the Project since a large part 
of the energy efficiency potential is located at the level of public infrastructure (district heating networks, 
health establishments, street lighting, administrative buildings, etc.). On the other hand, by providing 
local and central authorities with expertise and consulting, the Project can support the necessary reforms 
for a better economic, juridical and financial feasibility of investment Projects (tariff reforms, contractual 
law, « corporatisation » of public utilities, etc.).  
 
Furthermore, the Project's concept is based on a sound analysis of the difficulties and barriers that have 
prevented until now, despite the presence of financially viable energy conservation projects, the actual 
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improvement of the situation regarding energy efficiency and renewable energies in the Region. It also 
shows the Implementing Agency's strong knowledge and experience background regarding the 
international and bilateral initiatives undertaken in the Region over the last 15 years to stimulate a market-
based approach towards energy efficiency and renewable energy development. 
 
To assess the Project's feasibility, the Implementing Agency has conducted a benchmarking study of the 
few international initiatives aimed at creating dedicated financial tools (e.g. funds or softened credit lines) 
in order to foster investment projects in the fields of energy conservation and emission reductions. For 
those tools that have entered into operation, this benchmarking study highlights the major difficulties 
encountered. The current Project has used these results to define how the Fund will operate and which 
accompanying measures are necessary.  
 
One aspect of the Project's approach needs however to be further discussed and assessed. The Fund will 
be established as a public-private partnership, which means that capital investors in the Fund will come 
from both the public sector and the private sector. According to the Project Brief, the public participation 
is expected to come from the governments of the targeted countries and from governments from OECD or 
other possible donors. This Public Participation aims at mitigating the risks for the private investors and 
strengthening the Fund’s investment operations' legitimacy in the region.   
 
However, public participation will not be considered as grant or subsidies i.e. public capital commitments 
will be recovered by public investors when the Fund will exit its investments. 
In fact, the risk mitigation for the private sector would result from a very innovative approach where 
different statuses are granted to the public and private capital commitments: 

- "if the global fund return is above a certain threshold, public and private investors will receive the 
same level of returns to their commitments, 

- if the global fund return is below various predetermined thresholds, the public investor’s return 
will be reduced accordingly, so that the private sector's share can reasonably be increased and 
thus their risk mitigate" 

 
From the Consultant point of view this original and very attractive scheme is based on the Implementing 
Agency’s assumption that public investors will accept this difference of status.  The question is then, what 
would happen if public investors or some of them demand to be treated on an equal footing?   
 
2. Has the most appropriate and effective approach been used to reduce the costs of the 
technologies? 
 
The investment operations of the Fund should yield a financial return for the public and private investors. 
The Project Brief clearly states that 35% of “public investment in the Fund will not be considered as 
grants or subsidies: when the Fund will exist from its investments, these capital commitments will be 
recovered by the public investors as it would be the case of the private investors, the difference being that 
they may [..] simply yield a return lower than the one allocated to the private investors”. Under this 
obligation scheme, the Fund Manager will have to optimise the projects structuring costs in order to 
maximise the potential returns on investments of each projects. This should automatically lead the Fund 
Manager to look for best cost for value technologies. 
 
 
 
3. Was the potential market determined on the basis of RETs data and databases? 
 
A priori, the potential market was not determined on the basis of RET's data and database. 
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The investment potential in Eastern Europe for energy efficiency projects with a payback period of less 
than five years is, according to the Project Brief, estimated to be between USD5 and USD10 billion.  
These figures relate to the most interesting and profitable share of the potential market for energy 
efficiency and renewable energies in the Project’s countries of operation, i.e. those investments with a 
gross financial return above 20%. However the market for EE and RE goes far beyond these figures. As a 
matter of illustration, a recent study made by the European Commission estimates the energy saving 
potential in these fields in Eastern countries at 400 Mtoe per year until 2012 for projects having a payback 
period of less than 15 years. The total investment required to reach this potential is estimated at 224 
billion Euro.  
 
When considering the potential market for the Fund, the Consultant understands that the success of the 
Project will strongly depend on the quality of the Project pipeline, which will, according to the Project 
Brief, result from activities developed by country teams selected and trained for that purpose (under 
Objective 2: “to prepare a substantial pipeline of possible investments in the energy and renewable energy 
sectors which meet the eligibility criteria established by the Fund and represent an investment volume of 
at least US$ 2 billion in the eight participating countries.”). 
 
Regarding this approach, one could remark that the Project Brief provides strong justifications for 
selecting an experienced Fund Manager capable in particular of “identifying the possible investments, 
making all the necessary technical and financial  due diligences, negotiating with sponsors, partners, 
technology suppliers and possible co-financiers and preparing the projects submissions to the Fund’s 
internal bodies”. These Fund Manager’s responsibilities make from our point of view the activities of the 
local teams questionable. At what level of “bankability” are the local teams supposed to develop projects? 
As the Fund Manager will bear the entire responsibility of the Fund’s operations and profitability, it is 
hard to understand how he will be able to take into consideration “bankable proposals” developed by third 
parties, unless he carries out by himself full projects assessments. If he does so, what would be the 
legitimacy of the “local teams”? How will local authorities - who are to support the Fund's operations - 
accept the Fund Manager if he does not take into account the work undertaken by local team? 
 
4. Has an evaluation of the demand-side mechanisms to support after sales-services been 
undertaken? 
 
From our point of view based on the assessment of similar investment schemes (EBRD Energy Efficiency 
and Emissions Reduction Fund, Litesko), after sales-services are necessarily integrated in the Fund’s 
investment process as they strongly influence the Fund’s investment performance and constitute a key 
factor to mitigate the technical risks of energy efficiency and renewable energy projects. 
 
In practice, the Fund will mainly invest through Special Purpose Vehicles such as ESCOs which 
sustainability and profitability are totally dependent on the capability of maintaining the level of savings 
at the level agreed with the client in the “energy performance contract”.  
  
All over the duration of the performance contract, after sales-services remain therefore the ESCO's 
responsibility. This responsibility is managed directly and / or through a subcontract with local service 
and maintenance companies. Likewise, most of the energy efficiency and or renewable energy projects 
reviewed by the Consultant in the Region have been structured by project sponsors using suppliers’ 
guaranties regarding the availability and efficiency of the purchased equipment. It is our understanding 
that the Fund Manager will adopt a similar approach to mitigate the technical risks of the project. 
 

   
UNEP GEF Project Brief11A  41  
 
 



However, on the longer run, the technical performances of the energy efficiency and renewable energy 
development projects will depend on the existence, in the concerned countries, of a network of service 
and equipment providers that are competitive in terms of quality and price. 
This aspect is not explicitly mentioned in the Project Brief. We think it should be taken into account in 
the framework of Objectives 2 and 3, especially since less profitable projects will only be taken into 
account if the price of the necessary services and equipment is progressively lined-up with local costs. 
The Project Brief should integrate an activity dedicated to establishing a sustainable after-sales service 
offer in the Fund's countries of operation. 
 
5. Adequacy of the financing mechanism? 
 
We believe that the proposed financial mechanism will correctly address the region's EE and RE market 
needs. 
 

 The creation of a Fund under a public / private partnership acts as a relatively strong levy to 
involve private capital on a market where it is yet quite absent. Public capital will mostly play a 
role of mitigation risk for this private part. Private sector participation is crucial given the large 
investment needs in the Region and the poor direct intervention capacities of governments – 
engaged in public finance stabilizing policies.    

 The Fund will intervene on an equity and quasi-equity basis: this is also an adapted approach for 
the Project's needs. An important share of large EE and RE projects in which the Fund will invest 
can be optimised on the technical side but also on the profitability side by creating Special 
Purpose Vehicles in which primary financing needs are satisfied by equity and quasi-equity 
capital. For small and medium size projects, the Fund will encourage the creation of ESCOs able 
to manage project design with adapted transaction costs. These ESCOs will be either new 
structures, either local engineering and maintenance companies in which the Fund will develop a 
performance contracting activity. Again at this stage, equity or quasi-equity capital will allow to 
create or reinforce the capitalistic structure of these companies. Then, in a second step, when 
these companies will have demonstrated their viability, they will be able to use the local financial 
market to obtain the necessary loans to extend their activities.  

 
6. Adequacy of the introduced financial incentives? 
 
The only financial incentive introduced in the Project is the one described in points 2) and 5). It concerns 
the role the public share is intended to play in the Fund in terms of risk mitigation for the private sector. 
 
There is no other mention in the Project Brief of Project activities based on financial incentives. Activities 
under Objective 1 will necessarily be developed on a pure commercial basis. Activities under Objective 2 
and 3 will entail direct costs in the form of fees for local and international experts, travel and 
accommodation expenses, and office and telecommunication equipment purchases. 
 
 
 
 
 
7. Comments on the design of demonstration projects? 
 
From a technological point of view, in principle, the design of demonstration projects does not fit with the 
logic of an investment fund as the activities planned under the present Project are all directed to the 
identification, assessment and financing of EE and RE investments on a commercial basis.  
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The objective of the Fund is to implement EE and RE investments by respecting the profitability 
objectives of the investors. This obligation implies, for a given project, that proven technologies and 
practices are implemented, which thus leaves little space for demonstration. 
However, certain investment operations can act as a demonstration in terms of the nature of the operation 
(e.g. the first energy performance contract with a hospital in the framework of the renovation of its 
thermal installations, the first re-sale contract for electricity or heat by an IPP, the first unit of combined 
heat and power supplied by biomass, etc.).  
 
In that respect, the communication and promotion means with which the Implementation Agency intends 
to disseminate the technical and financial information concerning its operations towards markets and local 
and national public authorities are well described in the Project Brief. They are from our point of view 
adapted to a wide dissemination of project results among different targets (local experts, public decision 
makers, companies and public).  
 
8. Is the barrier removal supported by an underlying policy framework? 
 
The majority of the project countries (Bulgaria, Kazakhstan, FYR Macedonia, Romania, Russian 
Federation, Ukraine) have declared energy efficiency as a policy priority to reduce GHG emission in their 
National Communication. All the concerned countries have already developed an institutional and 
regulatory framework for improving energy efficiency at end-users' level. As in OECD countries, they 
have all set-up public agencies or similar structures such as State committees to support end-users 
initiatives aimed at increasing energy efficiency and use of renewable energies. Representatives of these 
bodies have been involved by the Implementing Agency during the project design phase. These agencies 
and structures have presented the Project to national GEF Focal Points. 
 
Moreover, the Project encompasses in Objective 3 activities aimed at providing assistance to municipal 
authorities and national administrations to stimulate and accompany the institutional and regulatory 
reform process through: 

- the analysis of the local energy related institutional framework, 
- the organisation of seminars at decision-maker level, 
- the organisation of international experts' missions in the targeted countries in order to assist 

municipalities and central administrations in the implementation of the suggested reforms. 
 
9. Is the proposed activity feasible from an engineering and technical perspective? 
 
While the engineering and technical components of an EE and/or RE project are of utmost importance 
both in the identification/assessment phase and in the investment phase, this issue is not explicitly 
addressed in the Project Brief.   
 
However the Project feasibility from an engineering and technical perspective does not raise particular 
issues for two main raisons: 
 

- the investment operation developed by the Fund will be based on proven technologies (this is a 
prerequisite to mitigate the project technical risks); 

- most of the responsibilities of designing, constructing and managing the new facility will be 
transferred to the equipment suppliers and / or a third party as an ESCO  (after a procurement 
phase during which the references, the guarantees offered and the reliability of the bidders will be 
carefully assessed).  
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In addition, the activities of the Fund are developed in synergy with the activities aimed at increasing 
local capacities in terms of identification, assessment and structuring of EE and RE projects. These 
supporting activities will necessarily increase local engineering expertise but also permit to develop, at 
country and region levels, technology and project references that will facilitate the replication of similar 
investment projects through the Fund and / or other financial mechanisms.  
 
Identification of global environmental benefits 
 
The Project Brief describes shortly the global environmental benefits - the positive impacts of energy 
efficiency and renewable energies investments are not questioned.  
Projects in which the Fund will invest are expected to provide the following global environmental 
benefits: 
 
a) GHG emission reductions 

- Mainly CO2: Through direct improvement of fossil fuel combustion in boilers, through reduced 
final electricity consumption supplied by thermal power plants (and reduced power network 
losses), through the introduction of renewable energies, through energy recovery and 
cogeneration systems; 

- CH4: By reducing gas distribution pipes leakages, by using waste from the agro-food and wood 
industries, etc.  

 
b) Air borne trans-boundary pollutants reduction, thanks to the decrease of primary and final fossil fuel 
consumption but also through the introduction of improved fossil fuel combustion systems (burners, 
combustion controllers) and the replacement of outdated facilities by ones that meet current international 
pollutant emission standards. 
 
c) Water saving: Efficiency improvements in thermal energy generation will result in reduced needs of 
water in boilers and power plants. The retrofitting of district heating networks will also reduce the high 
level of water leakages. 
 
d) Water quality: Improved energy management and efficiency will reduce the volumes of energy stored 
and processed and therefore the risks of infiltration or accidental penetration of liquid fuels in water 
reserves or rivers. Similar benefit could be expected from reduced volume of solid fuel particles unburned 
and or spread from inadequate storage facilities.  
 
e) Forest preservation through the introduction of improved management practices and technologies 
required to secure quality and volumes of supplies for wood and biomass boilers. 
 
However, it is important to draw the attention of the Implementing Agency on the fact that some of these 
benefits will strongly depend on the quality of the Fund Manager operations and / or ESCOs in which the 
Fund will have invested. Indeed, several of the above improvements entail over-costs that reduce the 
profitability of the investments and that investors may want to avoid.  
The Implementation Agency will need to provide strong guidance concerning the ethic and environmental 
principles that should govern Fund Manager's investment policy. 
 
How does the project fit within the context of the goals of the GEF 
 
The Project will develop energy efficiency and renewable energy projects in selected countries from 
Eastern Europe which economies are two to four times more intensive than the western market 
economies. The EE and RE projects where the Funds will invest will reduce or avoid fossil fuels 
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consumption (oil, coal and gas) at end-users' level as well as at power generation' and energy 
transformation' levels. This avoided energy consumption will primarily result in GHG emissions 
reduction. 
The projects will also contribute to mitigate the impact of the energy sector on land degradation and 
deforestation through: 

- reduced trans-boundary pollutants emissions and then reduced acid rains, 
- reduced volumes of infiltration or accidental penetration of liquid fuels in soils and water 

reserves, 
- better management of forestry resources resulting from the development of RE projects using 

biomass.  
 
Regional context 
 
The regional aspect is an important aspect of the Project which targets a selection of countries from the 
former Eastern block that present similar characteristics from the point of view of the energy efficiency 
potential, and to a lesser extent, the renewable energy development potential. However, these countries 
are at different stages of reform and transition towards market economy. The Project Brief insists on the 
margins of action that this regional diversity offers in terms of developing a portfolio for the Fund (in 
particular, the possibility to re-orient the Fund Manager’s activities towards one country or another 
depending on the degree of openness of the energy market and / or the possibilities of involvement of the 
private sector). 
Nevertheless, it would have been useful to have in the Project Brief a presentation of the geographical 
strategies of the Fund (targeted markets by country or region) that the Implementation Agency intends to 
promote and discuss with the Fund Manager and the country teams. Finally, within the regional area of 
the Fund intervention, Russia and to a lesser extent Kazakhstan are distinguished by their status of large 
energy producers and exporters. So far, this status has discouraged or made more difficult the 
development of energy service activities. The Project Brief could have exposed the specific means 
intended to be set up by the Implementation Agency and / or the Fund in order to intervene in these two 
countries. 
 
Replicability of the project 
 
The Project replicabilty issue is raised here in different terms than those usually used for classical projects 
of single operation design. 
 
The Project aims at creating an instrument dedicated to the design and the partial funding of investment 
operations in the field of energy efficiency and renewable energies. The expected result is the 
implementation of several projects covering the retrofit or the installation of new equipment consuming or 
transforming energy in order to improve energy efficiency and / or promote the use of renewable energy 
sources. 
 
The Fund is expected to bring USD 250 million which should enable to generate a total investment 
volume of around USD 2 billions and thus create at regional level enough activity to insure the 
development of an energy efficiency and renewable energies market. 
 
In this framework, the Project replicability could be discussed in three cases: 
 
1st case: At the end of the period set for the first closing (nine months after the dissemination of the 
official Investment Memorandum) the public and private participations do not allow to reach the objective 
of USD 100 millions collected. In this case, the proposed public/private capitalisation scheme will have to 
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be questioned and the conclusion will most certainly be that there is no interest from the public and/or 
private sector(s) for this field of activity and that the Project is not replicable. This case seems rather 
unlikely given the expression of interests from public and private operators to support and participate in 
the Project's activities and the Fund's constitution. 
 
2nd case: At the end of the Fund's investment period set at four years, the funds have not been totally 
spent. The Fund's renewal and/or the creation of a similar structure will then be strongly questioned. 
 
These two first cases allow us to see the main obstacles to the Project's replicability. These obstacles 
could come from: 
 

- A too high risk perception from private investors despite the participation of the public sector – 
this perception could be accompanied by excessive and unrealistic expectations on the rate of 
return of the invested funds (case n°1). 

- The incapacity of the Fund Manager to identify and structure projects according to the Fund's 
established management rules and/or inadequate projects compared to the Fund's minimal 
profitability objectives (for economical and or regulatory reasons). 

 
The first exchange of views between the Implementing Agency and potential public and private partners 
allows, a priori, to have no doubt about the interest for and the understanding of the proposed 
mechanism. There should thus be no difficulties to meet the Fund capitalisation objectives (during the 
Project preparation phase, the potential partners contacted -their number is necessarily limited- have 
already expressed their intention to invest for a total amount of USD 50 millions). 
Likewise, even if no figure is mentioned in the Project Brief, it clearly appears that the Implementing 
Agency and its partners are willing to establish a reasonable objective concerning the return on 
investment in order to avoid the difficulties encountered by other Funds like REEF and/or SDG/SDF. 
 
3rd case: During the 3 to 4 year period in which the Fund sells its shares in the projects it has invested in, 
i.e. "exits from its investments", it does not find buyers. 
 
The replicability issue will then be raised in terms of technical or financial capacities for local markets to 
absorb this type of investments. At a more general level, the question will be raised concerning the 
possibility to create an energy efficiency and renewable energies market in the region. 
 
This case is rather unlikely because, as can be seen from operations supported  by the EBRD Energy 
Efficiency and Emissions Reduction Equity Investment Fund, the progressive reforms launched in the 
countries targeted by the Fund (Hungary, Poland, Czech Republic, Slovakia) have contributed on the one 
hand to improve the profitability of and the attraction for projects in which the Fund had invested, and on 
the other hand to promote the development of energy service companies – creating the good conditions to 
sell the Fund's participations. 
 
Such a movement can already be observed in the some of the countries targeted by the proposed new 
investment Fund and should go on, in particular in countries importing energy. 
 
To conclude this part, it seems to us that, given the importance of the considered market in the region 
targeted by the Project and given the growing pressure from the energy sector on the economical, social 
and environmental fields, the Project replicability will mainly depend on: 

- the initiative capacities of local and international financial institutions and  
- the States' commitment to implement the essential reforms supporting and securing investment 

schemes required to fund energy efficiency and renewable energies projects.  
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Sustainability of the project 
 
1. Continuity of the generation systems after the subsidies and the intervention? 
 
In the present Project, the issue raised is the capacity of local operators to manage equipment and 
facilities implemented in the framework of the Fund's operations. 
The rules of the Fund define its intervention through the creation or the participation in ad hoc companies 
dealing with design and management of EE and energy generation from renewable sources. This limits 
poor management risks and/or poor operation of the installations after the Fund exits from its investments 
(since the management of energy facilities is the core business of these energy service companies).  
Moreover, in the Project Brief, the Implementing Agency insists on the importance it intends to give to 
the procurement procedures that will be used by the Fund Manager in order to insure that adapted and 
proven technologies are selected. 
 
2. Has an appropriate cost recovery been demonstrated? 
 
The GEF contribution to the financing of the Project (USD 3 million) as well as the contributions of other 
co-financers will be directed to the support of technical assistance activities under Objectives 1, 2 and 3. 
Within this framework, direct cost recovery can not be expected nor demonstrated. 
 
However, GEF's contribution to this Project will have an excellent leverage effect as it will generate an 
expected amount of investment in a magnitude of USD 2 billion.  
 
Under this Project, the actual cost recovery will exist at the Fund's level as the Fund will only search for 
and invest in cost effective projects. 
  
3. Has the question of competitiveness been raised? 
 
The issue of competitiveness is not addressed in the Project Brief – However this issue is from our point 
of view not a crucial one for the sustainability of the Project. 
The Fund's activities will a priori be competitive since the Implementing Agency rightly underlines the 
need for funding and dedicated financial instruments for EE and RE in the region. The Project answers to 
this need by bringing equity capital, quasi-equity capital and confirmed EE and RE expertise of the Fund 
Manager. 
This simultaneous input of financial resources and specialised technical expertise seems to us a 
particularly important aspect of the Project since this expertise will facilitate the investment decision 
making process and in fine the Fund's disbursements. 
In the Region, available private funding is not or too rarely used because the local institutions precisely 
lack this expertise which is absolutely necessary to technically, financially and legally secure the projects. 
The proposed Fund concept should thus have a competitive advantage compared to classical financial 
institutions. This advantage should allow the rapid setting-up of a project portfolio. 
However, medium and long term success will be characterised by the progressive loss of this advantage, 
when, step by step, other market operators (in particular banks) will participate along the Fund in 
investment operations and/or will invest alone in projects – thanks to the enlargement of EE and RE 
markets. 
 
At the level of individual projects, the Fund Manager's expectations in terms of equipment's and services' 
price and quality will contribute to the stimulation of competitive strategies from suppliers. The planned 
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investment volume thanks to the Project (USD 2 billions) is large enough to make the local and 
international equipment and technology offer evolve in this direction. 
 
4. Has the project taken an approach that stresses continuity for the institutional logistics 
developments? 
 
This aspect is particularly well addressed by the Project: 

- At the level of the Fund's constitution with the direct implication of the countries in the Fund's 
capitalisation,  

- At the level of Objective 3 which aims at developing awareness, capacity building and advice 
activities for public decision-makers in order to stimulate and facilitate the implementation of 
reforms favourable to the energy efficiency market extension. 

The direct involvement of public authorities in Objective 1 and Objective 3 should moreover put 
governments in direct contact with the market (because governments will have representatives in the 
Fund's Strategic Committee) and allow them to better understand the stakes and expected results from the 
reforms for the development of EE and RE. 
 
5. Have issues of ownership of the technology been considered? 
 
This point is not an issue under the proposed Project. Since the Fund's operations are implemented on a 
private and commercial basis, the Fund owns directly (through its participations) or indirectly (through 
the companies such as ESCOs in which it will have invested) part of the projects' equipment until it exits 
these projects. When the Fund will exit these projects, the ownership will be transferred to the new 
investor. 
   
SECONDARY ISSUES 
 
Linkage to other focal area 
 
The Project has a direct linkage with the Land degradation focal area and to a certain extend with the 
Biodiversity one through the positive impact that biomass projects may have on forest preservation. 
  
Linkages to other programmes and actions plans at the regional subregional levels 
 
This issue is not addressed in the Project Brief. However the Consultant considers that the Implementing 
Agency should, in the Project launching phase, pay a special attention to the identification of possible 
synergies and partnerships with other initiatives and on-going programmes in the field of EE and RE in 
the Region and in particular: 

- Those developed under the European Commission Technical Assistance Programmes from the 
DG TREN and RELEX,  

- Those developed by regional (EIB, EBRD) and international financial institutions (WB, IFC). 
 
These linkages could facilitate the introduction of the Fund's operations in the Region but also permit to 
draw additional technical assistance resources that could significantly reinforce the overall Project activity 
programme. 
 
Other beneficial or damaging environmental effects 
 
Already addressed 
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Stakeholders' involvement 
 
Project activities and outputs involve and benefit to a wide range of stakeholders: Industrial and 
commercial sectors' consumers, cities and regions' administrations, municipal energy management teams, 
hospital and healthcare managers, district heating utility managers, commercial banks, national ministries, 
parliamentarians, international companies and banks.  
This multisector and multilevel approach is from our point of view an advantage of the project. It allows 
taking into account the specificity of energy efficiency: its multifactor dimension (technical, institutional, 
economical, local, central and regional). 
We wish however to make a remark concerning the involvement of governmental authorities. 
 
At the regional level, the project has been endorsed by GEF Focal Points. It has also received, according 
to the Project Brief, the support of States, NGOs and energy efficiency agencies. This strong institutional 
support is however not reflected in the national financial contributions to the Project Costs. Indeed, the 
Project Brief indicates that these contributions will include “the costs of experts taking part in project 
training courses for business planning and financial engineering” and that “the facilities and personnel 
services provided on an “in-kind” basis for project operations are estimated to be approximately USD 
25,000 per year”. 
However, according to the experience of the Consultant in the Region, whatever the type of projects, it is 
very hard to get a financial commitment from governments. 
   
Capacity building aspects 
 
Under the project, capacity building activities are designed to reinforce the effectiveness of the 
investment Fund operation through the development of regional and local expertise in all the fields related 
to the identification, assessment, implementation and follow-up of EE and RE investment projects 
(Objective 2). Furthermore, Capacity building activities are also directed to the development of municipal 
and national administration capacities through advisory services on concrete reforms to undertake, 
seminars for decision-makers and on field missions by international experts to assist municipalities and 
central administrations in the implementation of the suggested reforms (Objective 3). More than 60% of 
the Project’s activities budget is devoted to capacity building activities through Objective 2 and 
Objective 3.  
 
Innovativeness of the project 
 
The innovativeness of the Project relies on two main aspects: 

- The financial structuring of the Fund based on a public-private partnership. This new financing 
tool offers real assets in order to overcome some of the barriers that have prevented until now the 
development of a sustainable EE and RE market in the Region – the main barrier being the risk 
perception of private sector investors and the lack of governments and related institutions support 
towards EE and RE development initiatives.    

- The tight relationship established in the Project between the Investment Fund's (and the Fund 
Manager's) operations and the activities aimed at increasing regional expertise. All the capacity 
building activities are based on practical tasks which should provide immediate and valuable 
outputs that will increased the Fund operations' efficiency: (i) Objective 2 will develop the skills 
of the public and private sectors' experts at the local level to identify, design and submit to the 
Fund manager bankable projects for financing; (ii) Objective 3 will raise general awareness 
regarding EE and RE and provide assistance to municipal authorities and national administrations 
to introduce economic, institutional and regulatory reforms needed to support the investment 
proposals developed in the framework of the Project. 
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Financing Energy Efficiency and Renewable Energy Investments 
for Climate Change Mitigation 

 
Annex C1. UNEP and UNECE Response to STAP Review 

 
The constructive and helpful comments on the project are greatly appreciated and have been carefully 
considered in the responses and clarifications noted below.  The responses are made in relation to the 
major areas and points highlighted in the Reviewers Key Issues.  
 
1. Has the most appropriate and effective approach been used to remove the barriers? 
 
Reviewer Comment:  “From the Consultant point of view this original and very attractive scheme is 
based on the Implementing Agency’s assumption that public investors will accept this difference of 
status.  The question is then, what would happen if public investors or some of them demand to be treated 
on an equal footing?”   
 
Response: It is true that various public organisations, in particular those working on a commercially 
based principles such as the multi-lateral development banks, might be reluctant to not be treated pari-
passu with the private sectors investors or would even strongly oppose to such a difference of status, as 
far as they are concerned.  However, these are not the public organisations that are expected to participate 
in this risk mitigation mechanism, which will be actually dependent on the support provided by the 
governments ( governments of the eight targeted countries as well as governments of developed countries, 
particularly in Europe). The European Union is also expected to play an important role in this regard, 
being at the moment very active in developing similar schemes, as evidenced by the new initiative the EU 
launched in May 2005, regarding the setting up of a global renewable energy fund established with the 
view of attracting private “patient capital”, supported by public incentives. 
 
3. Was the potential market determined on the basis of RETs data and databases? 
 
Reviewer Comment:  “One could remark that the Project Brief provides strong justifications for 
selecting an experienced Fund Manager capable in particular of “identifying the possible investments, 
making all the necessary technical and financial due diligences, negotiating with sponsors, partners, 
technology suppliers and possible co-financiers and preparing the projects submissions to the Fund’s 
internal bodies”. These Fund Manager’s responsibilities make from our point of view the activities of the 
local teams questionable. At what level of “bankability” are the local teams supposed to develop projects? 
As the Fund Manager will bear the entire responsibility of the Fund’s operations and profitability, it is 
hard to understand how he will be able to take into consideration “bankable proposals” developed by third 
parties, unless he carries out by himself full projects assessments. If he does so, what would be the 
legitimacy of the “local teams”? How will local authorities - who are to support the Fund's operations - 
accept the Fund Manager if he does not take into account the work undertaken by local team?” 
  
Response:  The reviewer rightly points out the need for a close coordination between the Fund Manager 
and the local teams in charge of identifying and preparing investment proposals. It will be therefore an 
important task of the PMU to prepare terms of reference that will clearly specify the respective roles of 
these various entities. In particular, the Fund manager will have to participate in initial training sessions of 
the local teams to ensure these teams have full understanding of the Fund Manager needs and of the 
Fund’s eligibility criteria for projects. 
 
4. Has an evaluation of the demand-side mechanisms to support after sales-services been 
undertaken? 
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Reviewer Comment:  “However, on the longer run, the technical performances of the energy efficiency 
and renewable energy development projects will depend on the existence, in the concerned countries, of a 
network of service and equipment providers that are competitive in terms of quality and price. This aspect 
is not explicitly mentioned in the Project Brief. We think it should be taken into account in the framework 
of Objectives 2 and 3, especially since less profitable projects will only be taken into account if the price 
of the necessary services and equipment is progressively lined-up with local costs. The Project Brief 
should integrate an activity dedicated to establishing a sustainable after-sales service offer in the Fund's 
countries of operation.” 
 
Response: In reality, this headline of the roster review template is not necessarily applicable in the case 
of this particular project. The rationale here is to support investments and not technologies per se. In this 
context, it is expected the Fund Manager will pay particular attention to the technical and technological 
issues related to each project the Fund will intend to invest in. Clearly, availability in the local markets of 
the appropriate equipment, devices and services will be key parameters to assess in this respect, without 
the Fund playing another role than catalysing a demand through its requirements. However, it is correct 
that under objective 3, the Project management Unit will have the opportunity to develop a dedicated 
activity in this respect, and make sure that a smooth functioning of the market will help preventing that 
cost-effective investments are not realised due to a lack of adequate equipment, installation and after-sales 
services. 
 
6. Adequacy of the introduced financial incentives? 
 
Reviewer Comment:  “The only financial incentive introduced in the Project is the one described in 
points 2) and 5). It concerns the role the public share is intended to play in the Fund in terms of risk 
mitigation for the private sector. There is no other mention in the Project Brief of Project activities based 
on financial incentives. Activities under Objective 1 will necessarily be developed on a pure commercial 
basis. Activities under Objective 2 and 3 will entail direct costs in the form of fees for local and 
international experts, travel and accommodation expenses, and office and telecommunication equipment 
purchases.” 
 
Response: As pointed out by the reviewer, the financial incentive resulting from the proposed mechanism 
comes from the objective of creating a public-private risk-sharing vehicle on the ground, offering funding 
at a return requirement matching returns of businesses funded. The incentive therefore lies in the 
possibility of buying down the cost of equity, as opposed to buying down specific risks, through an 
arrangement between investors whereby the Fund capital will be divided in “A” and “B” shares, with “A” 
shares being the more patient and “B” shares the more commercial, with different rights and duties 
associated to these two classes. 
 
8. Is the barrier removal supported by an underlying policy framework? 
 
Reviewer Comment:  “The Project encompasses in Objective 3 activities aimed at providing assistance 
to municipal authorities and national administrations to stimulate and accompany the institutional and 
regulatory reform process through: 

- the analysis of the local energy related institutional framework, 
- the organisation of seminars at decision-maker level, 
- the organisation of international experts' missions in the targeted countries in order to assist 

municipalities and central administrations in the implementation of the suggested reforms.” 
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Response:   While the removal of barriers to introducing energy efficiency improvements is supported in 
the policy framework of all participating countries, the project addresses one of the main obstacles to 
energy policy implementation – the lack of adequate project finance in the energy efficiency field.  The 
energy conservation laws or relevant chapters of national energy laws in many eastern European and CIS 
countries are inapplicable because the means to finance significant energy efficiency investments are 
unavailable to municipalities, public services and commercial enterprises. As a result, this project has 
been designed in close cooperation with the agencies delegated by governments to implement energy 
efficiency policies and will work closely with them to overcome barriers they have helped identify. 
 
9. Is the proposed activity feasible from an engineering and technical perspective? 
 
Reviewer Comment:  “The activities of the Fund are developed in synergy with the activities aimed at 
increasing local capacities in terms of identification, assessment and structuring of EE and RE projects. 
These supporting activities will necessarily increase local engineering expertise but also permit to 
develop, at country and region levels, technology and project references that will facilitate the replication 
of similar investment projects through the Fund and / or other financial mechanisms.”  
 
Response:  Reducing the risks to potential Fund investors is a key feature of this project. Fortunately, the 
technical risk of energy efficiency projects is extremely low or nonexistent and comparatively low for 
renewable energy.  Indeed, the technical solutions for improving energy efficiency in eastern Europe are 
generally well understood by local experts and the technology involved is simple, robust, long lasting and 
has been demonstrably successful in widespread applications in western countries for the last few 
decades.  
 
Identification of global environmental benefits 
 
Reviewer Comment:  “It is important to draw the attention of the Implementing Agency on the fact that 
some of these benefits will strongly depend on the quality of the Fund Manager operations and / or 
ESCOs in which the Fund will have invested. Indeed, several of the above improvements entail over-costs 
that reduce the profitability of the investments and that investors may want to avoid.  The Implementation 
Agency will need to provide strong guidance concerning the ethic and environmental principles that 
should govern Fund Manager's investment policy.” 
 
Response: The pre-established eligibility criteria for investment project selection noted in the 
Project Brief would contain guidance for the Fund Manager reflecting the contents of the Investment 
Memorandum subscribed to by Fund investors.  Indeed, preliminary indications are that selected public 
and private sector investors may have specific requirements to participate in Funds such as the one 
envisaged in the project to accommodate their own investment mandates. 
 
Regional context 
 
Reviewer Comment:  The regional aspect is an important aspect of the Project which targets a selection 
of countries from the former Eastern block that present similar characteristics from the point of view of 
the energy efficiency potential, and to a lesser extent, the renewable energy development potential. 
However, these countries are at different stages of reform and transition towards market economy. The 
Project Brief insists on the margins of action that this regional diversity offers in terms of developing a 
portfolio for the Fund (in particular, the possibility to re-orient the Fund Manager’s activities towards one 
country or another depending on the degree of openness of the energy market and / or the possibilities of 
involvement of the private sector). 
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Nevertheless, it would have been useful to have in the Project Brief a presentation of the geographical 
strategies of the Fund (targeted markets by country or region) that the Implementation Agency intends to 
promote and discuss with the Fund Manager and the country teams. Finally, within the regional area of 
the Fund intervention, Russia and to a lesser extent Kazakhstan are distinguished by their status of large 
energy producers and exporters. So far, this status has discouraged or made more difficult the 
development of energy service activities. The Project Brief could have exposed the specific means 
intended to be set up by the Implementation Agency and / or the Fund in order to intervene in these two 
countries. 
 
Response:  Although the reviewer poses relevant questions, it has to be said that it is on purpose these 
issues have not been fully addressed in the Project Brief. This is because the Fund organisation and 
strategy have to be defined by the investors in the Fund, and particularly the Lead Investors, and, 
therefore it would be premature to definitely set the key structuring characteristics of the proposed Fund. 
However, it is correct to think that the Fund, under its Board supervision, will need to implement various 
strategies depending on the various targeted countries. For example, the case of Romania where the 
cooperation established with UNDP team indicates an impressive energy efficiency projects pipeline is 
quite different from the Russian case, where the opportunities are not as well defined. To cope with such a 
situation, it is likely that the Fund will organise itself in an adapted manner, for instance through the 
setting-up of two or three sub-funds, under a Master Fund, with distinct objectives and management tools. 
 
Replicability of the project 
 
Reviewer Comment:  “It seems to us that, given the importance of the considered market in the region 
targeted by the Project and given the growing pressure from the energy sector on the economical, social 
and environmental fields, the Project replicability will mainly depend on: 

- the initiative capacities of local and international financial institutions and  
- the States' commitment to implement the essential reforms supporting and securing investment 

schemes required to fund energy efficiency and renewable energies projects.”  
 
Response:  Potential duplication of the Fund is an essential element that has been considered while 
establishing the general principles delineated in the Project Brief. It will be the role of the Executing 
Agencies to ensure that the final design of the fund in consultation with the private and public investors 
that will be interested to participate in, will maintain this key requirement. Therefore, core co-investors 
are expected to be Governments, International Financial institutions, foundations and corporations who 
seek to support common sustainable policy objectives such as: 

- bringing sustainable development benefits to economies in transition, including reducing energy 
and/or fuel poverty; 

- bridging the finance gap and leveraging funds by catalysing private sector co-investment; 
- engaging regional and local specialists in the investment decisions; 
- imposing increased commercial discipline on investments; 
- realising the potential of many technical assistance programmes through the resolution of the 

finance obstacle; 
- creating a self-sustaining public-private vehicle, providing investment and technical assistance in 

a “one stop shop”; 
obtaining a reasonable return on investment at a reasonable time horizon.   
 
SECONDARY ISSUES 
 
Stakeholders' involvement 
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Reviewer Comment:  “At the regional level, the project has been endorsed by GEF Focal Points. It has 
also received, according to the Project Brief, the support of States, NGOs and energy efficiency agencies. 
This strong institutional support is however not reflected in the national financial contributions to the 
Project Costs. Indeed, the Project Brief indicates that these contributions will include “the costs of experts 
taking part in project training courses for business planning and financial engineering” and that “the 
facilities and personnel services provided on an “in-kind” basis for project operations are estimated to be 
approximately USD 25,000 per year”. However, according to the experience of the Consultant in the 
Region, whatever the type of projects, it is very hard to get a financial commitment from governments.” 
 
Response:  This project proposal of UNEP and UNECE has already received the formal endorsement of 
the proposed countries. The energy policy priorities of the Eastern European countries, their 
environmental concerns and international treaty obligations led them to agree on and propose this 
regional project in 2003. Their initiative to propose this project and anticipate its positive outcome was 
based at least partly on their successful participation in similar related technical assistance projects during 
the last few years. Each of the countries is committed to enhancing energy efficiency and improving 
environmental quality.  They have shown that reducing greenhouse gas emissions is a declared policy 
priority in their National Communications to the GEF. Delegations from all proposed beneficiary 
countries requested the UNEP and UNECE to assist in the preparation and submit this project to the GEF, 
the United Nations Foundation and the Fonds Français pour l’Environnement Mondial during the an 
intergovernmental meeting in May 2003.  The project has been formulated with views, guidance and 
information of national experts. Upon returning to capitals, all delegations have reviewed the project and 
requested the endorsement of their respective GEF Focal Points 
 
The national participants in the project from beneficiary countries are mandated to implement national 
energy efficiency policies and/or to fulfil international treaty obligations for reducing greenhouse gas 
emissions or other air borne environmental pollution by their institution, government department, 
Ministry, local authority or energy efficiency agency.  In every important respect, this project will serve 
as an enabling mechanism for the more effective implementation of national policies and for the 
fulfilment of international environmental commitments. The national authorities ‘in kind’ contribution of 
USD 25,000 per country per year is a significant level of support drawn from the resources of national 
participating institutions. Participation in the project will require this commitment to be realised 
concretely in the participation of national experts to prepare investment projects, the support of National 
Coordination Units to implement project activities and the willingness of local and national authorities to 
introduce administrative, regulatory and fiscal measures to stimulate the introduce energy efficiency 
policy reforms.  The mandated institutional self-interest and the achievements of representatives from all 
participating beneficiary countries during the last decade to working multilaterally through the UN system 
in this field confirm their commitment to the success of this project.  
 
Innovativeness of the project 
 
Reviewer Comment:  “The innovativeness of the Project relies on two main aspects: 

- The financial structuring of the Fund based on a public-private partnership. This new financing 
tool offers real assets in order to overcome some of the barriers that have prevented until now the 
development of a sustainable EE and RE market in the Region – the main barrier being the risk 
perception of private sector investors and the lack of governments and related institutions support 
towards EE and RE development initiatives.    

- The tight relationship established in the Project between the Investment Fund's (and the Fund 
Manager's) operations and the activities aimed at increasing regional expertise. All the capacity 
building activities are based on practical tasks which should provide immediate and valuable 
outputs that will increased the Fund operations' efficiency: (i) Objective 2 will develop the skills 
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of the public and private sectors' experts at the local level to identify, design and submit to the 
Fund manager bankable projects for financing; (ii) Objective 3 will raise general awareness 
regarding EE and RE and provide assistance to municipal authorities and national administrations 
to introduce economic, institutional and regulatory reforms needed to support the investment 
proposals developed in the framework of the Project.” 

 
Response:  The project is innovative in setting up a “patient capital” public-private type Fund and in 
promoting partnerships between the public and private sector locally, with eastern European non-
governmental organizations and western professional non-governmental organizations which serve the 
business community. It establishes strategic partnerships between the GEF Implementing Agency, the 
UNECE executing and co-operating agencies, the private sector, host country authorities and government 
sponsors in Western countries. 
 
These partnerships are expressed most effectively through collaboration to develop cost-effective energy 
efficiency investments that leverage commercial sector financing and additional resources from public 
and private sector co-financing partners. The approach should provide the conditions, skills and 
incentives for local stakeholders to engage in entrepreneurial activities which have had a multiplier effect 
when applied in market economies.  Energy efficiency investments developed in the project should 
provide continuing budget savings for industries, municipalities, hospitals and district heating utilities. 
While it may take local budget policy reforms to accomplish this, the result should be that hospitals 
would benefit doubly by using budget savings on other health care priorities. Local communities would 
also benefit from enhanced safety and personal security from improved public lighting systems.  
 
The project focuses on prevention of financial waste and environmental pollution by reducing energy 
consumption through efficiency improvements. Innovative Internet communications will link local 
participants, non-governmental organizations with private sector counterparts in some countries where the 
Internet is only beginning to emerge as a communications medium. It will allow international investors, 
including those seeking to participate in Joint Implementation (AIJ) projects, to assess a range of 
investment opportunities which can be analyzed on-line with value added pre-feasibility information and 
subsequently bundled together as investment packages. Similar on-line analyses can be performed by 
eastern, western and joint-venture companies to assess the market for their energy efficiency products and 
services in the region and provide opportunities for them to develop local partnerships with the support of 
host country institutions. 
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ANNEX D 
 

LETTERS OF ENDORSEMENT 
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ANNEX E 

 
LETTERS OF CO-FINANCING PARTNERS 

 
 

1. United Nations Foundation – United Nations Fund for International Partnerships Board 
Decisions providing funding for US$ 2 million for the Financing Energy Efficiency Investments 
for Climate Change Mitigation project on the basis of 1:2 co-financing. 
 

2. Ministry of Foreign Affairs of France letter of intent to support a proposal for co-financing 
with the United Nations Foundation on the Financing Energy Efficiency Investments for Climate 
Change Mitigation project for Euro € 2 million within the framework of a Euro € 6 million total 
project budget. 
 

3. Environment Protection Agency of the United States letter of confirmation for providing US$ 
205,000 co-financing for support of the UNECE activities designed reduce greenhouse gas 
emissions to assist participating countries to understand and apply project finance, activities of 
the Financing Energy Efficiency Investments for Climate Change Mitigation project. 
 

4. European Business Congress letter of intent to provide Euro € 200,000 for the development and 
finance of energy efficiency investment projects as a co-financing partner with the United 
Nations Foundation.  Contribution of EBC confirmed for Euro € 100,000 subsequent to the 
meetings of relevant EBC Working Committees. 
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 Terms and Conditions 
 
 
Grant Title:   
 

Financing Energy Efficiency Investments for Climate 
Change Mitigation   
 
 

Overview:  This proposal accelerates and extends the impact of a successful earlier UNF-supported UN 
Economic Commission for Europe (UNECE) pilot that worked with governments and financial institutions 
to develop a market for cost-effective energy efficiency projects in Eastern Europe.  It also establishes a 
sustainable, market-based model to finance energy efficiency and renewable energy investments with 
significant environmental, economic, and social benefits.  This proposal would partner UNF and UNECE 
resources with large European donors and commercial financial institutions to structure new energy 
efficiency investment funds.  
 
Total Grant Budget: $6,000,000 
         UNF Core Funds: $2,000,000 
         Third Party Funding: $4,000,000 

Funding Partner(s): 
 

French Global Environment Facility (FFEM) of the French 
Ministry of Foreign Affairs ($3.6 million) 
European Business Congress ($240,000) 
Norwegian Ministry of Foreign Affairs and Vekst Foundation 
($50,000) 
 

Parallel Funding: $205,000 
Parallel Funding Partner(s): U.S. Environmental Protection Agency ($205,000) 

 
Requesting Organization: UN Economic Commission for Europe (UNECE) 
Affiliate Agencies: ESCAP, UNDP-GEF, UN Resident Coordinators 
Country or Region: Up to 10 selected countries in eastern Europe, and the 

Commonwealth of Independent States (CIS) 
Project Duration: 48 months 
  
Tranche: XV 
Meeting Date: June 16, 2004 
  
Program Area:   
UNF Program Officer: 
Partnership Development Officer: 

Sustainable Energy/Climate Change 
Duncan Marsh 
Becky Martin 

UNFIP Program Officer:  Will Kennedy 
 

UNF Board Resolution 
 
Consideration of a Grant Request by UNECE for the project Financing Energy Efficiency 
Investments for Climate Change Mitigation.  The Board discussed the issuance of a variable 
supplemental challenge grant for the project, Financing Energy Efficiency Investments for Climate 
Change Mitigation, requested for funding in the amount of $6,000,000.00.  Following discussion and 
upon motion duly made and carried, it was: 

 



RESOLVED, that a grant from the United Nations Foundation is hereby approved in principal in 
an amount up to Two Million and no/100 Dollars ($2,000,000.00), payable over a forty-eight 
(48) month period to the UNFIP Trust Fund on behalf of UNECE for the project Financing 
Energy Efficiency Investments for Climate Change Mitigation; 

 

FURTHER RESOLVED, that the United Nations Foundation shall contribute up to One 
Dollar ($1.00) to this project for every Two Dollar ($2.00) contribution made by public 
and private third party donors to the United Nations Foundation in support of said 
project, with payment by the United Nations Foundation not to exceed the amount of the 
grant; 

 
FURTHER RESOLVED, that said grant is expressly contingent upon and shall be 
proportionate to the United Nations Foundation’s receipt of contributions for the project 
from public and private third party donors; and 

 
FURTHER RESOLVED, that subject to the resolutions listed above, the United Nations 
Foundation shall encourage private and public third party donors to support the project 
up to and until total funding for the project, inclusive of the grant, equals Six Million and 
no/100 Dollars ($6,000,000.00).  

 
Terms and Conditions  

 
• The success of the project will be determined largely on the basis of how well the investment funds 

are structured, managed, and supported by public and private partners and investors.   
 
• UNECE will initiate an independent mid-term evaluation of project performance no later than 

December 2005. 
 
• That UNF limit its core contribution to $500,000 against $1,000,000 in third party funds prior to 

operationalizing the planned investment funds 
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Dr. Karsten Kaempf 

Member of the Board of Executive Directors 
and Treasurer 

 
 

Mr. David M. Carter       Thursday 1 April, 2004 
Chief Financial Officer 
United Nations Foundation 
1225 Connecticut Avenue, NW 
Suite 400 
Washington, DC  20036 

 
 
Re: Energy Efficiency 21 Project 
 
 
Dear Mr. Carter: 
 
During the last few months, we have been discussing with the UNECE secretariat the possible 
participation of the European Business Congress in the United Nations Economic Commission 
for Europe Energy Efficiency 21 Project.  Following our discussions I am pleased to inform you 
on behalf of the EBC Working Committees to be involved in the project, that a proposal for a 
funding pledge of Euro 200,000 will be considered by the relevant EBC Working Committees for 
Ecology & Health at its next meeting in Moscow later this month and by the EBC Working 
Committees for Energy and for Industry & Construction at their next meetings in Varna next 
June.  The aforesaid Working Committees and the EBC’s Presiding Committee will be 
considering making this Grant to the United Nations Foundation to be used in support of the 
Foundation’s project on Financing Energy Efficiency and Renewable Energy Investments for 
Climate Change Mitigation to be implemented by UNECE. 
I understand that, subject to satisfactory documentation on the Project and EBC’s role therein, 
the total Euro 200,000 sent to the United Nations Foundation should benefit from any matching 
funds arrangement decided by the UN Foundation for the Financing Energy Efficiency and 
Renewable Energy Investments for Climate Change Mitigation project. I will inform you of the 
decisions of the European Business Congress concerning funding for this project later this 
month, latest in early July 
 
If you have any questions, please do not hesitate to contact me at +32 2 374 61 66. 
 
Sincerely, 
 
Dr. Karsten Kaempf 
 
 

Avenue Emile de Mot 19 – 22, B 1000 Brussels , Tel:  0032 2 6411765 Fax: 0032 2 6482161 
EBC’s Registered Office: Zimmerstr. 56, D 10117 Berlin 

e-mails: ebc.sekretariat@t-online.de karsten.kaempf@irelco.net 
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ANNEX F 
 

LETTERS OF INTEREST OF FUND PARTICIPANTS 
 

 
 

 
Commonwealth Bank of Australia 
ABN 48 123 123 124 
 
Institutional Banking, Head Office 

 
Level 15 GPO Box 2719 Telephone (02) 9312 0477 Mario Grech 
52 Martin Place Sydney   NSW   1155 Facsimile (02) 9312 4828 Executive, Environmental Initiatives  
Sydney  NSW   2000  DX 1020 Sydney (2058 713) Project & Infrastructure 
Australia    

 
21 November 2003 
 
Mr George Kowaliski 
Director, Industrial Restructuring Energy and 
Enterprise Development Division 
United Nations Economic Commission for Europe 
Palais des Nations Bureau 382 
CH-1211 Geneva 10 
Switzerland 
 
Dear Mr Kowalski, 
 
Thank you for providing the opportunity for the Commonwealth Bank/Swiss Re Joint Initiative to provide additional 
information on how we can contribute to the objectives of the Energy Efficiency 21 financing mechanism.  
 
The Joint Initiative expects that significant synergies exist between our current activities and product development and 
the proposed activities of the financing mechanism. It is hoped that substantial additional value can be delivered to 
the financing mechanism and potential investors through appropriate project selection and delivery of mechanisms to 
effectively market the Verified Emission Reductions produced.  
 
The Joint Initiative believes it has the skills to provide a number of active operational roles in delivering such 
additional value.  The Commonwealth Bank and Swiss Re have been working together to develop voluntary / 
compliance offerings to corporate Europe since the end of 2002.  Both organizations bring complimentary expertise 
and financial acumen that make the Joint Initiative uniquely qualified to develop innovative structures for the 
monitization of emissions reductions. 
 
Please find attached a memorandum in answer to the specific questions requested. 
 
Sincerely, 

Mario Grech      Christopher Walker 
Environmental Initiatives     Managing Director 
Commonwealth Bank of Australia    Swiss Re 
Level 15       55 E. 52nd Street 
52 Martin Place      New York, NY 10055 
Sydney, NSW 2000     +1 212 317 5280 
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+61 29312 0477      +1 212 317 5051 (fax)  
 

Walter Blasberg 
Managing Director 
 
Conning  

CityPlace II 
185 Asylum Street 
Hartford, CT  06103-4105 
Phone:  860-520-1296   Fax:  860-520-1253 
bill_shenton@conning.com 

 
November 21, 2003 
 
Mr. George Kowalski 
Director, Industrial Restructuring, Energy and Enterprise Development Division 
United Nations 
Economic Commission for Europe 
Palais des Nations 
CH-1211 GENEVA 10 
Switzerland 
 
Dear Mr. Kowalski, 
 
Thank you for your recent correspondence concerning the Proposals for Energy Efficiency 21 Financing 
Mechanisms. As indicated, Conning Asset Management is interested in being considered for a mandate 
to set up an Investment Fund in relation to EE21. 
 
In preparation for the December 2-3 meeting in Geneva, this letter will  provide you with information 
about our firm, which is “practical and warranted at this stage” as well as answer the questions outlined 
in your letter. In addition,  complementary background material is attached hereto. 
 
Overview 
 
Conning Asset Management is a wholly owned subsidiary of Swiss Re, one of the largest reinsurance 
organizations in the world.  Conning is a part of Swiss Re’s Financial Services Business Group (FSBG) 
and has global responsibility for non-proprietary client investments totaling approximately $39 billion. 
Conning proposes to develop a $250 million investment fund to invest in energy efficiency investments 
in eastern Europe and the CIS. Conning plans to work in affiliation with TCW Group’s Energy & 
Infrastructure Group (EIG) to manage all aspects of this fund. 
 
The TCW Group is an indirect subsidiary of Societe General, SA and manages approximately $84 billion 
of assets for institutional clients. TCW EIG is a leader in energy and infrastructure project financing and 
has funded 143 investments totaling approximately $2.7 billion. TCW EIG has a 19 year AIMR compliant 
track record of successful project investing as indicated below: 
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Mr. George Kowalski 
Page 2 
 
 

Fund Committed Capital Year Est. No. of Status Return (IRR) 

   Investments  Before Fees 

Fund I $100,000,000 1982 5 Liquidated 2.40% 

Fund II 300,000,000 1986 17 In liquidation 12% 

Cogeneration 600,000,000 1987 44 Currently Investing 15% 

Oil & Gas Equity 50,000,000 1988 14 In liquidation 39% 

Fund III 208,000,000 1989 13 In liquidation 16% 

Fund IV 306,000,000 1993 14 In liquidation 11% 

Fund V 650,000,000 1994 14 Fully Invested 12% 

Fund VI 278,000,000 1997 11 Fully Invested 16% 

GPF 500,000,000 2001 11 Currently Investing 20%-23% Target

Fund X 300,000,000 2003 0 Currently Investing 15%-19% Target

TOTAL $3,112,000,000  143   

 
The combined resources which Conning, Swiss Re and TCW bring to this project are extensive. 
 
Swiss Re is the world’s second largest reinsurer with more than 70 offices in 30 countries including 
offices in Eastern Europe and the CIS.  Swiss Re is rated AA by S&P.  Swiss Re is a direct insurance 
provider to the Fortune 2000 and has business units with engineering and technology expertise in the 
power generation and energy sectors in particular.  
 
As the world’s second largest reinsurer, Swiss Re plays a leading role in developing and implementing 
strategies to deal with the risks and opportunities related to climate change. Swiss Re is committed to the 
principles of sustainable development and is actively promoting awareness for climate risks, supporting 
strategies to reduce greenhouse gas emissions and providing new (re)insurance and financing solutions 
through publications and facilitates ongoing dialogue with stakeholders. Swiss Re was the first financial 
services company to establish a unit, Greenhouse Gas Risk Solutions, that is dedicated to assisting with 
Greenhouse Gas emissions reduction efforts.  The GHGRS team consists of 3 full-time experts in the GHG 
marketplace.   
 
[ Text of Investment Fund Proposal ] 
 
Thank you for the opportunity to provide this information to the United Nations Economic Counsel for 
Europe. We look forward to our meeting in Geneva on December 2 at 11AM and hope you will contact 
me about any additional information needs. 
 
Very truly yours, 
 
 
 
Walter J. Blasberg 
Managing Director 
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CDC IXIS Financial Engineering &  
  CDC IXIS Environnement & Infrastructures  254, boulevard Saint Germain 75007 Paris   
 

 
Press Release 
 
Financial advisory offer by CDC Ixis and its consortium to UNECE for  structuring and raising the 
funds for a PPP vehicle/facility/fund dedicated to financing of energy, energy efficiency and 
renewable energy projects in central and eastern Europe and the Commonwealth of Independent 
States (CIS) under the aegis of UNECE Energy Efficiency 21 Project 
 
CDC Ixis, the investment bank of the AAA Caisse des dépôts et consignations and Caisse d’Epargne 
Groups has shown its high motivation supporting the UNECE contemplated project by gathering a strong 
European consortium formed by: CDC-CNCE Group (France), ADEME (French Governmental 
Environmental Agency), San PAOLO IMI – BANCA OPI (Italy) – BAYERISCHE LANDESBANK 
(Germany) and CAIXA GERAL DE DEPOSITOS (Portugal). Substantial supports from the French 
Government are under way.  
 
CDC Ixis evaluates that the best solution towards the core objectives of UNECE is a PPP solution. 
Considering on one hand the local economic and legal frameworks and on the other hand the national and 
collective interest of these energy and energy efficiency projects, a PPP nature appears as an evident key 
to success in the different steps and tasks setting up and running the contemplated vehicle. 
 
The appetite of the investors’ market should also be motivated by a strong public involvment in the PPP 
facility. Its role needs to be financially attractive for the individual projects’ economy therefore the 
investment rate of the PPP facility should prove to be attractive. The public funding tranche will have to 
be calibrated according to three main parameters: the size of the fund, the level of obtainable public 
funding and the return expected by the private investors. 
 
The experience of CDC Ixis together with the concrete and successful experience of the FIDEME Fund 
has already been clearly contemplated as valuable to UNECE since UNECE has short listed CDC Ixis 
considering the extensive preparatory work already dedicated to its project.  
 
CDC Ixis’ strengths have mainly been identified as follows: 
 

 At this stage of the preparatory work carried out for UNECE, CDC Ixis has gathered a powerful 
consortium whose members are: the most important Italian banking group, one of the first German 
Landesbanken, the most important Portuguese savings bank.  
 

 Strong support is given by the French Government through the participation of ADEME (the 
French Environmental Agency), the most powerful and experienced of its kind in Europe. Other financial 
incentives are in an advanced stage of being negotiated with appropriate strong governmental entities; 
 

 Excellent ranking of CDC Ixis Financial Engineering: number 8 in the Financial Advisory League 
Table of PFI;  
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 Track record of CDC Ixis Financial Engineering shows its strong experience in PPP, energy, 
infrastructure as well as with governmental institutions; 
 

 Extensive experience in the CO2 market which CDC Ixis will apply to the projects with regard to the 
possibility of maximising any opportunity to monetize CO2 emission reductions; 
 

 An international financial advising team of 20 persons with working experiences in various 
countries such as: France, Germany, Spain, the UK, the US, Latin America, Korea, Japan, India, North 
Africa. Pascale P. THEVENOUX and Heneage LEGGE-BOURKE, have been appointed as project 
managers dedicated to the project, under the responsibility of Sébastien CLERC, Head of the Financial 
Engineering Department. The exact resources needed will be adapted to each phase of the project; 
 

 CDC IXIS Financial Engineering has its own operational web site www.info-memo.com for its clients 
or prospective clients as part of its activity as financial adviser or where it has been mandated to raise 
financing for projects. The site provides clients with secured and registered on-line access to confidential 
transaction documentation and shared databases; 
 

 Strong experience of CDC Ixis Private Equity in Europe (i.e. the FIDEME middle office is organized 
with the private equity teams): 2.7Bn€ of capital-investment assets managed; 
 

 Ownership and support of our mother companies, the AAA well known and reputable French banking 
institution Caisse des dépots et consignations and also the financially strong and dynamic Caisse 
Nationale de Caisses d’Epargne; these 2 Groups have acquired a notorious presence dealing with 
governmental institutions and municipalities not only in France. 
 
For more information, please contact:  
 
Pascale P. THEVENOUX or Heneage LEGGE-BOURKE  
  CDC IXIS Financial Engineering &  
  CDC IXIS Environnement & Infrastructures - 254, boulevard Saint Germain 75007 Paris   
  tel     : + 33.1.40.49.56.46 @      - mail :  p.thevenoux@cdcixis.com  
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ANNEX G 

 
UNITED NATIONS ECONOMIC COMMISSION FOR EUROPE 

 
The United Nations Economic Commission for Europe (UNECE) is one of five regional commissions of 
the United Nations system.  It was established in 1947 to encourage greater economic co-operation among 
its members and with other countries of the world. The UNECE comprises the fifty-four countries of 
Western Europe, Eastern Europe, the Commonwealth of Independent States (CIS) and North America.  
 
The UNECE provides a regional forum for governments and industry to develop conventions, regulations 
and standards.  These serve to harmonise action and facilitate exchanges between member countries by 
eliminating obstacles or simplifying procedures.  As such UNECE provides consumer guarantees of 
safety and quality, helps protect the environment, facilitates trade and the greater integration of member 
States at the regional and international level The main areas UNECE activity are: economic analysis, 
environment, transport, development of trade, industry and enterprise, forests and timber, sustainable 
energy, statistics and human settlements. UNECE provides technical assistance to transition countries and 
sub-regional groupings, thus enabling them to benefit fully from its analytical, statistical and normative 
work. 
 
Member states include: Albania, Andorra, Armenia, Austria, Azerbaijan, Belarus, Belgium, Bosnia and 
Herzegovina, Bulgaria, Canada, Croatia Cyprus, Czech Republic, Denmark, Estonia, Finland, France, 
Georgia, Germany, Greece, Hungary, Iceland, Ireland, Israel, Italy, Kazakhstan, Kyrgyzstan, Latvia, 
Liechtenstein, Lithuania, Luxembourg, Malta, Monaco, Netherlands, Norway, Poland, Portugal, Republic 
of  Moldova, Romania, Russian Federation, San Marino, Serbia and Montenegro, Slovakia, Slovenia, 
Spain, Sweden, Switzerland, Tajikistan, The former Yugoslav Republic of Macedonia, Turkey, 
Turkmenistan, Ukraine, United Kingdom, United States, Uzbekistan. 



ANNEX H..:  RESPONSES TO GEFSEC REVIEW COMMENTS 
 

PROJECT TITLE: 
FINANCING ENERGY EFFICIENCY AND RENEWABLE ENERGY EFFICIENCY FOR CLIMATE CHANGE MITIGATION 

 
GEFSEC COMMENTS RESPONSE FROM PROJECT TEAM 

Expected at Work Program inclusion:  
  
Endorsement letters are available for all eight countries.  However, the letter 
from Russia needs an English translation.  Furthermore, the letter from Russia 
(indicated on p.4 of Prodoc) is NOT from Russia’s GEF operational focal 
point 
 

Another letter has been received from the GEF operational focal point and is 
now attached with the English translation. 
 

Remove coal bed methane from the project proposal (including related co-
financing). 
This has not been done.  Co-financing from the USEPA is still included as part 
of the co-financing package.  The letter of intent from the USEPA specifically 
refers to coal mine methane projects, which are not eligible for GEF funding 
under either OP5 or OP6. 
 

This was kept in the project presentation as an element of transparency 
regarding all the co financing raised and because it is of interest for some of 
the other co financiers.  It is now removed from the submission to the GEF 
and changes in the co financing presentation have been made accordingly.   
 

Analyze the situation in each of the countries and provide justification for a 
regional fund that covers 8 different countries. 
This is not adequately addressed. (E.g., why is the proposed regional fund the 
appropriate and effective approach to addressing barriers to energy efficiency 
financing in the context of Belarus?) 
 

A regional approach is most effective for this project for three main reasons, 
each one related to each expected output: the public-private investment fund, 
pipeline preparation and policy reforms. In principle, the multilateral 
approach provides economies of scale for technical assistance activities, 
reduces risks to investors in the fund and provides working examples of 
energy policy reforms for selected countries through reforms adopted by their 
neighbors. 
Public-private fund: the equity fund proposed for this project is not country 
specific and does not depend on national government grants as some 'quasi-
funds' have.  Potential Fund investors already contacted have welcomed the 
proposed approach because it spreads risks across a set of countries and 
provides for an expanded pipeline of project proposals. The concept for the 
regional fund is similar to the earlier EBRD Energy Efficiency and Emissions 
Reduction Equity Fund in Eastern Europe and was endorsed by all the 
financial institution experts in the 2003 Seminar on Financing Energy 
Efficiency Investments, including IFC representatives. 
Activities under Output No. 2 favour a regional approach because of the 
economies of scale of directing investment project development work in 
many countries towards pipeline for the fund.  The multilateral approach 

 
 

1



makes more effective use of training materials and project development 
software developed in relation to the fund by simply applying this more 
widely both through in-session training and remotely over the Internet.  In 
addition, it allows expertise in neighboring countries to be applied more 
readily. This has been successfully accomplished in the past with Russian 
experts leading training courses in Kazakhstan based on the experience in the 
EE21 Project. 
Policy Reforms: are also most appropriately promoted in international fora 
and in the regional format.  They provide worked examples of reforms 
successfully applied in one country which can encourage a neighbouring 
country to try the same reforms.  Indeed, examples of this are published in the 
Guideline to Implementing Energy Conservation Regulations in Central 
UNECE-CIS work on energy efficiency and energy security in the CIS 
resulted in a regional strategy for energy conservation of all CIS countries 
adopted in 2004. The mutually reinforcing aspects of the regional approach 
are very clear from this experience. 
 

Explain the rationale for a public-private partnership fund and how it will 
operate. 
This needs to be further addressed, especially in regard to the role of the public 
sector providing funds to mitigate private sector’s investments.  Who are these 
public-sector players?  How/why will they play this role?  What kind of intent 
or commitment have they indicated in investing in the proposed fund? 
 

The needs for energy efficiency and renewable energy investment in the 
targeted courtiers are estimated in the range of 5-10 billion dollars.  
Obviously, public money will never be sufficient to meet such a high demand 
and private participation is indispensable.  The objective of the proposed 
Fund is precisely to attract private sector capital in a way that will, in its turn, 
leverage additional funding coming from local banks and co financiers from 
both the public and private sectors.  However, for reasons explained in the 
project brief, an element of comfort for private investors might reside in the 
fact that the public sector is also associated to the risk and ready to bear a 
substantial portion of it.  Although this is not an absolute necessity for the 
Fund and it might well be that, in the end, the Fund will be a purely private 
endeavour, it has been considered reasonable to contemplate such a 
possibility through mechanisms to be further elaborated as part of the 
proposal.  As a result, the precise identification of these public sector players 
is also part of the project proposal but it would be expected that the 
governments of the eight targeted countries would significantly contribute to 
the Fund (either directly or through national public institutions) and that other 
countries or international institutions will be also solicited during the Fund 
raising phase. 
 

Please indicate on the cover page (and in the text), in terms of tons of CO2 , 
estimated emissions reduction for both the duration of the GEF project (7 
years) and the life time of the investments. 

This is done. 
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In this connection, the project needs to discuss how the fund will be able to 
leverage $750 million loan financing for the targeted investments. 
 

The Fund will not itself need to leverage $750 million financing. Each sub-
project in which the Fund will invest will have to submit an appropriate 
business plan indicating, inter alia, the sources of the debt financing which in 
general will be provided by the local banks or IFIs such as the EIB, the 
EBRD, NIB, the Black Sea Development Bank, the Council of Europe 
Development Bank, etc.  Considering the Fund may not contribute more than 
50% to a sub-project equity needs (additional 50% coming from the local 
project developers), each sub project will need to raise debt in a volume 
representing (in average) 3 times the equity amount (meaning six times the 
Fund equity participation). 
 

In establishing criteria for the fund, it should be noted that GEF funds are not 
to be diverted for projects that will earn credits under CDM or JI.  Funding 
eligibility must be consistent with GEF policies and COP guidance.  This 
needs to be reflected in the project document. 
 

Changes have been made accordingly (see page 14 of the project brief). 
 

The logframe needs to be strengthened to include detailed and specific 
indicators and targets for all the outcomes/outputs. 
 

The Logical Framework Matrix has been strengthened to include more 
detailed objectively verifiable indicators of performance for each Output 
under each Objective.  These indicators of achievement will be used to 
establish a baseline for the beginning of the project and targets for measuring 
the performance of the project by the Project Management Unit and the 
monitoring and evaluation officers assigned to the project by each donor. The 
targets under Objective 1 will be largely related to the Fund while under 
Objectives 2 and 3 targets will be based on the technical assistance activities 
and their impact.  
 

The proposal states that “The project will represent a reduction of GHG 
emissions of 10 million tons of carbon per year”.  This appears to be based on 
an investment of $2 billion under the assumption of 3:1 leverage of loan 
financing by the fund.  Please explain in detail the basis for this estimate. 
 
 
 
 
 
 
 
 
 

The estimate comes from the experience of UNEP and UNECE during the 
last 5 years of developing and obtaining finance for energy efficiency 
investment projects in eastern Europe.  During that period some USD 9.7 
million of investment project proposals were financed. The detailed 
flexibility studies for these projects showed that an estimated 49,000 tons of 
carbon could be avoided per year from these projects.  We have applied the 
corresponding ratio for this proposal since we consider this is a statistically 
meaningful sample. Therefore, a USD 200 investment would yield the 
reduction of approximately 1 ton of carbon per year.  Some of the projects 
referred to above have been financed, completed and are now in operation 
although monitoring data fuel consumption is not yet available.  When they 
will, we will be in a position to fine tune these figures. 
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For the estimate of the impact of the investment fund, at USD 200 per ton of 
carbon emissions avoided, the USD 2 billion of energy efficiency 
investments would yield 10 million tons of carbon avoided per year. 
Assuming that the investment projects would have a technical lifetime of 10 
years (actually likely to be much longer), then the project would produce a 
reduction of 100 million tons of carbon. 

The arrangement of project execution needs to be clarified among UNEP, 
UNECE, and UNOPS, including agency fees. 
 

As far the UNECE is concerned, this will be a project with UNF (US$ 2 
million contribution) and therefore the UNECE will be bound by the standard 
support cost of the UNF and UNFIP which is a maximum of 5 %. 
UNOPS has expressed their overall interest in assisting on project execution 
either on a flat 8% or on a cost-base level of support cost (average lower than 
8%). On the agency overhead we may observe that UNECE and UNOPS 
have lower project execution costs than the normal UN rates; 
The Project would benefit also from the existing MoU between UNFIP and 
UNOPS which also provide execution at a cost-based support cost. 
 

The Prodoc provides a section on lessons learned from previous financing 
mechanisms, including summary of GEF-funded projects.  However, there is 
no evidence or documentation of direct consultation with other IAs (World 
Bank/IFC and UNDP) or task managers directly involved in these projects.  
Such consultation should be conducted prior to WP inclusion. 
The current submission has not fully or specifically addressed comments by 
GEFSEC (see above).  In fact, there is no specific response to GEFSEC 
comments. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The other Implementing Agencies have been regularly consulted on the 
development of this project from its inception. In a 2003 mission to New 
York and Washington, UNECE and UNEP consulted with UNDP (Dick 
Hosier, Andy Yager) and the World Bank (Henk Butz and colleagues, 
Eastern European section).   Discussions also took place with Mr. Ian 
Johnson and Ms. Lallemand (ESMAP). This was followed by the Seminar on 
Financing Energy Efficiency Investments in Eastern Europe on 24 May 2004 
with presentations by IFC/World Bank, EBRD and 8 other financial 
institutions on the concept of the project.  The result of this seminar was the 
basis for the present project submitted to donors by UNEP and UNECE 
subsequently. 
 
The IAs have been consulted and informed repeatedly since then on the 
development of the project. UNDP has been consulted in missions to New 
York in 2003, 2004 and 2005. In June 2004 a meeting was held in Geneva 
with Mr. Vladimir Litvak (UNDP representative office in Bratislava) on 
possible UNDP cooperation on the project. In February 2005, a meeting was 
held with Marcel Alers, the UNDP-GEF representative on UNDP 
participation in the project. Since then UNEP-DTIE has had several 
consultation meetings with UNDP office in Paris (Mr. Benoît Lebot). In a 
June 2005 preparatory meeting held in Geneva, the managers of World Bank 
and UNDP GEF projects in Romania (FREE and UNDP Energy Efficiency 
Project) and of the Bulgarian Energy Efficiency Fund (BEEF) provided a 
variety of modalities for cooperation between this project and their own. 
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Finally, direct consultation with the World Bank task managers of the 
projects in the Russian Federation, in Romania and in Bulgaria have also 
taken place (correspondence is available if requested). 
 

Both Annex B (Logframe) and Annex C (Response to Project Reviews) are 
missing (left blank) from the Executive Summary. 
 

These documents were in the Annex: they are now attached to the Executive 
Summary. 
 

Remove pp. 21-25, which is irrelevant to the proposal submission. 
 

Done. 
 

Furthermore, on the cover page, please (1) indicate GEF Focal Area; (2) add 
OP6 under GEF Operational Program; (3) indicate IA fees; and (4) list all the 
names and respective countries of GEF focal points, and corresponding dates 
of endorsement letters. 
 

Done. 
 

Response to the STAP expert review has been provided.  The review was done 
by José Lopez.  Was he selected from the STAP roster?  The name is not on 
the STAP roster posted UNEP/STAP web site. 
 

The reviewer was selected out of the roster.  This was because none of the 
experts of the roster had the adequate profile in terms of experience with 
international finance and particularly the setting up of equity funds.  
Authorisation to select expert out of the roster was provided by the STAP 
Chair.  The name and CV of this expert are now added to the roster. 
 

The above comments need to be adequately addressed and incorporated in the 
revised submission (Executive Summary and Project Brief).  A specific 
response to GEFSEC comments is required, with clear reference to the 
revisions and tracked changes in the project documents.  
 

Done. 
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ANNEX I:  RESPONSE TO WORLD BANK COMMENTS 
 

PROJECT TITLE: 
FINANCING ENERGY EFFICIENCY AND RENEWABLE ENERGY EFFICIENCY 

FOR CLIMATE CHANGE MITIGATION 
 

"Jamet Bernard" <bjamet@UNEP.FR>  

09/19/2005 10:30 AM 

 

 
To:  <ebattaglini@worldbank.org> 
Cc: <kristin.mclaughlin@rona.unep.org>, <kingma@ebrd.com>, 
zzhang2@thegef.org>, <rhosier@thegef.org>, <undpgef@undp.org>, 
<Catherine.Vallee@unep.org> 
 
Subject:    RE: OP5: FSP: Financing Energy Efficiency and Renewable 
Energy Investments for Climate Change Mitigation (UNEP) - Work 
Programme Submission: WORLD BANK COMMENTS 
 
Dear Ms Battaglini, 
 
I take your point that there are several initiatives in Bulgaria and this is clearly referred to in the project brief. 
They are each of a different nature however and none of them, if I am not mistaking, is supposed to provide  
equity, which is the raison d'être of the proposed Fund. I maintain that this is perfectly complementary to the 
other facilities: if you want to achieve success in disbursing your credit lines, you need to introduce some sort 
of incentive (as the EBRD rightly does)and/or to create intermediaries such as ESCOs (and for this you need 
equity) that will be able to draw on your credit lines. 
Please note the project has been discussed in depth with Bulgaria representatives and that it has been fully 
endorsed: these representatives are aware of the various initiatives and have not seen any risk of overlapping. 
In addition, we have had a number of consultations related to BEEF: during one of the last coordination 
meetings held in Geneva, the BEEF local fund manager, Mr Zradko Genchev, made himself a presentation of 
how the BEEF will be able to collaborate with the proposed Fund (I would be happy to send you the slides he 
presented). 
I am of course at your disposal to continue exploring with you the best means to rule out any risk of 
duplicating uselessly the efforts and make use of the GEF money in the most efficient way. 
Best regards, 
Bernard Jamet 
 
-----Original Message----- 
From: Lisa Masila [mailto:Lisa.Masila@unep.org]  
Sent: Thursday, September 15, 2005 8:20 AM 
To: Radka Mark; Jamet Bernard; Hamlin Tom; Peerke de Bakker; Sheila.Aggarwal-Khan@unep.org; Anne-
Marie Verbeken; Mahendra.Kumar@unep.org; Liza.Leclerc@unep.org; Wellington Christine; 
Carmen.Tavera@unep.org; George Manful; Catherine Vallee; Lew Fulton 
Subject: CC: OP5: FSP: Financing Energy Efficiency and Renewable Energy Investments for Climate Change 
Mitigation (UNEP) - Work Programme Submission: WORLD BANK COMMENTS 
 
----- Forwarded by Lisa Masila/UNEP/NBO/UNO on 15/09/2005 09:21 ----- 
Ebattaglini@worldbank.org         | 
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14/09/2005 18:09 | 
 
To:       bjamet@unep.fr, gefprojects@unep.org, kristin.mclaughlin@rona.unep.org, 
gcoordination@thegef.org, 
undpgef@undp.org 
cc:       wbgefoperations@worldbank.org, ECACC%WORLDBANK@worldbank.org, Mzeki@worldbank.org, 
Lisa.Masila@unep.org, kingma@ebrd.com, Cgovindarajalu@worldbank.org, Rkhanna2@worldbank.org, 
rhosier@thegef.org, cwoerlen@thegef.org, zzhang2@thegef.org  
 
Subject:  CC: OP5: FSP: Financing Energy Efficiency and Renewable Energy Investments for Climate Change 
Mitigation 
UNEP) - Work Programme Submission: WORLD BANK COMMENTS     
---------------------------------------------------------------------- 
 
Please find attached comments from our WB regional colleagues on UNEP's above proposal. Apologies for 
the late message. We do hope you will address these comments as part of your discussions with GEFSec. 
 
We reviewed the UNEP proposal and, unfortunately, we have to maintain our 
earlier position, regarding the overlap of some of the proposed interventions 
with existing GEF-funded operations. Our comments relate specifically to 
Bulgaria, although they can be extended to other countries as well. 
 
Notwithstanding attempts to present the proposed operation as complementary 
to several ongoing GEF Energy Efficiency (EE) operations in the region, the 
overlap is full, especially with the GEF-supported Bulgarian Energy Efficiency Fund (BEEF) now in place and 
open for business. 
 
The lack of "dedicated (energy efficiency) finance facility" is the cited 
Key rationale underlying the regional proposal (p. 3). This is clearly not true in Bulgaria.  BEEF is a fully 
dedicated EE finance facility; the EBRD has opened large EE credit lines in major Bulgarian commercial banks; 
USAID still has the Municipal EE Program running; and the German government, through KfW, plans to set 
up a new residential EE facility.  Four dedicated EE funding sources in one relatively small country.  Should 
GEF support the establishment of a fifth one, thereby likely weakening, if not undermining, BEEF?  We 
strongly recommend that Bulgaria be taken off the country list prior to Council approval. 
 
The UNEP-proposed EE Fund is "designed to go beyond" other initiatives by 
Being a "public-private" funding facility. Well, BEEF is public-private 
Partnership both in funding and governance. 
 
As a more general point, lack of capital liquidity is progressively 
becoming a weaker obstacle to EE finance across the region than it used to be.   And this trend is predicted to 
persist.   Therefore, attention should be paid to this reality when considering support (even if for project 
preparation) for new initiatives like the one at hand, which may provide the region with unneeded 
incremental liquidity. 
 
Best regards. 
------------------------------------------------- 
Emilia Battaglini 
GEF Regional Coordinator, Europe and Central Asia 
The World Bank 
tel (202) 473-3232; fax (202) 614-0696/7/8; 
ebattaglini@worldbank.org 
----- Forwarded by Emilia Battaglini/Person/World Bank on 09/14/2005 10:50 
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AM 
 
 
Forwarded by WBGEF Operations/Service/World Bank on 09/02/2005 05:52 
PM 
 
Gefprojects <gefprojects@unep 
 
To: Gcoordination@thegef.org, undpgef@undp.org, Wbgefoperations@worldbank.org, 
stapsec@rona.unep.org, gefprojects@unfccc.int 
 
Sent by: Lisa Masila <Lisa.Masila@unep.org>         
09/02/2005 11:07 AM 
 
cc:  kristin.mclaughlin@rona.unep.org 
 
Subject:  CC: OP5: FSP: 
Financing Energy Efficiency and Renewable Energy Investments 
Mitigation - Work Programme Submission for Climate Change 
                       
 
Dear colleagues, 
 
Please find attached the proposal entitled 'Financing Energy Efficiency and 
Renewable Energy Investments for Climate Change Mitigation' as part of 
UNEP's submission to the November 2005 Work Programme. 
 
Kind regards. 
 
UNEP/ Division of GEF Coordination 
P.O. Box 30552 
00100 Nairobi 
Tel: 254-20-624165 
Fax: 245-20-624041/42 
Email: gefprojects@unep.org 
 
(See attached file: UNEP GEF Project Brief12.pdf)(See attached file: UNEP 
GEF Executive Summary12.doc)(See attached file: UNEP GEF Project 
Brief11A.zip) 
 

 
 

mailto:Wbgefoperations@worldbank.org, stapsec@rona.unep.org
mailto:Wbgefoperations@worldbank.org, stapsec@rona.unep.org
mailto:gefprojects@unep.org
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