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Introduction

Around 1.6 billion of the population in developing countries do not have access to modern forms of energy. Many are still dependent on wood and other traditional biomass fuels for cooking and heating. 
From 9 to 11 April 2008, experts and practitioners, micro-financiers and banks, governments and NGOs, gathered at a workshop in Manila to explore new financing mechanisms to increase access to modern, cleaner forms of energy for the poorest in the Asia-Pacific region. The Foundation for Development Cooperation (FDC), Asian Development Bank and GVEP International, harnessed the knowledge, experience and resources of dozens of energy and finance experts to improve the lives of the one billion people in Asia and the Pacific currently dependent on wood, kerosene and traditional biomass for cooking, heating and lighting. 

The workshop identified real opportunities for communities to attract investment and implement new technologies. Innovative forms of finance are becoming available, especially from those interested to invest in cleaner energy to reduce carbon emissions. The workshop recognised that the role of microfinance institutions in this process is critical. 
The workshop shared the deep experience of managers of off-grid renewable and cleaner energy projects – from solar electric panels and solar cookers, small hydro electric schemes, biomass waste digesters, LPG gas cookers, briquette stoves, efficient light bulbs and less polluting transport options. 
This document comprises summary reports of each session and is intended to complement individual speakers’ presentations featured on the FDC website. It provides a brief overview of the presentations and following discussion with participants. 
The organisers wish to thank those who assisted as session rapporteurs:

Jamie Bedson, FDC; Staale Brinchmann, GVEP International; Josefin Hedbrandh, ADB 

Michael Kelly, World LPG Association; Hari Natarajan, GVEP International; Eva Oberender, REEEP. 
Opening Remarks 
FDC Executive Director, Craig Wilson outlined the context of the workshop, in an environment where energy and food prices continue to increase and climate change is becoming a very pressing challenge, solutions that are both appropriate and sustainable are necessary for the 1.6 billion in developing countries without access to energy. 
This lack of access to modern forms of energy results in severe health outcomes and limits the productivity of micro-entrepreneurs. Both technological and financing solutions are required in tackling the overwhelming challenge of providing accessible forms of energy for the poor. 

Mr Wilson set the gathering three clear challenges to guide the discussion and the development of future strategies to increase access to clean/cleaner/more renewable energy at village level: 
1. Who provides the leadership to assemble the technology and finance needed? 
2. What vehicles and channels are available or needed to get the villages powered? 
3. What is the business case to ensure that the new systems are profitable and sustainable, not reliant on grants or subsidies?
Opening Address

Mr Xianbin Yao, Director General, Regional and Sustainable Development Department, ADB highlighted the opportunity of having a range of stakeholders participating in the workshop, including the carbon-financing and microfinance sectors. He emphasised the need for partners to work together to scale-up, and in this spirit the ADB aims to capitalise on partnerships with organisations represented at the workshop.  Mr Yao emphasised the need to build a business case around energy financing, and that such business cases represent opportunities for profitable enterprises with clear business and sustainable development objectives. He expressed the hope that the workshop would result in discussions about next steps and how to go from the conference room to the field. 
Financing Approaches and Opportunities

Session Chair: Ma. Carmela Locsin, Deputy Director General, RSDD, ADB.

Anthony Oyo, Product Development Manager, GVEP International.

William Beloe, Programme Manager for Sustainability, IFC East Asia and Pacific.

Samuel Tumiwa, Senior Energy Specialist, Energy Transport and Water Division, ADB.

The Financing Approaches and Opportunities session featured representatives of three leading organisations that provided overviews of the financing opportunities and mechanisms currently being utilised. 

Mr. Anthony Oyo described the challenges faced by the financial mechanisms that improve access to energy. He provided a description of GVEP International, a network of 3000 partners comprising organisations from the private sector, NGOs, donors, development agencies and governments.
Small and Medium Enterprises (SME) are constrained from developing business opportunities due to the lack of access to energy. GVEP International’s role is to create an enabling environment in which SMEs can access various sources of energy, by providing direct support; microfinance and BDS support; technical assistance; and the provision of information services.
For 2008, GVEP International plans to undertake programs in East Africa, create a new and resource-rich GVEP website, the continuation of current programmes, and encourage participant organisations to become GVEP partners.

Mr. William Beloe provided an overview of why there is a compelling business case for financing and the tools the IFC is using to address energy financing, including financial project investment to demonstrate profitability and advisory services.  In its advisory role, the IFC encourages a business enabling environment, access to finance (concentrating on SMEs), environmental and social sustainability and infrastructure. As energy sectors are often publicly run, governments find themselves in a private sector space where they do not have experience. The IFC advisory role aims at bridging this gap. 
In order to encourage indigenous restructuring and financing, local partners should be responsible for driving the projects, not the IFC. At the same time, IFC has to demonstrate profitability to industries in developing countries – the development impact is an addition.  IFC’s Sustainable Energy Financing encourages both energy efficiency (reduced consumption) and renewable energy. 

Making the business case requires highlighting the effects of high energy prices when they can be up to 30% of energy costs, the availability of new energy efficient technologies and the adverse effects of climate change. There are many opportunities for increasing energy 
efficiency. However, for IFC to be aggregators, to find the deals and the clients in the space and to be a catalyst, a mature banking environment such as the Philippines is required.  Once systems are adapted to banks the growth of the market is significant.  Mr Beloe impressed on the participants that IFC is  willing to investigate further partnerships.   

Mr. Samuel Tumiwa introduced both ADB’s Climate Change Program and the ‘Energy for All Initiative’, as well as ADB’s role as a catalyst, intermediary and finance provider.  ADB’s Climate Change Program is based on mitigation and adaptation and concentrates on energy efficiency, the carbon market for addressing the lack of equity (which has been a limiting factor), a Sustainable Transport Initiative, Energy for All, ADB Adaptation Mainstreaming, National Adaptation Plans and Actions and Disaster-Adaptation Integration. Placing these initiatives under the climate change agenda underlines their importance and emphasises the fact that projects within the program need to be ‘climate proof’. 

Mr.Tumiwa explained that ADB is currently looking to pilot innovative models and projects such as the Power Fund for the Poor in Sri Lanka and the Proposed Public-Private Infrastructure Development Facility in Bangladesh. The ADB is keen to find ways of scaling-up and is providing regional technical assistance ($2.3 million) to this end. Additionally, the Clean Energy Financing Partnership Facility is offering both technical assistance and grant resources and the ADB wants to increase this facility to 1 billion dollars.  

Discussion
Session Chair, Carmela Locsin, outlined it was clear that each had different strengths in technical assistance and financing and asked the panel:

· What do they consider the most distinctive strength in being able to reach and support sustainable energy, to meet the magnitude of the challenge?

· How do partners work together to find solutions? 
· Where is the value added?
IFC aims to raise market awareness by doing research, and disseminate reports that help the market. IFC’s responsibility is to be pro-active in practical actions and finding suitable cases to profile and support. IFC seeks to build up the skills and frameworks so energy stakeholders might duplicate and repeat successes themselves.  GVEP International’s role is to work with existing providers and organisations to scale-up, understand what actually works and highlight local operational dynamics of what works locally. 

The potential of biofuels (in the range to 700 to 1 billion dollars in the Philippines) was raised among questions of the role that IFC play; how small farmers could capitalise; and what is GVEP’s position?
Issues surrounding the growth and development of biofuels were described as an extremely difficult area; for example, if the Philippines is to meet its target, what will they need to do to reach this? IFC is wary of indicators that do not come from the market place, and it unclear if biofuels represent a net gain for the environment or not. IFC’s role is not to beat the biofuels drum, but to approach the issue from a business perspective.  The ADB position on biofuels is that it should not use land or product used to grow food stock, and not to make use of virgin forests; it also shouldn’t take more energy to produce than it saves. 

In a discussion of the role of end user subsidies, participants explored what lessons have been learned and what are the various positions. ADB’s view is that in principle, current subsidies should be transparent but they should also be phased out. Subsidising the extension of the grid to rural areas in all countries is an example of this. Targeted subsidies are acceptable, however subsidies should be catalytic, specific and shouldn’t be expected and ongoing. They have to be based on their financial sustainability. GVEP considers some subsidies as important in terms of the direct support of financial products and knowledge management. Raising awareness of sustainable business models is important, however, ideally subsidies should be phased out.  IFC considers the market needs to be more focused on investment rather than subsidies. 
One participant explained that in the case of Nepal, subsidies are a big issue. Scaling-up is not happening at the pace that was expected. Subsidies and credit are therefore required, particularly for short-term, up front support. ADB or IFC were asked if they can assist in creating guarantee mechanisms to help mitigate the risk of lending for energy? Can we link the Energy for All initiative, for example, with energy for economic growth for microfinance clients?  Poor people are often excluded so initiatives need to be linked with energy for economic growth.
ADB described the process of a concessional loan whereby interest and fees increase as it passes down the chain from ADB to clients. Governments don’t borrow for rural electrification and are often waiting for donors. A crucial question is how can finance from ADB/IFC move to the ground level end users efficiently.

One view expressed identified an apparent discrepancy between the ‘problem statements’ and the proposed ‘solutions’. Statements typically began with statistics and the ‘let’s bring the light’ solutions suggested, but organisations should be more specific on how they plan to bridge the gap?

In the case of ADB, assistance is directly designed with the needs of developing member countries. ADB meets with governments and key areas for investment are identified. ADB’s resources are, however, limited and it therefore needs to adopt a partnership approach. IFC considers organisations can only work to their comparative advantage to close the gap.
Development Finance and Energy Lending Applications 

Jacob Winiecki, Sustainable Energy Solutions, SES.

Paul Fairbairn, PIEPSAP, Secretariat of the Applied Geoscience Commission, SOPAC.

Laurie B. Navarro, President, International Resources Group, Philippines.
Mr. Jacob Winiecki discussed the link between microfinance institutions (MFIs) with groups on the ground, by presenting research conducted by the SEEP Network and SES and funded by the Citi Foundation and USAID. The methodology of the research intended to do more than identify case studies and drill down to find out what models are being used by MFIs and energy services to provide access to energy using micro credit. 

LPG was most common in East Africa, while solar is more popular in Asia. Some of the biggest challenges include a lack of coordination between energy providers and MFIs. Subsidies for energy access also affect the ability of microfinance institutions to operate effectively. Most countries studied have subsidies for electricity that makes other energy options difficult.

Often there is a “copy and paste” mentality among MFIs that take standard loan methodologies and use them for energy loans with no alterations. No single model can be replicated 100% in every country. 

Experience has shown that it is easy to get MFIs interested in energy lending at a high level, but difficult to demonstrate business case. It is important to build capacity of MFIs and energy companies to stimulate loans and after loan services. However, financing for energy systems through microfinance carries some risk. There are lots of new players willing to look at innovative lending for these programs. Developing these MFIs does take time and investment and it is difficult for MFIs and energy companies to be patient. Often it depends on who is funding the MFIs and how much pressure they put on the MFI.  Mr Winiecki, introduced ‘Arc’, a new NGO to help MFI access lending capital for energy issues.

Mr. Paul Fairbairn introduced SOPAC, a Pacific based organization which focuses on energy, water and sanitation.  The PIEPSAP project, considered a “Lifeline” activity, has been running since 2002 and is funded by the Danish Government. The project has worked hard to understand energy linkages and work with a large array of partners. PIESAP / SOPAC values regional cooperation and partnerships as it makes it easier to form workable projects. 

SOPAC is currently undertaking a variety of investments, project development and pilots in the Pacific, including GIS for asset management, the use of coconut as a biofuel, wind resources assessment to utilise potential in this area, energy services companies in remote areas to replace kerosene with other types of energy, solar cookers in Tuvalu to reduce reliance on biomass and kerosene and a unique solar system project in Tonga. Mr. Fairbairn noted that the remoteness of Pacific communities is a barrier because maintenance of the systems is difficult and costly, as is shipping the units to the communities. The service 
aspect is very important in ensuring sustainability. Biofuels have not generated the level of results expected, so villagers have often gone back to diesel. Coconut oil fetches a higher price for cosmetics and soap but it does address the issues of security of supply. 
Ms. Laurie B. Navarro described the two routes to providing energy at the village level undertaken by her organisation’s project in the Philippines. The target group is an island barangay
 outside Manila of about 120 households. The original concept of the project was to address the cleanliness of the island and its health status. Through the establishment of a health bank based on recyclable goods being exchanged for health products, the community is provided with health goods which improve the lives of the residents. The project piggybacks the provision of energy in the form of efficient energy lighting systems. As energy takes up to 20% of daily expenditures, exchanging incandescent bulbs for compact fluorescent can save a significant amount on lighting.

The goal of the project is to facilitate the access of poor households to cheaper bulbs using microfinance structures. Suppliers of efficient bulbs provide them to the health bank then clients get the bulbs from the health bank on loan terms. Savings are re-paid to the health bank and it passes them along to suppliers over a period of time. 

One of the challenges is a hesitation on the part of clients to switch because of up-front costs -hence an education campaign was needed. Also getting payments on time on a monthly basis was a challenge. Barangay officials and volunteer mothers helped remind and help households to meet repayment obligations. This project will continue and can be rolled out in other areas. The President of Philippines has announced by 2010 there will be a phase out of incandescent bulbs, which represents huge opportunities and challenges.

Discussion
Participants discussed research on implementation of energy efficient bulbs: some research has shown a reduction in the lifetime of bulbs due to erratic power supplies and also that the power provider will be experiencing reduced peak loads and should pass savings along. A representative of an MFI in the Philippines raised two concerns: affordability of solar home systems which are too expensive for MF clients and this is why the programme has not met targets. Second, there are not enough suppliers of MF services in many of the provinces. 

In the case of the health bank turning into a waste management facility, a store and energy provider, questions were posed on how this model be scaled up as it seems it may be problematic? It was pointed out that the health bank is not an MFI, and it is, for this 
particular case of 120 households, just a focal point that is already known and trusted by the community. Its use is only a first step.

Regarding the problems with suppliers and the high cost of solar, it is probably the structure of the organization that has caused this. It is not needs-based. Energy and lending products have to be customized to the needs of the poor, for example solar rechargeable lamps for midwives that suit that particular market segment. This problem is faced by many other MFIs around the world.

Participants were eager to learn more of how the penetration of projects in the Pacific can be improved? Some of the islands are 100% electrified while others are not at all. This is one challenge. Also the distances, size and remoteness of the region are difficult factor to overcome.        
All the barriers discussed, including for banks that fund innovative approaches, are faced in the whole region. One difficulty is for these approaches to get mainstreamed in the banking structures and government bureaux. 

New Market Opportunities: Carbon Financing and CDM

Session Chair: Josh Carmody, ADB

Josh Carmody, Fund Manager, Asia Pacific Carbon Fund, Carbon Market Initiative, ADB.

Solomone Fifita, PIGGAREP, Pacific Islands Greenhouse Gas Abatement through Renewable Energy Project.

Mr. Josh Carmody discussed both the success and failure of the Clean Development Mechanism (CDM), one of the Kyoto Protocol’s market-based mechanisms to reduce carbon emissions in developing countries. He outlined the staggering rate of growth in energy demand in Asia as compared to the world average.  Improved energy access will also contribute to this growth and the way this demand is addressed will determine whether climate change can be tackled successfully or not. This contrast in growth in energy demand was evident in the December 07 UN climate change conference in Bali where many countries where discussing ways and means to reduce consumption levels and demand, while Asia was talking about growing demand.  The contrast is especially stark in countries like India and China where the energy demand will increase significantly if the latent demand is to be met, but such growth also raises concerns from the climate change perspective.  This is where the CDM mechanism, which is the main link between international carbon markets and the developing world, has a role to play in trying to promote cleaner options to meet such demand in developing countries.
The CDM mechanism has been both a success and a failure.  It is successful in that the market is currently valued at $30 billion.  The trade of carbon credits on a monthly basis has increased from 40,000 in 2004 to 200 million in 2008.  There are 988 registered projects 
generating 198  million CERs (Certified Emission Reduction) per annum.  The CDM mechanism is also, however, a failure when considering the scale of the problem that needs to be addressed.  It has also failed to arrest the growth trends in energy demand as yet. 
A UNFCCC analysis published prior to the Bali meet concluded that a significant portion of the investment (86%) for climate change mitigation and adaptation will come from the private sector by 2030.  More importantly, development institutions such as the ADB will never be able to address such huge requirements of finance.  Thus, there is a need for such institutions to look at how the money available to them is utilized to allow or enable the required investment from the private sector.  Interestingly, the assumptions for this study excluded energy access.
There are significant development and transaction costs, as well as the monitoring and verification costs, associated with developing a CDM project, which prove to be the key barriers for small scale/energy access type projects.  For smaller projects, it is more difficult to prove the business case i.e. the returns in the form of CER revenues in such projects do not justify the associated costs/efforts. There are currently 14 simplified small scale baseline and monitoring methodologies for small scale projects, where the efforts and costs associated are lower.  A little less than 50% of the registered projects today are small scale projects.
Another option for small scale projects is the programmatic CDM approach, which is still at the infancy stage.  This approach was developed to cover projects that did not necessarily fit into a project based approach or within national boundaries.  Under this approach, multiple actions/countries can be brought together so long as it was voluntary, aimed to address a specific policy/measure or stated goal and led to verifiable emission reductions.  The P-CDM has the potential to broaden opportunities, but time will tell whether it works/is successful or not.

ADB is involved in 3 actions under the Carbon Market Initiative

· The Asia Pacific Carbon Fund, which has approx. $152 million.  This fund is different from other such funds in that it is willing to provide an upfront investment in projects.  This fund is targeting projects in Asia-Pacific alone.
· The Tech Support Facility, which has approx. $5 million and will provide grants.  Some of the projects supported under the APCF have been assisted under this facility for the registration fee. 
· A Marketing service to support residual transactions/projects that do not fit within the above actions.
· 46 projects spread across the region although India and China have a higher representation with 6 & 12 projects respectively.  It is estimated that 17 million tons of emission reductions will result from these projects in the timeframe up to 2012.
Mr. Solomone Fifita stressed that when talking of the Pacific Island Countries (PIC) region, there is a need to reorient the mindset from perspective of scale – need to move away from discussing about billions/millions to hundreds/thousands.

The ‘PIC Paradox’ is that the region that is most vulnerable to climate change has significant renewable energy (RE) potential and fits the target market for RE – scattered islands with low loads in the largest ocean in the world, but yet is heavily dependent on fossil fuel (over 90%).

The goals for the PIC countries include improving resilience to the impact of climate change, reduced fossil fuel utilisation & increased use of RE, and contribution to emission reductions, though negligible in the global context.

PIGGAREP is a five year project covering 11 countries to address technical, market and financial barriers to RE.  The target is to reduce emissions by 30% over business as usual by 2015 (~ 2 million tons).
Two registered projects to date and several other studies conducted.  One study funded under the trade negotiations with the EU concluded that the region required capacity building on CDM, a few pilots, establishment of a regional CDM assistance facility and the possible establishment of a Pacific ACP carbon fund.

The current upper limits on small scale projects under CDM are still too large and very few projects in this region will lead to projects of that size.  Hence transaction costs will still be too high, but bundling and P-CDM present the opportunities here.

PIGGAREP plan for moving forward is to look at various technologies – geothermal, wind, hydro and biofuels – and the CDM opportunities here. They are also looking at the feasibility of a regional RE fund.

Discussion
Questions were raised concerning where the revenues are destined from the CERs generated in the ADB’s Nepal project mentioned. The revenues go to the bundling agencies and trickle down to the individual owners.  In the Nepal case, the project was established as a public/private partnership between government, an NGO that is the implementing agency and 65 biogas companies.  The government provides upfront subsidies to the end consumers as per the existing government policy and the CER revenues are used for subsequent expansion programmes.  Consent is obtained from the end consumers upfront for such utilisation of CER revenues.  For example, the CER revenues generated from the Phase I (for which the first instalment has been received) will go to fund Phase IV since the funds from SNV and KfW are running out.
Participants were interested to know why has there been a failure of CDM market? The main issue is the scale of the problem to be addressed versus actual achievements and resources.  There is also a need for money in the market place to flow automatically. The current mechanism is not a natural market and profits are being extracted through easier routes 
while the benefits do not flow to the end consumers. Additionally, there is also a need for long term price certainty, which requires strong leadership to resolve. While many people are working on climate change mitigation, these mitigation strategies/approaches are still not clearly understood, and as carbon markets focus only on mitigation, there is a need to look at adaptation as well.

While there is no specified minimum threshold for projects to be considered by ADB under the carbon market initiative, there is an issue of scale and transaction costs that is considered on a case by case basis.  The approach in the future should be to bundle projects in such cases.
ADB is seeking to aggregate projects and create nurseries/incubators, and project example exists - PREGO.

Another reference was given to an intitiative led by SES colleague Ms. April Alderdice, which is a web based aggregator of projects, with the bulk of the monitoring and evaluation left to grass root agencies working on these projects/MFIs and the reductions to be traded on the voluntary market.
Considering the typical 3 to 4 years to develop CDM projects, participants were interested to know how institutions like ADB might invest resources to speed up this process? ADB is currently looking at this issue to address the skills gap within the sector. 
New Market Opportunities: the case of LPGas

Session Chair: Shona Grant, WBCSD.

Michael Kelly, Director, Market Development, World LP Gas Association, WLPGA.

Andy Mendiola, Marketing & Business Development Manager, Shell Gas LPG Philippines.
Ms. Zenaida Y. Monsada, Department of Energy, Government of the Philippines Islands
Mr. Michael Kelly provided an overview of the WLPGA, what the Association does to support the growth of the LPG market and the prospects for LPG in the developing world. 

LPG is a mixture of propane and butane which is transported as liquid but burnt as a gas. It has several benefits such as its accessibility of the technology, its use as a cleaner cooking fuel, lower greenhouse gas emissions compared to other carbon-based sources of energy and as a substitution for biomass in cooking makes it important for reducing smoke inside households. 

LPG is not a solution for the poorest of the poor, but for those that have entered market economy to some degree. The availability of LPG as an established technology has seen a 60% increase in the LPG market in developing countries, however, more recently there has been a price spike due to oil prices.  However, solutions such as moving from household cylinders and tanks to larger bulk tanks for communities for larger use is a means of keeping 
costs down. One example of this is a project for a communal LPG cooking facility for Bangladeshi women. 
There is also the potential for using LPG to back up solar power to ensure a regular power supply. The WLPGA and its industry members, in partnership with UNDP, have worked on a successful project in Morocco using microfinance to increase access to LPG in rural areas. This is a project that might be replicated in other countries. However, it is essential that this is linked with the development of appropriate and affordable appliances, the provision of education and awareness around the technology and that cultural specificities are taken into account as the WLPGA approaches new markets. 
Mr. Andy Mendiola thanked delegates for participating in the field trip co-organised by Shell Gas LPG Philippines on the 9th April. 
Shell in the Philippines is looking to balance economic progress with social and environmental responsibility. LPG is able to achieve this as the technology is proven, has clear and proven advantages and has the capacity to improve air quality, especially in cities.
Manila is a city of 7 million vehicles and of these, only 1% have been converted to LPG. There is currently an overcapacity of storage in the country so the rollout is ready to be scaled up. LPG is more efficient than petroleum and similar to diesel in that is has lower associated maintenance costs. However, there is a high cost of conversion and this is driven by economics - not health or environmental reasons.
At a household level, LPG can make a big contribution. For example, in India indoor air pollution is killing people every 20 seconds. It is the fourth largest killer after the lack of sanitation. However, the limitations to access and acceptance of LPG, and in linking with NGOs, include the need for convincing sceptical consumers, issues of distribution and manufacturing and convincing business of sustainability of the product, the need to run programmes with a convincing business plan, and to treat end-users as consumers not beneficiaries. 

There is a strong link between increased prices and the recent reduction in LPG usage. There is a need for a reactivation programme for those that have shifted back to fuelwood/kerosene.  A nationwide implementation of the programme could help.

Ms Zenaida Monsada discussed financing and the particulars of the Philippines  Government’s role in energy regulation and LPG in the public policy mix. The Philippines sees 90% of oil used in the transport sector and 11% of oil usage is LPG. LPG is mainly imported as a finished product. LPG market share has the potential for increasing as it is   relatively easy for new participants to enter the market as it can be imported directly as finished product. 

Demand for LPG was sustained at the beginning of the recent oil price increase period, however, this fell once the price of LPG went up strongly. There was a great increase in LPG 
gas usage prior to the recent price spike.  Part of the reason for this is the large LPG cylinder tanks (11 kg) that makes the high upfront cost prohibitive in the poorest regions.

Tax restructuring, including a lowered VAT and removal of a 3% tariff on LPG (used on crude and other finished oil products) has led to higher conversion costs in vehicles, in particular taxi fleets. The roles of the Government in the Philippines are accreditation, training and certification for installers/technicians, emissions standards and the inspection and registration of LPG vehicles.
Discussion
One participant that LPG is not a renewable energy, and considered it confusing as to why it is included as part of the workshop on financing alternative and sustainable energy. While LPG is a fossil fuel, it is significantly cleaner then oil, petroleum, diesel, etc. It’s a stepping stone or transitional technology towards the time when renewable technologies can alone meet energy demands. It is therefore a good short term step in the right direction. It is a good transition fuel compared to other immediately available alternatives. The Philippines Government is not promoting LPG as a renewable energy but the incentives for its adoption are clear. 
Some enquired if there are any alternative methodologies or models to apply carbon funding to LPG applications. LPG is suited to smaller projects and those that are not of a size to attract CDM investments, but this would be possible with CDM reforms. LPG is also open to carbon financing in general, and is not restricted to CDM. The voluntary market can also provide funding/credit. 
While poor people like to use LPG, very small containers are preferred, and these are susceptible to illegal filling and recycling. Is this a problem or an opportunity? If the canister gets too small it doesn’t make economic sense to consumer or distributor. Research on producing light composite materials for canister manufacture shows that this may improve economic viability in poor communities.  It is clear that the main problem with LPG is indeed the packaging in its 11kg canister. Kerosene is more affordable as it can be purchased in daily amounts. However, even if LPG is reduced t0 2.7 kg, it still doesn’t actually fit the poorest domestic budget.  

Plans to expand LPG access to replace kerosene is primarily the responsibility of government policy and not the LPG industry, although it would give the LPG industry an extra market share. The WLPGA is happy to work with projects to phase out kerosene.
Energy supply models utilising solar energy with back-up LPG are currently employed in countries like Australia where they act as back-up in remote areas. This option is 
particularly attractive for organisations that need to provide energy without interruption (such as hospitals, health centres, military installations, etc).
Public Private Partnerships 

Session Chair: Anthony Oyo, GVEP International

Dr Shona Grant, World Business Council for Sustainable Development and Energy Poverty Alliance.

Nawa Raj Dhakal, Alternative Energy Promotion Centre, AEPC, Nepal.

Julinette Bayking, Investment Officer, IFC Advisory Services, East Asia &Pacific. Private sector participation in power generation in off-grid areas.

Dr. Shona Grant provided an outline of WBCSD activities and also of both a successful and unsuccessful public/private partnerships. WBSCD comprises 200 multinational companies, and its role is to catalyse a mindset shift for large corporations.  With 3 billion people living under $3 a day the potential for large corporations is great. There is 1.6 billion people without access to electricity, Sub Saharan Africa the most acute; in some rural areas it is as low as 2%. 
The Energy Poverty Alliance (EPA) is a private sector initiative aimed at reducing energy poverty. Initiated at the 2005 World Economic Forum in Davos, its primary focus is rural electrification in Africa. Considering the scale of the problem, can it be solved by incremental, bottom-up solutions or do we need other solutions?

The poorest people in the world are the most expensive to electrify and cross sector subsidies are being phased out – rich consumers can’t pay for the poor. At the same time, economic success in rural electrification is rare. However, it is possible to obtain capital investment for rural electrification. 

Therefore, the EPA initiative aims to deliver business expertise to reduce poverty by developing sustainable, replicable and scaleable projects. Upfront capital is financed by grant/ donor/development financing and ongoing operation and maintenance costs are financed by local users. A key aspect of this is local autonomy.
Previous projects in Lesotho and the Congo have undergone a series of steps including on-boarding and matchmaking between interested parties, MoUs between participant companies, attracting government interest and selecting communities where this could work. A formal alliance agreement is entered into so that the project can be sanctioned, financing options and models are identified. Project implementation includes local capacity building.
The Lesotho project was successful for several reasons including empowerment through local users through a local user association (MEDA), which was responsible for operation & maintenance. The timely formal approval of infrastructure adequate financing, technical and administrative support at the start of the commercial operations is crucial. A management unit is important as the coordinator and networker between all stakeholders, 
maintaining links to government, communities, partner organisations and the private sector.
The Congo project was however not successful. Although a feasibility study was completed and technical solution found, the development of the project was slowed due to political instability and lack of clear legal framework. The public utility decided to go a different route and the project model is not being adopted. The key learning from this is the imperative of getting government and the public utility on board from the beginning and to obtain a firm commitment from all parties.
The problem is that lack of access to energy is most acute in rural areas, where commercial returns are difficult to achieve. The private sector, both small and large, brings technology, finance and capacity to the table while governments and the community leverage this to develop scalable projects. This requires leadership from government, political will is essential. 
The business case in rural areas is not good. However, by engaging good local organisations and local entrepreneurs, the ongoing operation and sustainability can have a business case.
In terms of financing, companies have to deal with national governments rather than the donor agencies and this can make it difficult for the allocation of resources efficiently and effectively. Often governments don’t have financing skills and need to develop a credible brand, need to be seen as credible, and take ownership of the systems.
Mr. Nawa Raj Dhakal discussed efforts to promote renewable energy, primarily biogas, in Nepal through public private partnerships.  The AEPC was established in 1996 and is the national executing agency for renewable energy projects in Nepal. The aim of the AEPC is to popularise and promote use of alternative/renewable energies such as micro-mini hydro, PV, biogas, improved cooking stoves, wind and geothermal.
For the implementation of projects of the various alternative and renewable energies the private sector is the main service provider. Several key approaches are used including sector programme support with a long term perspective to build the capacity of different parts of the sector. Public Private Partnerships focus on community participants whereby systems are owned by communities/users themselves, based on demand only. 

Subsidies play a key role and this is a matter of a great debate. Subsidies provide security for the private sector and are an effective tool for promoting new technologies in the rural areas. They are based on the national level subsidy policy which covers 25-40% of the upfront cost of the technology and this is complemented by tax incentives. The rest is covered by end users or service providers. Along with these subsidies are extensive conditions which need to be adhered to by the private sector, otherwise they are heavily 
penalised. However, this is not a long term solution, and ultimately this should be replaced by credit.

There are several public sector partners in Nepal and every four years the government appoints someone from the private sector for representation in the rural areas to promote coordination & collaboration. There is a strong focus on technical support as rural people are not aware of the technologies. Private sector partner companies working in renewable energy technologies, or through sectoral associations, assisted with sectoral capacity building with private sector represented in the AEPDB through steering committees.

There have been several major achievements in Nepal which is underpinned by the rural energy policy, rural energy subsidy policy and rural energy fund. The REDP programme is recognised by the UN as best practice in the sector. 
Some of the major benefits of PPPs in Nepal is the achievement of concerted, collaborative efforts and shared ownership which ensure renewable energy technologies and services are available locally and at an affordable cost. However, challenges include the fact that the market is subsidy driven, credit mobilisation has not yet reached expected levels, business risk still remains as well as a shortage of working capital. Maintaining a pro-poor focus is also an ongoing challenge. 
Ms. Julinette Bayking discussed private sector participation in power generation in off grid areas in the Philippines. The IFC major roles in public/private partnerships include the structuring of institutional arrangements, to arrange financing and to secure long-term partnerships. IFC advisory services include improving and developing infrastructure creating strategies for private sector engagement is PPPs across all infrastructure work in all infrastructure sectors such as transport, water, power, telecom and to undertake pioneering transactions.

Projects are currently being undertaken in Indonesia, Vietnam, Vanuatu, Cambodia and Mongolia. In the Philippines, the IFC works with the national power corporation, SPUG (small power utility group) and a project to pipeline a electricity distribution system in South Luzon. It is assisting with an electrification programme within a context where Government policy includes the privatisation of energy generation, transparency in pricing and cost recovery. 
However, the current situation in one remote island is instructive. SPUG is the main power provider in the remote areas, however, this is mostly diesel and inefficient. For rural power, infrastructure is a consistent problem, financing deficits and inadequate fiscal management, while investors are risk averse to rural power. Due to the unreliability of power supply and the funding restraints in overcoming this, the government has introduced private sector participation in this area. 
In the current model, new private providers will take over the supply generating function through PSA. Prior to the project the Philippines had no framework for private supply providers and had to develop guidelines to determine costs and prices. The transactional object of this is to promote economic development in remote islands through power supply security.  The challenges to achieving this include the size of the market, the inability of consumers to pay joined with their weak credit history and the constraint of limited infrastructure.
Some of the key lessons include the need to secure buy in from key stakeholders, early and frequent interactions with investors, closer interactions with energy companies, avoidance of  combining the transactions with rate increases, while  the importance of political will and leadership is important at all stages. 
Discussion
Further  details were given of the nature of the partnership in Nepal. The AEPC project is driven by the private sector on the supply side, while the demand side is driven by the public sector. The private sector is more than just a contractor - it acts as a business entity, the technology is a commodity that is sold for private use. The subsidy is provided directly to households and therefore does not undermine the transaction. 

In the case of the Energy Poverty Alliance, business interest was generated among WBCSD member companies which learnt from the pilot initiatives and shared these lessons with other companies and the wider business sector.
The rural energy fund in Nepal receives funds from the Government of Nepal and the Government of the Netherlands, amounting to 10% Government and 90% donor contributions. However, the aim is to expand in the case of biogas to 25% from Nepal. There are a range of different modalities according to different programmes being implemented. The target is to get to single modality.
The significance of the role of Microfinance Institutions (MFI) in Nepal was clarified: MFIs are based in rural areas and are member-based organisations, initially set up for other purposes (for example, agricultural lending). They inform clients about the benefits of renewable energy, and deliver clients into the biogas programme. They offer from a 6% interest rate, although they can charge up to 16%, it is normally set at 12%. In rural settings 
the social element is present, as are market opportunities, interest, policies and ground support, however, there is a lack of response due to the unavailability of funds. Regarding the relationship between commercial banks and MFIs, it still has a long way to go but is going in the right direction. How can we mobilise capital more rapidly? What can we do next week to mobilise capital? Commercial banks are reluctant to release the funds to small entrepreneurs.
In Sub Saharan Africa, why is the focus of major leaders concentrating on grid-extensions? Is there a leadership role for WBCSD to look at decentralised electricity project? When undertaking the grid extension in Lesotho, the project was looking for a sustainable, efficient way to get more power into the grid, rather than just one community. However, there is no reason why future projects shouldn’t be off grid, based on a thorough understanding of needs. 
Implementation: challenges, product development and marketing 

Session Chair: Jack Whelan, Head, Private Sector Engagement, The Foundation for Development Cooperation. 
Stewart Craine, Barefoot Power.

Prem Sagar Subedi, Microfinance Specialist, Winrock International, Nepal.

Ms. Akanshya Chaurey, Associate Director, Distributed Generation & Rural Electrification, Energy Environment Technology Division, TERI, India.

Mr. Stewart Craine provided the perspective of a small  start-up private company attempting to bring affordable technology to the poor. Barefoot uses as simple a structure as possible.  It is replicating a concept performed in China where one factory every year sells 8 million LED lamps to students in China. White LED is considered the best technology for low income users. White LED is the best,  manufactured in China and is cheaper – including the battery that is used.

A major constraint for Barefoot and financing village-level energy as a whole, is that debt and equity is missing.  Grants are necessary in the early stages. Venture capitalists aren’t willing to invest due to the undue risk and worries about intellectual property. However, the UK Government is ahead of the game with the establishment of a ‘Department of the 3rd Sector’. 

Barefoot’s model is to start clients small with what people can afford and move forward to more advanced technology as they can afford more. Therefore, the start point is identifying the minimum need of software at the bottom of the pyramid. The immediate need for electrification is a lamp, so Barefoot concentrates on getting the lamps out first. The distribution of lamps will be far more effective by using the cash market. The cash sales concept is to break down the cost to something the poor can afford.
At a micro-level, products need to be fitted to the microfinance clients. One strategy is to start with installing battery charging stations at low costs and another example is the concept of a micro-franchise of LED lights carried by micro-retailers in bags - a “Business in a bag” concept. The concept provides for LED stock of 200 USD per bag with 2 different types of lamps. These can be sold to people at a cost of 15 USD or 5 USD respectively. 
The 1 watt solar lamp is the most popular. The poor can afford that one and will come back for a 2nd lamp.
Therefore, Barefoot tries to bring it down to very basic level. Capacity building for maintenance is very simple and they try to pre-engineer everything so there is no need for after sales services. They also believe that the people will work it out themselves, and that in the case of need of technical support one can use the internet.

Hopefully financing can go up the chain. The next step is to form mini grids of, for example, micro hydro and it will get even cheaper with electricity. The next step further is, instead of mini systems, to interconnect the mini grids and form a network.

Barefoot works with consumers who can pay up-front and are addressing the cash market. However cash sales are not long term investments. They need working capital. If they could get a loan of 1.5 percent this could pay back quickly but they are not getting this financing.

Supply chain issues are also crucial, linking social investors with importers, local banks and then to district depots and then via individual retailers and microfinance organisations that often act as supply depots. Therefore Barefoot is looking for scale up with micro financing and where micro financing can be the district depots. Finally, there is a need for good business models and good businesses.

Mr. Prem Sagar Subedi highlighted the necessity of linking stakeholders, so the program strategy includes working on the entire chain. Winrock in Nepal is working with different stakeholders including government, the private sector and with NGOs. On the demand side, it is important to work with communities to create demand and inform them where the solutions for energy access can be found. On the supply side, it is essential to work with the commercial sector and financing institutions and inform them that there is a large market in the rural area and that is where they can do business. On this front, they are also working on linking the companies with the commercial banks. Winrock is also trying to link the private sector’s interest in clean energy. Under this strategy Winrock is partnering with a variety of special interest groups.

Winrock focuses on the relationship between energy companies and MFIs. As a market driven approach is important, promoting renewable energy is tied to economic growth and an effort is made to convince financial institutions that there is large potential benefit in this 
ector and to make them see that they as well as the companies have the potential of entering into a profitable sector.

Winrock has provided guaranteed funding, even if only of a relatively modest amount, which has really helped to build the confidence of commercial bank lenders. Winrock supported commercial banks to set up financing by giving a 10% guaranteed fund. Renewable energy companies should use MFIs. If a company tries to address the households 
individually to promote renewable energy the marketing costs are high, but if they are addressed in groups the marketing costs goes down.

Identifying appropriate technology is not the most difficult issue, rather the challenge is for capacity building for maintenance, and then try to deploy the maintenance function to local MFIs and train local technicians so that they can provide services. But there is always a warranty from the company to provide after sales services.

Ms. Akanshya Chaurey emphasised that there needs to be a vision for future provision of energy, rather than just focusing on past projects and how they have been adjusted or improved.

To be a holistic program for increasing access to energy at the village-level, any campaign must be a partnering campaign. TERI will not be the only one working with implementation of the Lighting a Billion Lives Campaign but will work with supporting project partners and vendors. The most important partners are the NGOs functioning as the campaign anchors, because it would be difficult to work with millions of people without the anchors. There are so many NGOs so we should all work together.

The projects TERI is implementing are based on a community recharging station that incorporates solar lanterns - standardised 300 watts lanterns. Each station consists of 50 lanterns, with 40 charging at a time. Thus technologies are available and the MFIs are there to work with it. The financing strategy is to use microfinancing for lightning only and to concentrate on making the technology affordable. Once the message is out there regarding the model, then TERI will be in a position to talk about economies of scale.
In regards to the important issue of maintenance, the main contractor is obliged to provide 5 years maintenance contract for basic routine maintenance.

Government projects are completely insufficient. Combining a fee for service model with solar lanterns is a sustainable model. Financing strategies need to be broken down into their constituent parts, with vendors and product partners with affordability targeted and based on kerosene prices.  Opportunities will be based on sending out the right drivers to the industry. 

Discussion
It is important for after sales service to be maintained after the technology is rolled out. In the case of Barefoot Power, a maintenance contract is signed and is a qualifying criteria. MFI clients/staff are trained to undertake the repair and maintenance. However, if the technology is simple then clients and customers will be able to work it out. 
Panel Session: review and next steps 

Session Chair: Craig Wilson, Executive Director, The Foundation for Development Cooperation. 
Minh Cuong Le Quan, Groupe Energies Renouvelables Environment et Solidarites.

Dr. Shona Grant, World Business Council for Sustainable Development and Energy Poverty Alliance.

Mr. Silverio T.Navarro Jr., Project Engineer, Solar Electric Company. 

Mr. Samuel Tumiwa, Senior Energy Specialist, Energy Transport and Water Division, ADB.
Mr. Craig Wilson began the final session by suggesting that the overarching conclusion of the workshop was that it had contributed to a narrowing of the gap between the diagnosed problem and the solutions. Mr. Wilson then asked the panellists to concentrate on issues arising from the preceding two days with a focus on what are the things that need to be thought further about and worked on more thoroughly?

Mr. Minh Cuong Le Quan suggested that it is positive that participants were talking about lumen rather than kilowatt hours. Also, the idea that modern energy is expanded to include renewable energy and LPG highlights that traditional fuels in new forms can still be a focus, for example, pelletising biomass. Networking in forums such as this event and identifying nearly mature technologies that are suitable for the poor are key aspects to poverty reduction. Increasing the number of sustainable power plants is also a requirement for large scale energy access. 
Dr. Shona Grant suggested that the scale of the problem versus the scale of the solution was not talked about enough realistically. Discussion of the scaling up and replication of projects was insufficient and needs to be a major focus if the problem is to be addressed. A necessity moving forward is functioning markets for the poor where they are not treated as beneficiaries but customers. This will require elements of grants and a sufficient combination of financing to reach the possible market of 1.6 billion. A key question that also came out of the workshop and needs to be addressed is: how do you get cheap, quality and bulk product to satisfy the market. Also, capacity building at all levels is important. There needs to be leadership and political will to adequately address all of these issues. 
.

Mr. Silverio T.Navarro Jr. also asked: where are the models to replicate and scale-up? As most of the projects and case studies presented were based on subsidies, there is a great lack of readily scalable models.   
We learned that 25% of the 1.6 billion without access to modern forms of energy are in India. However, we also need to identify market segments; rather than treating ‘the poor’ as a single market, marketing strategies need to be concentrated on these specific markets across countries and regions. A central part of this is identifying how much the market is willing to 
pay and what kind of energy capacity to they need. Business models targeting these market segments need to be commercially viable. Political will is an absolute necessity.

Mr. Samuel Tumiwa reinforced the panel’s views by identifying the need for leadership, for appropriate and effective vehicles and business models and scaling up to ‘functioning markets’.  He suggested that just as previously the green revolution averted a food crisis and the hole in the ozone layer was addressed by international action on CFCs, the growing momentum behind the climate change challenge has made energy a mainstream issue. While access to energy has not reached the heights of these previous international efforts, a critical mass around the issue of climate change will require that it be systematically addressed.
We need to identify more efficient financial systems; the money is available but the ways in which it is delivered remain problematic. In addition, how do we attract a percentage of the huge degree of financing available for climate change related issues for increasing access to energy? One suggestion is an Asian equivalent of the African ‘Lighting the Bottom of the Pyramid’ programme. 
Discussion
· Selling lights along with loans ‘doubles the income’; do the financing at the very start with supplier credit which will enhance the capacity of retailers and MFIs. 
· There are parallels between microfinance 30 years ago and the energy sector now, whereby it is increasingly being realised that the poor have a capacity to pay, on terms that are tailored correctly, for products that are both appropriate and affordable. 
· There are also parallels and lessons to be learned from what is happening in the ICT sector. 
· The presentations at the workshop only scratched the surface of the kind of exciting programmes and solutions that are being undertaken internationally. Work needs to be done on collecting and disseminating these. 
· The risks of financing energy activities need to be reduced along with the transaction costs of operations, while at the same time creating the necessary regulatory and policy structures. 
· Microfinance is not a panacea for bridging the gap between the poor and energy access and as a conduit for all financing, it is only a small part of the solution. We need to be careful to not pass the costs of marketing, delivery and after-sales maintenance off suppliers and manufacturers and onto MFIs. 
· The issue of sustainability versus poverty alleviation is a continuing debate within the microfinance sector. MFIs are ready and able to facilitate energy lending, however, often there is no demand on the part of the institutions. This is possibly because the interest rate is too low. Money should be mobilised to improve efficiency and reduce the interest rate making money available for energy lending.
· Just as regular microfinance loans, energy loans need to be seasonal and fit the needs of clients. 

· A pool of money should be made available for an ‘innovation funding mechanism’. 
· The private sector is not as engaged as it could or should be, highlighted by the limited number of delegates from the private sector; the distribution and the muscle required to find solutions can only be achieved by the private sector. 
· Over the course of the workshop, grid extension was discussed on one hand while ‘lighting a million lights’ via renewables was discussed on the other. Is the industry being confusing and is it sending the wrong messages? Does there need to be a more concerted effort made to co-ordinate the message regarding which technology and solutions are appropriate for different markets. There is a need for better coordination between all stakeholders.

· Many of the key entities, organisations and institutions are not willing to listen to each other and are therefore not learning lessons.
· Where there is market potential this needs to be developed before the provisi0n of energy.
· In some regions energy provision on a commercial basis is not realistic and subsidies are required.
· Maybe it is necessary to break down the 1.6 billion without access to energy into different levels of need, and therefore different solutions. 

· Often funding is not the problem; for example in the Pacific at least US50 million dollars has been spent but penetration is very low. The European Union is pouring in another US30 million. This may mean that history is repeated unless innovative approaches are taken and some of the above lessons are translated into actions. 

· The workshop has highlighted that the potential of the CDM is yet to be fully explored and innovation on this front is required. 
There was agreement with a stress on the importance of the carbon market – despite it being a strange, remote, abstract, costly and risky endeavour. Nevertheless, the carbon market, in the form of both CERs and voluntary credits, holds opportunity. Efforts by Fiji Water to go carbon neutral are highlighting the potential. However, carbon financing will require a certain scale. Aggregation is needed, either by getting together or thinking longer term to reach scale. 
The Clinton Foundation aggregated the HIV market and assured medical providers of the viability of a market and a similar coordinated effort towards aggregation of energy, led by the Mayors of 40 large Western cities, provides some leading examples of the direction that might be taken.  

Bundling can reduce the costs to manufacturers and suppliers. Some concern was expressed at some of  the ‘top down’ approaches discussed during the session, and encouraged participants to never forget about whose needs we are trying to serve. How is flexibility in their market created? 

Mr. Craig Wilson finalised the session and the workshop by thanking all chairs, presenters and participants, and finished with two final questions: 
i) Is what was talked about over the two days of the workshop attractive to potential financiers and are the goals sufficiently clear?

ii) Did the workshop engage the full set of people necessary for making progress on these issues?

These, along with all the issues raised in the final session, need to be addressed in bridging the gap between the needs repeatedly identified in the workshop and the solutions required.  
‘The smallest political unit into which cities and municipalities in the Philippines are divided. It is the basic unit of the Philippine political system. It consists of less than 1,000 inhabitants residing within the territorial limit of a city or municipality and administered by a set of elective officials, headed by a barangay chairman (punong barangay)’ (National Statistical Coordination Board, Government of the Philippines). 
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