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Recommendations: possible commitments from public sector

(D) Public finance from MDBs and other DFIs, including the IDFC:

— Systematically deploy de-risking instruments to target specific barriers faced by investors preventing
mobilisation of private funds for sustainable energy

* Greater use of catalytic first loss capital will help to de-risk opportunities for institutional investors interested in
exposure to emerging markets. New public funds such as the Green Climate Fund, whose capitalisation process
has now formally begun, could have a significant role in piloting new investments using grants or concessional
lending for sustainable energy in emerging markets that is able to lever in large flows of private capital

* Note that this type of support from MDBs could include a tapering element to allow the market to mature
* Guarantee orinsurance structures to backstop PPA and off-take agreements provided by state owned utilities
— Explore setting up a dedicated facility to facilitate investors’ long-term hedging of non-G20 foreign exchange

* Foreign exchange risk is widely cited by investors as a deterrent to investment in emerging markets. The proposal
could be elaborated through the new Global Innovation Lab on Climate Finance

— DFIs should consider leveraging their balance sheet, portfolio, and project finance and use new approaches
to expand their borrowers’ capacity to provide sovereign guarantees.
* If the investment gaps are to be bridged more rapidly, there is a need for faster evolution in the business models

used by DFls, including the much more targeted use of public finance instruments, largely already available, that
can help de-risk opportunities for institutional investors

* DFlIs should provide a detailed inventory of all existing public-private structures currently being used to develop a
full suite of design possibilities for risk-sharing approaches

@ rinancial requlators:

— Consider reviewing Basel Il and Solvency Il to lower the cost of capital for sustainable energy investments

* UNEP’s Inquiry into the Design of a Sustainable Financial System should explore in detail the potential barriers to
investments in sustainable energy posed by Basle Il and Solvency Il regulations

* Recommendations from UNEP’s Inquiry may assist in unblocking any barriers from the unanticipated
consequences of financial regulation




Recommendations: possible commitments from public sector

(F ) Developing country governments focused on attracting on-grid investments:

— Improve public governance to enable power utilities to reduce technical and commercial losses, improve bill collection,
make subsidy for the poor better targeted and transparent, gradually adjust tariffs and fund the gap until tariffs reach
efficient-cost recovery level.

— Improve corporate governance of state-owned power utilities, skills and incentives of employees, and technical and
commercial capacity of the power utilities.

— For a large pipeline of similar projects, create a special purpose company to develop and spin-off projects for private
sector financing.

® Developing country governments focused on attracting off-qrid and micro-grid investments:
— Enable development of robust aggregation mechanisms for base-of-pyramid projects to encourage investment and
financing decisions.
—  For small scale projects, provide capacity building support to both private sector investors and investee companies for

coaching and mentoring incubation services to improve design and development of projects for access; similar
approaches would also be useful for small scale renewables and energy efficiency.

— Reduce costs of technical assessment, contract negotiations, environmental assessments through standardisation of
contracts and processes. Encourage seed capital, along with private equity, to defray these costs.

— Through transparent policies and regulation support convergence of telecom, energy services and mobile financial
services and create fertile environment for innovative business models to reach the last mile consumers.

— Promote standardised PPA and other contracts for greater ease in pooling in multiple sub-sectors: solar leases, wind
energy loans, energy efficiency performance contracts.

— Create development bank-supported aggregation vehicles in regions with under-developed capital markets and highly
fragmented investments.
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Recommendations: possible commitments from private sector

(1) Power Utilities in Emerging Markets:

— Power utilities need to play an important role in scaling up and accelerating access and facilitating financing of small
scale projects for which they should:

* Prepare system expansion plan that provides information on strategy and spatial plans of
— (i) grid extension in the next 3 to 4 years, (ii) areas open to off-grid service providers

— intermediate areas where grid may be extended within a period that is less than necessary for
amortization of off-grid investments

* Establish a policy of compensation to the micro-grid owner for unamortized assets if micro-grid is integrated into
the grid

* Set clear technical standards for micro-grids for future integration into grid

* Deploy distributed energy technologies (micro-or-off-grid) to advance rural electrification

* Use innovative business models and create new products and services to improve energy affordability among low-
income populations

* Leverage existing infrastructure to advance urban and semi-urban electrification efforts

* Increase adoption of smart grid technologies to increase absorption of renewables and increase efficiency

) Companies involved in sustainable energy businesses should explore issuance of green bonds to help tap into
increased investor appetite for debt instruments that meet a high quality green standard.
— Issuers should ensure consistency with the Green Bond Principles to accelerate standardisation in the market-place. The
FiRe work related to green bonds should continue to be a complementary locus of activity for these efforts, including the
focus on developing new Green Bond Indexes to enhance market liquidity so as to attract a broader array of investors
— The Global Innovation Lab on Climate Finance may also provide a suitable forum for development of additional
institutional support for Green Bonds.




Recommendations: possible commitments from private sector

0 Impact investors focused on energy access opportunities:

— Collaborate to create a larger investment platforms for scaling up efforts in energy access

* There is significant interest in energy access as an impact investment theme and an opportunity to scale-up
investment by providing growth capital to the many new private enterprises focused on base-of-pyramid, off-grid
market opportunities including in lighting and clean cooking.

* Fund managers and financial intermediaries could assist by developing structures that blend funds to create larger
and more diversified pools of capital including from impact investors, DFIs, and other investors with different
risk/return expectations.

* Many purely private fund structures might get financed faster and have more scale, with an element of first loss
provision.

* Develop partnerships among Foundations and other philanthropic capital to share experience and expertise
around the provision of catalytic first loss capital and support for project preparation to enable more deal flow for
access projects.

(L) Institutional investors focused on large-scale sustainable enerqgy opportunities:

— Deepen dialogue with private financial intermediaries and DFls on potential risk-sharing structures

* The SE4ALL Finance Committee work has enabled considerable constructive dialogue among DFls, private financial
intermediaries, and interested investors on possible approaches and structures for risk-sharing to enable
upgrading the quality of investment opportunities.

* The next phase of analysis will require a deeper dive by investors to examine key parameters key to any
transaction, such as the level of risk mitigation and credit enhancement support required to adequately cover risk
premiums.

* The objective should be to develop some pilot transactions validating the commercial viability of the structures
identified in the report.




Annex: Supporting Materials




Around $45 billion annual investment is needed to achieve universal

electricity access

-
S

. The Model:

—  Consumption: Average urban consumption of 500 kWh/hh-year in year 1; Average rural consumption of 250 kWh/hh-year in year
1; consumption increases to 750kWh/hh-year within first 20 years for all households

. Breakdown of Rural Electricity Access & Costs:

East Asia and Europeand Latin America bl et
. . o .

Delivery method per Region [%] Pacific Central Asia  and Caribbean an:fl:::;th South Asia
Grid (Urban) 100% 100% 100% 100% 100% 100%
Grid (Rural) 40% 65% 30% 30% 30% 65%
Mini-grid 20% 20% 46% 46% 46% 20%
Rural Household Systems 15% 15% 25% 25% 25% 15%
Solar Lighting System 25% 0% 0% 0% 0% 0%

East Asia and Europeand Latin America bl et
Delivery Cost per Region [USS] Pacific Central Asia  and Caribbean an:lflr\::;th South Asia
Grid (Urban) 1814 1568 1568 1879 1853 1568
Grid (Rural) 2344 2162 2162 2392 2373 2162
Mini-grid 2070 1800 1800 1800 1800 1800
Rural Household Systems 1000 800 800 800 800 800
Solar Lighting System 100 100 100 100 100 100

NOTE: These are region-wide assumptions; the actual costs and delivery methods will vary across countries, and will need to be determined through country-
level planning exercises, which many countries are currently conducting

. Model generates results similar to and on par with other estimates:

—  In World Energy Outlook 2012, IEA estimates $45 billion annual investment opportunity
—  Forthcoming research (Bazilian et al) also estimates annual investment needs at $6 billion in low demand scenario, $140 billion in
high demand scenario, and $32 billion in medium demand scenario

Source: World Bank
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A variety of de-risking instruments can help reduce risks for parties with 4
interests in the project, including shareholders and lenders &

Unlink the project with the other Group activities;

. Mitigate obligations that may exist at the level of the Shareholders (labor and tax);

Special purpose company

Allows the creation of a Consortium, with greater ability to cope with the necessary investments;

Separates the guarantee structure of the SPC (Guarantees Project) of the Shareholders.

Completion / Performance Bond and other guarantees given by the Builder;
Contract established under a turn-key, with predetermined fixed price;

Performance and < Choosing a Builder with strong experience in the area, credibility and expertise;
construction risk
Possible existence of some support from shareholders during the construction phase, including through

Facilities Standby , Equity Support Agreements, Personal Guarantees, or requirement of Equity
contribution up-front to mitigate risk.

Contract with operator for the entire concession period, with predetermined fixed price;

Choose an operator with recognized expertise in the area, based on the opinion of an independent

Operational risks _
engineer report;

Incentives and penalties set out in the O & M contract.

Conducting independent due diligence, with market projection assumptions during the Concession;

Long term Power Purchase Agreement (PPA) is a strong mitigator to address the demand risk.

Source: BNDES 2014




A variety of de-risking instruments can help reduce risks for parties with 4
interests in the project, including shareholders and lenders ;\

Corporate risks

Environmental risks

Regulatory, legal, and

political risks

Source: BNDES 2014

Establishment of financial hedges and derivative structures in order to mitigate potential effects of market
volatility (exchange rate and interest)

Funding of reserve accounts for debt service

Establishment of a centralized account for receivables / escrow account to ensure great control over the
flows of the Project

Definition of financial covenants in order to limit the activities of the SPE based on the assumptions and
objectives considered during the project preparation phase

Cross-default with the obligations of the SPE, safeguarding lenders

Limitation of conflict of interest between shareholders and lenders through a shareholders agreement and
other contract instruments

Capital contributions previously defined, which may be secured through a structure of bank guarantees or
equity contribution up-front

Assumption of responsibility by the Public Authority for obtaining the necessary environmental permits in
timeline previously established

Opinion of an expert auditor in environmental management

Due diligence process covering regulatory, legal, political and environment issues and agreements specially
designed to address these risks
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Project finance for sustainable energy infrastructure typically requires &
\

setting up a Special Purpose Company (SPC)

Sponsors

Shareholder A Shareholder B

Shareholder C

O&M Contract

Operator

Construction Contract (EPC)

Constructor

Long term finance

Banking Syndicate

1
1
1
National International Hl
Banks Banks :
1
1

DFls Project bonds :

1

1

Supplier

Power Purchase Agreement - PPA (Off-Take)

Concession Contract
Energy Buyer

Regulatory Agency

Insurance Basket

e e o mm mm mm mm Em o mm m mm e mm e mm e mm Em mm mm e mm e mm e mm mm e mm o e mm e M mm e mm o e mm M mm e mm e M mm e mm mm mm o e mm e e e mm e mm e e e e = e = e = ]

Source: BNDES 2014
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The creation of an SPC also puts into place a series of legal relationships,
each of which has a separate contract instrument to manage

-
S

Project finance could be on a non-recourse basis, which has no claim over equity-holders, or on a limited recourse basis, in which the shareholders
provide some additional guarantees, especially during the construction phase. The Annex highlights a variety of de-risking instruments that can help
reduce risks for parties with interests in the project, including shareholders and lenders

Concession

Agreement

Non-Recourse Finance

The Concession Agreement established with the Grantor provides economic and financial rebalancing mechanisms upon the occurrence of
certain events (e.g. force majeure, changes required by the Grantor, delays in Grantor responsibilities, legislative or regulatory changes, etc. ).

EPC

Contract

The Construction Contract is a turnkey, fixed price, ensuring the principle back-to-back integral with the Concession Agreement, thus allocating
the construction risk to the contractor.

O&M Contract

Financial Agreements

The O&M Agreement shall have the same duration as the Concession Agreement and will be back-to-back with this, so the operator will assume
all obligations, liabilities and risks of the Concessionaire under the Concession Agreement.

Financial Agreements include the Financing Agreement in which all the conditions set by the banking syndicate, the Contract of Coverage Rate
Risk Interest (swap) or exchange are described, as well as any agreements between lenders (intercreditor Agreements).

Insurance Agreements

Power Purchase

Agreements

Shareholder support

The insurance contract shall provide coverage for all risks of civil liability and property, covering the entire concession period.

The Power Purchase Agreement (PPA) shall have the same term of the Concession Agreement and shall provide the commercial terms with the
buyer in order to mitigate the risk of demand.

Limited Recourse Finance

The Shareholder Support Agreements provide to lenders limited support in case the project does not achieve certain metrics. In this sense, are
usually established Facilities Standby (alternatively Equity Support Agreement or personal guarantees) provided by shareholders (especially
during the construction phase) with a view to addressing any cash requirements, ensure the establishment of the Debt Service Reserve
Account, mitigate any negative shifts in demand at the beginning of the operation, etc.).




Most DFIs offer an array of de-risking instruments but these have rarely been
combined for sustainable energy finance: World Bank Group

IBRD

Middle-income country governments and

IDA

Low-income country

IFC

'

MIGA

Source: The World Bank Group (2014), Menu of de-risking instruments

ELIGIBILITY . . . Private sector clients
subnational entities (with government guarantee) governments
IFC A-Loan
IBRD Flexible Loan Equity finance
Local currency loans . IFC C-Loan
. . ] ) e Credits ] )
Q Financing Subnational finance Subnational finance
2 e Grants
tz) Local currency loans
<Zf~ IBRD enclave loan for IDA-only countries IFC B-Loan (third parties)
o Parallel loans (third parties)
Contingent
i g Deferred Drawdown Option (DDO) e DDO for IDA Blend countries
Financing
Partial risk guarantees
Project based guarantees on debt or payment Full/Partial credit guarantees
. obligations e Project based guarantees on Credit-linked guarantees . .
Credit . . . e Political risk
Policy based guarantees debt or payment obligations Trade finance guarantees .
Enhancement ] o ) . insurance
e Policy based guarantees Mezzanine investments in securitizations
IBRD enclave guarantee for IDA-only countries Risk sharing facilities
E Guaranteed offshore liquidity facility
=
] Currency swaps
< Currency swaps
2 Interest rate swaps
< . Interest rate swaps
edging nterest rate caps and collars
S Hed Interest rat d coll
< Interest rate caps and collars . .
b Products . . Commodity price swaps
= Commodity price swaps
Swap guarantees
Carbon delivery guarantees
Weather hedges
. g' . e Weather hedges
Catastrophe Risk Catastrophe Risk Deferred Drawdown Option
. . e Catastrophe bond Weather hedges
Financing Insurance pools
e Insurance pools
Catastrophe bonds
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De-risking instruments offered by larger regional development banks that

could be targeted towards sustainable energy finance

'

EIB IADB AfDB AsDB EBRD
. . . Africa focused -
EU focused — infrastructure, Latin America focused - . . . .
. . Economic focused Asia-Pacific focused - Private sector - promotes
ELIGIBILITY human capital, environmental Governments and . ) . '
. . lending to regional private sector entrepreneurship
and regional development private sector .
member countries
e Project loans e Project financing e Thematic bonds
. e Loans (guaranteed) . . . . .
¢ Intermediated loans . (construction, (sustainable energy e Project financing
) e Loans( Non-sovereign . .
o . . e Structured finance agriculture, education) bonds, Water bonds) e Loans
> Financing . guaranteed (NSG) ) . . .
S e Project bonds Grants e Loans (Sovereign e Equity investments e Trade financing
[ )
2 e Microfinancing . guaranteed loans e Loans e Equity investments
< . e Equity Investments
= ¢ Infrastructure project (SGL) and non-SGL) e Grants
e
. e Contingent Credit Line
Contingent 8 )
. ) for natural disasters
Financing (ccL)
o Partial credit e Trade finance program
guarantees e Partial credit (TFP) .
L - . . . e Trade finance
. e Loan renegotiation and e Political risk guarantees (PCGs) o Partial credit guarantees
Credit o guarantees
— forbearance guarantees e Partial risk guarantees (PCGs) Full and partial risk
e Full and partial ris
2 Enhancement e Trade-financing (PRGs) e Partial risk guarantees P
— . . guarantees
S transaction credit (PRGs)
5 guarantees o Political risk guarantees
<
2
g e Interest rate swaps
S e Currency swaps e Currency swaps .
~ . and collars o Interest rate swaps e Currency options
& | Hedging Products e Interest rate swaps e Interest rate swaps )
- e Currency swaps e Currency swaps o Interest rate hedging
-4 e Structured swaps )
e Commodity swaps
Catastrophe Risk e Contingent Credit Line . o
. e Asia Pacific Disaster fund
Financing for natural disasters

Source: EIB, IADB, AfDB, AsDB, EBRD
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Overview of the Green Bond Principles 4

The Green Bond Principles (GBP) were developed with guidance from issuers, investors and environmental groups and serve as voluntary guidelines on
recommended process for the development and issuance of Green Bonds. They encourage transparency, disclosure and integrity in the development of the Green
Bond market.

They suggest process for designating, disclosing, managing and reporting on the proceeds of a Green Bond. They are designed to provide issuers with guidance on
the key componentsinvolved in launching a Green Bond, to aid investors by ensuring the availability of information necessary to evaluate the environmental impact
of their Green Bond investments and to assist underwriters by moving the market towards standard disclosures which facilitate transactions. From April 2014, the
International Capital Markets Association (ICMA) serves as Secretariat assuming administrative duties as well as providing guidance for governance of the GBP.

Overview

= The Use of Proceeds

= Theissuer should declare the eligible Green Project categories (including types of investments made indirectly through financial intermediaries) in the Use
of Proceeds section of the legal documentation for the security

=  The GBP recommend that all designated Green Project categories provide clear environmental benefits that can be described and, where feasible,
quantified and/or assessed

=  The Process for Project Evaluation and Selection

=  Theissuer of a Green Bond should outline the investment decision-making process it follows to determine the eligibility of an individual investment using
Green Bond proceeds

= A process review should determine and document an investment’s eligibility within the Issuer’s stated eligible Green Project categories
. Management of Proceeds

=  The net proceeds should be moved to a sub-portfolio or otherwise tracked by the issuer and attested by a formal internal process that will be linked to the
issuers’ lending and investment operations in Eligible Projects

=  The management process to be followed by the issuer for tracking the proceeds should be clearly and publicly disclosed
= Reporting

= |n addition to reporting on the Use of Proceeds and the eligible investments for unallocated proceeds, issuers should report at least Annually, if not Semi-
Annually, via newsletters, website updates or filed financial reports on the specific investments made from the Green Bond proceeds, detailing wherever
possible the specific project and the amounts invested in the project

=  The GBP recommend the use of quantitative and/or qualitative performance indicators which measure, where feasible, the impact of the specific
investments (e.g. reductions in greenhouse gas emissions, number of people provided with access to sustainable power or sustainable water, or avoided

vehicle miles travelled| etc.|
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