DRAFT

Mobilising finance: Introduction and background

This document provides background information for Item 5: Mobilising finance. 

1. 
Financing flows and innovative mechanisms 

The PPC Secretariat, with the financial support of the UK, has commissioned Triple Line Consulting to undertake a study to analyse current financing flows and mechanisms in the EECCA region and SE Europe.  The results of the study will be used to produce a web-based guide that will be available on the PPC website in English and Russian.  

A summary will be presented to EAP Task Force and PPC members during the meeting that will include: 

· Current finance flows – an estimate of the overall level of finance available from donor governments for environmental investments, broken down by sector.  In addition, an overview of key recent shifts and trends governing the allocation of such finance will be provided.  

· Financing agencies – an overview of both bilateral and multilateral agencies providing finance for environmental investments.  This will include Ministries of Environment, Ministry of Finance, Ministries of Foreign Affairs and International Cooperation, foundations and multilateral corporations, multilateral financing mechanisms and NGOs.  [Note: the web-based guide will include additional information on procedures for allocating such funds and, where appropriate, contact points].

· Specific programmes or mechanisms – an overview of specific programmes or mechanisms that can be accessed directly by project proponents (such as Public Private Infrastructure Advisory Facility, Global Environment Fund, Balkan Infrastructure Development Facility).  [Note: the web-based guide will include additional information on level of funding, eligibility criteria, criteria for selection, application procedures, contact details, web addresses, etc.].
· Environmental finance initiatives – an overview of environmental finance initiatives active in the EECCA region and SE Europe, such as DABLAS, NDEP and the EUWI. [Note: the web-based guide will also include details of other relevant sources of information, including RECs, EAP Task Force, etc.].
Discussion points:

1. Do you agree with the estimates of the level of financial flows, and the shifts and trends identified? 

2. Are there any other key actors or initiatives that have not been identified? 

3. What is your experience of the mechanisms identified and what are the key factors for success or failure? 

4. What additional information should be presented in the web-based guide? 

5. Is there any need to reflect any of these findings in the work programmes of the EAP Task Force and/or the PPC?

2. 
Opportunities and constraints to mobilising finance 

Three break-out sessions will be organised with reports back to the plenary session. Each session will start with a presentation, followed by an open group discussion. A facilitator and a rapporteur will be appointed for each group. 

Each session will highlight a specific sector where the PPC and/or the EAP Task Force are currently working. The sectors have been chosen because the work is at a stage where it is appropriate to:

(a) provide feedback to EAP Task Force and PPC members regarding specific lessons learned and progress made; and/or

(b) solicit input from the members to guide the EAP TF Secretariat and/or the PPC (and its partners) regarding future work and outputs.  

To prepare for these sessions, the remainder of this section provides an overview of the specific objectives, structure and suggested discussion points. More detailed preparatory material can be found in the Annexes attached to this document.  

2.1 
Session 1: Water supply and sanitation 

Objectives 

· To ensure that the conclusions and recommendations of the EU Water Initiative (EUWI) Finance working group (FWG) accurately reflect the situation in the EECCA region; and 

· To identify any specific follow-up actions for the EAP TF and the PPC in order to ensure that the needs of the EECCA region are reflected in future work of the EUWI FWG. 

Structure 

The UK DFID coordinator of the EUWI Finance working group (FWG) will start the session by making a presentation summarising the contents of the FWG report, due to be completed in draft form by the end of September 2004. Both the EAP TF and the PPC are represented in the FWG. 

This report is expected to focus on specific lessons learned and successful financial instruments used in the water sector. It is also expected to recommend innovative measures to increase the level of finance available for the sector. 

The PPC and the EAP TF Finance and Water groups will kick-start discussions by providing feedback arising from their own work programmes.  

The discussion will then be opened to the floor. 

Discussion points 

JD - Please identify 4 or 5 discussion points  

For background to the EUWI and the FWG see Annex A. 
2.2
Session 2: Climate change

Objectives 

· To identify key policy and project level barriers to the development of CDM projects in the EECCA region, with a particular focus on the Caucasus and Central Asia; and

· To identify any actions that should be reflected in the work programmes of the PPC and/or EAP Task Force in order to address such barriers. 

Structure 

The PPC Officer responsible for climate change issues will start the session by providing an overview of the lessons learned from the PPC CDM project support facility. 

This project support facility assessed the potential for CDM projects in the Caucasus and Central Asia, and identified specific CDM project leads. The following sectors were examined: oil and gas sector, electricity production and transmission, district heating, renewable energy, industry and other end-use sectors, and waste management. 

The EAP TF policy group will kick-start discussions by providing feedback from their own work programme. 

The discussion will then be opened to the floor. 

Discussion points 

1. Certified emission reduction from CDM projects will most likely have a sales value in the EU as of 1 January 2005.  What are the best options for creating awareness about this market potential amongst industrialist, project developers and banks?

2. CDM development costs using western consultancy services range from EUR 40,000 – 100,000, and are often too high for a commercial investor to shoulder upfront.  Can such costs and associated risks be shared? 

3. To become a Validator accredited by the CDM Executive Board is an expensive exercise.  How can interested parties from the region start to play a Validation role in the CDM?

4. Should a donor for a CDM Project Design Document and its Validation also be the first one entitled to the Carbon Credits of the CDM project for which it granted the CDM studies?

5. A CDM project should be in line with the sustainable development criteria of a country.  Are these policies and criteria known to investors?

6. Often the credit rating of local parties will be too low for most western companies to enter directly into a long term Emission Reduction Purchase Agreement (ERPA), and long term agreements are conditional for financing of the CDM project by the banks.  Is there a rationale for a regional CDM credit enhancement facility?

For background to CDM projects and the PPC CDM project support facility see Annex B.

Note: A CDM workshop will be held in Tbilisi, parallel to the Joint EAP TF/PPC meeting, for investors, developers, financial institutions and interested governmental representatives.   

2.3
Session 3: Biodiversity

Objectives

· To provide feedback on the proposed mechanism for providing technical assistance for biodiversity projects; and 

· To identify any actions that should be reflected in the work programmes of the PPC and/or EAP Task Force in order to further develop the biodiversity mechanism. 

Structure 

The PPC Officer/Environmental Specialist working on biodiversity issues will start the session by providing an overview of the work of the Biodiversity Financing Working Group. In particular he will focus on plans for a Biodiversity Financing Facility, which is currently being planned. 

The EAP TF policy group will kick-start discussions by providing feedback on the planned facility using experience from their own work programme.

The discussion will then be opened to the floor. 

Discussion points 

1.
Does the proposed Technical Assistance facility (structure, management and operations) make sense to you? What are your comments?
2.
What funding sources could sustain such a facility?

3.
How could support for biodiversity investment from commercial and industrial sectors be promoted? What incentives could state actors provide?

4.
How do you assess the investment potential in bankable pro-biodiversity projects in EECCA countries?

5.
Could a Biodiversity Financing Facility be self-sustaining?
For background to the Biodiversity Financing Working Group and Facility see Annex C.

3.
Specific financing gaps in PPC projects

The final part of Item 5 will examine specific financing gaps in two of the geographical areas where the PPC is currently most active: Russia; and Central Asia, Caucasus and Moldova. In both cases, the PPC is working in partnership with other financing initiatives: the Northern Dimension Environment Partnership in Russia; and the EBRD’s Early Transition Country Initiative Central Asia, Caucasus and Moldova. 

In each case the presentation will be divided into three: 

· Current status of investments and challenges – a brief overview of the key lessons learned and key barriers to increased investment; 

· Partnership with other initiatives – a brief overview of how the PPC and the other initiative are working in partnership; 

· Plans for the future and project pipeline – a brief overview of future plans to facilitate the mobilisation of investments, and an introduction to the current project pipeline with specific financing gaps. 

3.1
Russia 

Current status of investments, and challenges  

The PPC is working closely with the EBRD to prepare and implement a large pipeline of investment projects in Russia, as reported during Item 4 of the meeting. 
Based on project implementation experience of these ongoing projects, the key lessons learned are provided in Box 1.

Box 1: Lessons learned 

Project coordination and stability - The time to implement projects from pre-planning to implementation is very long in Russia, especially in municipal infrastructure projects. Factors that prolong implementation include unstable financial and regulatory framework, complex contract structures and weak legal framework.

Regulatory and institutional framework - Rapidly changing legislation and regulations pose a challenge for any project. In Russia the legislative framework and regulations have improved significantly over the past years. However, there are still many regulations that are unclear, changing or conflicting and challenge the implementation of the project. Additionally, changes within governmental institutions and reorganisations of responsibilities in governmental and municipal organisations tend to slow down progress.
Conflict of interest - Most projects involve a number of partners, including financiers, investors and donors as well as local utilities, local administration, regional administration and ministries. Although all parties may agree upon completing the project, the policies and interests of the participators differ and are potentially a source of conflict both during preparation of the project, and during the implementation phase.

Unrealistic expectations - If the project plan is not thoroughly prepared the expectations of the parties involved can easily be diminished during the implementation stage of the project. It is vital to spend enough time and resources at the preparatory stage, to make sure that the project is both financially and technically viable.

Resources - As in any project, sufficient and skilled resources to carry out the tasks of the project are vital to success.

Partnership with the NDEP 

In North-West Russia the PPC works in partnership with the Northern Dimension Environment Partnership (NDEP). The NDEP provides both investment and technical assistance (TA) grants, while the PPC (Finland) provides a PPC Officer (Lena Sjöblom) who works to accelerate project preparation and implementation. 

At the end of 2003 a total of seven environmental investment projects in key cities of NW Russia were approved for co-financing from the NDEP Support Fund. These are priority projects that the NDEP was able to move forward through the provision of small amounts of TA and investment grant co-financing. The NDEP Fund has committed €38.55 million in support of these projects. The investment leverage effect of these TA and co-financing grants has been considerable. A total of €821 million in investment capital has been mobilised, of which €446 million has been provided by international financial institutions (IFIs).

The projects cover the geographical scope of NW Russia, from Kaliningrad to Murmansk, Archangelsk and Komi Republic. Most of the projects are in the public sector. For environmental projects in water, waste management and energy efficiency the local sponsors are typically municipalities or Oblast administrations.

Table 1: Approved NDEP supported projects (in € millions)

	Name of project
	Beneficiary
	IFI
	Project cost
	IFI loans
	Investment grant
	TA grant

	St. Petersburg South-West wastewater treatment plant
	St. Petersburg Vodocanal
	NIB
	188.7
	105.5
	5.80
	0.00

	St. Petersburg Flood Protection Barrier
	Gosstroi – check with Lena 
	EBRD
	469.9
	265.7
	0.00
	1.00

	St. Petersburg Northern Wastewater Treatment Plant Incinerator
	St. Petersburg Vodocanal
	EBRD
	90.35
	32.80
	6.00
	0.35

	Municipal Environment Investment Programme in Leningrad Oblast, Phase I
	Cities of Gatchina, Kirovsk, Pikalevo and Tikhvin 
	NIB
	20.00
	5.25
	4.00
	 0.00

	Komi Municipal Services Improvement Programme
	Cities of Syktyvkar and Vorkuta
	EBRD
	31.80
	15.00
	5.00
	0.90

	Kaliningrad District Heating Renovation and Reform
	City of Kaliningrad
	EBRD
	20.80
	12.00
	6.50
	0.80

	Archangelsk Municipal Water Services Project
	Archangelsk Vodocanal
	EBRD
	25.30
	10.00
	7.30
	0.9

	Total
	
	
	846.85
	445.25
	34.6
	3.95


Plans for the future and the project pipeline 

The PPC is now working with the NDEP to increase the level of financing that is available for financing of investment projects in NW Russia. A more detailed introduction to the NDEP and a project pipeline summary are provided in Annex D. 

Discussion points 

1. What action should the PPC take to support the NDEP pipeline and other projects in North-West Russia? 

2. How should this be reflected in the work programmes of the PPC and EAP TF?

3.1
Central Asia, Caucasus and Moldova
Current status of investments, and challenges 

To date the PPC has not had a significant pipeline of investment projects in Central Asia, the Caucasus or Moldova.  The investment climate in these countries is complicated by two fundamental issues: 

Weak institutions – most of these countries have only recently embarked on local government reform.  They tend to have centralised political and economic structures, which often leads to a lack of budgetary transparency and this limits creditworthiness at a local level.  Furthermore, country level borrowing limits established by the IMF limit all but concessional borrowing.  The utility and local authorities also often have limited capacity for project preparation and require significant support to manage international standard tendering and procurement. 

Affordability – In most cases municipal environmental services are significantly subsidised; however such subsidies are rarely transparent, and do not target the poor.  There is a real need to reform the tariff and the subsidy structures, so as to ensure (a) services are sustainable and operating on a cost-recovery basis; and (b) services are provided to all, particularly the poor. 

Partnership with the EBRD’s Early Transition Country (ETC) Initiative  

The EBRD’s ETC initiative covers all areas of the Bank’s business and focuses on seven countries which have been identified as being in early transition.  The countries are: Armenia, Azerbaijan, Georgia, Kyrgyz Republic, Moldova, Tajikistan and Uzbekistan.  An overview of the initiative is provided in Annex E. 

Within the field of environmental infrastructure, the EBRD intends to focus on small projects designed to accommodate the affordability constraints of resident populations, and the creditworthiness and institutional constraints of city governments in the ETC.  Implementation of municipal projects is expected to be TA- and grant-intensive.  The EBRD envisages three projects as being feasible over the next 12 to 18 months.  Total TA requirements are expected to be in the order of €2.7 million, and possibly more if project identification assistance is provided.  Investment co-financing grants needed to address affordability constraints in the order of €3 to 6 million have been identified.  Such grant co-financing would also be required to bring EBRD municipal operations in line with concessional lending rules of the IMF, which apply to most ETC countries.

This project model – small loan investments blended with grant investment co-finance – is based on a model developed by the EBRD, in partnership with the PPC, in Khujand, Tajikistan.  A PPC Officer was involved in the design and structuring of the project and provided specific public finance expertise.  In addition, the PPC network was instrumental in raising the grant investment co-finance and TA funds required to get the project to implementation. 

Plans for the future and the project pipeline 

The PPC is continuing to work directly with the EBRD to mobilise additional funds, but also to actively support the development of projects in the ETC region, which requires significant resources and expertise.  The exploratory project pipeline summary is provided in Annex E. 

Discussion points 

1. What action should the PPC take to support the ETC initiative and other projects in the countries included in the ETC group? 

2. How should this be reflected in the work programmes of the PPC and EAP TF?

Annex A 

The EU Water Initiative and the Finance Working Group

The European Union Water Initiative (EUWI) was launched at the World Summit on Sustainable Development (WSSD) in Johannesburg, September 2002. The Presidents of South Africa, Nigeria, the European Council, and the European Commission signed a declaration of strategic partnership between Africa and the EU. The purpose of the EUWI is to make a more effective joint (Africa - EU) contribution to the Plan of Implementation agreed at the WSSD and the achievement of the water and sanitation related Millennium Development Goals (MDG).


The UK Department for International Development (DFID) is chairing the Finance
Working Group (FWG) of the EUWI.  The aim of the FWG is to:

· provide practical guidance to the EUWI on issues of water financing, and 
take forward the international consensus on how best to use Overseas Development Assistance (ODA) financing for water to help meet the MDGs, to provide information for the Regional Components of the EUWI to develop effective and practical financial implementation processes.

The goal of the Second Work Programme of the FWG is to perform a demand-side assessment of how funding and finance for water and sanitation can be accessed, through local studies and existing experiences of FWG members, in order to review financial mechanisms, which have been a success or a failure at:

· increasing access to the poor, and 

· meeting the needs of the poor, and doing so 

· in a sustainable manner and 

· in an affordable manner (considering affordability for individuals, water utilities, municipalities, the sector and country budgets).

This goal will be achieved by assessing financial mechanisms currently in use in the developing world.  In making such an assessment, the FWG will:

· identify successful financial mechanisms in order to understand what makes such mechanisms work, how they meet the above goal and how to broaden their reach;  


· identify financial mechanisms that do not work, to understand the assumptions and restrictions that result in such failures and the blockages (at any level, from local to national to international) that impede such mechanisms;

· obtain input from, and coordinate with, African Ministerial Conference on Water (AMCOW) and other local government and civil society representatives to inform this assessment process;

· obtain input from, and coordinate with, the regional working groups of the EUWI to inform this assessment process;

· take into account existing studies, in particular the Camdessus Report and the World Bank reviews of financing in the water sector.  The FWG is fortunate to have members who were intimately involved in the production of the Camdessus Report, the World Bank reports and other such studies which will facilitate the use of this information in its deliberations;

· propose practical and action oriented changes to existing financial mechanisms in order better to meet the above goal;

· propose new financial mechanisms if needed to achieve the above goal;


· provide advice and support to the EC on the Africa, the Caribbean and the Pacific (ACP) – EU Water Facility and to the regional working groups of the EUWI, as requested.

Annex B 

CDM projects and the PPC CDM project support facility

Introduction to CDM projects

The Kyoto Protocol (KP) sets binding targets on industrialized countries for the reduction of greenhouse gas emissions. The KP has created mechanisms to trade project–based carbon credits, amongst others the Clean Development Mechanism (CDM). The units of trade within the CDM are Certified Emission Reductions (CERs)

A brief CDM glossary is provided in Box 1. 

Box 1: CDM glossary

CDM Executive Board: A board that supervises the Clean Development Mechanism with the powers to register an emission reduction project, giving it the right to sell Certified Emission Reductions generated by the project. 

Validator: An independent party, accredited by the CDM Executive Board, that verifies the Project Design Document (PDD) and the emission reduction monitoring reports.

CER: The Certified Emission Reductions are the unit of trade under the CDM. 1 CER = 1 ton of CO2-equivalents. 

PDD: Project Design Document is the so-called baseline study.  This study outlines the projects and identifies the level of greenhouse gas emissions avoided by the project implementation, compared with the baseline (i.e if the project were not implemented). 

Role of the EBRD 

The emerging carbon credit market fits well with the EBRD’s environmental mandate and transition impact.  The potential benefits of this market for the EBRD are:

· using the additional revenue from selling carbon credits to finance more, and/or more risky “climate-friendly” projects, such as energy efficiency, renewable energy, fuel switching, landfill and biogas (waste water), etc.;

· assisting with the development in its countries of operations of such market based mechanisms for environmental protection and transition.

PPC CDM project support facility  

Through the PPC, and with the financial support of the Dutch Environment Co-operation Fund, the EBRD has explored the potential for CDM in its non-Annex-I countries of operations in the Caucasus and Central Asia.  These include Armenia, Azerbaijan, Georgia, Kazakhstan, the Kyrgyz Republic, Tajikistan, Turkmenistan and Uzbekistan. 

The exercise consisted of:

· an assessment of the potential for CDM projects at country level;

· the identification of CDM project leads for financing by the EBRD and carbon credit sales.

One of the CDM project leads identified would receive technical assistance for the development of the Project Design Document (PDD) and its subsequent validation and registration with the CDM Executive Board. 

The emission reduction project subsequently selected concerns two mini-hydro projects in Armenia.  This project was chosen because mini-hydro projects offer good emission reduction potential in most of the countries. 

Country level assessment of CDM potential

The eight countries assessed were ranked on the basis of five main criteria:

1. 
technical and economic potential for GHG emission reduction projects;

2. 
capacity of the host country to process CER deals;

3. 
general investment climate;

4. 
current activities and strategic interest of EBRD in the country;

5. 
available CDM project pipeline and project leads.

Kazakhstan provides the largest country-level potential for CDM.  This is mainly the result of the size of the economy and the level of investments in combination with a relatively good CDM infrastructure.  It is not yet clear, however, whether the country is eligible for CDM or Joint Implementation projects.  In second place, Armenia compensates for the small size of its economy with a strong CDM infrastructure, a wide range of potential CDM projects and a clear EBRD interest.  A close third are Georgia, Azerbaijan and Uzbekistan. Azerbaijan scores well on the economic criteria, while Uzbekistan has the largest economy of the three. Georgia scores lower than Armenia because potential CDM projects are not developed as far.  The market conditions in the other countries are, for several reasons, less favourable. 

Identification of CDM project leads

An inventory was made of CDM project leads which are substantial in terms of investment volume and generated carbon credits, and which are potentially bankable for the EBRD.

The identified project leads are found mainly in the following sectors: thermal power production, associated gas recovery and use from coal mines and oil exploitation, renewable energy (mainly wind and hydro, including small-scale), and landfill gas capture and use.  The projects are at different stages of development and the quality of the available project data varies.  The World Bank’s Prototype Carbon Fund (PCF) is currently developing two CDM projects in Uzbekistan with EBRD involvement.

The total amount of Certified Emission Reduction Units (CER) which can be produced by the projects in the inventory is about 6 million tCO2eq annually, corresponding to 35 million tCO2eq over the total crediting period until the year 2012. Several of these projects could be replicated at other locations.  The total investment volume of these projects amounts to about € 700 million; the potential value of the carbon credits to about € 70 to 175 million at a carbon credits price of € 2 to 5/tCO2eq.

The fact-finding exercise focused its attentions particularly on the two countries that ranked highest in the country level assessment, Kazakhstan and Armenia.  As a result, a greater number of projects were identified in these countries, although interesting project leads can also been found in the other countries.

It should be noted that the survey was limited in time and was based primarily on readily available information from project developers, EBRD Regional Offices, and national governments.  It is very likely that more project leads are available.

Conclusions and recommendations

The carbon credit market can support the implementation of projects in the Caucasus

and Central Asia under the EBRD’s environmental and transition impact mandate.

Considering the current availability and quality of CDM project leads in combination with the current country-specific conditions for carbon transactions, it is likely that in a business-as-usual scenario a few million tCO2eq could be transacted. This corresponds to a market value of € 5 to 20 million at current market prices of €2 to 5.  This is very small compared to the expected global carbon market (about 78 million tCO2eq traded in 2003, expected to double in 2004).

The implementation of CDM will, therefore, need to significantly speed up in the coming years in several countries in the region to achieve a substantial supply of CER in relation to the global CDM market (20 to 50 million tCO2eq at € 40 to 250 million). 

The following actions are needed to build a healthy pipeline of CDM projects: 

1. Projects that reduce GHG emissions often are not developed as CDM project for the following reasons: lack of awareness, lack of up-front financing to cover the transaction costs, and lack of CDM expertise.  These barriers should be addressed by targeted project specific support, in the form of financial and technical assistance to CDM project development, including PDD development. A CDM project support facility could address these issues.

2. Host countries have to approve all carbon transactions.  Clear CDM policies and infrastructure at the governmental level will help to reduce the market risk to carbon transactions for both investors in CDM projects and the buyers of the Certified Emission Reductions.

3. IFIs should increase awareness amongst their bankers about the CDM market as a potential to improve the bankability of emission reduction projects.

Annex C


Biodiversity Financing Working Group and Facility

Introduction to banking, business and biodiversity

The global context 

Since its third meeting, the Conference of the Parties to the Convention on Biological Diversity (CBD) has repeatedly expressed its interest in advancing the involvement of the private sector in the Convention process. 

Broadly speaking, over 50 decisions adopted by the Conference of the Parties to date contain explicit provisions that are related to the private sector, and the number of relevant decisions has increased dramatically over time.  

The existing decisions have identified several ways and means to work with the private sector.  The general approach is to facilitate and support a responsible private sector, consult, promote awareness, and develop partnership with the private sector, and action has been identified from various perspectives.  

The European context 

In 1993 the Environmental Action Programme for Central and Eastern Europe (EAP) was endorsed by the Ministerial Conference in Lucerne under the “Environment for Europe” process.  It identifies environmental investments as a key priority, along with policy reform and institutional strengthening, for improving environmental protection in the region.  The 1995 Ministerial Conference “Environment for Europe” held in Sofia endorsed the Pan-European Biological and Landscape Diversity Strategy and reaffirmed the importance of enhanced financing for environmental protection activities in the region.  Financing was also one of the key discussion topics under the agenda of the 4th and 5th Ministerial Conferences in Aarhus (1998) and Kiev (2003). 

The overall objective, as agreed to by the European Ministers of Environment and Heads of Delegations of the States participating in the Environment for Europe/Pan European Biological Landscape Diversity Strategy (PEBLDS) process, is to halt the loss of biodiversity at all levels by the year 2010.  

According to the Kiev Resolution on Biodiversity (2003), the specific objective of the Resolution on Financing Biodiversity is that:

“by 2008 there will be substantially increased public and private financial investments in integrated biodiversity activities in Europe, via partnerships with the finance and business sectors, that have resulted in new investment opportunities and facilities as outlined by the European Biodiversity Resourcing Initiative (EBRI), taking into account the special needs of the countries of Central and Eastern Europe, Caucasus and Central Asia.”

Business and biodiversity

All companies can have an impact on biodiversity in the course of their business.  This may be because they use natural resources, produce or consume products, own or manage areas of land, emit pollution or finance other activities which impact upon biodiversity.

Activities detrimental to biodiversity include: 

· Over-harvesting of species or use of products from species which are over-harvested;

· planting or accidentally introducing exotic, non-native species on land-holdings, so displacing native species;

· over-use of water depriving local ecosystems;

· release of effluents or air emissions which damage biodiversity;

· unsustainable industrial agriculture;

· building, development or sudden changes in land use which destroy or fragment biodiversity-rich habitats or reduce the variety of local species.

Activities which can have a positive impact on biodiversity include:

· managing landholdings in a way which is sensitive to biodiversity;

· sourcing supplies from sustainable sources;

· releasing of employees to work on local biodiversity conservation projects;

· influencing stakeholders, such as suppliers, customers or employees, to consider biodiversity;

· putting financial support into biodiversity conservation projects.

Thus, there is a multiplicity of ways in which business can impact upon biodiversity during the course of normal business.  There are, however, also ways in which business can take advantage of biodiversity to develop new business opportunities.  Examples include the development of eco-tourism, the commercialisation of medicinal plants, the development of specialised food products from rare species, organic farming or the sustainable management and harvesting of particular forest species.

The Facility 

It is proposed that a Biodiversity Financing Facility be established to provide financial support to existing enterprises or new ventures who are seeking to:

a. reduce or eliminate negative impacts on biodiversity stemming from current business activities;

b. implement a project which will enhance biodiversity within the framework of existing business activities;

c. create a new business which results in the protection or enhancement of biodiversity.

It would be ideally demand driven, providing support to a wide range of enterprises.  

The model shown in Figure C1 emerged following the initial meetings of the Task Force on Banking, Business and Biodiversity.  It includes two TA components (a Technical Assistance Facility and a Project Implementation Support Unit) and a financing mechanism able to provide a range of different products (debt, guarantees, equity).  

Projects would be identified and pass through the Project Development Unit to be tested against defined eligibility criteria and to bring the project up to an acceptable bankable standard.  Successful projects would pass directly to the financing committee for a financing decision or to the Project Development Unit for further development.  Others may require the assistance of the Project Development Unit to bring their project up to an acceptable, bankable standard.  

Approved projects receive their funding and may take advantage of project implementation support to be provided by the Project Implementation Support Unit.  This support would help in implementing the agreed project and in providing reporting to the Finance Committee.

Technical Assistance (TA) Facility

There is a crucial role to be played by TA funds to assist in identifying potential biodiversity projects or investments, in preparing sound business plans to support applications for financial support, and also in assisting companies during the implementation stage.  The key aims for the various elements of the overall TA package is to reduce valuable time spent pursuing unsuitable proposals and minimise, as far as possible, the risks associated with each investment proposed to the Financing Committee. 

TA will be required for the following elements of the project:

It is expected that the procedures for identifying and further developing potential investment projects will follow the general steps described below.  As experience is gained, adjustments will be made as necessary.  In particular, it is likely that the somewhat linear approach depicted here will evolve into a more demand-driven and flexible methodology as success is registered.

It is suggested to follow a step-by-step procedure for delivering bankable, pro-biodiversity projects consisting of: 

a. Scoping

b. Operations

c. Technical assistance to specific companies 

d. Identifying financial needs

e. Biodiversity monitoring system

f. Provision of general services.

Scoping – the Planning and Development stage

a. Assessment of the countries

b. Natural resources sector identification 

c. Biodiversity opportunity identification

d. Creation of a company assessment tool kit  

e. Assessment of the Financial Intermediaries sector in the different countries.

Operations

Operations will follow up in detail on the preparatory work described under Planning and Development above and will aim to complete preliminary investment proposals. 

Technical assistance to specific companies

Potential companies will require capacity-building support both in business and biodiversity management before investment is agreed.  One of the main aims of this part of the project is to reduce risk to the investor.  Company needs are likely to vary, so company-specific technical assistance plans for developing a loan proposal will be offered.  The TA will involve: 

· Business plan development, risk assessment, marketing

· Financial accounting methods, corporate governance

· Cost-benefit analysis

· Supply-chain management linked to biodiversity

· Specific sector assessments

· Biodiversity management, sustainable use

· Certification and industry standards (to enable companies to benefit from recognition of professional standards with regard to biodiversity management). 

In parallel, the identified capacity building needs of the Financial Intermediaries need to be addressed at this stage. 

Identification of financing needs

Project staff will liaise directly with the firms regarding application procedures and requirements. 

Biodiversity monitoring system 

During the initial evaluation of individual projects, the potential impacts of the project (both positive and negative) will be identified. 

Provision of general services 

Publications: short and clear leaflets (e.g. best practice for commercial companies, application of a new financial instrument for biodiversity) and awareness-building material which should be widely publicised.  An internet-based clearinghouse mechanism could provide easy access to the information gathered throughout the implementation of the project and its lessons learned and thus promote more pro-biodiversity investment.  

Figure A1: Biodiversity Financing Facility Model
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Annex D


Russia: Introduction to the NDEP and project pipeline summary

Introduction

The Northern Dimension Environmental Partnership (NDEP) provides a strong international framework, backed by financial resources, for governments, donors, international financial institutions (IFIs) and all concerned to work together in bringing solutions to the region’s long-standing environmental problems. The Northern Dimension stretches form Iceland to north-west Russia and from Norway to the southern coast of the Baltic Sea.

The concept of the Partnership was developed during the course of 2001 in response to calls from the Russian Federation and the international community for a concerted effort to address environmental problems in north-west Russia with regards to water, waste water, energy efficiency and nuclear waste in particular.  With the creation of NDEP and its Support Fund, the Russian Federation, the European Union, the IFIs (EBRD, EIB, NIB and the World Bank Group), and bilateral donors established an institutional framework, backed by dedicated resources, to find a solution to the legacy of environmental damage in the region. 

By the end of 2003 contributions to the NDEP Support Fund reached €196 million, of which €148 million was earmarked for nuclear safety related projects.  The remaining €48 million was available for both environmental and nuclear safety projects.  A list of twelve priority environmental investment projects in north-west Russia was presented to the donor community at the pledging conference in Brussels in July 2002.  At the end of 2003 seven of the initially selected projects have been approved for co-financing from the NDEP Support Fund.  These are priority projects that the NDEP was able to move forward by providing small amounts of technical assistance (TA) and investment grant co-financing.  The investment leverage effect of these grants has been considerable: a total of €847 million in investment capital has been mobilised, of which €445 million has been provided by IFIs in loans, while the Fund itself has committed €38.55 million in support of these projects.

Challenges for the NDEP

The transition countries of the Northern Dimension region lack the resources and the institutional capacity to resolve by themselves the very heavy legacy of environmental damage.

Pre-accession support to the new EU member countries has given priority to investments in environment and energy through detailed programmes for alignment with EU standards.  Although these will only be fully implemented over a relatively long time period, rapid progress has been made so far.  Legislation introducing higher standards of protection has been adopted, and there is now a major focus on implementation and enforcement, strongly supported by bilateral, community and multilateral efforts under for example the Baltic Sea Environment Programme.  In the new member countries as a whole, roughly €500 million a year from ISPA (Instrument for Structural Policies for Pre-Accession) has been allocated for environmental projects during the period 2000-2004.  Increased additional annual funding will be made available within the context on Structure and Cohesion Funds as of May 2004 onwards for the new Member States.

The needs for environmental investments in north-west Russia remain formidable considering the historical legacies of the Soviet period and the fragile environment in much of this region.  The Russian priorities have shifted gradually in favour of environmental investments.  Bilateral donors have increased their financing of various studies of a project preparatory nature.  Co-financing of investments with grants has been a successful approach in the accession countries, however the lack of grant resources available to Russia has so far held back progress and investments overall.  The lack of purchasing power of the local population puts a strict limit on the amount of environmental investment that can be financed by local user charges.

Within the NDEP programme several point sources have been identified with an emphasis on waste water, energy efficiency and solid waste management. The selection of projects is based mainly on the environmental effects, usually of cross-border nature, and on local and regional priorities.  A number of these projects will be beneficial in terms of the intention of the Kyoto Protocol of reducing the emission of green house gases.

For the wastewater projects, the environmental impacts are obvious.  Modern wastewater treatment will reduce the nutrient load by at least 50-60 %.  With extended treatment it is possible to reduce the nitrogen load even further.  Currently NDEP is providing co-financing for five wastewater projects in St. Petersburg, Republic of Komi and Archangelsk.

The first seven NDEP co-financed environmental investments total more than €800 million.  NDEP with its participating IFIs (EBRD, EIB, NIB and World Bank) is currently the most important single source of environmental financing in north-west Russia.  Substantial progress has been made but the magnitude of the environmental challenge requires future support. 

NDEP Support Fund

The NDEP Support Fund is one of the two main pillars of the Northern Dimension Environmental Partnership.  The Fund is designed to pool grant contributions for NDEP projects and to ensure a harmonised and effective delivery of international support over the initial period of five years
. Its main purpose is to catalyse investment by mobilising grant co-financing for priority projects prioritised by the NDEP Steering Group and approved by the Contributors to the Fund.

Through contributions to the Fund donors are able to leverage large volumes of IFI resources dedicated to environmental projects.  The Fund is based on the recognition that ad hoc solutions for each project relying on parallel co-financing from Russian, IFI and bilateral sources would not be sufficiently effective.  The experience of the first NDEP supported projects demonstrates that the linking of grants to loans is an important incentive to undertake environmental investments on an accelerated basis.  During the first year of operation the Fund has leveraged a total of €847 million in investment capital, of which €445 million has been provided by IFIs in loans.

Resources of the Fund

The NDEP Support Fund pools the funding from NDEP donors and is managed by the EBRD under the supervision of the Assembly of Contributors.  The Board of Directors of the EBRD approved the Rules of the Fund on 11 December 2001.  The Fund became operational in July 2002 once a minimum number of five Contributors, including the European Community, Denmark, Finland, Norway, Russian Federation and Sweden, made pledges and entered into Contribution Agreements with the EBRD totalling €100 million.

Following the signing of the Framework Agreement of the Multilateral Nuclear Environmental Programme in the Russian Federation (MNEPR) in May 2003, Canada, France, Germany, the Netherlands and the United Kingdom became new contributors to the NDEP Fund.  By the end of 2003 contributions to the Fund reached €196 million, of which €148 million is earmarked for nuclear safety related projects (see Table D1).

Table D1: NDEP Support Fund contributors as of March 2004 (€ millions)

	Contributor


	Non-earmarked
	Nuclear safety
	Total

	European Union
	10.0
	40.0
	50.0

	Denmark
	10.0
	-
	10.0

	Finland
	8.0
	2.0
	10.0

	Norway
	-
	10.0
	10.0

	Russia
	10.0
	-
	10.0

	Sweden
	10.0
	-
	10.0

	France
	-
	40.0
	40.0

	United Kingdom
	-
	16.2
	16.2

	Netherlands
	-
	10.0
	10.0

	Germany

	-
	10.0
	10.0

	Canada
	-
	20.0
	20.0

	Total
	48.0
	148.2
	196.2


The Fund is open to new contributions from existing and new donor countries.  The minimum first contribution is €10 million.  Because of the medium-term perspective, contributions can be paid in over a period of five years, the minimum life of the fund.  Commitments can be subject to parliamentary approval.  Several countries may enter into a joint Contribution Agreement.  The Assembly of Contributors can also accept donations (below the minimum contribution) to the Fund.

The NDEP Support Fund is financing activities in two areas: environmental projects in the whole of north-west Russia and projects aimed at improving the management of nuclear waste on the Kola Peninsula and the Barents Sea.  Contributors have the option to earmark part of their contributions for the nuclear window.  In the context of nuclear safety, the Fund represents the most important element of the “multilateral fund mode”, provided for under the MNEPR Agreement.

Future NDEP activities

There are six projects identified by the NDEP Steering Group, totalling €400 - €500 million, which could qualify for support from the Fund.  The estimated need for NDEP grant funding is over €37 million. The PPC is working with the NDEP to mobilise funds to finance these projects. See Table D2. 
Table D2: Unfunded project pipeline (in € millions) 

	Name of project
	Beneficiary
	Lead Bank
	Project cost
	IFI loans
	Investment grant
	TA grant
	NDEP grant total

	Novgorod Cross Municipal Rehabilitation
	Novgorod Vodocanal
	NIB
	20.0
	12.0
	5.0
	0.0
	 5.0

	Kaliningrad Solid Waste Management Project
	Kaliningrad City
	NIB
	32.0
	16.0
	9.0
	0.0
	 9.0

	Murmansk District Heating Project
	Murmansk City
	NIB
	21.0
	10.0
	7.0
	0.5
	7.5

	St. Petersburg Neva Direct Wastewater Discharge Project
	St. Petersburg Vodokanal
	NIB
	200.0
	n/a
	n/a
	1.5
	n/a

	St. Petersburg District Heating Programme
	City of St. Petersburg
	EBRD
	n/a
	n/a
	n/a
	n/a
	n/a

	Ladoga Environmental Programme
	Local companies and municipalities
	NIB
	n/a
	n/a
	n/a
	n/a
	n/a

	Komi Uhta Municipal Services
	Uhta Vodocanal
	EBRD
	19.0
	13.0
	5.0


	0.9
	5.9

	Komi Inta Municipal Services
	Inta Vodocanal
	EBRD
	11.0
	7.0
	3.0
	0.9
	3.9

	Vologda Municipal Services
	Cities of Vologda, Sokol and Kirillov
	EBRD
	20.0
	15.0
	4.0
	1.0
	5.0

	Municipal Environment Investment Programme in Leningrad Oblast, Phase II
	
	NIB
	n/a
	n/a
	n/a
	n/a
	n/a

	Murmansk District Heating Project, Phase II
	Murmansk City
	NIB
	n/a
	n/a
	n/a
	n/a
	n/a

	Vyborg Municipal Project
	Vyborg
	NIB
	n/a
	n/a
	n/a
	n/a
	n/a

	Total
	
	
	323.0
	73.0
	33.0
	4.8
	37.8


Annex E


Central Asia, Caucasus and Moldova: 


An introduction to the ETC and summary project pipeline

Introduction to the ETC initiative

The EBRD has identified seven countries in its operational area, which it has deemed to be in Early Transition.  These countries are Armenia, Azerbaijan, Georgia, Kyrgyz Republic, Moldova, Tajikistan and Uzbekistan.  Their peoples are among the poorest and most socially-disadvantaged of any in the EBRD’s countries of operations, and over the past decade are among those who have made the least progress towards transition.

The EBRD is pursuing its commitment to poverty reduction and transition objectives in the ETC in partnership with donors as part of an internationally coordinated effort.  Through the provision of finance and advice, the Bank is helping local businesses and selected government utilities and agencies provide employment and services to both urban and rural communities.  Financial support for small local businesses, including agribusiness and women entrepreneurs, is enabling them to become established and grow.  Management and technical advice is being given to local firms, and access to clean water and power is being improved through municipal projects.  Legal and regulatory capabilities are being strengthened as part of an overall effort aimed at institution building.  All of these initiatives have been carried out as partnerships between the EBRD and the donor community.

The challenges posed in the ETC have prompted a re-examination of how the EBRD is addressing the needs of the individual countries, and where increased impacts can be achieved.  Over the past year, the Bank has looked carefully at the three pillars that define its work in the ETC: (1) deployment of EBRD capital and human resources, (2) the instruments and programmes of intervention, and (3) the financial support that is provided by donors.  As part of this exercise, the Bank commissioned in the second half of 2003 an independent review of ETC needs and opportunities, carried out by former EBRD Board Director Michael McCulloch.  Based on this review process, the Bank has redefined its strategy for pillars (1) and (2), details of which are presented in the document Revised Approach and Action Plan for Early Transition Countries, discussed with the EBRD’s Board of Directors in March 2004.

The Action Plan identifies a number of areas where EBRD involvement is helping meet the needs of individual countries.  These include microfinance and small business lending, trade facilitation programmes, direct equity initiatives, advisory services to local enterprises, small-scale infrastructure, and direct corporate and financial institutions investments.  The Action Plan also identifies new initiatives and instruments that build on the lessons learned, including the Direct Lending Facility and the Medium-Sized Co-financing Facility, both aimed at filling the funding gap encountered by local companies. 

The Action Plan provides details of how the Bank is strengthening its commitment to take more business risk with its own capital and resources in the ETC, independently of any decisions taken by donors or co-financiers.  A key decision taken by the EBRD is the allocation of more staff to the Resident Offices of the seven Early Transition Countries, and increased involvement and responsibility for staff based in the field.  Allied to these initiatives are plans to increase modestly the volume of investment that the Bank believes is possible in the ETC over the short to medium term.

The third pillar of the ETC initiative, which provides an underpinning to the other two, is the support of the donor community.  The EBRD recognises that with absorption and implementation restrictions, only modest amounts of donor support are required to have a significant impact on the needs of the ETC.  At the same time, the Bank recognises that the effectiveness of donor funds depends on the coordination arrangements under which they are managed.  The purpose of this submission is to outline for donors two proposals that the EBRD believes will provide a focussed and coordinated programme of assistance delivery in the Early Transition Countries.  As outlined below, the key elements being proposed for improved assistance delivery are (1) an Annual Strategic Review to enable the Bank’s plans to be prioritised and better-coordinated agreed with the donor and international community, and (2) increased efficiency of assistance delivery through creation of a new multi-donor cooperation fund.  

Project pipeline

The exploratory project pipeline in the environmental infrastructure section is provided in Table E1. 

Table E1: ETC exploratory project pipeline summary (in € millions)

	Project
	Country
	TA needs


	Investment needs

	
	
	Project preparation
	Institutional development and implementation support


	EBRD loan


	Grant co-finance

	Yerevan Municipal Waste Improvement Programme


	Armenia
	0.5
	0.2
	2-4 
	2-4 

	City of Baku Water Supply Improvement programme Phase II


	Azerbaijan
	0.1
	0.55
	2-4 
	-

	Batumi Water Supply Project


	Georgia 
	0.5
	0.2
	4 
	4 

	City of Tbilisi Municipal Infrastructure Improvement Programme


	Georgia
	0.2
	0.55
	2-4 
	2-4 

	Poti Water Supply Project


	Georgia
	0.15
	0.55
	4 
	4 

	City of Dushanbe Public Transport Project 


	Tajikistan
	0.4
	0.2
	3-5 
	3-5 

	City of Kulyab Water Supply Improvement Project


	Tajikistan
	0.15
	0.5
	1 
	1 

	Fergana Municipal Infrastructure Improvement Project


	Uzbekistan*
	0.2
	0.5
	5 
	-

	Namangan Municipal Infrastructure Improvement Project


	Uzbekistan*
	0.2
	0.5
	5 
	-


*  The EBRD feels that is also necessary to link an additional institutional development assignment to these projects: “Advisory services to the Ministry of Finance for the Preparation of Infrastructure Investment Projects”.  The objective of this assignment would be to enable the Ministry of Finance to identify, prepare and process infrastructure investment projects more effectively, and to improve its coordination with international institutions, particularly the EBRD. 
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� The Fund commenced its operations on November 15, 2002 and remains in force until November 16, 2007.  The Assembly of Contributors may extend the Fund for an additional period, if required to complete the objectives of the Fund.


� Subject to finalisation of the contribution agreement





PAGE  
1

