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PART I: Project Information
	Project Title:
	Large Enterprises Energy Efficiency Project

	Country(ies):
	Indonesia
	GEF Project ID:

	     

	GEF Agency(ies):
	 FORMDROPDOWN 
       FORMDROPDOWN 
      FORMDROPDOWN 

	GEF Agency Project ID:
	     

	Other Executing Partner(s):
	     
	Submission Date:
	     

	GEF Focal Area (s):
	 FORMDROPDOWN 

	Project Duration (Months)
	60

	Name of parent program (if applicable):

· For SFM/REDD+  FORMCHECKBOX 

· For SGP                 FORMCHECKBOX 

· For PPP                  FORMCHECKBOX 

	     
	Project Agency Fee ($):
	520,000


A.  indicative Focal AREA STRATEGY Framework
:
	Focal Area Objectives
	Trust Fund
	Indicative  

Grant Amount
($) 
	Indicative Co-financing

($) 

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	5,480,000
	244,000,000

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     


	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     

	 FORMDROPDOWN 
    FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     

	Total Project Cost
	
	5,480,000 FORMTEXT 

5,480,000

	244,000,000 FORMTEXT 

244,000,000



B. indicative Project description summary
	Project Objective:  To remove barriers to and simulate energy efficiency investments in large industrial enterprises in Indonesia 

	Project Component
	Grant Type


	Expected Outcomes
	Expected Outputs
	Trust Fund
	Indicative 

Grant Amount ($) 
	Indicative Cofinancing

($) 

	 1. EE investments in large enterprises
	 FORMDROPDOWN 

	Commercial lending for industrial EE demonstrated
GHG emissions avoided (tons of CO2 equivalent)

	Sustainable financing and delivery mechanisms established and operational for large enterprises
Loans provided for EE improvements in large enterprises in Indonesia (target: 12 large enterprises)

	 FORMDROPDOWN 

	4,000,000
	242,000,000

	 2. Broad market development, policy support
	 FORMDROPDOWN 

	Replication/spill-over lending from other financial institutions
	Increased awareness and capacity across markets

ESCO development achieved (target:3 ESCOs developed)
Institutional support to MoI

	 FORMDROPDOWN 

	1,220,000
	2,000,000

	      
	 FORMDROPDOWN 

	     
	     
	 FORMDROPDOWN 

	     
	     

	      
	 FORMDROPDOWN 

	     
	     
	 FORMDROPDOWN 

	     
	     

	      
	 FORMDROPDOWN 

	     
	     
	 FORMDROPDOWN 

	     
	     

	      
	 FORMDROPDOWN 

	     
	     
	 FORMDROPDOWN 

	     
	     

	      
	 FORMDROPDOWN 

	     
	     
	 FORMDROPDOWN 

	     
	     

	      
	 FORMDROPDOWN 

	     
	     
	 FORMDROPDOWN 
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	 FORMDROPDOWN 

	     
	     
	 FORMDROPDOWN 

	     
	     

	Subtotal
	
	
	5,220,000 FORMTEXT 

5,220,000

	244,000,000 FORMTEXT 

244,000,000


	Project Management Cost (PMC)

	
	 FORMDROPDOWN 

	260,000
	     

	Total Project Cost
	
	
	5,480,000 FORMTEXT 

5,480,000

	244,000,000 FORMTEXT 

244,000,000



C. Indicative Co-financing for the project by source and by name if available, ($)
	Sources of Cofinancing 
	Name of Cofinancier
	Type of Cofinancing
	Amount ($)

	 FORMDROPDOWN 

	IBRD
	 FORMDROPDOWN 

	200,000,000

	 FORMDROPDOWN 

	Participating Financial Institutions
	 FORMDROPDOWN 

	7,500,000

	 FORMDROPDOWN 

	Ministry of Industry
	 FORMDROPDOWN 

	2,500,000

	 FORMDROPDOWN 

	End users, ESCOs
	 FORMDROPDOWN 

	34,000,000

	 FORMDROPDOWN 

	     
	 FORMDROPDOWN 

	     

	 FORMDROPDOWN 

	     
	 FORMDROPDOWN 

	     

	 FORMDROPDOWN 

	     
	 FORMDROPDOWN 

	     

	 FORMDROPDOWN 

	     
	 FORMDROPDOWN 

	     

	Total Cofinancing
	
	
	244,000,000 FORMTEXT 

244,000,000



D. indicative trust fund  Resources ($) Requested by Agency, Focal Area and Country1
	GEF Agency
	Type of Trust Fund
	Focal Area
	Country Name/Global
	Grant Amount ($) (a)
	Agency Fee ($) (b)2
	Total ($) c=a+b

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	Indonesia
	5,480,000
	520,000
	6,000,000 FORMTEXT 

6,000,000


	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	0 FORMTEXT 

0


	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	0 FORMTEXT 

0


	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	0 FORMTEXT 

0


	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	          
	          
	          
	0 FORMTEXT 

0


	Total Grant Resources
	5,480,000 FORMTEXT 

5,480,000

	520,000 FORMTEXT 

520,000

	6,000,000 FORMTEXT 

6,000,000



1  In case of a single focal area, single country, single GEF Agency project, and single trust fund project, no need to provide information for   
    this table. PMC amount from Table B should be included proportionately to the focal area amount in this table. 
2   Indicate fees related to this project.
E.  Project preparation grant (ppg)

Please check on the appropriate box for PPG as needed for the project according to the GEF Project Grant:

           





       Amount                         Agency Fee                 







       Requested ($)
      for PPG ($)

· No PPG required.                                           

       ___-- 0--________       _  --0--_______
· (upto) $50k for projects up to & including $1 million
       ___     ________      ___     _____
· (upto)$100k for projects up to & including $3 million      ___     ________      ___     _____
· (upto)$150k for projects up to & including $6 million      ___           ________      ___         _____
·  (upto)$200k for projects up to & including $10 million   ___     ________      ___     _____
·  (upto)$300k for projects above $10 million     
       ___     ________      ___     _____
PPG  Amount requested by agency(ies), focal area(s) and country(ies) for MFA and/or MTF roject only
	Trust Fund
	GEF Agency
	Focal Area
	Country Name/

Global
	(in $)

	
	
	
	
	PPG (a)
	Agency

Fee (b)
	Total

c = a + b

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	0
	0
	0 FORMTEXT 

0


	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	0 FORMTEXT 

0


	 FORMDROPDOWN 

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	0 FORMTEXT 

0


	Total PPG Amount
	0 FORMTEXT 

0

	0 FORMTEXT 

0

	0 FORMTEXT 

0



MFA:  Multi-focal area projects;  MTF:  Multi-Trust Fund projects.
part ii:  project JustiFication

A. Project Overview
A.1. Project Description. Briefly describe the project, including ; 1) the global environmental problems, root causes and barriers that need to be addressed; 2) the baseline scenario and any associated baseline projects, 3) the proposed alternative scenario, with a brief description of expected outcomes and components of the project, 4) incremental/additional cost reasoning and expected contributions from the baseline , the GEFTF, LDCF/SCCF and co-financing; 5) global environmental benefits (GEFTF, NPIF) and/or adaptation benefits (LDCF/SCCF); 6) innovativeness, sustainability and potential for scaling up
	
In Indonesia, modern energy use is the second largest source of GHG emissions after forestry/land use change. The GHG emissions from fossil fuel consumption were 411 million metric tonnes of carbon dioxide equivalent (MtCO2e) in 2011. Of the total, power and heat generation contributed more than 150 MtCO2e and coal-fired generation is the leading and fastest-growing source of GHG emissions among all power generation sources. The rapid growth in emissions from fossil fuel use largely results from increasing energy demand compounded by high electricity subsidies. The electricity demand growth rate is forecasted to range between 7% and 10% per annum through 2015. Fossil fuels dominate energy consumption and the use of coal is set to further increase as Indonesia is implementing a 10,000 MW investment program, which is based on sub-critical coal fired plants.

The manufacturing sector in Indonesia, especially the large enterprises, is reportedly in need of upgrading and modernization. Indonesia’s manufacturing sector is one of the nation’s largest contributors to fossil fuel based greenhouse gas emissions, accounting for 40 % of the country’s fossil fuel emissions. Much of the industrial plant is ageing and a distinct absence of energy efficiency focus means that even low-cost measures may not have been implemented except in a few select sectors, e.g. cement. As a result, there is likely to be significant potential for energy efficiency improvements through plant modernization. In particular, many of the state-owned large enterprises are still utilizing equipment that is over 20 years old and some over 40 years old. While these enterprises are driven by production targets and sometimes have a more political and less commercial focus, these companies could be mandated to achieve energy savings. 

The large private Indonesian and multinationals companies are likely to be at the forefront of modernization as they have the financial capacity and management resources to undertake projects. They are also more exposed to international market trends and customer requirements to account for carbon emissions (such as paper/pulp and cement companies). However, EE investments have so far been hampered by the lack of board room attention to, and motivation for energy conservation investments.  Financing EE has also been negatively impacted by low awareness levels and a history of low fuel costs.

Nevertheless, recent significant increases in the price of fossil fuels, combined with pressures to reduce electricity subsidies, have resulted in increasing interest and motivation for energy efficiency improvements. Domestic demand for energy is increasing across the range of fuels used by industry. This is placing pressure on supplies and prices. A variety of structural changes have been implemented to meet national energy policy aims and to ensure that energy is available to support the achievement of economic growth targets. The industrial sector has experienced significant increases in the price of oil, coal and natural gas in the face of declining fuel subsidies have been decreased. When combined with pressure to reduce electricity subsidies it is expected that senior managers will view EE favorably as a means for managing production costs. This desire to improve process efficiencies is already visible among large industrial gas consumers.  As a result, demand for efficient boilers and steam system optimization equipment has increased among these consumers.

In summary, EE in large enterprises is an attractive opportunity from the standpoint of both the national economy and company balance sheets. EE can contribute to achieving energy supply security, sustained economic growth, protection of the environment, and mitigation of climate change. More specifically, EE is important to Indonesia for the following reasons: 

Energy supply security is at risk due to rapid growth in demand. Energy demand has grown annually at about 3% over the 11 years preceding 2011.  In the main population centers of Java, annual growth in peak electricity demand is around 10%. The outlook for the Indonesian economy foresees continued increase in domestic demand, energy consumption and investment. Therefore, in order to ensure supply stability it is critical for Indonesia to increase energy supply, and to enhance demand side EE improvements. In the national Energy Policy (Presidential Regulation No.5/2006) four main themes for EE are outlined: diversification of energy sources, energy conservation, rationalization of energy prices, and environmental protection, which targets to cut carbon emissions by between 26% and 41% by 2020. 

EE increases are crucial for Indonesia’s industrial competitiveness and for its long-run sustainable economic growth. Low EE leads to high costs for businesses.  EE improvements are therefore essential for Indonesian industries to remain competitive in the global economy. Moreover, inefficient energy use translates into higher public expenditures, which reduces the budgetary space for other socioeconomic priorities. Such inefficiencies add to the risk of external shocks to the Indonesian economy from constraints to importing goods and from increased price volatility. 

Mitigating the impacts of climate change is a policy and a commitment of the government. As a large contributor to global GHG emissions, the Indonesian Government has actively engaged in low carbon development. As energy demand rises, controlling emissions growth will be a major challenge for Indonesian policymakers. In the Low Carbon Development Options study, commissioned by the GoI and funded by donor agencies with technical inputs from the World Bank, the Study identified that the manufacturing sectors and energy efficiency activities offer some of the greatest potential to meet emissions reduction goals.  Further, an AusAID funded World Bank study that conducted a demand assessment of energy efficiency financing in Indonesia found that a pipeline of EE projects does exist with most projects having favorable economics, and a payback period of less than 2 years.  12 EE projects with an investment need of about US$1.2 billion were identified.  However the pipeline needs considerable project development support over a sustained period to develop prospects to the point where commitment for investment is made.  Furthermore, industries may need additional incentives to undertake EE financing. 

Given these huge opportunities and strong commitments from the government, there is an urgent need to tap commercial financing in order to realize these improvements in the large enterprises sector. However, at present, significant barriers exist in the Indonesian market, which prevent this commercial lending from taking place. 

These include:
1. Low priority and lack of motivation for EE investments among manufacturing industries, especially large enterprises, and for funding EE projects among potential financiers. In general, most industrial corporations do not prioritize EE in their decision making process, and are instead, interested in maintaining and increasing production. This leads to a lack of demand for EE services and in part explains the lack of ESCO activity in the market and lack of motivation from the financial sector to fund EE projects. Currently, no international ESCOs operate in Indonesia and local ESCOs do not offer the full range of technical and financial services, supported by energy performance contracts. Moreover, state-owned large enterprises are not always driven by commercial imperatives, which makes them less interested in energy efficiency improvements. 

2. Lack of knowledge among banks and large enterprises about EE opportunities, project performance and risks: Indonesian banks have insufficient experience in assessing EE opportunities and project benefits, assessing technical and repayment risks, and verifying EE savings estimates. As a result, perceived risks and thus risk premiums are prohibitively high. Further, there is a general lack of understanding and thus low priority among enterprises and other managers about the opportunities for operational cost savings through EE investments. Therefore, the Indonesian banking sector is at a nascent phase in its development of financing energy efficiency projects.

3. Limited institutional capacity in the market to identify and prepare bankable EE projects: Industry owners are generally unaware of the opportunities, costs and benefits of EE improvements, despite recent legislative measures. In addition, the number of improvements needed to realize substantial EE savings may require too much time, knowledge, effort, risks (hassles) to make EE investments “worth it” for many end-users.  There is also a lack of efficient delivery mechanisms to link financing and EE projects with acceptable costs.  Service companies and ESCOs lack viable business and financing models, and lack credibility among potential clients and financiers. This vicious cycle results in a lack of demand, in the form of well-prepared, bankable loan applications and the perception among banks and ESCOs is that this is not yet a viable market opportunity.

4. It is notable that one of the most debated barriers has been the existence of energy subsidies, particularly those for electricity consumption by industry. The present level of subsidy is estimated to range from 30% to 50% of the real costs for large and very large industry customers. Historically, a legacy of fuel subsidies is perceived as disregarding the value of energy by senior managers and the reduction of subsidies is expected to increase demand for EE projects. Recent increases in domestic oil and gas prices (which are now close to market levels) have resulted in increased enquiries to companies supplying energy efficiency equipment and services. Nevertheless, the IFC’s experience in Russia has shown that when energy subsidies were removed, there was no increase in energy efficiency initiatives until industry was provided with good quality information relating to energy efficiency. The indication is that low electricity prices are not the main barrier for EE in industry because (i) many plants use coal, oil and gas as the main energy inputs, (ii) even at existing subsidized electricity prices pay-back periods on many EE projects are lower than three years bringing them in the range of financially viable investment opportunities. 

Baseline Scenario and Baseline Project

Due to the prevailing barriers noted above to EE lending and to the develoment of the EE market in Indonesia, commercial lending for EE in the large enterprises sector is still underdeveloped. Further, the ESCO market is very underdeveloped, so there is a lack of service providers capable of packaging and delivering portfolios of projects to these banks. 

Given these realities, the World Bank has proposed to provide a US$200 million IBRD loan in order to begin to develop expertise in candidate commercial banks (e.g. Bank Rakyat Indonesia or BRI) and foster the nascent domestic experience with EE lending for the large enterprises in Indonesia. As the participating bank(s) are among the largest in Indonesia, it is expected that they will be able to leverage their client bases and branch networks to develop the EE market on a national level. GEF resources would be used to complement the loan with primarily technical assistance (TA) and policy support to broaden the market development impacts of the loan. The project would also seek to pilot financial and implementation models for EE investments in industries.

The GEF resource, that is primarily to be used for technical assistance (TA) and policy support to broaden the market development impacts of loans, will lead to the removal of barriers and strengthen the enabling environment, and thereby spur other banks or investors on to undertake EE financing in sectors that offer huge energy saving potential. 

Without the GEF resource, the GoI might still be able to achieve its target of energy intensity reduction of at least 1% each year until 2025, which can be used as the baseline project. While the result would likely be very large energy savings, it is unlikely that the baseline project would lead to a substantial uptake by other banks or to a sustained lending market, the development of a business model, ESCOs, and innovative banking products, or to the meaningful dissemination of EE investment experiences to other banks and customers throughout Indonesia. Therefore, the baseline project's sustainability and potential for scaling up are limited.

Proposed Alternative Scenario

The proposed World Bank-GEF project will help to address the above listed issues through a combination of financial support and TA to concerned Indonesian entities, including local banks, the MoI, and the Ministry of Energy and Mineral Resources (MEMR). The project is expected to have three main components:

Component 1:  Energy efficiency investments in large enterprises (Estimated cost: US$246 million; proposed financing: IBRD Loan US$200 million, GEF US$4 million, project owners/ESCOs US$33.25 million, Participating Financial Institutions (PFIs) US$7.5 million, MoI US$1.25 million)

The World Bank will potentially extend a US$200 million IBRD line of credit to the PFIs such as BRI.  As the PFIs are among the largest in Indonesia, it is expected that they would leverage their client bases and branch networks to develop the EE market at a national level. While different options would be explored as part of preparatory work, one strategy that is being developed would deal with offering simple banking products to finance standard retrofits in key technical systems.  The exact technical systems would only be determined after further market and energy consumption analyses.  The market analysis will also identify and assess other critical market barriers and risks. The starting point for improving the EE of an industry would be an energy audit that is undertaken by accredited professionals with experience in the particular industry. These audits will identify a series of opportunities and actions which can be taken to reduce energy use and costs. 

This component consists of two sub-components, namely:

A)
Project development, project appraisal and monitoring.  [Total cost: US$4.25 million, GEF US$2 million, PFIs US$2.25 million]  Under this component, an effort would be made to help to ensure the successful implementation of the proposed credit line and to develop the PFIs’ energy conservation lending activities.  Activities to be undertaken are expected to include: (i) energy audits; (ii)   pipeline development support for PFIs and potentially ESCOs; (iii) the development of special EE financing products or schemes, such as PFIs and ESCO financing, equipment leasing, etc.; (iv) developing enhanced systems for monitoring energy savings after the projects have been financed and implemented; and (v) training, and other TA.

B)
Investment lending.  [Total cost: US$241.75 million, IBRD US$200 million, GEF US$2 million, End users/ESCOs US$33.25 million, MoI US$1.25 million, PFIs US$5.25 million]  Under this component, the PFIs would on-lend the IBRD loan at commercial rates in accordance with their own lending policies and assume all financial risks.  Sub-project selection criteria, including a list of eligible sectors, project type and size, energy savings requirements, as well as monitoring and reporting requirements will be fully defined in the Project’s Operational Manual (to be developed by project appraisal). Experiences gained under this sub-component will allow the PFIs to continue financing EE projects after the IBRD loan funds are fully disbursed. It would also develop appraisal systems, financial products, case studies, etc. which would be shared and disseminated widely under Component 2 in order to demonstrate the viability of EE lending and thus help to convince other Indonesian banks to enter the EE financing market.

Component 2:  Broad market development, policy support and technical assistance (Estimated cost: US$3.22 million; proposed financing: GEF US$1.22 million, project owners/ESCOs US$0.75 million, MoI US$1.25 million)

Further TA will be needed to support the policy dialogue and remove market barriers to establish an enabling environment for broader market development.  Given the vast investment potential and limited size of the credit line, effort will be made to broaden the market in three main areas: (i) awareness and information dissemination among industrial owners, financiers and potentially ESCOs on EE opportunities and modalities and sharing experience from the credit line; (ii) policy and market support for EE development and financing; and (iii) institutional support to MoI and MEMR to support their EE policies and programs. 

Part of this project is to assist the government to help develop a domestic ESCO market.  Despite previous efforts, progress has been limited.  Global experience shows that, while Western-style ESCOs can be an attractive model for developing countries, they rarely succeed in underdeveloped EE markets.  However, the introduction of simpler models such as one-year energy performance contracts, equipment leasing, vendor credit, etc. with simple measurement and verification (M&V) methods or even stipulated energy savings based on engineering estimates, are easier to introduce in such markets, while allowing for more sophisticated models to develop as the market and enabling environments evolve.  The Project is well-suited to build upon these lessons by seeking to promote ESCOs in single lines of business in the state-owned large enterprise sector, often in partnership with existing equipment suppliers, and in simple, replicable upgrades in the sector.

Two sub-components are envisaged under this component:

A.
Market development and information dissemination.  [Total cost: US$2.25 million, GEF US$0.75 million, project owners/ESCOs US$0.5 million, MoI US$1.0 million]  In order to fully realize the benefits of the credit line, effort will be made to broaden its impact through: (i) awareness raising, training, and information dissemination to key market players (e.g., financiers, ESCOs, equipment suppliers, leasing companies, auditors, industrial owners, and contractors) on the opportunities for EE and successful implementation schemes used in the credit line; (ii) organizing overseas study tours, seminars, and workshops for the policy makers and industry owners to learn from their counterparts in other developing countries (e.g. China) which successfully motivated the private sector to make EE investments. (iii) ESCO development, through TA to MoI and MEMR to help develop guides, template bidding documents, sample contracts, financing and M&V schemes, etc. and other efforts to foster viable ESCO models within Indonesia; (iv) market studies, assessments and options papers for future investment programs beyond the state-owned enterprise market; and (v) stakeholder dialogue to be supported by roundtables and other fora to discuss various policy and market issues to develop recommendations to scale-up investments in the sector and address emerging financing and capacity (e.g., procurement, budgeting, taxation) barriers.

B.
Policy dialogue and capacity building within MoI and MEMR.  [Total cost: US$0.97 million, GEF US$0.47 million, project owners/ESCOs US$0.25 million, MoIMoI US$0.25 million]  In addition to the broader market development initiative, there is a need to strengthen the policy and regulatory framework for EE more broadly within Indonesia. Although the Energy Law and some supplemental legislation exist, there remain gaps as well as areas for further strengthening.  Further, institutional support to MoI and MEMR is needed to assist them to build their internal capabilities to refine existing initiatives as well as to formulate regulations and programs in outer years. Under this sub-component, the following activities are envisaged: (i) review ongoing EE primary and supplemental policies to identify deficiencies and recommend actions for their resolution with a focus on the large enterprise sector; (ii) review incentive and informational programs for EE and develop a set of recommendations to improve utilization and impacts; (iii) provide support to design and launch an energy/EE indicator function and database within MoI and MEMR covering all sectors; (iv) identify and assess other potential policies with high impact potential, such as government green/EE procurement, minimum energy performance standards, green award, tax exemptions, etc. and develop program plans; and (v) staff training.

Project Management (Estimated cost: US$0.26 million; GEF US$0.26 million)

The bulk of the project implementation costs will be borne by the executing agencies.  The PFIs will incur costs to implement the EE credit line, including the recurrent costs of their respective project coordination units (PCUs) which will be responsible for coordinating project activities.  Project implementation costs will also include the costs incurred by the PFIs’ operational departments in identifying, appraising and monitoring subprojects that will be financed from the US$300 million credit line.  Similarly, both MoI and MEMR will cover a portion of the operating costs of their respective project implementation units (PIUs), which will be responsible for managing their portion of the GEF grant, and they will fund the participation of their operational units in implementing activities cofinanced by GEF.  Specific items that would be supported with GEF grant resources may include (i) recruitment of consultants to support project implementation including procurement, project monitoring, evaluation, and reporting activities, and (ii) PIU incremental operating costs, such as office rental, basic equipment, utilities, and travel.

Project Development Objective (PDO) and Indicators

The development objective of this activity is to remove barriers to and stimulate energy efficiency investments in large industrial enterprises in Indonesia. The PDO level quantitative indicators include: 

--Investment mobilized, especially from private sector (US$ million),

--Energy saved (toe, GJ, MWh) and emission reduced (CO2 equivalent tons/year),

--Number of trainings, workshops, seminars, and study tours organized and number of participants 

Incremental benefits

The joint IBRD-GEF project will be critical to help establish viable financing and implementation models for the large industrial enterprises sector which can be tested, and refined based on early implementation experiences, and scaled-up and institutionalized with purely commercial financing. The potential IBRD loan will allow these early experiences to be gained on a more commercial basis and create a critical mass of successful investments to allow for broader participation by PFIs and by the private arms of multilateral lending institutions e.g. the IFC. Without GEF involvement - that is aimed at overcoming the barriers to EE financing and at creating an enabling investment environment, addressing some of the policy constraints, and testing alternative market mechanisms for financing and implementation - the participation of the PFIs would be less likely, and thus EE financing for large enterprises in Indonesia would be significantly delayed. The GEF project will also allow a broad sharing of the participating banks’ experiences, which would not occur under the baseline project. Finally, GEF funds would allow for the piloting of ESCO models and financing/implementation schemes which would not be possible under the baseline scenario.

The project will also produce significant global environmental benefits in addition to the baseline project. The literature (Bernstein et al, 2007; ESMAP, 2009) establishes in general terms that much of the reduction potential from improving EE within the maufacturing sector can be achieved at less than US $50 per ton of CO2e in Indonesia. Therefore, US$250 million invested in EE, as expected from the proposed project, could lead to an estimated savings of about 5 million tons of CO2e. Furthermore, the removal of barriers to EE investments and strengthening of the enabling environment, supported by the GEF grant, is expected to spur on other banks to undertake EE financing in the sector with huge savings potential. A more detailed calculation will be conducted at a later stage, drawing on the Revised Methodology for Calculating Greenhouse Gas Benefits of GEF Energy Efficiency Projects (Version 1.0). 

Reference:

Bernstein, L., J. Roy, K. C. Delhotal, J. Harnisch, R. Matsuhashi, L. Price, K. Tanaka, E. Worrell, F. Yamba, Z. Fengqi, 2007: Industry. In Climate Change 2007: Mitigation. Contribution of Working Group III to the Fourth Assessment Report of the Intergovernmental Panel on Climate Change [B. Metz, O.R. Davidson, P.R. Bosch, R. Dave, L.A. Meyer (eds)], Cambridge University Press, Cambridge, United Kingdom and New York, NY, USA.

ESMAP, 2009. Low Carbon Development Options for Indonesia Study. World Bank Group. Washington DC. 

Socioeconomic Benefits

The project will help Indonesia to realize its vast EE potential and thus, make the country’s economy more efficient and hence competitive. Improved competitiveness will in turn create favorable conditions for further economic growth, while developing new markets for EE equipment and services will create more domestic employment. Overall, a more competitive and robust economy will also have a positive impact on the labor market and will thereby improve the people’s living standard. In addition an increase in EE will relieve the energy supply risk and allow for reduced energy imports. Realizing its EE potential will also help Indonesia to reduce its GHG emissions and ensure a sufficient supply of energy resources to support further economic growth. While the proposed project is not directly targeting CSOs, gender groups, or indigenous people, its vast benefits can be universally applicable to all stakeholders. 

Innovativeness, Sustainability, Potential for Scaling up

Innovativeness
The proposed project is innovative in that it will (1) bring a new financing framework that will facilitate large scale commercial lending at competitive terms to large industrial EE projects; (2) create incentives for enterprise managers to invest in EE projects, (3) develop an ESCO market and apply the innovative financing mechanisms in targeted enterprises.   
Sustainability
By the end of the project, a sustainable financial and delivery mechanism will be in place to continue EE lending to large enterprises. After improving their efficiency, the targeted 12 enterprises and ESCOs will become more competitive in the market, and would be more likely to continue to invest in energy efficient technologies over the longer term. Moreover, the Government will have acquired the knowledge and expertise to effectively implement the required legislation to assure the project's sustainability. 
Scaling-up

The experience gained and lessons learned from the targeted enterprises and ESCOs can be replicated in other large enterprises in the manufacturing sector or in other sectors. Indonesia has several more enterprises to which it can scale up energy efficiency financing with the financial framework and enabling environment already established under this project.
 



A.2. Stakeholders. Identify key stakeholders (including civil society organizations, indigenous people, gender groups, and others as relevant) and describe how they will be engaged in project preparation:


The key project stakeholders include private financial institutions, industrial consumers and  owners, equipment suppliers, construction and engineering companies, ESCOs, MoI, MEMR, and relevant government ministries (e.g., Finance, Environment, and Research and Technology).
The main stakeholders of this project will be the PFIs as lenders, and the industrial owners as borrowers. The PFIs will be responsible for investing in EE projects under Component 1. The PFIs will gain from increased lending opportunities and the sub-borrowers will benefit from reduced energy use and thus lower operating costs. BRI, a large state owned commercial bank is very interested in energy efficiency investments and has an existing pipeline of industrial plant and equipment loans under development.  IBRD has started discussions with BRI on the potential for funding their pipeline of existing EE projects and on the identification of new EE projects. 
The MoI, aiming to strengthen the competitiveness of the country’s industrial base will be the main project implementing agency and will maintain close collaboration with the Ministry of Energy and Mineral Resources (MEMR) which is mandating the promotion of renewable energy and EE in Indonesia. They will jointly be involved in EE awareness and information sharing, and in building institutional capacities to support EE market development under Component 2.

ESCOs, equipment suppliers, engineering firms, construction companies and others will also play a critical role in helping to implement the subprojects under Component 1, and will benefit from increased business opportunities as demand for EE increases.
The Government of Indonesia, represented by various ministries (e.g. Industry, Energy and Mineral Resources, Finance, Environment, and Research and Technology) also has political commitments to realize much of the vast EE potential within the country, and see this project as instrumental in helping them to achieve their stated goals. The Energy Law enacted in 2007 provides a framework to promote EE throughout the economy, including the state-owned enterprises sector. However, translating these laws and procedures into on-the-ground results has proven to be difficult.  The government is therefore keen to provide oversight and policy support to help the project to achieve its developmental objectives.


A.3 Risk. Indicate risks, including climate change, potential social and environmental risks that might prevent the project objectives from being achieved, and, if possible, propose measures that address these risks to be further developed during the project design (table format acceptable): 

	
(a) High Risk: The credit line is unable to offer the right financial products and generate a project pipeline to support a high volume of lending in the target markets. The Energy Law and rising energy prices provide strong drivers for demand for EE and thus financing. Use of simplified product lines, linkages with ongoing audit and investment grant programs, intensive marketing, etc. will help to mitigate this pipeline development risk. Pipeline development will be intensively done as part of project preparation and will be monitored closely during supervision.
(b) Modest Risk: PFIs, and ESCOs are unable to offer viable models to generate strong portfolios and mobilize financing for implementation. To mitigate this risk, the use of simplified ESCO contracts, piloting project lines of business which would attract equipment suppliers, linkages to MoI and MEMR ESCO support programs, exposure to working models in the region, etc. are planned.
(c) Modest Risk: High transaction costs persist making smaller EE loans in large enterprise sector unattractive for PFIs, ESCOs and other market players. In order to mitigate this risk, simplified audit procedures, selection of PFIs that traditionally make smaller loans to target sectors, bundling through ESCOs and supplier leasing, etc. will all be developed to help keep transaction costs at manageable levels.




A.4. Coordination. Outline the coordination with other relevant GEF financed and other initiatives: 

	
The project will coordinate with all ongoing energy efficiency projects/programs in Indonesia, including the government and the private sector in order to explore and possibly make use of potential synergies, and ensure complementarity and building on best practices and lessons learned. In order to avoid overlapping as well as to synergize projects, existing EE financing programs through state-owned banks are identified as following.
(a) The Industrial Efficiency and Pollution Control (IEPC) program of KfW and Bank Negara Indonesia was established in 1999 with a 12 year duration, it was implemented in two phases and ended in 2011. The objective of the IEPC program was reduction in industrial pollution through provision of loans for SMEs in environmentally friendly technologies, including measures to reduce resource consumption and emissions. IEPC Phase I program was funded with a EUR 1 million grant from KfW to the GoI/MoF and DM11.7 million (US$8 million) loan, with on‐lending in IDR to BNI. These revolving funds are lent to BNI and are on-lent to regional development banks. A Phase II program, funded with a EUR10 million (US$15 million) loan from KfW to GoI/MoF (0.75%, 40 year term, 10 yr grace) with the MoF on‐lending in IDR to BNI at the SBI rate.  Phase 3 is currently being developed and is known as the Emissions Reduction Investment Program (ERI). Since the clients under this phase are SMEs only, no direct overlap is expected with the proposed GEF project.
(b) The energy efficiency program of the Asian Development Bank and the Indonesia Ekspor bank (EXIM bank) commenced in early 2012 and is grounded on a US$30m ADB loan to Indonesia EXIM bank with no sovereign guarantee. The objective of the program is for EXIM bank to promote and finance energy efficiency products through the development of finance products and capacity building. Industries to be targeted are private sector and state‐owned companies which predominantly export their products and include cement, steel and textile companies. Thus, coordination is needed to ensure that synergies between this project and the proposed one are fully identified and exploited to avoid overlapping the activities between these two projects. 
(c) In 2010, Bank Mandiri received a US$100m credit facility from the Agence Française de Développement (AFD) for projects implemented by either state‐owned or private companies, especially in the energy sector, focusing on renewable energy, geothermal, energy efficiency as well as the domestic use of gas ( as a substitution to fossil fuel). The facility has a 7 to 10 year term, plus a grace period. Bank Mandiri and AFD will co‐finance training programs for Mandiri's corporate team in order to further raise awareness, build capacity on climate change topics and strengthen the competency of the bank in innovative financial solutions. Reportedly, AFD is having difficulty finding eligible projects that meet the minimum tenor of 7 years as most loans are repayable within 5 years.

(d) In February 2012, Japanese International Cooperation Agency (JICA) released a report, “The Study for Promoting Practical Demand Side Management Program in Indonesia – Finance Report”. The report focused on the identification of an incentive program for commercial and industrial sectors. The study concluded that the most suitable method to promote energy efficiency investments for LFIs was to use a list of approved equipment for EE investments.  The study concluded further that low interest loans in Japanese Yen to the MoF and on to state‐owned banks would incur exchange rate risk premia that would increase the cost of funding to be equal to or greater than those currently available in the local financial markets, thereby reducing the attractiveness of the loan. The JICA loan was ultimately not signed.



B. Description of the consistency of the project with:
	B.1 National strategies and plans or reports and assessments under relevant conventions, if applicable, i.e. NAPAs, NAPs, NBSAPs, national communications, TNAs, NCSAs, NIPs, PRSPs, NPFE, Biennial Update Reports, etc.:

The key national policies that focus on energy efficiency in industries and the key targets are mentioned below: 

--National Master Plan of Energy Conservation (2005): energy intensity to decrease at least 1% per year until 2025. 

--Presidential Decree No 5/2006 (National Energy Policy): GDP energy elasticity to be less than 1 by 2025. 

--Energy Law No 30/2007: emphasis on (a) government, energy producers and energy consumers to be responsible for the implementation of energy conservation projects (b) energy conservation is required from up-stream to downstream activities (c) the government will provide incentives for the implementation of energy efficiency and conservation initiatives. 

--Government Regulation on Energy efficiency No. 70/2009: obligation for large energy consumers to conduct energy audits and designate energy managers.
-- Ministry of Industry's Grand Strategy for Promoting Energy Conservation and GHG Reduction in Energy Intensive Industry Sectors for 2010-18: undertaking pilot projects, ESCO market development, and implementation and innovative financing mechanisms.
The Energy Law provides the guiding principles for the entire energy sector and outlines the philosophy on the management of energy resources, on the interface between environment and energy, energy conservation, energy pricing, international cooperation, the formulation of energy policy, business in energy, and rights and responsibilities. One of its objectives is to “Guarantee that energy is used efficiently in all sectors”. The government’s blueprint for Energy Efficiency and Conservation, published in 2006, projected energy saving potentials for the industrial sector to range between 15 and 30%, but the specific energy savings target of the sector or detailed action plans to achieve the target are not included. In addition, the Ministry of Industry (MoI) commissioned a Low Carbon Development Options study in 2009 which identified the manufacturing sectors and energy efficiency activities with the greatest potential to meet the MoI's energy conservation goals. Furthermore, the Directorate General of New-Renewable Energy and Energy Conservation (Indonesia) (DGNREEC) was established in August 2010. From March 2011, it began enforcing provisions under Government Regulation 70/2009, which requires that all entities with energy consumption more than 6,000 tons of oil equivalent per year shall establish an energy efficiency program, appoint an energy manager within the organization, conduct regular energy audits, and implement and report the audit recommendations. 
The Bank in discussion with MOI, MEMR, Bappenas, and MoF agreed to conduct a demand assessment for identifying a pipeline of industrial EE projects.  The demand assessment funded by AusAID included interviews with 40 industries.  The conclusion was that a pipeline of EE projects does exist with most projects having favorable economics, and a payback period of less than 2 years. However the pipeline needs considerable project development support over a sustained period to develop prospects to the point where commitment for investment is made.
Therefore, this project will support the national efforts to reduce GHG emissions and increase energy security through improving energy efficiency in large enterprises. It is in line with the above mentioned energy efficiency national policies and specifically helps the government to meet the targets set under National Master Plan of Energy Conservation, Presidential Decree No 5/2006, Law No 30/2007 on Energy, and the recommendations of the Low Carbon Development Options Study. 
Moreover, it is consistent with the measures to mitigate climate change, as proposed in Indonesia’s Second National Communication Under the United Nations Framework Convention on Climate Change in 2010. It specifies that "in the industry sector emissions will be reduced by increasing the efficiency in production processes, introduction of new technologies, and by changing raw materials". Also, Indonesia’s Technology Needs Assessment on Climate Change Mitigation identifies and analyzes the technology needs of Indonesia, which includes, as a priority, increasing energy efficiency in the industrial sector. Furthermore, it provides a summary of mitigation technologies from energy demand side, including the industry sector.




B.2. GEF focal area and/or fund(s) strategies, eligibility criteria and priorities:

The project is consistent with the GEF Climate Change Focal Area, specifically the second climate change mitigation objectives under GEF-5: “Promote market transformation for energy efficiency (EE) in industry and the building sector.” The GEF incremental financing would contribute to ensuring that the project activities would promote global environmental benefits in addition to national benefits in Indonesia. The activities that would be included to achieve this would support establishing financing and delivery mechanisms that promote EE investments.


B.3 The GEF Agency’s comparative advantage for implementing this project: 

The proposed project is an investment operation and is consistent with the comparative advantage of the World Bank as stipulated in the Comparative Advantage matrix. The World Bank has substantial experience in implementing EE projects globally, from Eastern Europe to China to North Africa to Latin America, lending US$4.7 billion for EE in the FY2008-10 period.  Within the region, the Bank is a leading international financial institution in a number of sectors related to the GEF’s focal areas. The Bank’s comparative advantage also lies in its ability to offer significant co-financing and its strong operational capacity, which is built on fiduciary standards, environmental and social safeguards, and its portfolio quality assurance and monitoring systems. Moreover, EE is identified as being important to the World Bank's energy strategy and support program to developing economies. The World Bank  commissioned a Low Carbon Development Options Study in EE within the region in 2009, which has become a reference for policymakers and other stakeholders when formulating EE policy and financing frameworks. Further, the recently concluded demand assessment for energy efficiency financing in Indonesia, and recent knowledge products, such as ESMAP’s Financing Energy Efficiency (2008) and Public Procurement of Energy Efficiency Services (2010) will provide substantial operational knowledge and best practices in this area and the project team has drawn on this vast expertise.

	


part iii:  approval/endorsement by gef operational focal point(s) and GEF agency(ies)

A.   Record of Endorsement of GEF Operational Focal Point (S) on Behalf of the Government(S): (Please attach the Operational Focal Point endorsement letter(s) with this template. For SGP, use this OFP endorsement letter).

	Name
	Position
	Ministry
	Date (MM/dd/yyyy)

	Dana A. Kartakusuma
	Assistant Minister
	Ministry of Environment 
	07/19/2013

	     
	     
	     
	     

	     
	     
	     
	     


B.  GEF Agency(ies) Certification


	This request has been prepared in accordance with GEF/LDCF/SCCF/NPIF policies and procedures and meets the GEF/LDCF/SCCF/NPIF criteria for project identification and preparation.

	Agency Coordinator, Agency name
	Signature
	Date (MM/dd/yyyy)
	Project Contact Person
	Telephone
	Email Address

	Karin Shepardson
	

	     
	Jiang Ru
	2024738677
	jru@worldbank.org

	     
	

	     
	     
	     
	     

	     
	

	     
	     
	     
	     


�    Project ID number will be assigned by GEFSEC.


�   Refer to the reference attached on the �HYPERLINK "http://www.thegef.org/gef/node/3624"��Focal Area Results Framework and LDCF/SCCF Framework� when completing Table A.


�   TA includes capacity building, and research and development.


�   To be calculated as percent of subtotal.


�  On an exceptional basis, PPG amount may differ upon detailed discussion and justification with the GEFSEC.


�   PPG fee percentage follows the percentage of the GEF Project Grant amount requested.


�  Part II should not be longer than 5 pages.
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