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Areas of Interventions - IDB’ s Climate Change
Strategy

Mitigation

Adaptation
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Scale of Finance needs

Sustainable energy investment requirements in the “450 scenario” 2014-35 (USD 2012,
billions)

USD 1 720
uUsD 1 513
UsD 1 344
USD 8 809
UsD 1 093
USD 885
usD 735
UsD 670
USD 472
UsD 375
Total China EU USA Other India Middle East Other Latin Other
capital OECD and Africa  non-OECD America  developing
required Asia

Source: OECD (2015), Mapping Channels to Mobilise Institutional Investment in Sustainable Energy
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CLIMATE

SOURCES OF CLIMATE FINANCE ©) @, USD 359 BN

PUBLIC SOURCES - 3%— II — PRIVATE INTERMEDIARIES - 6%

Ministries 23 | Commercial Financial Institutions 6%

Government Agencies 0.9% . Asset Management Companies 0.2%
I- Private Equity 0.1%

Countries 0.1%
Subnational Authories 0.02% Unidentified fund-like intermediary 0.09%
Infrastructure fund 0.08%

Venture Capital 0.05%

Private actors again contrib-
uted the lion's share of
climate finance in 2012 with
investments totaling USD
224 billion, much of which
was enabled by public
investments.

T'he public sector
contributed between
USD 132 and 139 billion
(on average USD 135
billion), or around 38%
of overall global climate
finance flows in
2011/2012.

—PRIVATE SOURCES - 56%

Project Developers 20%

Corporate Actors 16%

Househalds 9%

Utility / Independent Power Producer 8%
Manufacturer 3%

EPC Contractors 0.3%

Corporate End-user 0.2%

Energy company (oil & gas) 0.2%

PUBLIC INTERMEDIARIES - 34% —

National Development Banks 19%
Muitilateral Development Banks 1%
Bilateral Development Banks 45
Climate Funds 0.5%

94% towards Mitigation




CLIMATE

CLIMATE FINANCE INSTRUMENTS ©) i,

PUBLIC SOURCES — i. l_

Grants 2%

Balance Sheet Financing 0.8%
Low-Cost Project Debt 0.3%
Project-Level Equity 0.03%

— PRIVATE INTERMEDIARIES
Project-Level Market Rate Debt 6%
Balance Sheet Finance 0.4%
Project-Level Equity 0.2%

FINANCIAL
INSTRUMENTS  PROJECT-LEVEL
KEY: EQUITY

BALANCE SHEET LOW-COST
FINANCING PROJECT DEBT

PROJECT-LEVEL
MARKET RATE
DEBT

PUBLIC INTERMEDIARIES —
Low-Cost Project Debt 19%
Project-Level Market Rate Debt 14%
Grants 1%
Balance Sheet Financing 0.6%
Project-Level Equity 0.05%

—PRIVATE SOURCES

Balance Sheet Financing 53%
Project-Level Equity 3%
Project-Level Market Rate Debt 0.02%




Financial Mechanism to Support CDM (some examples)

Residual demand for 2014-2020 Full potential for issuance for 2014-2020 (MtCOze}
(MtCO,e) Figure based on the registered portfolio, not considering
the effect of the demand on the issuance levels
CERs and ERUs EU ETS: 400-500 3,500-5,400
Effort Sharing Decision: < 700
NZ ETS: 20-30

Total: < 1,120-1,230

Source: World Bank. 2014. State and Trends of Carbon Pricing 2014

=  The NEFCO Norwegian Carbon Procurement Facility (NorCaP) (30 MtCO2e)
= UNFCCC Loan Scheme for CDM

= Joint Crediting Mechanism (Japan)

=  Fiscal incentives (e]. Colombia, technology and equipment exempted of IVA)
= Methane pay-for-performance auction facility (reversed auctions)

=  Domestic Carbon Markets

= Voluntary Carbon Markets (76 MtCO2e in 2013)




NAMAs & POSSIBLE FINANCING STREAMS

Unilateral NAMAs Supported NAMAs Credited NAMAs

Domestic finance International carbon markets

Green climate fund
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Climate Investment Funds 5
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GREEN CLIMATE FUND (GCF)

The Fund will support [developing countries] in pursuing project-based
and programmatic approaches in accordance with climate change
strategies and plans, such as low-emission development strategies or
plans, nationally appropriate mitigation actions (NAMAS), national
adaptation plans of action (NAPASs), national adaptation plans (NAPS)
and other related activities.

-Mitigation and Adaptation windows (Same modality of Access)

- 50:50 balance between adaptation and mitigation during the initial phase of
the Fund.

-Private Sector Facility (PSF) — direct and indirect finance to private sector
-Readiness Support

-National, Regional and International Implementing Entities (Direct and
International Access)

-Geographical balance

-Grant & Concessional Lending




Financing NAMAs: Role of MDBs

= Multilateral Development Banks

Trigger and facilitate first steps by providing loans and concessional
funding to prepare and develop NAMAs together with host country

Help eliminate barriers (technical, regulatory, financial) and risk-
return equation

Create implicit credit enhancement effect on account of participation
by banks (AAA credit rating)

Facilitate the access and implementation of climate funds

Catalyze private investments in NAMAs for long term sustainability
for NAMAs and transformational impact

Help build institutional capacities for enhanced NAMA coordination
by host countries and help develop national and sectorial plans

Provide valuable knowledge, regional experience and replicable
best practices




Importance of Financing costs and De-risking RE & EE Investments

Developed country Developing country
(Wind vs. Gas) (Wind vs. Gas)

9.4 B Financing Cost
(Equity)

M Financing Cost
(Debt)

I Operating Cost
(incl. fuel cost)

B Investment Cost/
Depreciation

PRE-TAX LCOE (USD CENTS/kWh)

Wind Gas Wind Gas
(onshore) (CCGT) (onshore) (CCGT)
Developed Country Developing Country
Cost of Equity = 10% Cost of Equity = 18%
Cost of Debt = 5% Cost of Debt = 10%

Source: UNDP(2013) Derisking Renewable Energy Investment




Energy Efficiency Financing — Risk transfer instruments

ENERGY-EFFICIENCY (EE) SUPPORT PROGRAM FOR HOTELS,

CLINICS & HOSPITALS
BANCOLDEX ’

Key barriers for
investments in EE in COL Performance
Contract
Lack of knowledge of (optional)
commercial banks of the
risks and returns of EE
Projects

Credit Line
Bancoldex EE

Lack of knowledge by
potential beneficiaries of
potential economic benefits

Validation
of energy
savings
and
arbitration

Lack of financial capacity of
local technical energy
service providers

Innovative Financing model for EE Investments with:

« Atransformative long term impact in the economies of small and micro-industries.
Potential of replication of the model for the entire service sector in LAC region
Domestic insurers development and growth

Promote participation of EE service providers in LAC market
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Validation and
Verification

/ Service provider
accreditation
" Project
validation

4 Energy savings
verification
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Defining priority sector interventions
Alignment with national priorities
Market Studies

Addressing financial barriers:
Development of adequate
financial instruments

Medium
Credit/ Performa- and long
collateral nce Insurance term
guarantees Guarantee concession
al credit
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Thank you for your attention!

Mateo Salomon
Climate Change and Sustainability Division
Inter-American Development Bank (IDB)
jmsalomon@iadb.org




Banco Interamericano de Desarrollo / www.iadb.org



