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I .  Current Situation 

I .  I A4ocro-econoniic Contexf 

After decades of civil war. peaco has finally been restored in the Central American region. The recently 
achieved peaceful environn~ent and political stability Iiavt stimulated the regionnl economy. Within this 
process, traditional sectors of the economy, such as agriculture and industry, are becoming niorc 
competitive and tlierefore requiring access to more reliable energy sources. 

The Central American region lias increased its combined Gross Domestic Product (GDP) from US$26,3 
billio~i in 19901 to US$48,0 billion in 1995, wirh most countries striving to acliieve annual GDP growth 
rates of 4-5% (Table I ) .  The region has a total area of 512,420 km2 and a population over 33 million. 

It is expected tl~at as a rcsulr of damages caused by hurricane Mitch in October 1998, especially in 
Ilonduras and N ~ C S ~ S ~ L I R ,  grov~lh tendencies of these economies will be severely affected. Thus in 1999 
GDP growth rate is  cxpected to a mere 1,5% and 2.1% respectively for these countries 2, 

Table 1: Central American Indicators' 

Country 

Belizc 
Guatelnala 
Honduras 

El Salvador 
Nicaragua 

As a result of increased prosperity and poli1.ical stnbility, ir is now a general trmd that Ccnrral American 
coi~ntries have been able to turn their attcnlion to rheir environmental problems. Governments, 
community groups, NGOs and t l ~ c  private seclor, nre increasingly aware of thc extent of the region's 
environmental deyrndation and the need to address it.  

Area 
(km2) 

- 
Costa Rica (1) 

Panama 
TOTAL 

In the Central American region, lirewood is still the main energy source representing up to 50% of energy 
consu~nption at tlie regional level, mninly for consumptio~i in tlie residential and co~n~nercial sectors4. In 
the short term il i s  expected thnt firewood will conti~luc to be the main e n e r a  source for the Central 

22,965 
108.890 
1 12.090 
20,935 

I 18.358 

1 Inrrrnalional Monclnry Fund. 1996. Inrernuionnll:inancir~l Statistics. Wnshinglon DC. 
I * Consrjcros Eco~lbrnicor y Finmlcicros S.A. (CEPSA), C;ovtrnrncnt ol.1-lunduras, Mnyorgn & Asocintlor, AYOCOI. Dcccmher 

1998. 

Population 
(tl~ou~nnds) 

(I) Costa Ricr~n GUP grc~wlh rnrc is rzpor~cd ns an 3vzr11gc for rile period '90-'95. 

51,100 
78,082 

51 2,420 

3 Sources: R'MG Lnlin Alnericfl Country Profilcs n~ h~lp:llww.l~~dn~meric~~kpm~.com (1997), U.S. AID, Environmental 
Mnrkrla in Ccntral America, Mny 1997, SIECA, Sisrc~na dc Inlcgr~ci6n Regional, 1996. 

4 F A 0  (1993) An6lisis dc la Concribucibn Forcstal a le Producc~dn dc Ener~in cn Alnericu Lntina. 

227 
10.5 19 
5,981 
5,924 
4.3 49 

Population 
Growth 
Rate (%I 

3.5 75 
2,722 

33,297 

. . 
2.4 
2.7 
2.5 
2.0 
2.8 

GDP 
(millions USS) 

(1 935) 

1.8 
1.4 

5 92 
14,670 
3,900 
9,500 
1.900 

CDP Growth 
Rate ( x )  (1995) 

9,200 
8,200 

47,962 

Inflation 
Rate 

(a/e) 

3.0 
4.9 
3.6 
6.0 
4.2 

6.4 
10.4 
30.0 
10,O 
12.0 

4.5 
3.5 

10.0 

3 .O 



American rural population, especinlly for cooking. But firewood is not used only as an energy source for 
cooking, it i s  also intensively used in  oher  tl-aditional and emerging econo~nic activities such as coffoc, 
brown sugar, cement and limestone industries, as well as in artisanal brick production. 

The Central American countries nre under rapid and profound instit~~tional transformations, including the 
restructuring of their respective energy sectors. At the same time, n relatively liigli rate of populatio~i 
growth ( 1 3 - 3 % )  and integration into a deregulated ecorlomic scheme, have sllown that electricity 
demands throughout the region are increasing both in rerins of power and energy, at annual rares 
cxceediiig 7- 1 0 %, 

It can be noted from Tnble 2 that on average, one out of evely two Central Americnils does not have 
access to electrici~y services. Unfortunately, tlie situation has rece~~tly worsened because of the dainoges 
co~~sed by Hurricane Mitch as previously mentioned. 

Table 2: Central American Energy Statistics 

Sources: I .  USAID, Environ~ncntt~l Marker; in Central Arncricq May 1937 (ad.justrd for trans~nissiun losses). 
2. Bm\r-CA, A n  overview o f  Sugar Cnnc Cogcncrnrion in Six Cenlrul Anlerlcnn Countries. 1997. 
3. 13tlizc Chamber aTConinrerce ilnd lndus~ry - DCCl at hl~p:/!www.helizc.org 

Accordirig to USAID and BUN-CA informations. power and energy production capacities in the region 
will need to almost double within the next 6-7 years, requiring the addition of over 3,000 MW of installed 
power capacity. The iristalled cnpacity and current electricity demand in Central A~iierica are of thc order 
of 5,000 MW and 20.000 GWh, respectively. At the cllrrelir consumption rates, this means that tile 
region will have to increase its power capacity of the order OF about 1,500 MW and 2,600 MW by tlie 
years 7,000 and 2005 respectively. 

Power generatio11 from renewable energy sources lias conipetitive advanrages. As shown in Table 3, tlierc 
is abundant re~lewable energy potential identified for the region at tlie pw-feasibiliry stage, this exceeding 
by far the anticipated 2,600 MW required by the year 2005. Tliore is nn aggregated pote~itial o r  about 
37,000 MW of hydro, 4,000 MW of geothermal and at least 350 MW from wind power plniits, with a 
significant participation of small- to mediu~n-scale projcc~s. There is also a significant potenrial for 

Average 
Residential 

Energy Prices 
3001{W (US$) 

0.2 100 
ppp 

0.0800 
0.0844 
0.0945 
0.0997 
0.0745 
0.0945 
0.1053 

Country 

Belize 
Guatemala 
Honduras 

El Salvado~. 
Nicnrag~~a 
Cost8 Rica 

Panama 
Total/Average 

5 USAID. (1997) Enviranmentnl Mwlters in Ccntrill Arncrica; 
B~JN-CA. (1997) An Ovcrview oTSuaxr Cone Copcncrnliun in Six Ccnlrt~l Alrlcricnn Coun1rie.q. 

Electricity 
Demand 
(GWh) 

9 0 
3,500 
3,100 
3,250 
2,000 
4,200 
3,900 

20,040 

"/o Population 
with Access to 

Electricity 
(npprou.) 

8 0 
3 6 
5 1 

5 2 
5 4 
9 1 
9 0 

54.5 

Installed 
Cnpacily 

(MW) 

34.5 
950.0 
72 1 .O 

91 0.0 
393.0 

1,075.0 
1 ,000.0 

-. 5,083.5 

Per Capita 
Electricity 

Consumption 
(kWh/pcrson) 

692 
28 1 
350 
479 
27 1 

1,271 
1,064 
496 



bngasso-based cogeneration, witli a regional estimated capacity of at least 300 MW to be exploited in the 
short term. 

Table 3: Technical Potentid for Renewable Energy (MW) 

( 1  ) Rough cstilnation of (commrrcinlly fcaible) prqicct sites undcr cillrcr exploilnlion or cxplore~ion. 

Sources: I .  USAID. Environ~ncnlal Mtalccts ill Ccnlrt~l America, May 1997 (adjuslcd for tralwmission lossts). 
2. FUN-CA, An Ovcwicw of Sugur Cnnc Cogmen~~ion i n  Six Ccnlnl Americon Countries, 1gr)7. 

Corr 11 try 

Belize 
Guatemala 
Holldurns 

El Salvador 
Nicaragua 
Costa R ~ C R  

Panama 
TOTAL 

1.3 hstitzrrionol und Legal L~sues 
F 

The Central A~nerican energy sector has radically changed during the 1990s at the institution~l and legal 
levels. movi~ig from state-owned electricity co~npnliics (generation, transmission and distribution) to a 
more opcn stnlcture. In Gu~temala, El Salvador and Panama a total opening with deregulation and open 
market compe~ition has been set up as a result of recent legislotion. Hondums and Nicaragua are still 
under fi trnnsitional period to trcin~form their elec~ricity sectors, while limited private participation sill 
exists in Belize and Costa Rica. One common element .for tlie region has been the relatively high rate of 
change. 

These openings and chnngos in regulations have tended to stimulate private investlnents in the electricity 
sector. For example, annual investment in private power generation alone over the last couple of ycars 
hns reached about USk300 million, n figure [hat i s  expected to grow as i~istitutionnl lnechanisins become 
more straight forward and experience is gained in each country. 

Hydro 

8 0 
10,890 
3,600 
1,726 
5,050 
9.1 55 
6,645 

37,146 

This sconario \nay be altered in the long run by the on-going Central Anierican Electric interconnection 
Project (known as STEPAC), a project to develop a stronger nnd more co~npctilive regional market for 
electricity, while improving the amount, reliability, and quality o f  h e  service. Grid-connected renewable 
energy pro-jects in tlie region would eventually i~dj~just to this new market and it is possible that projects 
will have to be concentrated in cenain key geographical points in order to be strategicnlly placed for 
effec~ive delivery in this evontual regional interconnection. 

Along wit11 tlie decreasing role of governments in the energy sector, tliere is an on-going discussion of 
how to set up suslrrinable sclie~lies which will attend tlie needs of un-electrified regions (mostly rural 
dispersed cornmi~nities), by orering an opportune, reliable, economic and environ~nen~ally sound service. 

In all tlie countries, local NGOs, independenlly or with government and international assistance, have 
been so~~glit to implement solutions in order to provide electricity to the rural populations without access 

Geothermal 

- 
200 
- 

300 
2,200 
900 
360 
3,960 

Wind (1) 

2 0 
SO 
60 
3 0 
8 0 
6 0 
5 0 

350 

Bugnsse-Rased 
Cogcnera tion 

NIA 
149 
2 3 
3 3 
79 
24 

N /A 
== 308 
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to grid systems, as well as to implernont different technologies in order to reduce firewood consumption. 
I-lowever, one colnlnon issue i s  the lnck of i~inovative financial mechanisms to deal wi& the limited 
paymalt capacity of many end users and access financing sources to devolop commercially sound 
projects. 
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2. Rationale and Objectives 

The Cenual Anerica region currently faces considerable cliallcnges in the provisio~i of energy to ils 
populntion. On average, one out of every two Central Americans does not have access to electricity 
services, without accounting for all the damnges caused by Hurricane Milch i1i October 1998. 

In most countries there have been rapid short-term ndditions of thermal plants in order to satisfy 
increasing energy requirements. Elnissions of greenhouse gases produced by the Cenlral American 
power sector (already at a level of approximately 0.36 million tonnes of C02  per yea?) are thus likely to 
increase. This seems to be tlie trend in the region's expansion capaci~y, given that current demand is 
growing at A n  annual rate that exceeds 7-lo%, and that thermal generatiall lies rurned out lo be tlie 
inimedia~e solution. 

However, tllc small-scale renewable energy altern~rives like micro-hydro pla~ts. solar home syuerns n~id 
biomass-ro-energy projects stand as feasible oplions for supplyi~ig additio~ial energy serviccs ro the 
region (even more for tlie off-grid n~ral  communities), wliich is endowed with significant local energy 
sources. Small-scale renewable energy projects present thc followi~ig advantages in the Central 
American context: 
i. The timc needed for the construcrion phase and the sizc of tlie initial invest~nent are rnort suit~ble to 

the im~nediate iea t~res  of the local project developers; and 
ii.  Small-scale renewable energy projects for off-grid communities are likcly to be more cost-effmtive 

- than the newly privatised power utilities' and rheir lack of short-term profitability of grid extensions. 

Traditional and alternative financing for rericwable energy projects is available in tlie region, but this 
availnbility is under-utilised due to tlie lack or entrepreneurial capacity of many project developers 
interested in undertnking sustainable small-scalc renewable energy projects. 

The proposed Initiative is thus aimed at overcolning  he barriers and reducing the i~nplcrne~itation costs 
that prevenl the development of Centrnl American small-scnle rcnewable energy projecls and tliereby 
modilying the lrend of rising greenhouse gases emissions. This is consistent w i ~ h  GEF Operational 
Programme 6, "Pronroting rhe adoption of renewable e n e r a  by removing harriers and reducing 
implementarion costs". GEF support is required to remove the identified barriers by strengtlieninu tlie 
cap~city of energy end-users. decision makers, locnl community groups, public nnd private devclopers 
and finnncicrs. 

The main Objective of the Initiative is: 
To create and sirengthen the capacity for rcnewable cnergy project development based on regional 
cooperation and in-country linkagcs, thereby reducing greenhouse gas emissions by fostering small-scale 
renewable energy (RE7) in Central America, 

Specific objectivos are to remove instilu~ionnl, informational, Ci~ia~icinl and tecli~iical barriers ro: 
i. Increase access to basic energy services of a greater ~iumber of tlie Central Amoricans, but rnaiiily 

those in rural areas without access to electricity and reliable enorgy services for productive uses. 
i i .  Use renewable energy sources to replace fossil f ~ ~ e l s  for small-scale electricity generation and - to  a 

lesser extent - substitute and reduce the consumption of woody biom~ss, thereby decreasing local 
environmental dogradntion. 

- - 

6 This ligtlrc is a rough cstim~rion by BUN-CA. 
To uvoid rcpctition. Iltreinnficr rcncwoblr Bnergy will hz ahbrcvia~ed us RE. 
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i i i ,  Initiate discussions to facilitate the integration of (global) e~ivironmental protection into the enorgy 
policies of the Central American political agenda. 

Ir has been estimated that through the impleme~~tntion of the 21 individual projects proposed under this 
regional Initiative, C02  emissions could bc reduced at least by 90,000 tonnes in 20 years (this figure docs 
not take into account additional rod~~ctions resulting of rhe replication of similar projects)'. 

3. Identification of Barriers Preventing RE Development in Central America 

During the imple~nentation of UNDP's Projec~ Development Facility (PDF-A), BUN-CA carried out an 
assessment through national meetings and workshops in  the seven countries, in order to identify the 
barriers \hat prevcnt the develop~ne~it of small-scale RE pro.iecls in  the rcgion. Findings showed  hat there 
Iinve been positivc changes at the institr~lionnl and legal Ievcls, and that financing is avnilablc for tlie 
development of renewable encrgy projects. Howevcr, in spite of this, barriers to increase the use of 
renewable energy througl-lout the region still remain, and can be classified as follows: 

Institutionul Barricr.~. 
i. Tlie uneven geagrapl~ical distribution of  engineering consulting and construction companies and 

teclinology supplicrs in the region does not facilitate a broad access to small-scale rcneweble energy 
technologies in tlie region. 

ii .  For off-grid rural communities seeking elec~rification using small renewable energy technologies, 
thc organisalional strucrure needed lo guarantee access to finnncing, and to assure the adequate - ~naineenance of tlle eqi~ipmcnt tht-oughout time is either not clear or non-existent. ... 

111. Entrepreneul-in1 atti~udes and business-like thinking is relatively new to the Ccntral American 
energy sector, which is trnnsforming from a stated controlled energy monopoly to a wholesale 
power market. 

iv. With the chnnge from a state-owned electricity sector to 3 privntised open market, there is no 
guarantee of improved access to energy. The inves~ment costs of grid exlerlsions by conventional 
menns arc prohibitive for dispersed ri~rnl populntions. 

v. In the transition to an open market, conditions will favour tllose privnte generators who ore able to 
put projects on-line lnoro rapidly and with lower initial investment costs (as is the caso for internal 
combustio~i dicsel and fuel oil generators). 

vi. In  some countries, the logal and institutio~ial frameworks to regulate private power inveslments are 
still in-progress. 

vii. At tlie decision making levcl, lliere is a limited interest on small-scale renewable energy projects. 
and this sort of projecls are noL integrated into the expansion plan of powcr capacity. 

Inforn~arional Barriers: 
viii. There is limited access to information on small-scale rcnewable energy technologies and project- 

cycle dcvelopmant. 
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ix, There is limited knowledge of pote~ltial niarlcets for small-scale renewnble cnergy, current existing 
needs for rural electrification, and the relative ability to pny of the (rural) energy end-users. 

x. Information on lessoiis learned and methodologies lo evaluate and monitor renewnblo energy 
experiences are not available in an acces!iible way. 

xi. Little exisling data on micro nnd small hydro resources, and small-scale wind power applications. 

Techniccrl Barriers: 
xii. Thc supply of small-scalc renewable cnergy technologies is still an emerging business in Central 

Amorica, and after sales and maintenance services are both costly and iiieffeclive. 
xiii. Tliere is a lnck of qual'ified human capncily to design, install, operate, manage and maintain small- 

scale renewable energy scliernos. 
xiv. Thero i s  a Incls of local skills and mnnufacturing facilities to product and maintain spare parts. 
xv. 111 some countries, even tliougli there are engineerindconsulting firms with adequate tcclinic~l 

bnckground, tliero is a l ~ c k  of experience in tlie developrne~lt of small-scale renewnble energy 
projects. 

Finnncial Barriers: 
xvi. Most of the fcw technology suppliers do not sec the potential of renewable energy. 11 is tlius no1 a 

major cornponont of their business activilies, they are extremely risk-averse, so they simply liave 
illsufficient marketing experience. 

xvii. 'The capacity of commercial financial institutions and local development banks LO evaluate small- 
scale, RE projects is lilnivd or 11011 existent, Non-reimbursable 'investments' are olten earmarked 
and 10 date very little hnve been earrnarked for regional off-grid r u r ~ l  electrification. - 

xviii. Thero is limited payment capacity in rural areas because of the high povcny level. Small-scale, 
renewable energy technology investments require high initial cost, which are not often feasible for 
low-income sectors or soclety. Credit nlone would not assure tlie access of cnergy services to tlie 
poorest scclors. 

xix. Traditional financing is not focused on small-scale renewable energy projecls. Even though 
dedicated financing is available in tlic region, it is urider-ntilised due to h e  lmck of experiencc in 
drawing up sound business plans and a lack of financinl ~neclianisms suitable for small-scale RE 
projects 

xx, There has been a trend among foreign donors to support some community groups and NGOs on n 
project basis, creating dependence that limirs the ability of these stakeholders to undertake fund 
raising in the long term. Tliareby reducing tlie sustainabiliry of the ilistitutionnl set-up required ro 
design, implerne~it, monitor and evaluate renewable energy projecu. 

 xi. Altlio~gli credit fncilities are available ill remote 1.~1ral areas tlirougli some NGOs with experience in 
"on-lending" micro-credit, their intermediation costs are veiy Iiigh (of tlie order of 10-1 5%). 

4. Expected Outcomes 

After two years it- is expected that the Initiative will liave produccd the following outcomcs: 
1. Replicable experiences of suatuinnble energy solutions created and dissemiri~ted by implementing 

eight domonstrntion projects in seven countries for produclive uses and to service off-grid 
communities with different renewnble alte~.nativcs. 

2. Innovative tinancial mochanlsms n~id the required procedures for making available inveslment 
capital establislied, as a result of the process of prcparirig thirteen projects in tlie form of business 

- plans. 
3. A training programme dcsigned and iinplemented with participation of local govenilnents, 

perlbrmod by local, regional and i~iternational consultants, wliicli could be replicable elsewhere. 



JI,:N. -!3'.99 (WED) 09:59 

4. Re~ionul organisations strengtl~cned and pote~itial new enterprises fostered through linkages 
creatcd between financiers, developers, engineering services, and regional tecllnology suppliers. 

5. Government oflicials nwarc of the benefits of ~rsing renewable energy and interested to integrate 
RE into na~ional development policios and plans. 

6. Stukel~alders capacitated, cncournging the development of Inore RE projects in the long term. 
7,  New investment funds mobilised toward this niarket niche. 



5. Activities nnd Financinl Inputs Hequircd 

On-the-job training wil l  be included to the extent possible LQ the main npproacl~ for liuman capacity 
building. Tlic above ~ne~i t io~ ied outcolnes will be ncliieved through rhe i~iiple~nentarion of  the Jollowi~ig 
activities: 

Activity I :  Replicnble Derr~on.vtrufion Projects 

Tlirough the implementation o f  eight demonstration prqjecta in the scven countries, smnll-scale RE 
projects wi l l  be vnlidated as ilnprovcd optiolls for satisfying energy needs with lower life-cycle costs, 
while promoting a grcater i~tilisatioli o f  the region's existing porential. In addition, the implementation 
process and filture replicalion of  these dcmonstration projects wil l  lead to tlie idenrificntio~i o f  kcy themes 
for tlie training progrnmmcs, and the idcn~jficatio~l of financing anti policy actions required to overcome 
the identified barriers. Project developers wi l l  i inpleme~~t these dcmonstration prqjects in order 10 validnte 
different technologies in each o f  the scven Ce~lrral Anierica~i countl.ies. Tlie dcmonstration projects 
include pllotovolt~ic modules for lighting, water pumping, water heaters and solar dryers, and micro- 
liydro power plants. Fensibilily sti~dies (Activity 2) include, i11 addition, wind and biolnnss to enerby 
technologies (eleclricity cogeneration from sugarcane bagasse, biogas (clectricity) in coffee processing 
fncilitics, and snwlnill power generation). 

The total cost of this nctivity is US$743,850. O f  I l l i s  total, GEI: is requested KO provide US$137,420. Tlie 
different Ce~itral American slalteliolders and selected project proponents conimit the additional fundirig 
for this activity, US%606,430. 

- 
Activiiy 2: Fec~sibility S~udies ofProjects to be Financed 

This activity together with Activity 1 will furnish tlie specific elemelits nceded in tlie claborntion o f  the 
agendo for [lie training progrnmmcs. Furthermore i t  wil l  contribute towards odapting loa~l  and 
investments conditions to specific prqiccr cha~~ncterisrics, nnd dcal in raising awareness on public policy 
and legislntion. Undertaking  lie selected lhirtccn detailed feasibility studies wil l  assist in identifying 
what i s  needed at lhe very early stnges of the project cycle (pre-investment). A very close worlcing 
relntionship wit11 potential tilin~iciers wil l  be fosrered from rlic outset o f  this activity. Through the carrying 
out o f  feasibility studios, and the drawing up of  business plans for tlie different projec~s, tlie lack o f  
capacity o f  thc reyionol stakel~olders for accessing tlio available financing wi l l  be addressed. 

The cosl ofthis activity i s  US$366,735. O f  this totnl, GEF is requested lo provide US$211,735. with local 
entrepreneurs nnd other stnkellolders contributing the difference of  US$155,000. 11 is esti~nated that n 
totnl capacity in tlie amount o f  9.7 MW (4.2 MW biornass, 3.0 MW wind and 2.5 M W  hydro) wil l  be 
installed. It is estimated that this enti~ils n total investment o f  USs14.3 millioli (US36.3  nill lion for 
bioinnss, USS3.6  nill lion for wind and USs4.4 million for Iiydro). Tlius a US$21 1.735 GEF contribution 
is expected to facilitate investments in the nmounl o f  US.Rl4.3 million. 

Activip 3: Strengthening Regionnl H ~ m ~ a n  and Jnstilutional Capaciry 

'The strengthening o f  the institutional capocity o f  emerging regionnl stakeholders tlial are working or are 
willing to insert renewables inlo their working agenda is liecessaly in order to overcome the identilied 
barriers. The approach wil l  consider the distinction between grid-connected and stand-alone systems in 
order to address the different ~iecds of tlie s~akeholdcrs. The Ini~iarive wil l  undertnke scven national - workshops, to onable stakcliolders to develop narional projects. These wil l  bring togetllcr government and 
~ ~ t i l i t y  officinls, NGOs, private entrepreneurs and firin~lcial institutions, as well as representatives o f  
international devclop~nent and co-operation agencies, consultnnrs mid technology suppliers. 
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Each workshop will include a review of basic concepts and "linnds-on" trni~ii~ig sessions, covering tlie 
followitig topics: 

round~able discussions to analyse tlie nation-specitjc institutional, inronnotional, financial and 
technical barriers that prevent or inhibit the adoption of small-scale renewable energy solutions; 
how to select the most appropriate technology for a specific energy need (interconnectcd and off- 
grid energy supply for productive uses); 
how to evaluale tlie potential of specific technologies (micro-hydro, photovoltaic, wind, 
biomass); 
hands-on practice in developilig A business plan for enterprise development and financing; and 
conclusions and the identification of ncxt steps to be taken. 

A minimum cash alnount of US$5,000 per country will be cost-shared From government agencics in tlie 
context of rheir rural davelopment and/or environinei~tal objectives. that will be used ro finance 
conference facilities, logistics, elc. ns well as in-kind contributions relrtted to the in-country workshops. 
'I'his acrivity cosrs US$213,635, lhus requiring US$178,635 GEF financitig in addition to US$35,000 
local cash contributions. 

Activiry 4: Fucilitarin~ Availabiliry and Acce,s,v lo Financing 

Thc nature and sequence of the previous activities are designed to establish - in parallel - u pipeline of RE 
projects into the investmen1 portfolio of interested financiers. Thc Initiative will coordinate tile 
participation of local banks and regional and foreign firianci~ig entities in technical meetings in order to 
introduce the project portfolio being developed by the lnitiative. By involviny "convcntional financiers" 
as weil as those with n lnora social orienlalio~l in the workshops, and by mobilising new donors or co- 

p funding resources, a set of financial options will be adapted to tlie needs of grid-connected and stand- 
alone proicct developers. 

Tlie cosr of undertaking this activity addressin& the problein of the limited availability of information and 
familiarity with financing is USS69,340. In the absence of GEF rcchnical assistance it is expected Illat 
such activities would not take place. 

Acriviry 5: Coordination for Disseminalion and Rcplicabilit~ 

Activiries 1 and 2 (Seasibility nudies. design and implementalion of demonstrarion projects) need to be 
closcly monitored and evalua~ed to ensure smooth and  efficicn~ operation and provide feedback Lo e~rl ier  
stngcs in the project cycle. The lnitiative will provide feedback to the different activities in the seven 
countries on thc findings resulting from various stages of project develop~nrnl. (implementation, 
feasibility, training and negoriurion) by means of a networking process. The Initiative will coordinate 
meetings, and facilitate tlie management and exclinngr of i~iformatio~i among tlie parlicipnnts in each 
country wlio are iiiteres~cd in espandiiig tlicir actions and working corlnections within the region. The 
crealion of linkages between the diffurent stakcllolders will be pursr~cd with the help of wrirren materials 
(letters of inquiry, technical infor~nation about technologies, energy and envirotllnent reports, and specific 
assessments), modern co~nm~~nicatio~is (Tax, Interncr), by training sessions and negotiation meetings. A 
bi-monthly two-page newsletter in Spanish will also be published alid distributed. 

These activities w o ~ ~ l d  not be carried out without CEF teclinical assistancc and tlierrrore co~isidcrud 
incremental costs. Calculated costs are US$65.735 being rcquired from GEF. 

Acriviry 6: bltegmting Renewable Energy into Regio~lal Po l i~v  - 
Willi the approval o.f the Initiative and its in-country projects by tlie GEF-Operational Focal Poitits at the 
government levels a start has bee11 ~nade with this activity. With regard to tlie rcquired appropriation, the 
design of this activity embraces the flow of information and policy maker participatio~i in on-going 
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activiiios, and will be focusseQ on ministries, national energy authorilias, relevn~lt governrne~ft officers 
atid legislative energy commissions. A permancnt roster of the main co~itacls will be available from the 
regional coordinator. Activity 6 will endeavour lo demonstrate the benefits of a regional trend to foster 
and develop renewable onergy in  tlie following aspects: 
0 social (integrate isolaled co~nmi~nities by accessing sustainable energy services), 

econornic (reduce fossil fuel imports, pso~nota public invesrmenl, increasc rural produc~ion/economic 
growth ), and 

r environriiental (sustainable use of local resources, r e d ~ ~ c e  local pollution, contribute to lessening 
global wanning, preserve forest resources, ctc.). 

It is illtended to capture rhe interest and support of key decision-makers, in order to foster the binding or 
locnl and regional policies through consultarion and meetings with local yovernrncnts and other 
authorities. Rackground papers to facilila~e tliese discussions will be prepared as appro;riate. 

In the absence of GEF assistance, it in expected that this activity woi~ld not take place, thus thc estiinnted 
cost of USS62,135 is considered as tlie GEF contribution. 

6. Sustninnbility of the Initiative 

The long-tcrm sustninability of tlie project will be onhanced through: 
i. the activities related to changes in public policy and spending, resulting in a more ravourable 

governmental context for small-scnle renewable energy development 
ii.  facilitating availability and access lo financing 

.- iii. increased hulnn~i and institutionnl capacity for dcsign, devolopment, iniplcmentntion, monitoring and 
evaluation of renewable cnergy pprqjecrs 

iv. dissemination of l l ~ e  "hands-on" training experie~ice and the know-how of RE project development 
v. regional linkages/networks, with the strong commitnie~it of developers, orpnisations and 

communities involved in tlic selected projects, as wcll as tlie support of thc Central American 
Cotn~nissioo for Environment and Development (CCAD) 

vi. n gradual reduction of t o t ~ l  investment cosu of future small-scale renewable cnergy projecrs as 
eco~io~nics 01 scale are achieved in combination with improved supply infrastructure 

Ono of the main rislcs of tlie Initiative lies in the possibility of not obtainilig sufficient commitnient at the 
government level in the different cou~itries. The I~iitiaiive will fscilihte discussions with  he relevant 
public institutions sucli as ministries of energy and environnienr, energy commissions, and will foster 
public involveme~it in activities designed to overcolne existing financial barriers and promote tlie 
refoniiularion of pertinent national policies. 

There is also a risk associated with thc fact that rhe results of some of the fe~sibility stlldies to be carried 
out could sliow that eelecred projects are not either technically or financially feasible. This risk has been 
mitigated through cnreful selection of 13 projecw ro be dcvcloped for follow-up financing from a list of 
over 100 submitted pro.jccl pi-ofiles. In addition tlie selccred projects have already substnnlial local 
financial resourccs allocnted for co-financing by project promoters aiidlor entrepreneurs, wliicli is a 
strong indication of financial feasibility of tho selected projects, 

- Anotlior risk is associated with the levol of environmental awareness of local investors and engineering 
firms, and Ibuir limited oxpertirje in inserring renewable energy developmelit into daily operations and 
decision-making processes. This risk will be mitigated through the dissemination of relevant infonnation 
rhrough workshops and a bi-monrhly newsletter. 
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8. Stalceholdcr lnvolvcment Plnn 

Srakcholder Identifintion 
BUN-CA ide~itificd a series of key pnrticipants among UNDP country ofiices, GEF operational focnl 
poi~~ts,  govurnlnent agencies (at national and municipal levels), financial institutions and development 
agencies, utilities, NGOs, private entrepreneurs. rcchnology suppliers, and energy end-users during tile 
implementation of tlie PDF-A. Tliese stakeholders are already involved and interested in the development 
of small-scale interconnected and ofr-grid rural renewable energy projec~s. The networking process, 
ensuring the effective involveme~lt o r  the d i tkren~ stakeliolders and in  accordance with the activities 
described above, lins tlius alrendy been initiated. 

Information, Dissemination and Con.rulrorion 
The slructure of the Initintivc addresses the dissemi~lation of lessons leanled, inrormation and experience 
gained. The dissemination effort will be implcrne~ited by means of workshops, the pirblication of abi- 
monthly ncwsletter and specific technical reports and handouts. Seven nalional worksl~ops will be held 
with a multisecloral represuntation o r  Lhe above-mentioned sralceholders and an ongoins consullation 
procoss with local groups. 

Social and Puriiciparion Issues 
By ensuring true co~nmuniry ernpowerme~it by addressing training and education, and increased income 
gener~tion and incentives to pro&ote cash savings it is expected that the irnplemenratio~i and rcplication 
oT3clivities will have an impact on tlic region. - 
9. Incremental Cost M~ttrix and Incrementril Cost Analysis 

The goal sought by this Initiative is to strengthen tlie regional capacity in sevcn Central Amel-ican 
colrntries to foster tlie regional development of sinall scale RE technologies by removing informational, 
institutional capacity, rechnicnl and financial barriers. 

The lack of an integrated regional approach to ovcrcorne these b~rriers impedes the sustainablc 
development o r  the ilidiganous I-enewable energy sources and limits the access to existing sources of 
co~iventionnl nlid noii-convenrionnl financing ill the national, regionnl and international markets. Tlie 
project costs to GEF include the costs o r  developing a regional training progranime, enhance a favourable 
finnticial and policy context for RE development and funding tlie incremenlal costs of selected projects to 
validate at tlie regional level the use o f  alternative energy sources. 

Jn a business-as-usilal scenario, there will remnin a lack of regional human and institutional capacity. Due 
to tlie high trn~isnclion costs involved, no single government or any other regional organization has thus 
far taken tlie initiative of establishing an in~egral and regiorial system for rhe pro~notion of sustainable, 
small-scale renewable energy sources. The baseline is defined by the lack of effective links betwcen 
pro.ject developers or end-users wit11 suppliers o r  teclinology, consulting firms, and financial institutions 
on renewable energy. There is also a lack of knowledge and dissemination of some successful small-scalc 
renewable energy projects already execuled througl~out Central America. 

Six activities have boon designed to remove institutional, informational, technical and fina~icial barriers 
that hamper the development of small-scale RE applications. In summary tile Initiative takes on tlie role 
of a much needed RE developlnent broker between end-users, tjnanciers and RE technology providers. In 

- addition it targcts activities to improve the policy context in wliicli tliis brokering is taking place. Capacity 
is being built to lake up this broker role after the Initiative lias ended. All o r  tlie incremental costs 
requested are related to the costs of removing the barriers identified. Tlie incremental costs of each 
activity are briefly summnrised in tlie following matrix: 
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The matrix shows that an investnlent of US$750,000 (MSP+13DF) in barrier-ranoving activities will 
produce, in addition to other domestic bentlib, global benefits of about 90,000 tons of CO, in tllc short 
term, inlplying an initial cost ratio of US$8.33 per ton of CO,. Over time this ratio is expected to 
decrease as new renewnble energy projects continue to emerge as a result of this regional initiative. 

10. Budget by Input 
Tnbls 7 shows the proposed budget for the complrtion of this proposed Initiative within a period of 2 
years. 

A decreasing trend in C02 
cinissions in Cenrral 
America (90,000 long) 
Barriers removed to 
institutional cap~city and 
financing 
Greater acczsr lo energy 
services for populadon 
Jmponant savings in local 
public finances 
US$725,000 GEF 

Tnble 7: B u d ~ e t  in US$ 
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due to b e  new 1U powel- 
generation 
Gradual substitution of 
fossil-fuel power 
generation 
A greater and potentially 
growing encrgy supply 
Low long-term cost for 
energy from local ~ourco 
'US.C,1,521,430 
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Pcrsonnel: Regional consultants 
Subcontracts: 
Rr~ional/International 
Training 
Ecll~i~nlent 

(Y) 1 llcse are comin~lled "IP Cash" lunds from reg~onal slnkeholdcrs cngagcd during Ihc PDF-A t~ctivil~es. .... -. 

11. Project Implementntion Plan 

187,025 
220,400 

122,500 
77.685 

The project will be nationally exccuted (NEX), but will have 3 regional coverage as activities are 
concerned. CCAD (Central American Comnlission on Enviromenl and Development), that represents 
the Ministries of Environment of the seven Centrnl American countries, has endorsed the project as well 
as the GEF focal points of the individual co~tnt~ics in which project execution will take place. 

Miscellaneous 
Project Support Services (3 %) 

A prograrnmc inanagcment unit (PMU) will bc set up lo manage the implementation process and provide 
technical inputs related to the implementation of the proposed activities. The PMU will be located in 
Costa Ricn and work closely with the Costa Rican UNDP office for administration of the project as well - as with local UNDP represenlation in the other six counlrics for implementation of the work plan, 
including the 21 individual projects. A close working relationship between the UNDP office in Costa 
Rica and the other UNDP offices in the other six countries will be fostered, such that the administrative 

155,000 (9) 

35,000 
606.430 ( 0 )  

187.025 
375,400 

157,500 
684.1 15 

34,890 
22,500 

. . ... . . . -  . - . . . .  . ~. ~ - -  

34,890 
22,500 

ProJect tntd: 750,000 706,430 1,546,430 


