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part i:  project IDentification                                                        
GEFSEC Project ID
: 4089
gef agency Project ID: P112551
Country(ies): Kiribati
, Papua New Guinea, Solomon Islands, Vanuatu
Project Title: Energizing the Pacific Regional project
GEF Agency(ies):  FORMDROPDOWN 

Other Executing partner(s): Governments of participating countries
GEF Focal Area (s):  FORMDROPDOWN 
 FORMDROPDOWN 
 FORMDROPDOWN 

GEF-4 Strategic program(S): 
- Promoting Energy Efficiency in the Industrial Sector, 
- Promoting market approaches for Renewable Energy
Name of parent program/umbrella project: GEF Pacific Alliance for Sustainability (GPAS)    
A. Project framework  (Expand table as necessary)
	Project Objective:  The overall objective is to promote strategic development of the electricity sectors in Pacific Island Countries
 (PICs) so that sustainable and efficient electricity supply and use leads to reduced GHG emissions and improved energy security and access.

The GEF project objective is to facilitate removal of barriers to increased grid-based renewable energy supply and energy efficiency measures required for a secure, sustainable, least cost electricity supply and use.



	Project Components
	Indicate whether Investment, TA, or STA**
	Expected Outcomes
	Expected Outputs 
	Indicative GEF Financing*
	Indicative Co-financing*
	Total ($)



	
	
	
	
	($)
	%
	($)
	%
	

	1. Technical Assistance, Capacity Building, Training for Electricity Sector Policy and Planning
	TA and STA
	Grid-based RE and EE are an integral part of the overall energy sector policy and planning.  Barriers to grid-based renewable energy and energy efficiency are reduced.


	Sector-wide least costs plans in place; Policy, laws and regulations in place. TA and training for government entities and utilities on grid-integrated RE Avoided CO2 emissions annually following project implementation of 1,000 – 1,500 TCO2/yr
	2,790,000
	33
	5,700,000
	67
	8,490,000

	2.  Main-grid investment, financing and Investment Preparation
	TA and investment
	New increment of grid-based RE operational in two countries.
	Avoided CO2 emissions annually following project implementation of 2,000 TCO2/yr. 
	0
	0
	8,000,000
	100
	8,000,000

	3. Mini-grid investment, financing and Investment Preparation
	TA and investment
	New increment of of mini-grid based RE operational in two countries.
	Avoided CO2 emissions annually following project implementation of 750 TCO2/yr.
	450,000
	10
	3,900,000
	90
	4,350,000

	4. Project management and monitoring
	TA
	
	Timely project implementation
	360,000
	13
	2,400,000
	87
	2,760,000

	5.  Strengthening for Regional Energy Institutions
	TA
	
	Regional energy sector data management and training arrangements in place.
	0
	0
	4,000,000
	100
	4,000,000

	
	
	
	
	
	
	

	Total project costs
	
	3,600,000
	13
	24,000,000
	87
	27,600,000


           *   List the $ by project components.  The percentage is the share of GEF and Co-financing respectively to the total amount for the component.
        ** TA = Technical Assistance;  STA = Scientific & technical analysis.

B.    Indicative Co-financing for the project by source and by NAME (in parenthesis) if available, ($)
	Sources of Co-financing
	Type of Co-financing
	Project

	Project Government Contribution
	In kind
	1,000,000

	GEF Agency(ies)
	
	

	Bilateral Aid Agency(ies)
	Grant
	5,000,000

	Multilateral Agency(ies)
	tbd
	2,500,000

	Private Sector
	
	1,250,000

	NGO
	
	

	Others
	PRIF Grant

	14,250,000

	Total Co-financing
	
	24,000,000


C.  Indicative Financing Plan Summary For The Project ($)

	
	Previous Project Preparation Amount (a)

	Project (b)
	Total
c = a + b
	Agency Fee

	GEF financing 
	     
	3,600,000
	3,600,000
	360,000

	Co-financing 
	     
	24,000,000
	24,000,000
	

	Total
	     
	27,600,000
	27,600,000
	360,000


D.   GEF Resources Requested by agency (ies), Focal Area(s) and country(ies)1 
	    GEF Agency
	Focal Area
	Country Name/

Global
	(in $)

	
	
	
	Project (a) 
	Agency Fee (b)2
	Total c=a+b

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	Kiribati
	990,000
	99,000
	1,089,000

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	PNG
	810,000
	81,000
	891,000

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	Solomon Islands
	810,000
	81,000
	891,000

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	Vanuatu
	990,000
	99,000
	1,089,000

	
	
	
	
	
	

	Total GEF Resources
	3,600,000
	360,000
	3,960,000


1   No need to provide information for this table if it is a single focal area, single country and single GEF Agency project.

2   Relates to the project and any previous project preparation funding that have been provided and for which no Agency fee has been requested from Trustee.
part ii:  project JustiFication
A. State the issue, how the project seeks to address it, and the expected global environmental benefits to be delivered:  
Background  

Key problems in energy sectors across the Pacific Island Countries (PICs) include: (i) heavy reliance on imported petroleum for power generation in most PICs makes them vulnerable to high and volatile electricity prices, and budget and balance of payment shocks; (ii) high cost and sometimes unreliable electricity supply negatively impacts competitiveness of existing private sector and deters new business and investment; (iii) low access to and quality of supply of electricity outside the main urban areas limits economic activities, quality of social services and improvements in quality of life.  

In the face of steep oil price rises last year, Governments’ attention was drawn to the vulnerability of their energy sectors and consequently their overall economies, to both the impact of oil price volatility and the economic impact of increasing prices in the years ahead.  Last year’s energy sector stresses also highlighted the lack of planning and lack of capacity to adjust to the challenges. In the absence of clear government priorities, resources from development partners and elsewhere, have generally been utilized in an ad hoc way, frequently targeted at relatively expensive rural household projects, and often without the necessary institutional structures in place to make the projects sustainable.  In contract, relatively fewer resources have been targeted to address the broader issues of energy security and sustainable development of smaller grids which could catalyze income generation outside the main cities.   

There is now broad agreement across PIC governments and within the development partner community that this lack of strategic direction has resulted in a sub-optimal impact of resources.  Over the next few years a concerted effort is needed to improve planning and improve donor coordination to help countries develop and implement least cost energy sector plans which explicitly take into account issues of energy security, sustainability, and risk management considering the impacts of energy on the overall economy.

A concrete step in this direction is the development of the Energizing the Pacific Regional Program with support from the Pacific Regional Infrastructure Facility (PRIF) – a joint AusAID, NZAID, ADB, WB facility.  The “Energizing the Pacific Regional Program” is intended as a multi-donor program for providing energy sector assistance to support strong planning and subsequent investment in Pacific Island Countries. This vehicle is intended to coordinate the WB, PRIF, GEF and possibly other development partner funding for the energy sectors in participating countries.  The approach represents a paradigm shift from short-term, opportunistic engagements to long term engagements supporting planning and investment for strategic and sustainable development of PIC energy sectors.  

The proposed Energizing the Pacific Regional Program will focus on improving energy sector framework, structure, institutional arrangements and capacity, least cost planning and investment to increase both electricity supply and access on the main grids and also on smaller mini-grids serving villages and communities.  The planning will include a thorough assessment of the full domestic costs, benefits and risks associated with further diesel-based generation compared to development of domestic renewable energy supply
 and energy efficiency.  Consideration of renewable energy and energy efficiency options for both main- and mini-grid supply will be an integral part of planning for supply and access expansion.  

The Energizing the Pacific Regional Program is envisioned initially as a 7-year program.  The early stages will be focused on policy and planning to identify priorities, address barriers and prepare investments; subsequent stages will support the investments identified as a result of least-cost planning.  The proposed GEF project will fill a critical role in the program to address barriers to grid-based renewable energy and energy efficiency.  Linking the GEF market development effort with follow-up investment in this regional project will help ensure that financing is available to implement the renewable energy and energy efficiency investments, once the barriers have been reduced.

A project duration of 7 years is considered necessary for two reasons.  First, the project aims to promote a comprehensive approach to energy sector policy and planning as a basis for making new investment.  A key weakness in PIC energy sectors is a lack of overall planning and a resulting sub-optimal targeting of resources for projects that are not sustainable, as discussed in Part II A.  Significant upfront work is needed to update policy and prepare energy sector plans that properly incorporate energy security risks and the role of renewable energy and energy efficiency in reducing dependence on imported petroleum.  Project implementation will be structured to focus first on the policy and planning to identify the priority investments.  The approach of incorporating the planning and subsequent investment in a single project is a direct response to the situation that has occurred in many countries in the Pacific: i.e. that studies are completed but no resources are available to implement the outcomes.  The gap between the planning and the implementation has frequently been too long and as a result the studies are rendered obsolete.  Incorporating both planning and subsequent investment in the same project will give confidence to the Governments, utilities and other stakeholders including development partners, that effort and resources devoted to careful planning will result in investment.   

Secondly, because two of the countries involved are in the category of Fragile States, and all the countries have weak capacity in terms of energy policy and planning, it is recognized that even with substantial technical assistance provided under the project, the process of consultation, discussion of options and decision-making with respect to the energy sector cannot be rushed and will likely be a fairly slow process.
Renewable Energy and Energy Efficiency are key elements of the solution to problems associated with heavy dependence on imported diesel for grid-based electricity  A critical feature of the proposed program is that the opportunities for grid-based renewable energy to form part of a least cost expansion plan are significant. Most PICs are small states and have a correspondingly small, though growing, demand for electricity.  Coal or gas-based generation is generally not feasible
.  Many countries rely heavily on imported diesel for power generation.  This situation raises concerns in terms of high and volatile electricity prices and the broader economic impact, and poor energy security because of over-dependence on a single, imported source of energy supply.  A key element of the solution to these concerns will be development of domestic renewable energy resources for grid based supply. Improving energy efficiency is another key element in reducing the cost of electricity services and the impact of electricity price shocks.  Despite the multiple benefits of moving to main-grid renewable energy supply, a number of barriers are delaying this development.

Renewable or hybrid mini-grids can address affordability, quality and sustainability and increased access away from the main grids   In the countries included in the GEF project, access to electricity varies between 20 and 40 percent.  Outside of the main urban centers supply is limited (e.g. household systems suitable only for lighting) and frequently unsustainable (due to O&M costs or fuel supply issues).  Large sections of the population have no access.  Because of the geography and population distribution, electrification in PICs will have to proceed as a series of small, separate grids which may gradually expand.  So in the context of PICs, “grid-based” must necessarily include both “main grid(s)” and smaller “mini-grids”.  To date, the focus outside the main grids has been primarily on stand alone household systems.  While undoubtedly some households have benefited, issues of cost and sustainability have generally remained unresolved.  In a number of countries, there is now strong interest in the “mini-grid” approach.  Mini-grid supply results in some benefits due to scale (compared to an individual household) and a better quality of electricity - suitable for supporting income-generating activities – is feasible.  The combination of lower unit cost and potential for electricity to be used for income-generating activities makes a mini-grid system potentially more sustainable than individual household systems.  Renewable energy sources will be an important factor in the sustainability of mini-grid systems, because of the cost and unreliability of diesel supplies.  Although the benefits are widely recognized, a number of significant barriers to implementing renewable energy or hybrid mini-grids remain.

The Issue 

Despite the fact that main-grid and mini-grid domestic renewable energy and energy efficiency could (should) play a significant role in the solution to the key energy sector issues faced by PICs, in reality multiple barriers impede the deployment of further energy efficiency measures and renewable energy for main-grid and mini-grid supply.  Past thinking and efforts to promote renewable energy in PICs have focused in large part on off-grid, stand-alone renewable energy applications.  Benefits and barriers to grid-based renewable energy supply are different and must be explicitly addressed in order for PICs to meet their goals of secure, sustainable, affordable electricity supply for economic and social development.  With Government attention focused on the possible benefits of renewable energy and energy efficiency after last year’s oil price spikes, there is a window of opportunity to address the barriers so that renewable energy and energy efficiency will be an integral part of the plans going forward.

How the Project Seeks to Address the Issue

In line with the approach laid out under GEF-4, the GEF-financed part of the project will focus on creating a market environment in which technologies and practices can diffuse into target markets – i.e. the barrier removal approach.  Target markets will be (i) main-grid renewable energy, (ii) mini-grids using renewable or renewable-hybrid systems, (iii) energy efficiency in the industrial sector.  The focus on energy efficiency in the industrial sector, rather than residential and commercial sectors is driven by two considerations.  First, there are a number of on-going and planned projects in PICs already targeting energy efficiency in residential and commercial sectors.  Some of these are mentioned in Section D below.  Second, high electricity prices in some countries have already led to energy efficiency measures such as efficient lighting and solar water heating. Less attention has been focused on the industrial sector.  In each country the current status and opportunities with respect to grid (main- and mini-) renewable energy and energy efficiency vary.  During project preparation, individual countries participating in the project will select from a menu of technical assistance and other barrier removal activities.  The paragraphs below provide an indicative plan of activities.  This will be firmed up during project preparation.

(1) Technical Assistance, Capacity Building, Training for Electricity Sector Policy and Planning, focusing on reducing dependence on imported petroleum, reducing barriers to grid-based Renewable Energy and Energy Efficiency.  The sub-components will include the items listed below.  The specific support needed in each participating country will be determined as project preparation proceeds.
· TA for sector wide (main-, mini-, and off-grid) energy policy, regulation and planning, incorporating RE and EE as an integral part, including GIS-based analysis to determine areas most suited to grid expansion, mini-grid applications, off-grid
.  This component would support each country in developing a national Energy Roadmap to reduce reliance on imported petroleum and increase access to electricity in an environmentally sustainable manner.  The specific activities for each country that would be required to achieve this will be determined as preparation proceeds.  The approach will be to utilize up-to-date studies and planning documents where they exist, undertake studies and analysis in areas which are weak or out of date, and assist countries in combining the elements into an overall Energy Sector Roadmap, laying out the least cost approach to reducing the use of petroleum products for power generation and increasing access to electricity.  The following are examples of where additional work may be needed as an input to developing a national Energy Roadmap in each country:

· Kiribati - Medium term grid supply plan, with corresponding financing and implementation options -study to detail the subsequent stages of phased implementation grid solar PV to the appropriately calibrated target share of the order of 20-25 percent of grid generation, and taking into account demand growth. The technical assistance would also examine whether other no-carbon generation options can further reduce diesel dependence of the growing grid.   In addition the project would help strengthen institutional and technical capabilities of the utility to plan and implement such a least-cost plan. 

· PNG: Rural Electrification plan integrating RE, to complement the recently-completed “Papua New Guinea: Power Sector Development Plan” prepared by ADB-financed consultants, together forming a National Energy Roadmap

· Solomon Islands: Ministry of Mines and Energy would lead the process of developing a National Electrification Roadmap.  Assistance in developing on-grid, mini-grid and off-grid components of the plan is likely to be needed;

· Vanuatu: update / review of the grid-based expansion plan to identify next increments of on-grid renewable energy, and support to incorporate the on-going review of rural electrification into an overall Energy Roadmap.

· Design of energy sector data gathering and analysis implementation plan (national level). A lack of good quality and up to date data on energy imports, production and use in the PICs has been identified as a key constraint to sound decision making in energy sector planning in the Pacific.  This includes data on petroleum imports, electricity production and transmission and end-use, energy consumption trends and characteristics in the industrial, commercial and household sectors.  Support will be provided under this project to develop an approach to improve data gathering and analysis critical to energy sector planning in the Pacific, and to implement the approach in at least two countries.  This work is intended to assist donors, PIC governments, regional organisations and others with a responsibility for energy in the Pacific.  Support for systematizing data gathering and analysis is essential in order to undertake policy and planning work, and to measure the impact of efforts to reduce the use of petroleum for power generation.

· identify the highest priority data needs for energy sector planning in the Pacific; 

· understand the necessary tasks required to begin to address data needs and the associated costs and benefits of undertaking them;

· assist in the formulation of technical assistance activities that help PIC governments and regional organisations to strengthen their energy data systems, improve data quality and undertake data analysis;

· define a program of activities and mechanisms to ensure a regular and systematic collection and analysis of energy data at a national and regional level; and

· guide the establishment of appropriate processes to ensure that data is available to all stakeholders in the Pacific to assist decision-making and energy sector planning.

· TA and training for government entities and utilities on grid-integrated RE.  This would include training and TA to: manage Independent Power Producer (IPP), Public Private Partnership ( PPP) or public tender for grid-based RE projects; TA for utilities in integration of intermittent RE on to the grid; TA for governments and utilities in Power Purchase Agreements, specifically including purchase from an intermittent RE source; analysis of the issues and training for stakeholders regarding the risks associated with grid-based RE and development of methods to address these risks;  analysis of the pros and cons of public, IPP and PPP approaches to supply of grid-based RE, development of tools to mitigate any risks associated with private sector involvement, and train stakeholders.  Other topics may be added depending on the requirements in each county.

· TA and capacity building for governments and utilities on risk-adjusted least cost planning.  Development of a methodology to fully integrate the risk of high dependence on imported petroleum into power sector least cost planning will be undertaken during FY10 under a separate analysis.  The proposed project would provide capacity building and technical assistance to Governments, regulators and utilities in participating countries to understand the approach and implement the methodology each participating country.  
· Energy Efficiency: In the industrial sector, undertake example energy efficiency audits, provide capacity building to develop local expertise to conduct audits, and information dissemination on the opportunities and financial benefits of investing in energy efficiency
.

· Workshops for sharing experiences and capacity building in key areas, eg, Risk-adjusted Least Cost Planning, Energy Sector Data Gathering and analysis, and preparation of national Energy Sector Roadmaps.
(2)  Main-grid investment, financing and Investment Preparation

Vanuatu.   Vanuatu has made considerable progress in on-grid RE including hydro, Coconut Oil (CNO) blend with diesel and wind generation.  RE currently accounts for about one third of grid-based electricity generation.  It is anticipated that as part of development of an Energy Roadmap exercise, the next increment of approximately 1 MW of on-grid renewable energy will be identified.  The proposed project would provide financing to financing this investment.  The project would also support the detailed design of the proposed investment including specifications, bid documents, supervision of installation, and operational integration monitoring support.  

Kiribati.  The proposed project would finance an initial 400 kW of grid-connected solar PV investment in the  South Tarawa grid, including investment preparation, and technical assistance for scaling up PV share in grid supplies over the planning horizon to 2020.

About half of the imported oil (Automotive Diesel Oil or ADO), is used for electricity generation for the main electricity grid system on Tarawa atoll, and operated by the Public Utilities Board (PUB). Of the estimated national population of 100,000, about 42,000 live in the service area of the PUB, of which over 95% are connected to this grid system.  The electricity grid system’s operational performance coupled with the high cost of diesel generation adds up to the high cost of service for electricity to households and businesses, even with administered fuel prices.  The Government confronted by poor financial performance of the electricity sector, has so far “managed” the situation by a combination of substantial direct budget subsidy transfers to the sector as well as significant amounts of in-direct and non-transparent subsidies in the form of loan guarantees. Recent data show that the PUB accounts for around half the direct subsidy on the budget. The resultant impact is high and unsustainable fiscal deficits.  Restoring fiscal sustainability of the national budget within the medium-term is a top national priority. 

In combination with efforts to improve the performance of the utility, the Government is focused on lowering the ADO dependence in the electricity grid system.  However, financing and capacity limitations have so far led to limited planning effort in this regard, and PUB and GOK are caught in a Catch-22 situation – continued hemorrhage of expenditures on petroleum  limiting planning and investments in the lower-cost alternatives.  Preliminary assessment of available technical options and supply chains indicates that grid-connected PV is the most suitable option to reduce oil dependency, grid generation costs, and break the vicious cycle. There appears to be strong justification for growing investment in grid PV, reaching about 20-25% of the generation requirements. The initial 400 kW catalytic investment proposed under this project would address the initial financing constraints, weak supply chain, and limited capacity. 
(3)  Mini-grid investment, financing and Investment Preparation

PNG.  PNG Power Ltd., a fully integrated government-owned company operates 23 systems at various centers.  PNG Power has an installed capacity of 300MW.  A further approximately 280MW is owned and operated by industrial operators supplying captive loads.  PNG has up to 4,000MW of potentially commercially-viable hydropower potential as well as good solar and wind resources.  Projects to supply new generation to the main grids owned and operated by PNG Power Ltd. are likely to involve an IPP and to be developed as stand-alone projects due to the expected size, complexity and project preparation time.  Hence the investment component of Energizing the Pacific will focus on the mini-grid or “off main-grid” alternatives to petroleum-fueled power generation.  Both PNG Power and PNG Sustainable Development Ltd, have responsibility for rural electrification.  The planning process to be undertaken in component (i) will identify institutional and financing mechanisms for supporting the development of mini-grids as well as a number of priority and potentially viable locations.  Financing support would be available to complement financing from private sector, for example on an output-based aid platform, for up to 400kW of mini-grid-based renewable energy supply.  Mechanisms to attract commercial financing to renewable energy investments are already under development
 and such mechanisms would complement an OBA type of approach.

Solomon Islands.  Given the ongoing support for grid-based renewable energy supply in Solomon Islands (SI) under other projects
, the investment component of Energizing the Pacific will focus on the mini-grid or “off main-grid” alternatives to petroleum-fueled power generation.  Previous studies have identified opportunities for micro and mini-hydro and photovoltaic power generation to supply loads away from the main grid. It is anticipated that the planning process to be undertaken in component (i) will identify institutional and financing mechanisms for supporting the development of mini-grids as well as a number of priority and potentially viable locations.  Financing support would be available to complement financing from private sector, for example on an output-based aid platform, for up to 100kW of mini-grid-based renewable energy supply.  Mechanisms to attract commercial financing to renewable energy investments are already under development
 and such mechanisms would complement an OBA type of approach.

(4)  Project management and monitoring

In all the countries included in this project, institutional capacity is relatively weak compared to the level of effort that will be required to successfully implement the proposed project.  Technical assistance and capacity building will be required in areas such as project management, procurement, financial management, monitoring and evaluation.

(5)  Strengthening for Regional Energy Institutions

There are a number of functions in the energy sector in the Pacific Island Countries which can benefit from a regional approach.  These include data compilation (of data collected at the national level) and analysis, and specialized training.  One component of the Energizing the Pacific Project will support institutional strengthening of Secretariat of the Pacific Community (SPC) which is expected to become the lead regional agency for energy.  Support for activities undertaken by the Pacific Power Association (PPA) – an association of the power utilities in the Pacific – could also be considered.  Details will be developed during project preparation.  No GEF financing is sought for this component.
Expected Global Environmental Benefits to be Delivered

The GEF-financed part of the project will result in (i) the reduction of barriers to main- and mini-grid renewable energy supply and industrial sector energy efficiency investments, (ii) the incorporation of renewable energy and energy efficiency as an integral part of the grid-based sector least-cost planning.  Because of this integration into the planning process, the overall project will lead to investment in grid-based renewable energy and energy efficiency measures, in particular in the industrial sectors, as part of implementation of the least cost expansion plan.  It is anticipated that the investments financed under this project will result in avoided emissions estimated at 49,000 TCO2  (2,800TCO2/yr) through substitution of diesel and Heavy Fuel Oil by renewable energy.  Investments expected to be catalyzed via the technical assistance provided under the project, are estimated to expand the CO2 reductions as a result of avoided petroleum use through substitution by renewable energy power generation and energy efficiency measures to additional 1,000 to 1,500 tons per year. 
B. Describe the consistency of the project with national priorities/plans:  
The proposed project is fully consistent with the plans of governments to undertake least cost planning and develop domestic renewable energy resources for grid-based application and improve energy efficiency as measures to improve energy security and buffer the electricity sector and economy from future oil price increases and volatility.

C. Describe the consistency of the project with gef strategies and strategic programs:  
The proposed project is fully consistent with the GEF strategic priorities which include a shift towards a programmatic approach, leveraging resources where possible through public-private partnerships and strengthening the link between environment and development.  The Climate Change Focal Area Strategy and Strategic Programming for GEF-4 emphasize support for creating conducive policy environments in preference to individual investments.  Specifically, the strategy focuses on creating a market environment in which technologies and practices can diffuse into target markets, i.e. the barrier removal approach.  

The proposed project comes under the “mitigation” window with the focus on transforming the market development paths of countries into trajectories with lower GHG emissions in energy.  The proposed project addresses the following Strategic Objectives in the Climate Change Focal Area:

· Strategic Program 2: Supporting energy efficiency in the industrial sector

· Strategic Program 3:  Promoting Market approaches to Renewable Energy in grid-based systems

The overarching goal for GEF-4 is to achieve a decrease in GHG emissions through market transformation.  It is explicitly recognized that this is a long process, usually with the need for follow on investments beyond the GEF support.  Incorporating the GEF funding (which supports integrating energy efficiency and grid-based renewable energy into overall sector planning and reducing barriers to market development) into the larger project which includes investment support and support for public-private partnerships in implementing the energy sector plans, means that resources will be available to implement renewable energy and energy efficiency investments as the market transformation occurs.  A cornerstone of the approach is that, because renewable energy and energy efficiency will be part of the normal sector planning process and will be identified as part of the risk-adjusted least cost plan, the full range of resources to support energy sector development will be available for renewable and energy efficiency investments.  This is in contrast to an approach where renewable energy and energy efficiency are targeted separately and as a result attract funding from a more limited pool of resources specifically earmarked for environmental or climate change mitigations activities.

Achieving the goal requires that governments demonstrate commitment to adopting the necessary policies and regulations.  Governments in PICs have clearly expressed the desire to develop domestic renewable energy resources for grid-based power generation to address the problems of over-dependence on imported petroleum, and will therefore be receptive to policy and regulatory adjustments to achieve this goal.  Engagement of private sector for advice and investment is also identified as an important element in reaching the goal.  The project will explicitly examine the barriers to private participation in grid-based renewable energy and develop approaches to reduce these barriers.

D. Outline the Coordination with other related initiatives: 
Development of the Energizing the Pacific Regional Program benefits from regular consultations with energy sector development partners, through the mechanism of the Pacific Energy Development Partner Working Group (WG).  Multi and bi-lateral development agencies participate in quarterly working group meetings chaired by the World Bank.  A key objective of the WG meetings is to share information about on-going or planned initiatives with the explicit aims of avoiding duplication of effort and developing synergies.  The early concept for this proposed project has been shared with WG members and will be further discussed as specific activities in the participating countries are defined.  A number of WG participants have expressed interest in contributing to the project.  Activities planned in each country will be selected to build on work already completed.

It is worth noting that the GEF-supported Sustainable Energy Financing Project (SEFP) is currently active in two of the countries targeted for the Energizing the Pacific Regional Program: PNG and Solomon Islands.  It is expected that IFC will soon initiate the SEFP project in Vanuatu.   The SEFP project aims to increase the availability of commercial financing for, among others, private sector companies wishing to develop mini-grids outside of the main urban centers and for energy efficiency investments.  The proposed project will complement the SEFP project, by further developing the institutional mechanisms needed to support mini-grids which can then be partly financed by accessing commercial financing backed by the risk sharing fund under the SEFP.  The SEFP was preceded by a pilot project in PNG: the “Teachers Solar Lighting Project” (TSLP).  This project has not achieved the expected results.  A review of the project is nearing completion.  Any relevant lessons from the review will be incorporated in the design of the proposed Energizing the Pacific.

The GEF-supported Pacific Islands Greenhouse Gas Abatement through Renewable Energy Project (PIGGAREP) is also currently on-going in 11 countries.  The objective of the production is the promotion of the productive use of renewable energy to reduce GHG emissions by removing the major barriers to the wide-spread and cost-effective use of commercially viable renewable energy technologies.  The project provides support for development of Acts or provisions to support RE development, training and awareness-building on renewable energy technologies, resource assessments and identification of potential small-scale projects.  

The following specific PIGGAREP-supported activities are planned in the countries included in this proposal:

Kiribati:  consultations on the National Energy Policy and drafting of an Action Plan; national training for trainers in PV maintenance & trouble shooting; migrating RESCO Manager to an open source platform; and public awareness campaigns.

PNG:  bio-fuel research/study into coconut oil as a substitute fuel for diesel engines & feasibility study for the rehabilitation of Sohun hydro, Telefomin hydro and Yagusa hydro.

Solomon Islands:  bio-fuel development and expansion in the Solomon Islands;  revision of feasibility studies for Huro and Rurale hydropower schemes; and workshop/training for users (schools) of installed solar PV systems.

Vanuatu:  electrification feasibility study at Talise, community training on bio-fuel based electrification in selected villages on Malekula and Vanualava Islands and technical, socio-economic, environmental evaluation of Sarakata hydro-project.
The activities under PIGGAREP complement those proposed under the Energizing the Pacific Project.  Potential synergies, e.g. resource assessments and identification of project sites, will be explored as the Energizing the Pacific project is further developed. Work done on updating legal and policy frameworks to support RE development will be incorporated into the review and development of overall energy sector policy and planning, proposed under the Energizing the Pacific.

A project similar to the Energizing the Pacific concept is being proposed for GEF support for Tuvalu, Niue and Nauru:  “Low Carbon- Energy Islands: Accelerating the use of energy efficient and renewable energy technologies in Tuvalu, Niue, Nauru.”   During further preparation and implementation of the Energizing the Pacific project, the WB team will liase with the IUCN team working on the “Low Carbon-Energy Islands” project to ensure the exchange of relevant ideas and experiences.
There are a number of other on-going and planned projects specifically to support and raise awareness for energy efficiency and demand-side management opportunities, with a primary focus on residential and commercial sectors.  These include: (i) Promoting Energy Efficiency in the Pacific: ADB Grant - $1.2 million (5 countries: Cook Islands, Samoa, Tonga, Vanuatu, PNG); approved in September 2008; designed to implement energy efficiency projects such as lighting systems, energy standards etc..  REEEP has two energy efficiency projects in the pipeline for PICs, including one specifically focusing on the hotel sub-sector.
E. Discuss the vAlue-added of GEF involvement in the project  demonstrated through incremental reasoning :    
The absence of GEF funding would mean that many of the barriers to grid-based renewable energy would not be fully addressed or attention to these issues would be delayed until an alternative source of funding were identified.  In either case, the opportunity of integrating renewable energy and energy efficiency into overall sector planning and making use of risk-adjusted least cost planning to demonstrate the full benefits of developing grid-based renewable energy for the domestic economy, would be lost.  Grid-based renewable energy in particular would continue to be viewed as an expensive luxury only justified on global environmental grounds and hence financeable only if specific environmental or similarly ear-marked funding is available.  The value-added of the GEF funding is to facilitate integration of renewable energy and energy efficiency into the normal energy sector planning process together with targeted efforts to reduce the barriers to development of the grid-based renewable energy and energy efficiency markets.  This will mean that grid-based renewable energy and energy efficiency investments will benefit from the full extent of resources available to implement energy sector development – not only limited funds ear-marked for GHG reducing initiatives.

F. Indicate risks, including climate change risks, that might prevent the project objective(s) from being achieved, and if possible including risk measures that will be  taken:  
The main risk is that government resolve to improve planning and develop domestic renewable energy resources wanes as the price of oil remains below the peak prices reached last year.  This is considered a low risk as there is a widely-held view, supported by analysis from industry experts, that medium to long term projections are for an upward trend which may well exceed the peaks experienced in 2008.  Another risk is that while renewable energy sources are expected to be key elements of risk-adjusted least cost planning, due to high initial capital requirements (compared to diesel power generation) it may not be possible to raise the financing required.  This risk is mitigated by several factors including (i) the commitment from PRIF to support the implementation of a coherent planning exercise in the participating countries; (ii) the fact that significant development partner resources (i.e. at a level that could significantly contribute to the premium that might be required to invest in renewable energy compared to a lower cost but more risky alternative such as further diesel generation)  historically have been available for energy sector investments but have not been strategically targeted.  Improved planning and coordination would make these resources available to finance, for example, a portion of the costs of grid-based renewable energy; (iii) willingness of Governments and interest from private sector to participate in public-private partnerships in energy in the Pacific.

G. describe, if possible, the expected cost-effectiveness of the project:  
As noted in the guidance provided in the paper “Cost Effectiveness Analysis in GEF Projects” from the June 2005 GEF Council meeting, interventions under the Climate Change Focal Area which focus on barrier removal cannot generally be meaningfully measured using quantitative estimates.  Instead, the cost effectiveness is demonstrated by comparing alternative approaches to achieve the agreed barrier removal goal and identifying the approaches which will most efficiently achieve the objective.  GEF-supported activities will be an integral part of development of risk-adjusted least cost planning approach for the participating countries.  In addition to assessment of the technologies and investments, the opportunities, risks and risk mitigation measures associated with different models of financing and implementing grid-based renewable energy (e.g. public, IPP, PPP) will be also be examined.  The resulting plan will by definition be the most cost-effective approach to integrating renewable energy and energy efficiency into the future development of energy sectors in participating countries.

H. Justify the comparative advantage of GEF agency: 

The World Bank has strong experience in investment lending with related institution building, infrastructure development and policy reform in the climate change focal area.   The World Bank is ideally suited to be the implementing agency for the proposed project given its role in leading the development of the Energizing the Pacific Regional Program which will involve in-depth engagement with Governments on energy sector planning and implementation overall, with a particular focus on integrating energy efficiency and grid-based renewable energy into the policy, regulatory and planning process.  

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  country endorsement letter(s)  or regional endorsement letter(s) with this template).

	Mrs. Tererei Abete-Reema
GEF Operational Focal Point

Ministry of Environment, Lands and Agriculture Development

Kiribati
	Date: September 14, 2009


	Dr. Wari Iamo
GEF Operational Focal Point

Department of Environmental Conservation

Papua New Guinea
	Date: July 1, 2009


	Mr. Rence Sore
GEF Political/Operational Focal Point

Ministry of Environment, Conservation and Meteorology
Solomon Islands
	Date: June 7, 2009


	Mr. Russell Nari
GEF Operational Focal Point

Ministry of Lands, Environment and Natural Resources
Vanuatu 
	Date: September 14, 2009


B.  GEF Agency(ies) Certification



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

	[image: image1.png]



Steve Gorman
GEF Agency Coordinator
	Jiang Ru
Project Contact Person

	Date: 1 September 2009
	Tel. and Email:202-473-8677, jru@worldbank.org














�    Project ID number will be assigned initially by GEFSEC.


� At this early stage in project preparation, it is not yet clear that the GEF support for Kiribati will fit within the framework of the Energizing the Pacific project.  As the design for the support for Kiribati is further detailed, there is a possibility that the GEF support for Kiribati may be split out of the Energizing the Pacific Regional project and taken forward as a national Medium Sized project.


� For purposes of this note, “Pacific Island Countries” will include Papua New Guinea (PNG).


� Pacific Regional Infrastructure Facility (PRIF) is a joint initiative by AusAID, NZAid, World Bank and Asian Development Bank aimed at providing financing for infrastructure in the Pacific and improving donor coordination.  Donor commitments exceed AU$200million.  At least AU$25million is ear-marked for energy.


�    Include project preparation funds that were previously approved but exclude PPGs that are awaiting for approval.


� This does not refer to climate change costs and benefits which are global.  A key issue for PICs is that although it is widely recognized that the cost of oil price shocks is high (with a multiplier effect in the economy well beyond high electricity prices), and although it is recognized that PICs are highly exposed, the cost associated with this risk is typically not included in the traditional least cost evaluation.  In other countries where these risks are minor, the omission of risk adjustment may not make a significant difference.  However in PICs, the risk is considerable and ignoring the risk in a traditional least cost methodology could give the wrong answer in terms of generation mix.  In an example from the EU, applying a technique that values the avoided risk shows that “risk-adjusted levelized cost-of-electricity” estimates differ significantly from traditional estimates.  


�Most PICs do not have coal or gas reserves and the small size of the electricity systems means that the unit costs associated with fuel import and coal-based generation result in price of supply that would exceed the cost of diesel-fired generation.


� Data generated under PIGAREP, including resource assessments, will be used as an input. Note that the aim here is to support overall policy and planning to incorporate RE and EE as integral elements.  The project identification under PIGAREP can be fed into this process.


� In countries where financing for energy efficiency investments in the industrial sector is a barrier, GEF funding could be used to facilitate or complement commercial financing.  Note that in countries participating in the GEF-financed Sustainable Energy Financing Project – SEFP- (see Section D), the project provides a risk sharing fund to encourage commercial financing institutions to lend for energy efficiency investments.  In these countries the SEFP project would complement TA and awareness building on energy efficiency in the industrial sector.





� On-going GEF-supported Regional Sustainable Energy Financing Project 


� Other on-going projects and projects under preparation are providing assistance to the Government of Solomon Islands (SIG) and the power utility to (i) improve the performance of the power utility� and (ii) to develop a greenfield hydropower plant of approximately 10MW on an IPP basis�.  WB and AusAID are supporting the SI Sustainable Energy Project which provides support to the Solomon Islands Electricity Authority (SIEA) to improve management performance and to assess and take actions to reduce losses.  Project preparation is already underway for a separate stand-alone project to assist the Government of Solomon Islands in developing the Tina River Hydropower project.  The country is almost totally dependent on diesel-driven generation capacity.  The proposed Tina River Hydropower Project will support the Solomon Islands Government with the development of the first phase of a hydropower project along the Tina River. Based on a “build, own, operate, maintenance and transfer” (BOOT) of a run of river hydro-electric project of about 6-10 Megawatt (MW) capacity. This phase has the potential to be scaled up incrementally to about 40 MW. World Bank, AusAID and EIB are currently supporting project preparation.





� On-going GEF-supported Regional Sustainable Energy Financing Project 
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