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The Mandate

The purpose of this document is to provide
the Government of Norway (GoN) with a pro-
posal by which it can make a significant con-
tribution to expanding renewable energy and
energy efficiency (RE/EE) in developing coun-
tries. Hereafter, the GoN’s potential commit-
ment to this endeavor will be referred to as
“Energy+.” In keeping with instructions from
the GoN, the Energy+ proposal should:

* Address both increasing energy access in
least developed countries and reduce
emissions of greenhouse gases (GHG) in
developing countries;"

* Have a “systemic impact”- that is, have a
transformative influence on the develop-
ment or deployment of RE/EE for the pur-
poses stated above;

* Contribute to establishing a robust, effec-
tive and flexible international architecture
by building partnerships with developing
country governments, contributing coun-
tries, private sector actors, international
agencies and civil society and taking
advantage of their relative contributions
and strengths. Ultimately, those partner-
ships should accelerate and expand pri-
vate sector investments in RE/EE;

Build on the successes and lessons drawn

from the GoN’s International Climate and

Forest Initiative (ICFI) supporting REDD+;

e Contribute to the development of a credi-
ble system for measurement, reporting
and verification (MRV) emission reduc-
tions from energy generation and for
increasing energy access. The purpose of
strengthening the MRV system is to
increase accountability, develop results-
based financing mechanisms and encour-
age stronger linkages with carbon mar-
kets; and

* Draw on expertise and experiences from
two specific sources. First, it should make
use of the contributions of the Technical

Working Group on International
Architecture for Climate Finance (TWG)
that has designed specific financing
mechanisms to address the transforma-
tion of high GHG-emitting sectors in devel-
oping countries and to promote coordina-
tion among diverse international financing
mechanisms and sources. Second, the
proposal should draw on the views and
experiences of international RE/EE
experts from the private sector, interna-
tional agencies, bilateral agencies, trade
associations and non-governmental organ-
izations. This was accomplished through a
two-day seminar held in Oslo in early
December 2010.

The first four sections of this document
review a range of contextual factors that
determine the opportunities and constraints
facing implementation of Energy+. Those
background analyses begin with an examina-
tion of the scale of the global RE/EE chal-
lenge, along with a review of current trends
developing and deploying RE/EE technolo-
gies. Next, the analyses focus on the econom-
ic sectors involved and the main actors,
namely governments, businesses and civil
society, and their intimate interaction in mov-
ing RE/EE to scale in developing countries.
The third section examines the Norwegian
government’s experience with REDD+, the
emergence of more than two dozen new
RE/EE funding mechanisms and develop-
ments in international climate negotiations.
The fourth section examines the challenges
and opportunities for putting in place a
results-based approach for Energy+ and dis-
cusses how the that approach should relate
to carbon markets and other sources of sus-
tainable financing.



The fifth and concluding section of the docu-
ment draws from these background analyses
to identify the niche of Energy+ in the broader
RE/EE landscape and present three detailed
recommendations that call for:

* Supporting development of a prototype
RE/EE climate registry to foster greater
coherence and cooperation among inter-
national donors;

* Applying a three-phase approach to the
planning and financing of RE/EE in devel-
oping countries to strengthen coordina-
tion of national activities and internation-
al support for them; and

* Building a range of partnerships to move
RE/EE deployment and development in
developing countries to scale.

This section concludes with a discussion of
the potential rewards, risks and risk mitiga-
tion strategies that the Government of
Norway should consider as it maps the steps
to implementing Energy+.

Respectfully submitted:

David Reed

Pablo Gutman

Technical Working Group on the

International Architecture for Climate Finance

March 1, 2011



Section 1. Challenges and Trends

1.1. Energy Challenges in the Developing
World

All developing countries face one or more of
the following three energy-related challenges.
The first imperative is to increase the access
of the poorest segments of society to modern
energy. Current estimates hold that 1.4 billion
people are without access to electricity, and
2.7 billion people rely on unsustainable fuel
wood for cooking and heating. The majority of
that deprived population resides in sub-
Saharan Africa, India and developing Asia.

The International Energy Agency (IEA) has
recently estimated that the investments need-
ed to increase energy access of the poor to
achieve the 2015 poverty reduction targets
set by the Millennium Development Goals
would require increasing energy investments
above business-as-usual trends by $41 billion
each year between 2010 and 2015. Achieving
universal access to modern energy by 2030
would require additional global annual invest-
ments of $36 billion a year between 2015
and 2030 (IEA, 2010b).

The second major challenge is to substantial-
ly increase energy supply for national eco-
nomic development. The IEA estimates that
from 2010 through 2035, non-OECD coun-
tries’ energy needs will grow 60 percent.
Staying on that track will require investments
of approximately $800 billion each year, gen-
erating a cumulative investment of $21 tril-
lion in the course of that 25-year period (IEA
2010b).

The third and equally important challenge is
to reduce energy-related GHG emissions.
Energy generation and use are the source of
approximately 60 percent of the world’s GHG.
Many developing countries are and will
remain small GHG emitters. Other developing
countries are large emitters, and their emis-

sions are projected to increase dramatically if
proper mitigation measures are not put in
place immediately. Hence, without robust,
comprehensive developing country coopera-
tion in global mitigation efforts, there can be
no solution to global climate change.
According to European Union (EU) estimates,
meeting the below-2°C target could add
some $90 billion a year to the energy invest-
ments of non-OECD countries (EU/JRC/IPTS,
20009).

A dramatic scaling-up of renewable energy
and energy efficiency (RE/EE) is necessary to
address these three challenges. Admittedly,
RE and EE do not constitute the entire solu-
tion to global energy needs, but they are a
significant part of it, given that by 2035 it is
estimated that renewable energy would con-
tribute between 25 percent and 58 percent of
the world’s energy supply.® As the IEA states
regarding electricity, which is a major piece of
the energy puzzle,

“Electricity generation is entering a period
of transformation as investment shifts to
low-carbon technologies; the result of
higher fossil fuel prices and government
policies to enhance energy security and
curb emissions of CO2” (IEA, 2010b, p.
50).

1.2. Renewable Energy: Points of Reference

Renewable energy, sometimes referred to as
“modern renewable energy” to differentiate it
from traditional uses of firewood and bio-
mass, is useful energy extracted from a vari-
ety of primary sources in ways that strive to
comply with three basic standards: First, the
energy source is unlimited or is managed
through a sustainable, renewable cycle; sec-
ond, renewable energy technologies seek to



minimize emissions of GHG and other pollu-
tants; lastly, whenever possible, renewable
energy sources seek to minimize other nega-
tive environmental and social impacts, partic-
ularly when compared to the emissions and
impacts of fossil fuel-based energy. In keep-
ing with those three criteria, the usual list of
RE sources includes solar, wind, biofuels, bio-
mass and wastes, geothermal, marine, and
hydro. A multitude of different technologies
are employed to harness those sources.

It is important to note that there is no com-
plete agreement on what constitutes “modern
renewable energy.” For instance, because of
nuclear energy’s potentially large negative
impacts, few analysts are willing to bestow
the RE mantel on it. In regard to hydropower,
many experts are willing to give “renewable
energy” or “sustainable energy” labels only to
small hydro projects of 50MW or less.* Other
analysts would exclude corn-based ethanol
because, when assessed on a life-cycle basis,
corn-based ethanol may end up emitting
more GHG than the oil or gas it is intended to
replace’ Even when the energy resource is
renewable, some of its applications may be
controversial if other necessary inputs, partic-
ularly land and water, are in short supply.
Such is the case when trade-offs are to be
made between producing biomass for fuel or
food, or in the debate regarding how much
fresh water in northern Africa could be divert-
ed to cooling concentrating solar power sys-
tems.

Regarding technology development, some RE
technologies are well-established technolo-
gies with a vibrant manufacturing sector and
clear markets. Those include wind power,
photo-voltaics (PV), household solar water
heaters, hydropower, sugar cane ethanol and
geothermal plants. Other RE technologies
such as concentrating solar power, marine

and most biofuels are in earlier stages of
development.

In addition, there are other technological
challenges that even the most advanced
technologies, such as wind and solar PV,
must overcome to allow significant scaling-up,
including:

* Finding energy storage solutions to facili-
tate the scaling-up of intermittent renew-
ables;’

* Finding technological solutions to reduce
costs of integrating renewable energy into
existing power grids; and

* Finding technological solutions to reduce
RE demand for scarce resources like agri-
cultural land and freshwater.

Adding to technology issues, RE faces other
important market obstacles to at-scale
deployment. Foremost is the fact that at cur-
rent market prices most RE is more expensive
than fossil fuel energy. Two major failures
contribute to the weak competitiveness of RE.
The first failure is the widespread use of sub-
sidies to support fossil fuel production and
consumption. Globally, those subsidies
totaled $312 billion in 2009 (IEA 2010b). The
second is the continued failure to acknowl-
edge and internalize the social cost of carbon
through a carbon price or carbon tax. As
demonstrated over recent years by the EU --
which has the world’s highest fossil-fuel
prices and has set the highest, but still quite
low, price on GHG emissions - those two
measures alone would go a long way in
increasing the global competitiveness of RE.



1.3 Energy Efficiency: Points of Reference

The goal of increasing energy efficiency, or
energy efficiency gains (EE gains), is to use
less energy to attain a comparable physical
output, sustain the same level of consump-
tion or maintain the same level of human
well-being. EE gains can be obtained in all
stages of the energy chain. These gains begin
in energy generation by switching, for exam-
ple, from traditional coal-based power plants
to integrated gasification combined cycle or
supercritical technology, then move to energy
distribution by reducing power transmission
losses, pass on to energy consumption by
using better building insulation or vehicles
that get more miles per gallon, and end by
changing energy consumption patterns - for
example, by installing power-use meters.

Energy-efficiency businesses cover an very
extensive number of technologies. These
businesses include a large number of small-
or medium-sized applications and generally
have no market-dominant players on either
the supply or demand side, with the exception
of car and transport manufacturers. The sec-
tors that offer the larger unmet opportunities
for EE gains include commercial and domes-
tic buildings, appliances, transport and vehi-
cles, industry, and power generation.

Many EE technologies are mature and are
competitive at current market prices. In fact,
they tend to have negative costs in that they
generate net savings over the EE product or
process life. In spite of this economic poten-
tial, expansion of EE applications has been
very slow, as reflected in the following state-
ment from the IEA:

“Despite energy efficiency’s recognized
advantages as a bankable investment
with immense climate change mitigation
benefits, economic advantages and posi-

tive impacts for energy security, most of
the EE potential remains untapped and
the investment gap [to secure a below-

2°C future] is tremendous” (IEA, 2010a

p. 7).

Numerous analyses point to the following
market failures as reasons that EE has failed
to reach its market potential:

* Lack of consumer and business aware-
ness;

* Business perception that EE investments
may be riskier than other investments and
deliver no tangible output that can be
demonstrated by impacts on the bottom
line;

* Consumers’ high rate of discount, which
may discourage households from paying
the initial comparatively higher costs of EE
products;

* Subsidized and low-cost energy that may
make EE gains irrelevant to consumer
choices;

* Principal agent (PA) conflicts, meaning
that, for example, a commercial building
developer (PA) would have to pay for EE
improvements, but the tenants would be
the ones who would benefit from lower
energy bills; and

* Asymmetric knowledge and conflict of
interest; for example, power companies
and other energy providers are
well-positioned to promote EE among their
clients, but see no benefit in doing so,
given that their profits are tied to the vol-
ume of power sold.

These barriers are present in both developed
and developing countries but tend to be more
acute in the latter, where knowledge barriers
are higher and commercial credit to finance
EE up-front costs is scarcer.



1.4. Recent Trends in Renewable Energy and
Energy Efficiency Deployment

Beginning from a very small base in the early
‘90s, renewable energy has experienced a
dramatic growth in the last two decades.
According to a recent REN21 publication,

“Trends reflect strong growth and invest-
ment across all market sectors — power
generation, heating and cooling, and
transport fuels. Grid-connected solar PV
has grown by an average of 60 percent
every year for the past decade, increasing
100-fold since 2000. During the past five
years from 2005 to 2009, consistent high
growth year-after-year marked virtually
every other renewable technology. During
those five years, wind power capacity
grew an average of 27 percent annually,
solar hot water by 19 percent annually,
and ethanol production by 20 percent
annually. Biomass and geothermal for
power and heat also grew strongly”
(REN21, 2010 p. 9).

Average Annual Growth Rates of Renewable
Energy Capacity, End-2004 to 2009
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This fast growth of renewable energy is not
limited to developed countries. In recent
years, China, Brazil and India have ranked
first, fifth and eighth, respectively, in the
world in deployment of renewable energy. In
20009 their combined total RE investments
reached $44.2 billion, representing 37 per-
cent of global investment in clean energy
(UNEP/SEFI/Bloomberg, 2010). In the past
two years Mexico has joined this leading
group, with RE investment figures approximat-
ing those of India.

Large investments in RE have also spurred
the growth of leading RE industries in devel-
oping countries: China is already the world
leader in deploying wind power technology,
installing small hydro plants and solar water
heaters; India is also a world leader in wind
power generation; Brazil is a world leader in
biofuels and hydro; and Turkey now boasts a
large solar water heater industry.

Thus far, however, developing country
advances in RE are strongly concentrated in
these five countries. The rest of Africa, Asia

Renewable Power Capacities: World,
Developing Countries, EU and Top Six
Countries, 2009
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and Latin America — over a hundred coun-
tries — accounts for less than five percent of
the world investment in RE, representing less
than 11 percent of developing country invest-
ment in RE. It is understandable that the larg-
er and faster-growing countries would make
up the bulk of RE in the developing world.
Nonetheless, most of the developing world
trails far behind its potential, whether that
potential is measured by the currently low
penetration of RE in its total energy mix’ or by
the availability of large and untapped renew-
able energy resources, including prime loca-
tions for wind and solar developments, hydro,
geothermal resources, and large opportuni-
ties for biofuels farming.

Compared to the relatively strong growth of

RE, energy efficiency investment trends are
not encouraging, with all countries — devel-

oped and developing, large and small — lag-
ging far behind opportunities.

1.5. RE and EE as Vehicles for Energy Access
and GHG Mitigation in Developing
Countries

Renewable energy is an important path for
increasing access of poor populations in
developing countries to modern energy, par-
ticularly to provide energy to off-grid rural
populations. Likewise, the use of energy effi-
ciency technologies, once considered relevant
only to populations with high energy con-
sumption patterns, has been demonstrated to
bring clear benefits to low-income

consumers too’

Renewable energy and energy efficiency are
even more important for GHG mitigation, as
they encompass over two-thirds of all oppor-
tunities for reducing energy-related emis-

sions. For example, the IEA estimates that in

order to secure a below-2°C future, renew-
able energy will have to account for 24 per-
cent of all energy-related emission reductions
by 2035 and energy efficiency will have to
account for an additional 48 percent of need-
ed reductions.’

While both RE and EE are central to reducing
GHG emissions, there are important cost dif-
ferences between them that are relevant to
the Energy+ initiative. Most EE options lie in
the left side of mitigation cost curves, mean-
ing that they have low or negative costs and
that, from a financial perspective, they should
be undertaken first. In contrast, most RE
options lie on the right side of the mitigation
cost curve, meaning that they have signifi-
cantly higher costs and that they should be
undertaken only after cheaper mitigation
options such as REDD+ and energy efficiency
measures have been exhausted.

To date, neither markets nor governments
have followed that logic, and RE has taken
the lead, in large part because RE is pursued
not only for its GHG mitigation potential but
also for a host of other reasons relating to
national development priorities, including
energy diversification, energy security and the
cost of energy imports.



Box 1: RE and EE Challenges and Trends:
Salient Issues

* Worldwide demand and supply of
renewable energy and interest in energy
efficiency are growing fast, but invest-
ments still lag well behind what is need-
ed to mitigate emissions to secure a
below-2 °C scenario. This lag applies to
all countries, developed and developing.
In developing countries, deployment of
RE and EE falls far behind their potential
to contribute to eliminating energy
poverty and reducing GHG emissions.

In developing countries, RE is pursued
for a host of reasons well beyond GHG
mitigation, including expanding the
domestic energy supply, increasing ener-
gy security, diversifying energy sources
and reducing the energy import bill. The
Energy+ initiative should take these
motivations into account, because car-
bon mitigation alone may not provide
adequate justification to cover the incre-
mental costs of developing and deploy-
ing renewable energy technologies at
scale.

The estimated global costs of eradicat-
ing energy poverty are on the same cost
level of reaching global REDD+ objec-
tives. In marked contrast, reducing
energy-related GHG emissions in devel-
oping countries would cost 40 times
more than the investment costs of meet-
ing global REDD+ objectives. This differ-
ence is significant, and the GoN should
take it into account when setting the pri-
ority investment areas for Energy+.
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Section 2. Greening Energy: Main
Sectors and Stakeholders

2.1. Greening Energy: One Issue, Many
Sectors

In policy discussions, it is not uncommon to
refer to the “energy sector.” To the extent that
the term “sector” refers to a group of eco-
nomic activities that share strong similarities
in terms of products, markets, technologies
and regulations, the energy sector, per se,
doesn’t exist. There is a power generation
sector, a transportation sector, a household
heating sector and so on. The differences
among these sectors in terms of products,
markets, technologies and regulatory frame-
works far outstrip their common trait; namely,
that they all use and transform energy. The
same is true for RE and EE: Those terms are
applicable to many different economic sec-
tors that range from power generation to
many different energy-related industrial
processes. Acknowledging this complexity and
diversity is important both for a developing
country trying to green its economy and for
the Energy+ initiative that is trying to support
national efforts.

* For a developing country acknowledging
this diversity helps to distinguish between
energy-wide issues and sectors specific
issues. Energy-wide issues call for broad
polices that constitute important parts of
a country’s low carbon development strat-
egy such as setting economy-wide RE
and EE targets, reforming energy subsi-
dies and changing energy prices. On the
other hand, sectors-specific issues call for
sector level targets and policies that are
frequently covered in NAMAs and include,
for example, setting standards for appli-
ances, reforming codes for residential and
commercial buildings, or raising mileage
standards for vehicles.

* For the Energy+ initiative, this differentia-
tion is significant because it obliges
choosing and prioritizing specific areas of
engagement. For instance, in an initial
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phase, Energy+ could support the prepa-
ration of comprehensive low carbon devel-
opment strategies that touch on all of a
country’s major energy issues. However,
when it comes to actually planning invest-
ments, the GoN will have to narrow its
support to more specific sectors that can
have a potential transformative impact.

2.2. The Role of the Public Sector

The GoN has explicitly stated that a primary
condition for implementing Energy+ is build-
ing partnerships with a range of stakeholders.
Foremost of those partners are governments
from developing countries that either
embrace the purposes and modalities of
Energy+ or that have developed low-carbon
development strategies that support the
scaling-up of RE/EE as a strategic pillar in
their low-emission, sustainable economic
development paths.

Apart from ensuring national ownership, there
are additional reasons for placing developing
country governments at the forefront of the
GoN'’s partnership building. First, national
governments are the primary source of
financing for multiple activities required to
develop RE/EE industries. Those public
expenditures are most needed in the early
stages of planning, technology introduction
and deployment but continue thereafter to
cover the higher costs of renewable energy.
Without public financial support, often total-
ing billions of dollars, infant RE industries
would not be able to survive in the face of
lower-cost fossil fuel competitors. Second,
bilateral relations with developing country
governments are the primary established
channel for delivering international assis-
tance (ODA). In the absence of coordination
with and approval from national governments,
much of current bilateral and multilateral



resources flows would not materialize or be
sustained. Third, developing country govern-
ments are at the very center of developing
and regulating energy development, regard-
less of continent and size. Whether or not
governments are active market participants,
say, through public utilities or parastatals,
they provide other fundamental and irreplace-
able functions that allow the energy sector to
expand. Those functions include the follow-
ing:

e Establishing a broader development
framework in which energy provision is
firmly grounded;

* Defining a strategic plan for development
of the energy-related sector and RE/EE in
particular;

* Implementing a coherent policy, legal and
institutional framework that supports
developing and sustaining RE/EE;

* Establishing and maintaining a stable,
transparent regulatory system under
which private actors can function; and

* Providing a broad range of financial incen-
tives to encourage the transition to and
growth of RE/EE.

Each government articulates and implements
those functions in ways unique to the coun-
try’s capacities, level of development,
resource endowment and needs. When provi-
sion of those functions is deficient, engage-
ment of private investors and companies is
impeded and growth of the RE/EE sector is
undermined.

The figures below indicate a general
sequence of policy decisions necessarily
included in the development of national RE
and EE development strategies. This chain of
decisions ultimately decided by policy makers
in government and parliaments determines in
large degree the standards, policies and
incentives under which private sector agents
must calculate the risks and opportunities for

12

investing in a given country or sector.

We direct the reader’s attention to the last
boxes in those figures, called “Setting policies
and incentives to support RE and EE,”
because that box indicates the kinds of
actions that governments can undertake to
foster the scaling-up of RE and EE. Although
there are many instruments available to gov-
ernments, those instruments can be grouped
into five major categories:
* Policy, pricing and regulatory changes that
increase the demand for RE and EE
° Investments in technology development
* Investments in education and capacity
building
* Providing financing for RE and EE manu-
facturers and operators
* Financing household and business
demand for RE and EE

Ideally, a robust dialogue with the private sec-
tor and civil society sustained throughout the
government planning process would ensure
that these public policies meet the needs and
expectations of businesses, consumers and
society at large.

2.3. The Role of the Private Sector

The partnerships to be forged through
Energy+ should result in the acceleration and
expansion of private sector RE/EE investment
and deployment in developing countries. The
private sector, including government utilities
operating on a commercial basis, should be
among the long-term partners in the pro-
grams supported by Energy+. This perspec-
tive is consistent with the fact that about 90
percent of global investments in RE capacity
expansion in recent years came from the pri-
vate sector (UNEP/SEFI 2008).

Below, we highlight the various roles that the
private sector has already taken in RE/EE.



Public sector process for setting targets policies and incentives to support RE

Geographic focus
Urban
Rural

National
development goals

Time-related

targets

Short and medium term: deploy
mature technologies (e.g., wind,
solar PV)

Longer time horizon: support
development of new technologies
(e.g., CSP)

Increase energy access
Expand energy provision
Reduce emissions

Other

i

/" Setting priority ™\ / Prioritizing RE \

sector targets sources

Electricity Solar

Grid Wind

Off-grid Biofuels
Transport Waste
Households: water, cooking, * Geothermal
heating and cooling Marine
Industry Hydro
Other Other

\ /

Setting policies and incentives to

/ support RE

Feed-in tariffs or premiums for RE power
Renewable Portfolio Standards (RPSs)
Public competitive biddings linked to RPSs

Tax breaks or tax credits to RE manufacturers or operators
Green certificates

Net metering

Investing in integrating infrastructure

Performance standards

vehicles or appliances
Other

(¥

Capital subsidies, grants, loans or low-cost financing, guarantees, etc.

Tax breaks to consumers to encourage switch to RE and more EE

/ Assessing and prioritizing RE
technology options
Large wind turbines
On-shore
Off-shore
Small wind turbines
Solar PV
CSP
Solar water heaters/cookers/crop driers, etc.
Ethanol
Bio-diesel
Biogas digesters
Hydropower
Other

\

)

Public sector process for setting targets policies and incentives to support EE

Geographic focus
Urban

Rural
Time-related

/ targets \

Short and medium term: support
commercially available technolo-
gies (e.g., enabling policies and
funding)

Longer term: support new tech-
nologies (e.g.,transport and urban

redesign)
- J

f Setting policies and incentives to support EE \

National
development goals

Reduce energy costs
Emissions reduction
Other

Phase out subsidies for oil and other non-RE energy sources
Introduce energy metering

Introduce carbon pricing

Set stricter EE building codes for new buildings

Set performance standards for vehicles and appliances

Improve financing for up-front EE costs

Provide tax breaks to consumers to encourage switch to RE and to EE
vehicles and appliances

Set policies to increase utilities’ attention to reduce system energy
losses and increase end consumers’ energy savings

Education, capacity building

National and sectoral scale monitoring and reporting of EE

Other

(¥

)
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/ Setting priority
sector targets

Buildings

Appliances

Transport and vehicles

Industry

Power generation

Other

/ Assessing and prioritizing EE
technology and approach options

Support available EE technologies, including:

Passive and zero-energy building technology

CFL lighting

Low-energy appliances

Energy-efficient vehicles

Energy-efficient motors

Increase EE benefits to users by doing the follow-
Raise the costs of energy

Raise the costs of energy inefficiency

Educate public on the opportunities and benefits
of EE

Facilitate access to EE by doing the following:
Capacity building

Funding for EE up-front costs

Address market failures, institutional and techni-
cal barriers, and principal agent barriers

Other

\_




The reader should keep in mind, though, that
underlying this dynamic private sector are the
multiple functions of the public sector
required to create opportunities for private
sector growth.

Private companies and other economic
agents serve many roles and provide a wide
range of goods and services:

* Manufacturer of RE/EE equipment and
technologies: Some technologies, notably
wind turbines and solar PV, are already
mature and are commercially deployed
globally by a limited number of dominant
international companies that have ready
access to capital markets. With proper
national incentives and a transparent reg-
ulatory framework, those technologies can
be scaled-up and deployed as needed.
The figures below indicate the market
shares held by the dominant players in
the wind turbine and solar PV manufactur-

ing markets.
Market Shares of Top 10 Wind Turbine

Manufacturers, 2009

Others 21%

— Vestas (Denmark)
13%

:}é:ower )
rmany GE Wind
3% (USA)
12%
Siemens [ i
Sinovel
(&e:rmany) (China)
9%
Suzlon —_—
(India) 6% Enercon
(Germany) 9%

l:

Dongfang (China) 7%

Gamesa (Spain) 7% Goldwind (China) 7%

Source: Reproduced from REN21 (2010)
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Market Shares of Top 15 Solar PV
Manufacturers, 2009
o First Solar (USA) 10%

Others 35% . Suntech Power
= /
"

(China) 7%

Sharp
(Japan) 6%
Q-Cells
' (Germany ) 5%
ET-Ton Sl;lagﬁ TN i
aiwan) 2 : . Baoding Yingli
e AN (China) 5%
Sanyo (lapan) 2%
ke la Solar (China) 5%
Ningbo Solar
Electric (China ) 2% Kyocera (Japan) 4%
Canadian Solar (Canada) 3% Trina (China) 4%
Motech (Taiwan) 3% Sunpower (USA) 4%

Gintech (Taiwan) 3%
Source: Reproduced from REN21 (2010)

* Operator of energy-generating plants and
equipment: A large portion of RE electrici-
ty is generated by private companies or
public utilities operating on a commercial
basis. These operators can be either utili-
ties that incorporate RE power into their
energy mix, RE power producers that sell
energy to the grid or industries that pro-
duce RE to user in their own manufactur-
ing processes.

* Technology innovator and developer:
Despite the 20 percent of global invest-
ment provided by public funding for tech-
nology research and development (R&D),
the private sector is the primary investor
in RE/EE technology development, as indi-
cated in the figure below.

* Investor and financing agent: Private
financial companies act as either lenders
or investors in financing RE/EE deploy-
ment. They also provide a wide range of
financial products such as insurance,
futures trading and venture capital. As



indicated below, balance sheet and bor-
rowing were the major sources of funding
for RE expansion in 2008.

2008 World Investment in RE Research and
Development

M Corporate
R&D

M Venture
capital

M Government
R&D

Source: Based on figures from UNEP/SEF|/Bloomberg
(2010)

2008 World Investments in RE

Manufacturing
M Private

Equity
B Stock
markets

W Balance
sheet

H Debt

B Household
small scale

Source: Based on figures from UNEP/SEF|/Bloomberg
(2010)

* Provider of technical services: While man-
ufacturers often provide backup technical
support, a wide range of supporting serv-
ices are required to deploy and maintain
RE/EE systems. These are usually provid-
ed by private firms.

* Purchaser of regulated or voluntary car-
bon credits generated by RE/EE projects,
including intermediate buyers (bundlers,

brokers) and final buyers of carbon credits

produced by RE/EE projects. These pur-

chases result from both buyers in compli-
ance markets, such as EU firms buying
CDM credits to comply with EU emission
targets, and from buyers in voluntary mar-
kets seeking to meet corporate environ-
mental standards. Until now, private pur-
chasers of carbon credits have largely
been developed country companies. In
the future, private demand for carbon
credits may also arise in large developing
countries (see the discussion on carbon
markets below).

Regarding the question of what kind of sup-
port RE/EE businesses need from the govern-
ment to scale-up their operations, it is impor-
tant to understand that these needs change
according to the role of the business in ques-
tion. For example:

* A technology firm may be in need of gov-
ernment research and development
grants (left side of the figure below);

* Entrepreneurs trying to open a new RE/EE
business may need early-stage financing
(center of the figure below);

* A power company trying to increase the
share of electricity produced from RE
sources may want government subsidies
to pay higher feed in tariffs to RE power
providers (left side of the figure).

In many cases support sought by the private
sector from government is not for directly
funding business activities but rather for fos-
tering markets and demand for RE and EE
products. For example:

* Large manufacturers of wind and solar
PVC repeatedly state that once govern-
ments create the demand for RE- for
example, by setting RE quotas- they can
raise all required capital through commer-
cial lending sources;

* Government investment in RE/EE educa-
tion and training can also expand the
demand for the private sector;



Technology

Technology

Research Development

Source: Based on UNEP/SEFI/Bloomberg (2010)

* Likewise, energy price increases or tax
breaks for energy-efficient products can
boost consumer demand for RE and EE
products; and

* Significant public investment in infrastruc-
ture, notably for smart grids, may be
required to scale-up the share of power
production provided by intermittent RE
such as wind and solar.

A highly simplified view of RE/EE financing
needs is found in the three areas of the UNEP
financing needs triangle. The triangle

The UNEP Triangle

Venture Capital
Private Equity

The Sustainable Energy Financing Continuum

Manufacturing
: Scale-up

E Integration Costs

assumes that the blue “busines- as usual-
costs” are already covered by investors, so
that the areas with unmet financing needs
are the yellow segment, representing costs
associated with readiness activities such as
establishing supportive policies, capacity
building and early project development costs,
as well as early transaction costs for back-
ground studies, legal/licensing fees and other
start-up costs; and the green upper cone, rep-
resenting the additional costs of RE/EE rela-
tive to standard fossil fuel solutions.

Lack of experience

Early stage financing

.es'?\

&

&/
&/ Additional
&/ Capital Costs

\3 e.g. incremental cost

(5?‘ of low carbon or climate
) resilient infrastructure

Unattractive
financial
returns

Carbon markets
and NAMA
linked subsidies

Business as Usual
,Jo% Capital Costs
e.g. cost of
y conventional infrastructure

Domestic
finance, FDI
and ODA

Access
to finance




The onetime costs covered in the yellow area
represent high-priority needs that could be
covered relatively easily by direct government
and international support. The recurrent costs
in the green area could be significantly larger
over time and, consequently, government and
international support could be viewed as a
bridge toward more sustainable financing
arrangements. For example, those higher
recurrent costs could be covered by new
international sources of funding and carbon
markets, or they could be covered if the
national government set higher regulatory
standards that would require businesses and
consumers to pay the higher costs of low-car-
bon alternative energy.

It is important to note that the size of the
green cone is bound to shrink as technology
innovation reduces the cost differential of
low-carbon technologies. Moreover, most EE
and some RE applications already have “neg-
ative green cones,” meaning that, over time,
those applications are actually cheaper than
business-as-usual solutions. What is lacking
in order to realize those potential savings is
the initial investment in policy reform covering
transaction costs (represented by the yellow
segment) and public education initiatives.

2.4. The Role of Civil Society

The role that civil society plays in fostering the
greening of energy production and consump-
tion may seem minor when compared to the
functions of governments, which regulate,
subsidize and invest, and the private sector,
which innovates, invests and operates energy
systems. And yet, while minor, civil society
performs critical functions in generating pub-
lic support, setting terms of governance and
regulation, and providing technical know-how
to support the transition to low-carbon energy
strategies.
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Regarding the process of generating support
for RE/EE, moving from business-as-usual
strategies toward a low-carbon development
path entails major changes in consumption,
transportation and leisure patterns. These
changes will not come about if they lack
broad societal support. Civil society organiza-
tions have provided information and educa-
tional platforms and have generated the nec-
essary social communication and dialogue
required to build public support for the transi-
tion to low-carbon economies.

Civil society organizations also play an irre-
placeable role in setting regulatory standards
and ensuring transparent governance of ener-
gy-related sectors. For better or worse, these
sectors are populated by public or private
monopolies such as large urban power suppli-
ers, or oligopolies such as the oil industry,
that deliver goods and services critical to the
functioning of modern society. Not surprising-
ly, these companies are heavily regulated by
governments to ensure compliance with a
broad range of performance standards,
including pricing, product specification and
public access. Civil society organizations
have been central in setting regulations, pro-
viding public oversight functions, ensuring
protection of social and environmental safe-
guards, and ensuring fair pricing schedules.
Providing those and other functions is vital in
supporting RE and EE programs in the transi-
tion to low-carbon development paths.

Finally, in many cases, civil society organiza-
tions are the repository of valuable know-how
needed to scale-up RE and EE in developing
countries. Such know-how covers technical
skills in providing rural energy access tech-
nologies to ensuring ownership and informed
participation in community-based electrifica-
tion projects.



Box 2: Main Sectors and Stakeholders:
Salient Issues

* There are many energy-related sectors,
each with distinctive products, markets,
technologies and regulatory frameworks.
Likewise, RE/EE activities encompass
different products and technologies that
are relevant to different users in the full
range of energy-related activities, includ-
ing power generation, transport, heating,
and many others. Itis important for the
Energy+ initiative to acknowledge this
diversity, prioritize the sectors in which it
intends to intervene and outline the
approaches it intends to employ in pro-
moting RE and EE. In addition, Energy+
will have to differentiate the intervention
strategies it employs in the different
stages of developing a low-carbon econ-
omy, as it moves from comparatively
low-cost interventions in the preparatory
and strategy-building stage into the
more costly stages of investing in the
greening of specific economic sectors.
Regarding the role of the public sector:
Developing country governments provide
an irreplaceable set of the building
blocks on which RE/EE sectors and
industries are built. Without those foun-
dational elements, ranging from setting
national and sector strategies and build-
ing regulatory frameworks to providing a
range of targeted subsidies and incen-
tives, RE/EE activities can neither move
forward with any degree of efficiency nor
scale-up.

For countries lacking institutional and
human capacity to set in place those
building blocks, a primary objective of
Energy+ should be to provide the finan-
cial and technical resources that will
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allow governmental partners, perhaps in
conjunction with multilateral institutions,
to establish the necessary policy and
institutional foundation.

* An integral part of supporting develop-
ment of national RE/EE strategies is to
ensure sustained engagement with lead-
ing private-sector agents, which will be
central in deploying RE/EE technologies
in following years. Supporting this
public-private interaction is vital to fulfill-
ing the GoN’s intent to foster develop-
ment of the private sector.

Regarding the role of the private sector:

The private sector has already estab-
lished its primacy as the driver and
major investor in most RE and EE areas
and roles, including technology innova-
tion and development; manufacturing
and operation of RE and EE equipment;
provision of technical services and tech-
nical support; investor and financing
agent; and purchaser of RE and EE
goods and services.

Regardless of the specific energy-related
sector in which they are involved, their
technological level and available capital,
private companies cannot scale-up RE
and EE investments unless a country
has in place a strategic low carbon
development plan, a regulatory frame-
work and a mechanism for providing
incentives that will allow emerging
RE/EE industries to compete with tradi-
tional energy sources.

There is a large variety of incentives that
are appropriate for different types of
RE/EE activities. Indirect support, in the
form of RE/EE market creation and
investment in RE-/EE- friendly infrastruc-
ture, can be equally or more important
than direct support to RE/EE firms and
investors.




* We have found in discussions with cor-
porate representatives that the private
sector seldom has an intimate under-
standing of the strategies and plans to
be pursued by national governments to
promote RE/EE. That lack of under-
standing results, in large part, from the
absence of a sustained governmental
dialogue and intentional planning mech-
anisms designed to involve key private-
sector actors. The failure to sustain that
long-term planning dialogue is more
acute when a country goes through eco-
nomic change and reforms, whether to
address emerging national development
pressures or to shift the economy delib-
erately to a low-carbon development tra-
jectory.

* Regarding the role of civil society: The
role that civil society plays in the green-
ing of energy production and consump-
tion may seem minor compared to the
role of governments and the private sec-
tor. Nonetheless, its contributions are
critical for creating public awareness
and social support, establishing trans-
parent regulatory and governance
arrangements, and providing know-how
on RE and EE programs.
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Section 3. The International Landscape

3.1. Lessons from Norway’s International
Climate and Forest Initiative (ICFI)

The GoN’s intention to develop the Energy+
initiative springs directly from the success
and lessons learned from its International
Climate and Forest Initiative, which has had a
systemic impact on global REDD+ activities
over the past two years. Some of the salient
features of the ICFI REDD+ program are as
follows:

* The GoN'’s early entrance into the REDD+
arena had no precedents and few com-
petitors.

* The magnitude of the financial resources
committed to developing country govern-
ments by the GoN raised the REDD+
framework and activities in major tropical
forest countries from a project or subna-
tional scale to programmatic and national
levels.

The focus on national policy readiness as

part of a three-phase approach brought

coherence to Norway’s investments and to
other international and national REDD+
programs and encouraged tailoring

REDD+ programs to the different needs of

participant countries.

Direct contracts backed by long-term

financial commitments with major devel-

oping countries increased acceptance and
credibility of the GoN’s REDD+ initiative
among developing country partners.

* The GoN collaborated with other multilat-
eral platforms, including the Forest
Carbon Partnership Facility (FCPF) and
CIF’s Forest Investment Program (FIP).

* The GoN worked outside of but in close
coordination with the United Nations
Framework Convention on Climate Change
(UNFCCC).

As with any new funding mechanism, it will
require a number of years to assess the ICFI's
impact on reducing deforestation and degra-
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dation in tropical countries. What should be
recognized and lauded is the GoN’s choice to
partner first and foremost with national gov-
ernments, which places responsibility and
decision making with national authorities that
will ultimately be held accountable for the
successes and limitations of the bilateral
agreements.

Even at this early stage, however, there are
reasons to be concerned that the bilateral
agreements do not require compliance with a
number of standards that have been embed-
ded in REDD+ programs implemented
through multilateral institutions and support-
ed through international agreements under
the UNFCCC. Those standards include ensur-
ing stakeholder consultations and participato-
ry processes with affected parties, establish-
ing environmental and social safeguards, set-
ting measurable targets with clear verification
standards and processes, and providing for a
public grievance mechanism to address con-
cerns of affected parties. Admittedly, there is
a delicate balance that must be struck
between respecting national sovereignty and
country systems, on the one hand, and meet-
ing agreed-upon international standards and
safeguards, on the other. That said, there are
concerns that the ICFI has underestimated
the central function that safeguards play in
ensuring that benefits from REDD+ programs
actually reach key stakeholders and that com-
munities and the environment are protected.

Additional concerns have been expressed
that the GoN’s decision to fund the creation
of a new international operational mecha-
nism, the UNREDD Programme, rather than
work through existing mechanisms like the
Global Environment Facility (GEF) or other
recently created multilateral funds like the
FCPF and the CIF’s FIP has created unneces-
sary confusion and competition for REDD+
countries.



Box 3: Lessons from Norway's REDD+
Activities: Salient Issues

*As is the case for REDD+, the success of
Energy+ may require a high volume of
long-term financial commitment by the
GoN.

* Still, $3 billion — the approximate level
of the GoN’s commitment to REDD+ —
may be unlikely to generate the same
“systemic impact” in the RE/EE field,
which requires higher investments and
is already populated by numerous actors
and programs, wherein a considerably
higher level of steady investment flows
will be required to achieve a transforma-
tional impact.

* The governments of developing coun-
tries are foundations on which Energy+
partnerships should be built. By the
same token, existing multilateral institu-
tions and bilateral agencies, should be
drawn into the partnership on the basis
of their value-added and comparative
advantage. Due care must be taken to
strengthen multilateral efforts to scale-
up RE/EE investments and deployment
rather than create new funding windows
and mechanisms.

* An internationally supported planning
and investment process similar to the
three-phase approach employed by the
GoN in REDD+ could prove equally use-
ful in the Energy+ initiative.
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3.2. Lessons from Existing RE and EE
International Programs

A recent review commissioned for this report
analyzed 25 relatively new international fund-
ing programs that are fully or partially devot-
ed to supporting RE and EE in developing
countries (Magnoni, 2010). Given that most
of those new programs are less than five
years old, it may be premature to assess their
overall performance, identifying contributions
and signaling gaps. The relative newness
aside, the report offers some preliminary con-
clusions.

To begin with, the creation of these new
funds reflects the growing international inter-
est in supporting RE and EE in developing
countries, and, without exception, the new
funds explicitly support one or more of the
three energy-related objectives mentioned at
the beginning of this document. Most of the
25 funds identified in the review are of small
scale, by which we mean that 20 have capi-
talization targets of less than $250 million.
Only four funds have capital targets above $1
billion: the CIF, the GEF, Japan’s Hatoyama
Initiative and the Kyoto Protocol’s Clean
Development Mechanism (CDM).*°

Because of the relatively small scale of most,
the funding programs seem to limit their
activities to supporting policy development,
and technical and capacity building, with very
limited investments geared to expanding RE
and EE projects on the ground.

The four large funds-- the CIF, GEF, Hatoyama
Initiative and CDM-- manage substantial
funds to support RE and EE expansion in
developing countries. It is true that the contri-
butions of even the largest funds may be
eclipsed by the billions of dollars invested
every year in RE and EE in China, India, Brazil
and Mexico. Nonetheless, those large interna-



tional funds, if properly targeted, can have
considerable impacts in emerging economies
and an even greater impact on second-tier
developing country economies.

Moreover, given the moderate costs of
increasing access of poor populations to
modern energy in least developed countries,
estimated by the UNDP in 2010 at about
$100 per person, large and small funds could
have considerable positive impacts in increas-
ing energy access in least developed coun-
tries if properly pooled and coordinated.

Beyond data on RE/EE dedicated funds, it
has not been possible to acquire disaggregat-
ed information on RE/EE financing from regu-
lar multilateral development banks’ opera-
tions, bilateral development agencies’ pro-
grams, and financing from export-import
banks and international commercial banks.
This limitation is unfortunate because multi-
purpose windows in all probability outpace
funding from RE-/EE-dedicated funds.

For instance, REN21 estimates that overall
financing for RE in developing countries origi-
nating in multilateral development banks and
bilateral development programs amounted to
$5 billion in 2009, up from $2 billion in
2008™ That said, the reader should keep in
mind that in recent years the majority of
RE/EE investments in developing countries
have been financed by in-country sources,
both public and private.
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Box 4: Lessons from Existing International

Programs that Support RE and EE:
Salient Issues

* The relatively small size of the majority
of new RE/EE international funds and
programs has encouraged most of these
interventions to support policy develop-
ment and capacity building in develop-
ing countries.

* Increased collaboration and a clearly
articulated division of labor among exist-
ing and new programs would certainly
amplify their overall impact. Enhanced
cooperation among this growing body of
international programs would make their
resources more accessible and attrac-
tive to developing countries, which now
navigate a multitude of small and com-
peting offers of assistance.




3.3. UNFCCC and the Outcomes of COP16
(Cancun)

The COP16 in Cancun delivered the positive
message that governments around the world
are committed to addressing climate change
and supporting the UNFCCC process. Major
COP16 accomplishments included embed-
ding the Copenhagen Agreement in the
UNFCCC negotiations, advancing a REDD+
framework, agreeing on the creation of the
Green Climate Fund and a new technology
facility, and expanding agreements on inter-
national monitoring of Annex 1 and non-
Annex 1 countries mitigation activities.

On the negative side of the ledger, COP16’s
embrace of a “voluntary” approach was not
accompanied by new mitigation or financing
pledges, which consequently remained at the
level of the Copenhagen Accord. Even if fully
honored, current mitigation pledges will fall
far short of what is needed to secure a below-
2°C target. Funding pledges didn’t advance
either and, outside of the CDM, remained
capped at around $10 billion a year for 2011
and 2012. Also on the minus side, the future
of the Kyoto Protocol was left in jeopardy and
negotiators failed to advance on a global car-
bon market.

Beyond this brief overview, three develop-
ments have particular relevance for the GoN’s
RE/EE initiative:

* The creation of the Green Climate Fund:
In Articles 95 through 112, the Cancun
Agreement endorsed the creation of a
new UNFCCC Green Climate Fund that will
have thematic funding windows, will be
accountable and operate under the guid-
ance of the COP, will be managed by the
World Bank as its trustee for its initial
three years, and will work alongside and
in cooperation with other multilateral and
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bilateral financing mechanisms. COP16
postponed until COP17 all discussions
regarding the source of financing for the
Green Climate Fund and how its resources
will be disbursed.

While many basic issues regarding the
Green Climate Fund are yet to be
resolved, this new fund may serve as an
important point of reference for Energy+.
For example, Energy+ should consider col-
laborating with the Green Climate Fund by
pooling financial resources, developing
joint planning and implementation instru-
ments, or establishing a sequencing of
activities to support RE and EE.

* The creation of a climate registry: In
Articles 53 to 67 of the Cancun
Agreement, COP16 clearly embraced the
creation of a climate registry, stating that
the UNFCCC “decides to set up a registry
to record nationally appropriate mitigation
actions seeking international support and
to facilitate matching of finance, technolo-
gy and capacity building to support these
actions” (UNFCCC, 2010, Article 53). The
climate registry may open two important
opportunities to the Energy+ initiative.
First, Norway’s limited funds may be multi-
plied by partnership and cooperation with
other multilateral and bilateral agencies
as encouraged by the UNFCCC registry.
Second, investing in the registry could, in
and of itself, be a low-cost, high-return
activity should the GoN decide to under-
write its development. (This issue is dis-
cussed in more detail in Section 5.)

* Regarding technology development and
transfer (UNFCCC, 2010, Articles 113-
129), COP16 endorsed the creation of a
Technology Mechanism composed of an
Executive Committee as well as a Climate
Technology Centre and Network to pro-
mote technology cooperation. The deci-



sion also supports cooperation outside
the COP to “[s]eek cooperation with rele-
vant international technology initiatives,
stakeholders and organizations to pro-
mote coherence and cooperation across
technology activities, including activities
under and outside of the Convention”
(UNFCCC, 2010, Article 121, f). These
decisions open opportunities to position
Energy+ as an important contributor to RE
and EE technology programs, whether
under or outside the UNFCCC mechanism.
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Box 5: UNFCCC and the Outcomes of COP16
(Cancun): Salient Issues

* COP16 delivered an overall positive mes-
sage but postponed some hard deci-
sions -- including scaling -up mitigation
targets and pinpointing sources of inter-
national financing -- for subsequent COP
meetings. For the time being, those
issues will be handled outside the UNFC-
CC and addressed through countries’
voluntary pledges and bilateral and mul-
tilateral agreements.

* Given the current state of UNFCCC nego-
tiations, it would be best for the GoN'’s
Energy+ initiative to operate independ-
ently of but in cooperation with the
UNFCCC process. The independent
moorings would allow the initiative to
pursue a variety of innovative arrange-
ments and delivery mechanisms.

* Through close cooperation with the
UNFCCC process, Energy+ can coordi-
nate activities and approaches with the
UNFCCC and its bodies while seeking
opportunities to feed into COP negotia-
tions. Of particular interest are opportu-
nities to partner with, cooperate with or
otherwise complement the Cancun
Agreement on creation of a new Green
Climate Fund, a climate registry and a
network of technology centers.




Section 4. A Results-based Approach

4.1. Measuring Results and Results-based
Financing

How to measure results, how to increase
accountability and how to create a results-
based reward system are recurrent concerns
in international development assistance, in
international agreements of many kinds and,
for that matter, in virtually all types of public
and private undertakings that rely on more
than simple monetary yardsticks such as
rates of return.

Measurement issues have figured prominent-
ly in international climate change negotiations
under the rubric of MRV, measurement,
reporting and verification, including the fol-
lowing;:

* MRV of mitigation commitments;

* MRV of developed countries’ funding for
adaptation and mitigation in developing
countries;

* MRV of developing countries’ mitigation
and adaptation achievements, particularly
when undertaken with funding from devel-
oped countries or international agencies;
and

* MRV of carbon offsets and carbon market
operations.

In some cases there are widely accepted MRV
standards, such as the MRV protocols for
assessing carbon offsets in CDM projects. In
other cases there are accepted MR stan-
dards, such as the Intergovernmental Panel
on Climate Change (IPCC) Tier 1, 2 and 3
standards for country measurements and
reporting of GHG emissions, with discussion
on verification still unresolved.

Establishing an MRV system for results-based
financing arrangements, however, is clearly
entering into uncharted territory. Take note,
for example, that after more than 50 years of
development lending, the World Bank began
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internal discussions in 2009 to explore the
design of a new results-based lending instru-
ment, which has yet to be deployed. Setting
up a results-based financing system for cli-
mate change finance may prove to be of com-
parable difficulty.

An international initiative to promote renew-
able energy and energy efficiency in develop-
ing countries will require appropriate metrics
to assess outcomes and to identify and
reward successes. In an abstract sense, the
twin goals of Energy+ are quite straightfor-
ward: It seeks to increase access to energy
and to reduce GHG emissions. The complica-
tions with measuring accomplishments
toward reaching those goals arise when trying
to agree on what is to be measured and how
to measure accomplishments.

Consider, for example, the case of measuring
and rewarding REDD+ results that, from the
international donor side, are driven by the
goal of reducing GHG emissions. We note
that early agreement regarding what to meas-
ure and what to reward in the REDD+ three-
phase approach is becoming more complicat-
ed as REDD+ makes on-the-ground progress.
For example, many REDD+ stakeholders and
COP16 agreements now require that REDD+
programs MRV not only emissions reductions
but also social and environmental impacts.
And on the rewards side, there are efforts to
create voluntary markets for “premium”
REDD+ outputs, with a premium designed to
reward additional environmental benefits of
REDD+ projects. The growing complexity of
metrics associated with REDD+ suggests that
major climate-related initiatives will have to
address a range of economic, social and envi-
ronmental impacts and opportunities, many
of which may require specific measurement
and corresponding rewards.

That is clearly the case for promoting RE and



EE to increase energy access and reduce
GHG emissions in the many energy-related
sectors referenced above. Should metrics and
incentives for energy access projects be asso-
ciated with GHG mitigation, poverty reduction,
economic development, improved health
resulting from air pollution reductions and
other environmental benefits, for example?
That is but one of the many challenge that
Energy+ must sort out.

A recent review of approaches for assessing
the results of energy access projects found
that a single-indicator approach such as the
number of new connections or the increase in
kWh delivered are supply-side indicators that
fail to give an adequate picture of changes in
energy access in poor households.
Alternatively, the World Bank employs a more
complex set of indicators to evaluate the
impact of its energy access projects. Those
indicators include the type of connection
(grid, off-grid), the number of new community
electricity connections by type, the average
interruption frequency per year, technical and
non-technical electricity losses, and transmis-
sion and distribution lines constructed.
Likewise, the CIF’'s Scaling-Up Renewable
Energy Program (SREP), the German
Technical Cooperation (GTZ) and other pro-
grams have rejected a single-yardstick
approach in favor of a suite of metrics
(Bazilian et al, 2010).

Furthermore, since Energy+ expects that a
significant part of RE/EE investments will be
funded by the developing country itself, the
question arises as to whether measurements
should be limited to tracking and rewarding
performance in areas of international inter-
est-- say, GHG mitigation—- or whether an MRV
system also should track and reward other
criteria that may be of interest to the host
country, such as health, income and gender
indicators.
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These and other unresolved issues suggest
that the metrics, MRV and international finan-
cial incentives for RE and EE will probably be
associated with a suite of outcomes rather
than a single indicator.

4.2, Prospects for a Carbon Market and Other
Innovative Sources of Financing

An underlying premise regarding international
financing for mitigation of GHG emissions in
developing countries— a premise that is also
part of the Energy+ design discussions— is
that public, ODA-type money from developed
countries would provide initial funding to
launch the mitigation process. Those public
funds would pay for many of the readiness,
capacity building and initial investment costs.
Following these initiating activities, new fund-
ing sources would kick in and drive mitigation
activities over subsequent years. Those sup-
plemental resources would come from:

* New forms of international financing such
as a financial transaction tax, a levy on
bunker fuels, the auction of pollution per-
mits and others in keeping with the work
of the UN Secretary General’s High-level
Advisory Group on Climate Change
Financing, that may be channeled through
the new UNFCCC Green Climate Fund or
through other multilateral or bilateral
arrangements;

* International carbon markets; and

* Financing from the developing countries
themselves to comply with their agreed-
upon mitigation targets, including the cre-
ation of national-level carbon markets.

The issue of international funding sources is
of particular relevance for the Energy+ initia-
tive because the investments required to
scale-up RE in major developing countries are
of such magnitude — tens of billions of dollars
a year — that they will remain beyond the
scope of any ODA-type support program.



One positive outcome of COP16 was that
major developing countries such as China,
India, Brazil and several middle-income coun-
tries have confirmed their voluntary mitigation
targets and are already investing tens of bil-
lions of dollars of their domestic resources to
expand the scale of RE and EE. Moreover,
some developing countries, including China
and Chile, are actively developing their own
national or subnational cap-and-trade and
carbon market systems.

Those advances aside, there has been little
progress regarding new forms of international
finance or international carbon markets."
COP16 created a new Green Climate Fund
(UNFCCC, 2010, Articles 102-112) but did
not agree where the fund’s financial
resources would come from. Furthermore,
negotiators postponed to COP17 in Durban
consideration of “one or more market-based
mechanisms to enhance the
cost-effectiveness of, and to promote, mitiga-
tion actions” (UNFCCC, 2010, Article 80).

As COP16 postponed these financing issues
for consideration in future COPs, several
recent developments have cast a shadow on
expectations that a large and liquid interna-
tional carbon market may arise in the short
term. Foremost, the U.S. Congress failed to
pass cap-and-trade legislation, signifying that
the United States will not be a major player in
carbon markets in the near future, although
some state-level programs and voluntary
demand may begin to fill that void in coming
years. In addition, Japan and Russia stated
that they will not support an extension of the
Kyoto Protocol beyond 2012 if the U.S., China
and other major emitters remain outside the
agreement. If pursued, their withdrawal could
result in the demise of the CDM, by far the
largest carbon market mechanism wherein
developed country companies buy carbon off-
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sets from a handful of developing countries.
On a more positive note, even if the Kyoto
Protocol is not extended, it can be expected
that the EU and other developed countries
will continue to buy carbon offsets from devel-
oping countries on a bilateral basis.

If viewed in a hopeful context in which all par-
ties agree at COP17 to support development
of a robust international carbon market, it is
still doubtful that market flows could become
a major funding source for RE and EE in
developing counties before 2020. First, the
size of the international carbon market will
depend on how strong the mitigation targets
in developed countries are. The more strin-
gent the mitigation caps, the more business-
es will look to the market for cheap carbon
offsets. If the modest pledges made in the
Copenhagen Agreement framework remain in
effect, the emerging carbon market is bound
to remain small through 2020.

Moreover, recall that most RE lies in the right-
hand side of the mitigation cost curves,
meaning that renewable energy is a relatively
expensive way of reducing emissions. Given
the option, carbon buyers will look first for the
cheapest carbon offsets available, and if miti-
gation cost curves are accurate, REDD+ and
EE offsets could be far more attractive to the
buyer, leaving only a few cases where RE car-
bon offsets are attractive before 2020Still,
EE offsets would be a fairly new concept and
would require considerable testing and devel-
opment of MRV standards, before becoming
an attractive option for carbon offset buyers.
Even if short-term prospects are not positive,
carbon markets are bound to grow in the mid-
and longer terms for the simple reason that
they make economic sense as a way to
reduce the global costs of addressing climate
change. Given this strong likelihood, Energy+
should prepare for the growth of carbon mar-



kets, and the best way to do so is by promot-
ing strong MRV standards that would allow
Energy+ programs to pursue a smooth transi-
tion from donor financing to certified emis-
sion reductions and carbon market financing.
Having a strong and broadly accepted MRV
system in place would also help the emer-
gence of in-country financing as several
developing countries begin to experiment with
their own cap-and-trade and national carbon
markets. The development and deployment
of the Green Climate Fund can provide addi-
tional funding for activities supported by
Energy+.
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Box 6: Results-based Approaches: Salient
Issues

* Developing appropriate metrics and MRV
for an Energy+ results-based approach
will require considerable research and
testing as the RE/EE initiative moves to
implementation. Recent experiences
suggest that the MRV for RE and EE pro-
grams will require measuring not one
but a suite of indicators. For example,
kWh of RE (a proxy for avoided emis-
sions) may be one such indicator but
certainly not the only one that will find
common use. The Energy+ metrics tool-
box may finally contain a few across-the-
board yardsticks together with more spe-
cific ones appropriate to the variety of
sectors involved in RE and EE.
International carbon markets will proba-
bly take time to develop and may not be
a significant source of funding for RE
before 2020. There may be better
opportunities for early marketing of EE
carbon offsets. However, considerable
testing and development of MRV stan-
dards may be required before develop-
ing country EE investments become an
attractive option for carbon offset buy-
ers.

From the outset, Energy+ needs to con-
sider how it will eventually give way to
self-sustained forms of financing.
Carbon markets, the Green Climate Fund
and new forms of international financing
represent three potential sources of sus-
tainable finance. A robust MRV system
for Energy+ projects would facilitate
transition to any of those funding mech-
anisms and would encourage develop-
ment of country-level cap-and-trade sys-
tems.




Section 5: Options and
Recommendations

In the preceding four sections of this docu-
ment we have provided an overview of key
contextual issues that will shape the Energy+
initiative. That overview suggests a number
of relatively clear paths that should be fol-
lowed in implementing Energy+. We have
translated those pathways into three parts.
The first part identifies the specific niche of
Energy+ in relation to main stakeholders in
the RE/EE field, in relation to investment
areas and in relation to a results-based imple-
mentation approach. The second part sets
forth three specific recommendations regard-
ing the development of a climate registry,
application of a three-phase approach and
thebuilding of partnerships. The third part
discusses the risks and risk mitigation strate-
gies that the Government of Norway should
consider as it implements Energy+.

5.1. Defining the Niche: Choosing among
Options

5.1.1. Energy+’s Niche Regarding
Stakeholders

Shifting economies to low-carbon develop-
ment paths poses daunting challenges
regarding both the magnitude of funding
required and the number of actors engaged
in energy-related sectors. Below, we suggest
basic guidelines that Energy+ should
embrace in working with main stakeholders in
the RE/EE transformation process:

* Recognize the pivotal role of developing
country governments: Energy+ resource
flows should be organized around agree-
ments reached with governments of
developing countries. Whether resources
flow directly from government to govern-
ment, through multilateral institutions to
the private sector, or to nongovernmental
organizations and other civil society
groups, broad, strategic RE/EE agree-

29

ments reached with partner governments
must provide the foundation and frame-
work for all these activities and invest-
ments.

Public sector respnsibility begins with put-
ting in place national development frame-
works and RE/EE sector strategies and
establishing appropriate laws, policies
and regulatory frameworks. In addition,
government responsibility extends to with
the development of human capacity and
the provision of public financing for initial
preparatory and initial activities. Where
these steps are missing, Energy+ should
give priority to supporting their develop-
ment. Even if these are already in place,
additional support from Energy+ may be
important to expand and scale-up RE and
EE.

In the long run, the role of government
should diminish as RE/EE deployment
increases. Public resources will still be
needed to support RE/EE technologies
until they are fully competitive with fossil
fuel technologies.

e Support the private sector: A requisite for
sustained scaling-up of RE/EE in any
developing country is the engagement of
leading actors from the private sector that
manufacture, service, finance, distribute,
sell and buy RE/EE energy, goods and
services. The GoN should ensure that,
along with the development of necessary
strategy, planning and regulatory func-
tions, its resources are used to encourage
and maintain a sustained dialogue
between the government and private
agents. This dialogue can be greatly facili-
tated by a three-phase sector develop-
ment approach.

* Help shape international financial flows
through increased cooperation: Because
funding needs are so large and because



there is a growing number of international
mechanisms and programs for financing
RE/EE, the Energy+ initiative could find
that its most important contribution
resides in strengthening mechanisms and
incentives for enhanced cooperation
among those international contributors
and private investors.

* Work outside of but in close cooperation
with the UNFCCC: In light of considerable
uncertainties underlying direction and out-
comes of international climate negotia-
tions, the GoN would be well-advised to
promote the Energy+ initiative independ-
ently of but in close cooperation with the
UNFCCC process.

* Engage civil society organizations: Work
with them to take advantage of their
capacity to communicate with and mobi-
lize public opinion, and contribute to
important aspects of a successful RE/EE
scale-up, including governance, safe-
guards and capacity building.

More specific proposals on the issues of
actors and partnerships are presented below
in section 5.4 “Building partnerships.”

5.1.2. Energy+’s Niche Regarding Where to
Invest

The global combined costs of scaling-up RE
and EE to significantly increase energy access
and reduce GHG emissions eclipse the costs
of REDD+. It follows that, to achieve systemic
impacts, the new Energy+ initiative may have
to either commit considerable financial
resources, probably well beyond the level
anticipated by the GoN, or adopt a very
focused and selective approach to its partner-
ship building and investments. The following
sets of choices may help the GoN narrow its
investment options and priorities:
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* Choosing between energy accesses and
reducing GHG emissions: From a strict
cost perspective, increasing energy
access through RE/EE deployment will
require considerably less investment than
reducing GHG emissions caused by ener-
gy generation. Focusing resources on
increasing energy access would direct
Energy+ investments to the least devel-
oped countries and particularly to Africa.

The significance of country size in select-
ing partners for reducing GHG emissions:
RE/EE investments required to reduce
GHG emissions at scale in emerging
economies such as China, India, Mexico
and Brazil are most likely beyond the
financial reach of Energy+. That said,
cooperation with those countries on ener-
gy policy, institutional strengthening and
technology development could be areas of
direct cooperation at moderate costs.
Another option would be to support RE/EE
investment to reduce GHG emissions in
middle-sized developing countries.

Choosing between renewable energy and
energy efficiency: In the years leading up
to 2020, scaling-up RE will require tens of
billions of dollars to pay the cost differen-
tial between RE and fossil fuel-based
energy. Even if medium-sized countries
were given priority, Energy+ would need to
partner with other donors to have a
marked impact on RE development and
deployment. By contrast, promoting EE
can be much cheaper, and if market fail-
ures and institutional impediments are
removed, EE emission reductions at scale
can be achieved on a commercial basis,
since many EE technologies have negative
costs. Additional analysis and testing are
required, however, to make EE invest-
ments more attractive and the benefits
more easily quantifiable.



* Choosing between a country-by-country or
regional approach: There may be good
reasons for the Energy+ initiative to con-
sider working with a number of developing
country governments within a selected
region to strengthen regional markets and
other transborder impacts. A regional
approach may also make sense in promot-
ing development of technological centers
as endorsed at COP16.

5.1.3. Energy+’s Contributions to Developing
a Global Financial System for Low
-carbon Development

From the outset, Energy+ should plan to fold
into self-sustained financing mechanisms,
including carbon markets, the Green Climate
Fund and new forms of international finance
that are likely to evolve over the coming
years. International carbon markets will prob-
ably take time to develop and may not be a
significant source of funding for RE before
2020. There may be better opportunities for
early marketing of EE carbon offsets. Despite
those opportunities, considerable testing and
development of MRV standards may be
required before investment in developing
countries EE projects becomes an attractive
option for carbon offset buyers. At the same
time, Energy+ should actively support devel-
opment of country-level cap-and-trade sys-
tems as a means of strengthening global car-
bon markets.

In the immediate term, the most significant
contribution of Energy+ in supporting global
financing mechanisms may reside in testing
innovative MRV and results-based financing
approaches. Many areas of RE/EE will need
further analysis and development as the
Energy+ initiative moves to implementation.
Such areas include: improving the metrics to
measure success as resource flows increase
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and as countries scale-up deployment of
RE/EE technologies; establishing standards
for national and international MRV systems;
and developing and testing indicators used to
support payment-for-performance approach-
es. Energy+ may have a wide impact by part-
nering with relevant centers of excellence to
develop and test such metrics that can sub-
sequently shape the international communi-
ty’s use of multiphase approaches, indicators
and incentives.

5.2. Developing a Climate Registry for RE
and EE

We recommend that the Energy+ initiative
dedicate part of its resources to support the
development of a prototype climate registry
for RE/EE as a necessary step in maturing
the international financial architecture for
addressing climate change. The primary rea-
sons for establishing an international RE/EE
registry are to strengthen coordination among
the growing number of international funding
mechanisms, and to increase the impact of
the comparatively small scale of the financial
resources they bring. As RE/EE occupies an
ever-larger space in global energy generation
and in climate change mitigation in the com-
ing decades, the need to coordinate interna-
tional activities will only increase.

The same holds true regarding private
investors. Over time, private financial flows
will increase exponentially in response to
RE/EE growth opportunities in developing
countries. For the private sector, a registry
mechanism that provides information on
country strategies and needs and that posts
data on prior work by government and invest-
ments by other private agents could facilitate
decision making, dialogue with the govern-
ment and expanded investment opportuni-
ties.



We also believe that the GoN can be a “first
mover” to translate into a practical mecha-
nism the agreement reached during UNFCCC
negotiations in Cancun to develop a climate
registry. By developing an RE/EE registry pro-
totype through Energy+, the GoN can offer
many lessons to other economic sectors that
must be transformed to reach the below-2°C
target.

Over time, an efficient registry can provide
four functions:

* Information and knowledge management
functions: The registry posts information
from all concerned parties regarding
national development strategies and
RE/EE sector development plans, current
status of government, private sector and
international activities and projects, as
well as updates and evaluations of major
activities in the sector.

Matching functions: The registry proactive-
ly helps match financing and technical
needs presented in national and sector
development strategies with resources
offered through public and private financ-
ing mechanisms. In addition, this function
can facilitate communication with publicly
mandated funds such as the Green
Climate Fund to signal when critical needs
and opportunities arise. Some experts
have recommended that this matching
function be performed at a country level
but not at an international scale. In reali-
ty, matching functions at both the interna-
tional and the national levels can co-exist
and reinforce each other. In keeping with
the Cancun Agreement, we believe that,
while national applications should pro-
ceed immediately, testing of an interna-
tional matching function should be given
priority by Energy+.

* Regulatory functions: The metrics for
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RE/EE will undergo considerable growth
and change in the coming years. Those
metrics will be used to underpin MRV sys-
tems and performance-based payment
systems and will set new measures for
increasing energy access. The registry can
serve as a neutral platform for facilitating
cooperation and promoting agreements
on standards that result from the work of
numerous international technical bodies.
It could, if requested, facilitate agreement
on standards and encourage their applica-
tion.

* Verification functions: Over time, agree-
ments will be reached on procedures for
verifying compliance with commitments
and targets associated, in this case, with
increasing energy access and reducing
GHG emissions. Although actual verifica-
tion will remain with technically competent
bodies, the registry can encourage use of
verification procedures and post results
for public review.

While conceptually clear and straightforward,
constructing an efficient climate registry will
prove to be a challenging endeavor. Several
key issues must be addressed in the course
of that process, including the following:

1) Identifying the appropriate level: Over
the coming years, a climate registry
should become a key operational part of
an international climate regime and
should be responsible for harmonizing
and organizing public and private
resource flows to address multiple cli-
mate challenges in developing countries.
In keeping with the agreements reached
in COP16, the international climate reg-
istry should be managed under the aus-
pices of the UNFCCC and its correspon-
ding bodies. The GoN should engage the
UNFCCC Secretariat to explore specific



steps in building an international registry
and to identify ways Energy+ can con-
tribute to that endeavor.

The urgency of scaling-up RE/EE to meet
developing country needs means that
the global community cannot wait for an
international arrangements before an
inclusive climate registry is firmly in
place. That urgency also underlines the
need to initiate appropriate interim
measures, including developing proto-
type climate registries at the national
level, to support the RE/EE scaling-up
process.

To that end, pragmatic efforts should be
undertaken with support of Energy+ to
develop a limited number of RE/EE reg-
istries at the country level with a view to
providing lessons to inform the estab-
lishment of an international climate reg-
istry managed through the COP process.
The GoN should include supporting
development of country-level registries
as important but voluntary parts of part-
nership agreements with developing
country governments.

We underscore the complementary
nature of working at the national and
international levels simultaneously so as
to encourage the sharing of experiences
and emerging lessons. Given that devel-
opment of a climate registry is relatively
uncharted terrain, we recommend that a
key responsibility during the interim peri-
od be to ensure active participation and
discussion with public, private and non-
governmental stakeholders.

2) Supporting an interim approach:

Energy+ should reach a five-year interim
agreement with an appropriately quali-
fied international entity to support, if
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necessary, development of national
RE/EE registries. One possible agency
would be the Energy Sector
Management Assistance Programme
(ESMAP), whose comparative advantage
lies in supporting sector-wide growth in
developing countries. Other options
should be explored.

3) Selecting countries: Distinction needs to

be made between the needs and oppor-
tunities of high- and low-capacity devel-
oping countries. High-capacity develop-
ing countries such as China, India and
Mexico have developed and put into
operation economy- and sector-wide
energy strategies for increasing energy
security, increasing energy access for
poor communities and reducing GHG
emissions. In equal measure, they have
actively engaged international donors
and lenders from both public and private
sectors to complement domestic finan-
cial and technical resources. Those
emerging economies do not lack capaci-
ty to create their own national RE/EE
registries or similar arrangements. But
even in these cases support from
Energy+ may provide incentives to
increase national commitments and
accelerate the creation of national reg-
istry mechanisms that, in turn, would
support development of a more inclusive
international registry.

The lack of capacity to establish national
registries is acutely evident in most
other developing countries where nation-
al and sector strategies are under devel-
opment and access to international
resources is significantly more limited.
We recommend that Energy+ give priori-
ty to working in low-capacity countries,
with a focus on demonstrating how an



RE/EE registry can expedite information
sharing and gaining access to interna-
tional resources for clearly defined
domestic priorities. This recommenda-
tion is underscored by the fact that the
IEA provides data on investments in
China and a few emerging economies,
whereas such information is not avail-
able from the IEA on scores of other
developing countries.

4) Prioritizing functions: The most impor-

tant function of international and nation-
al RE/EE climate registries at this stage
is to post comprehensive information
about partner country energy sector
transformation strategies and the con-
stituent elements and priorities of those
plans. To the greatest degree possible,
postings should include progress to date
and other data that will better inform
potential donors and investors. The sec-
ond priority is the need to match country
RE/EE needs with available resources of
donor countries and private investors.
Given the way international assistance is
structured, the great majority of develop-
ing country governments present stand-
alone projects to donors rather than
seek assistance for transforming sectors
or industries. The RE/EE registry should
give priority to programs and invest-
ments that will scale-up RE/EE and sup-
port sectors-wide transformation.

The registry’s regulatory function is
needed to set standards and metrics on
which MRV systems and performance-
based financing arrangements can be
operationalized. Testing metrics and
implementing results-based financing
with national agencies operating in part-
nership with Energy+ can contribute sig-
nificantly to developing a more inclusive,
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international regulatory function.

By the same token, setting international
standards and metrics is reserved for
the UNFCCC and its corresponding bod-
ies. The UNFCCC has not only the man-
date to set international standards but
also access to and support of a multi-
tude of technical institutes capable of
proposing and updating metrics and
methodologies. Implementation of the
verification function will await establish-
ment of metrics and standards under
the UNFCCC. However, activities carried
out under Energy+ at the national level
can pioneer new MRV systems and test
mechanisms for supporting compliance
with agreed-upon outputs.

5) Supporting sector-level transformations:
Energy+’s objective in supporting devel-
opment of the RE/EE prototype climate
registry is to facilitate significant expan-
sion of renewable energy and energy
efficiency solutions in developing coun-
tries. To that end, Energy+ should
require developing countries to post, via
the registry, sectors-level strategies with-
in which the contribution of RE/EE are
clearly defined and within which the con-
tributions of specific RE/EE projects is
identified. Sector strategies should
include expanding infrastructure, imple-
menting institutional and policy reforms,
and responding to capacity development
needs.

In the context of prioritized sector needs,
the prototype registry should solicit pub-
lic support and private investment for
specific projects. In the context of
REDD+, the GoN provided vital global
leadership by setting in place innovative
and urgently needed coordination mech-
anisms and by moving REDD+ financing



to scale. By supporting the testing and

maturation of climate registries at both

the international and country levels, the
GoN can again exert innovative leader-

ship that can influence climate finance

modalities during the coming decade.

5.3. Applying a Three-phase Approach

The registry seeks to coordinate financial
flows from multiple external sources to sup-
port the national RE/EE strategy. The basic
purpose of using the three-phase approach is
to increase cooperation among the many
agents acting within a country while ensuring
coordination with the growing number of
external agencies and investors.

The three-phase approach, as endorsed by
international REDD+ agencies and now part
of COP16 Reducing Emissions from
Deforestation and Degradation (REDD) agree-
ments, is a simple construct to help organize
developing countries’ sector-wide mitigation
efforts. International support for the three-
phase approach is built on recognition that
those transformation efforts require:
* Economy-wide, long-term national strate-
gies and sector plans;
* Clear metrics to track progress; and
¢ |dentified financing mechanisms and
financial commitments from both national
and international sources.

The three-phase approach is a flexible instru-
ment that helps align and manage the three
requisites mentioned above. The content of
each of the three phases will vary from coun-
try to country and sector to sector. Phases
may well overlap, as activities from an initial
phase may continue while new activities from
a later phase are undertaken. Moreover, a
country may simply leapfrog one or more
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phases. For example, previously prepared
NAMAs, LCDSs, energy sector plans, TAPs or
TNAs may allow a country to move directly
into the initiation phase. Similarly, if a nation-
al strategy is in place and a mature technolo-
gy is ready to be applied at a commercial
level, the country may move directly into the
investment phase.

With that adaptability and flexibility in mind, a
number of activities and outputs are typical of
each of the phases, as depicted in the follow-
ing figure.

We recommend that the GoN encourage gov-
ernments and multilateral agencies to employ
a three-phase approach as they seek to part-
ner with the GoN and Energy+. Supporting
this approach will enable the GoN to identify
what progress has been made, what gaps
remain, and when and for what purpose sup-
plemental resources will be required. We
stop short of recommending that the three-
phase approach be a mandatory requirement
for accessing Energy+ resources, because
many high-capacity countries have developed
planning approaches and instruments that
best serve their domestic needs. What must
be ensured, however, is that those planning
and implementation systems are consistent
with the overall framework and phased
approach of Energy+.

We recognize that many of the existing RE/EE
financing mechanisms have developed their
own internal planning and implementation
approaches. We recommend that develop-
ment of the Energy+ three-phase approach
be conducted through an open participatory
process by which other agencies can con-
tribute and improve its effectiveness.



The Three-Phase Approach

Preparation phase

Outputs: National development frameworks, LCDSs
Sector-wide RE/EE strategic plans, NAMAs
Securing initial budgets and external support
Capacity building
Dialogue with leading private sector agents >

Main actors: Mainly the public sector in consultation with private
companies and civil society organizations

Funding: This phase could be funded principally through national
budgets and grants from international institutions

private sector

Initiation phase

Outputs: Implementation of policy reforms
Completion of major institutional development activities
Conclusion of demonstration projects
Construction of necessary infrastructure
Consolidation of legal and regulatory framework \
Completion of an MRV system

Main actors: Public sector in sustained collaboration with the private sector
and civil society organizations

Funding: This phase could be funded principally through national budgets
supplemented by financial support from international institutions and the

5.4. Building Partnerships

In addition to enlisting other donor countries
to support Energy+, the GoN should build
partnerships on several complementary levels
with developing country governments, multi-
lateral development agencies, the private sec-

Investment phase

Qutputs: Scaled-up investments
Diversification of the RE/EE sector and building
forward/backward linkages into the economy S,
Ongoing application of MRV system

Main actors: Mainly the private sector, with public and civil society support as 7
appropriate -

Funding: This phase could be funded by national and international sources with
a growing role of the private sector and carbon markets; public funding may be
required to bridge the gap between RE/EE costs and business-as-usual costs

dation, partners should, on the one hand,
identify specific outputs and activities for
which recipient government agencies would
take implementation responsibility over a
sequenced time frame and, on the other
hand, agree on the financial and other forms
of support to be provided through Energy+.

tor and civil society. The center of gravity of

partnerships should be national governments
that are committed to investing in the scaling-
up of RE/EE. The foundation of partnership
agreements with governments should be
LCDSs with RE/EE sector strategies present-
ed in a three-phase framework. On that foun-
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Complementing the foundational bilateral
relationship, the GoN, in consultation with the
partner government, should identify responsi-
bilities and activities for which supplemental
external support, both technical and financial,
may be needed. We recommend that partner-
ships be built with existing international agen-



cies dedicated to increasing energy access
and reducing GHG emissions. The substance
of those partnerships must be defined in ref-
erence to the specific needs articulated in the
country’s RE/EE sector plan.

An innovative possibility to be considered by
Energy+ would be to forge a close partnership
with one or more large, emerging economies
so as to become a regional partner to pro-
mote RE and EE in their respective geograph-
ic regions. For example, China or India could
become partners in promoting RE and EE in
Asia; Brazil or Mexico could follow likewise in
Latin America; and South Africa could play a
leading role in the Africa region. Such part-
nerships would acknowledge that several
emerging economies are already at the fore-
front of RE and EE deployment, having tech-
nologies and financial resources to offer to
other developing countries. This regional part-
nership building would also boost the
resources, the leverage and the credibility of
the Energy+ initiative across the developing
world.

Consistent with the GoN'’s intent to influence
RE/EE development and deployment at scale,
we would like to highlight the possibility of
working through the CIF’s Scaling-Up
Renewable Energy Program (SREP). This pro-
gram, implemented by the five regional devel-
opment banks, focuses primarily on increas-
ing energy access through renewable energy.
SREP has identified six countries (Ethiopia,
Honduras, Kenya, Maldives, Mali and Nepal)
that will serve as the initial pilots and for
which financial commitments ranging
between $35 million to $70 million have
been made. In addition, five countries and
one region (Armenia, Liberia, Mongolia,
Tanzania and Yemen and a Southern Pacific
region) have been selected and will receive
support once financing is available. In that

37

context, we recommend that the GoN build on
pilot projects in Ethiopia and Kenya and reach
an agreement with SREP to provide additional
resources to three or four more countries,
including Tanzania. In that manner, Energy+
could explore opportunities for building
RE/EE programs with potential cross-border
impacts and synergies.

Having a transformative impact in GHG emis-
sion reductions through RE and EE poses a
different set of challenges to the GoN, owing
to the large volume of financing required to
significantly influence either national or glob-
al emission levels. That said, a systemic
impact can conceivably be accomplished
through careful targeting of middle-sized and
small countries and through Energy+ grants
combined with resources and soft loans from
other donors.

A good example of this approach is provided
by recent programs financed under the CIF's
Clean Technology Fund (CTF). To date, invest-
ment plans have been endorsed for 12 coun-
tries (Colombia, Egypt, Indonesia,
Kazakhstan, Mexico, Morocco, Philippines,
South Africa, Thailand, Turkey, Ukraine and
Vietnam) and the Middle East and North
Africa region. The approved programs, largely
through loans, will receive between $150 mil-
lion and $500 million each from CTF and in
each country leverage from $800 million to
$5.4 billion in additional funds from national
and international sources. The CTF expects
that for every $1 from the CTF, $8 will be
leveraged in co-financing, of which 30 per-
cent will come from the private sector. Based
on this example, the GoN’s Energy+ could
make similar financial commitments through
the CTF to selected countries. Another
approach would be to make a major contribu-
tion to the CTF program in the form of a bun-
dle of grants to be applied to a number of



countries. The attractiveness of CTF loans,
already built on concessional terms, could be
further enhanced by adding a substantial
grant component from Energy+.

The Energy+ initiative should engage the pri-
vate sector, which, as all interested parties
agree, is expected over time to bring the bulk
of resources to RE/EE. In an indirect way, the
financial and technical support provided to
developing country governments is designed
to improve national planning, enhance inter-
national support and coordination, strengthen
the national regulatory system and provide a
steady, predictable flow of public financing. In
turn, successful completion of those tasks
will provide many opportunities and benefits
to the private sector as it seeks to do busi-
nesses in RE and EE.

On the other hand, short of becoming a semi-
commercial bank along the lines of a national
export-import bank or the International
Finance Corporation, there are very limited
opportunities for the GoN to directly finance
private firms. Private companies invest prima-
rily on a project-by-project basis and only
rarely on an industry-wide basis. It is certain
that Energy+ could invest the totality of its
resources in a number of specific projects,
but there is considerable doubt that those
investments could make a systemic contribu-
tion to deploying and developing RE/EE in the
country and certainly not across the develop-
ing world. Moreover, direct public-to-private
investments are often limited by competitive-
ness issues and ethical safeguards to mini-
mize conflicts of interest.

One path through which Energy+ could
strengthen its relation with the private sector
would be by providing resources to mitigate
risks, including technical performance uncer-
tainties, political stability concerns, financial
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risks and broader macroeconomic stability
issues. A range of proven guarantee instru-
ments could be made available to private
investors and governments involved in public-
private partnerships. We recommend that
risk absorption financing be provided through
an existing international or specialized lend-
ing agency.

An additional area where Energy+ could seek
a direct partnership with private industry is
through the development of technology cen-
ters that would specialize in sector planning,
capacity building and training. Not only is this
approach consistent with decisions made in
Cancun, but there are also a number of mod-
els, including the Consultative Group on
International Agricultural Research network
and the recently formed Global Green Growth
Institute hosted by South Korea, on which
Energy+ could build.

Finally, Energy+ should move quickly to part-
ner with a range of civil society organizations,
and the GoN should encourage recipient
countries to do the same. Strengthened rela-
tions with civil society can build public aware-
ness and support for RE and EE initiatives
and improve the quality and transparency of
regulatory and governance arrangements. In
many rural areas, civil society organizations
are far more adept and knowledgeable than
other public or private partners in engaging
local communities in deployment of low-car-
bon energy systems.



5.5. Rewards, Risks and Risk Mitigation
Strategies

Discussing rewards, risks and risk mitigation
strategies is standard procedure in all major
business or policy decisions. Although the
authors are not in a position to have firsthand
knowledge of trade-offs under consideration
by the Government of Norway as it makes
final decisions regarding Energy+, it is appro-
priate for us to offer an outside assessment
of the benefits risks and risk mitigation
strategies associated with this bold initiative.

5.5.1 Rewards of Success

If successful, Norway’s Energy+ initiative
would accelerate the scaling-up of RE and EE
in developing countries thereby having a posi-
tive systemic impact on how the world
addresses climate change in subsequent
years.

For Norway, a small, high-income country, the
Energy+ Initiative coupled with its preceding
REDD+ initiative woud position the govern-
ment as a leading voice in international cli-
mate change negotiations and reinforce
Norway’s longstanding commitment to pro-
moting international development and world
peace. Moreover, the initiative opens interna-
tional outlets for Norway’s RE and EE industry
in hydro, solar, wind, mass transport, energy
efficiency technologies and more.

5.5.2 Risks and Available Risk Mitigation
Strategies

Our discussion of risks and mitigation strate-
gies is presented in the below table.
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Risks

Pdllo d

Yo ll~

Available risk mitigation strategies

Risks in Norway

The program lacks popular and/or political support.

* Collaborate with a range of civil society and environmen-
tal organizations to communicate and educate the pub-
lic and policy makers on Energy+ rationales and goals

 Define clear targets and ensure systematic measure-

ment of Energy+ results

Regularly and proactively communicate the achieve-

ments of the Energy+ initiative to the Norwegian public

Risks vis-a-vis the UNFCCC, other donors and other inter-
national programs supporting RE/EE

1. Energy+ fails to create momentum.

2. It phases out as one more small program that lacks
scale and vision to be a game changer.

3. Doubts arise about its contribution to the UNFCCC
process.

4. Doubts arise about its contribution to increasing energy
access and reducing GHG emissions.

e Start with a significant commitment of Norwegian funds
Strike innovative partnership to pool resources with
other donors

* Become a champion of the Climate Registry (endorsed
in the Cancun Agreements), which would become a
platform to bring together donors and recipients to
agree on approaches, priorities and division of labor
Work outside of, but maintain a steady dialogue with,
the UNFCCC so that Energy+ can collaborate with, con-
tribute to international processes or fold into new
UNFCCC funding mechanisms as they evolve, including
the Green Climate Fund, offset markets and innovative
financing mechanisms

Define clear targets and systematically measure
Energy+ results

Risks vis-a-vis developing countries

1. Creates expectations that are not possible to meet with
Energy+’s available resources.

2. Creates bilateral conflicts around the delivery of
Energy+ support.

3. Offers little to large, emerging countries

4. Doubts arise about its contribution to increasing energy
access and reducing GHG emissions.

A three-phase approach would help frame expectations
and encourage an orderly pooling of resources for the
more expensive later phases.

Energy+ should prioritize sectors and countries it can
support with its limited resources

China, India, Brazil, South Africa and other large, devel-
oping countries could be approached by Energy+ as
both potential recipient countries and regional partners.
Define clear targets and systematically measure
Energy+ results

Risks vis-a-vis the private sector

1. Energy+ fails to significantly increase business commu-
nities’ interest in investing in RE/EE in developing coun-
tries.

2. Businesses are not interested in Energy+ activities.

Ensure that the government-to-government operations
of Energy+ have a strong focus on supporting the
growth of the domestic RE and EE business sectors

* Find opportunities for direct Energy+ engagement with
business, e.g., partnering in regional technology cen-
ters, conducting periodic international or regional sur-
veys of the state of RE/EE markets to identify barriers
and opportunities for private investment

Develop a financing strategy that clearly spells out what
can be expected from each party, e.g., Energy+ , govern-
ments and businesses

Risks vis-a-vis civil society

1. Energy+ fails to address social, environmental equity,
participation and governance concerns of civil society
organizations.

2. Energy+ fails to engage and mobilize civil society organ-
izations’ know-how and social networks.

Engage civil society organizations from the very begin-
ning of Energy+

¢ Adopt transparent procedures and decision-making
mechanisms.

Find innovative arrangements to partner with civil socie-
ty organizations in areas of shared interest, including
governance mechanisms and safeguards
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Endnotes

1. Even in the below-20 scenarios, most
developing countries’ GHG emissions would
keep growing before they picked off around
2015-2020, so it may be more appropriate to
talk of “reducing the growth of emissions” at
least in the short term. In this document and
just for simplicity reasons, we use “emission
reductions” to refer to both emissions reduc-
tion proper -- reductions below a baseline -
and to reducing the growth of emissions -
reduction against a business-as-usual (BAU)
scenario, also called “emissions intensity
reduction.”

2. Recent work of the TWG on a design and
operation of a climate registry and the design
and operation of a mitigation window in a
UNFCCC Green Climate Fund can be found at
www.climateregistryoption.org

3. Lower figure from IEA (2010b); higher fig-
ure from Ecofys (2011).

4. See, for example, UNEP/SEFI/Bloomberg
(2010), p. 17.

5. See, for example, the discussion in IEA
(2010b), chapter 9.

6. Power from wind, solar PV, marine and run-
of-the-river hydro is inherently intermittent,
and these sources are sometimes called
“variable renewable.”

7. The exception is large hydropower, which is
well represented in most developing regions.

8. See, for example, Casillas and Kammen
(2010).

9. Because energy is only one (albeit the
largest) source of GHG emissions, these per-
centages are lower when we referred not to
energy emissions but to total emissions—
approximately 17 for RE and 35 percent for
EE. All figures from IEA 450 ppm scenarios;
see |IEA (2010b), chapter 14.

10. The CDM is not a fund but a carbon offset
mechanism under the Kyoto Protocol. Still,
since its inception it has been the largest
source of international financing for mitiga-
tion projects in developing countries.

11. Figures from UNEP/SEFI/Bloomberg
(2010), p. 52; and the REN21 (2010), p. 29.

12. The COP16 agreement simply “takes
note” of the work on new sources of funding
done by the High-level Advisory Group on
Climate Change Financing. See article 101 in
UNFCCC (2010).

13. Orin other words, RE carbon offsets
would find buyers, but only buyers willing to
pay a price far below RE incremental costs.
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