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Preface

There are ample opportunities to reduce greenhouse gas emissions at a
relatively low cost and with co-benefits, such as improved air quality. In
order to tap into this potential in many developing countries, various
forms of support are needed, including financing. Developed countries
have committed to mobilize large-scale flows of climate finance to de-
veloping countries for mitigation and adaptation. It is important that the
available funds are spent effectively and to the extent possible leverage
private sector capital, which currently constitutes a major part of global
climate finance. In particular for mitigation, leveraging private capital is
an important means to scale up climate finance flows.

This report identifies practical methods that could be used for as-
sessing mobilized private climate finance, with a focus on the direct use
of public finance instruments. The methods are tested on three case
studies, where Nordic co-financing was used for climate purposes in
developing countries. This allows the study to highlight different impli-
cations of approaches for assessing mobilized private climate finance.
Through the further refinement of methodologies, public actors should
be in a position to develop systems for monitoring and evaluation of
finance. This would improve the understanding of the finance landscape,
and the effectiveness of interventions for mobilizing private investment.
[ hope that the findings of this study will contribute to the development
of systems for tracking mobilized private climate finance that balance
transparency and resource efficiency and contribute to the overall effec-
tiveness of climate finance.

The study has been carried out by Gaia Consulting Ltd and Overseas
Development Institute (ODI) for NOAK, a working group under the Nor-
dic Council of Ministers. The aim of NOAK is to contribute to a global and
comprehensive agreement on climate change with ambitious emission
reduction commitments. To this end, the group prepares reports and
studies, conducts meetings and organizes conferences supporting the
Nordic negotiators in the UN climate negotiations.



Our report is also part of OECD’s Research Collaborative on Tracking
Private Climate Finance and the first piece published in that context. I
hope the report will complement other studies, and that the Collabora-
tive can help the UN climate talks navigate through this complex, but
highly important, topic.

Helsinki February 2014

Harri Laurikka
Chair of the Nordic Working Group for
Global Climate Negotiations
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Summary

In accordance with decisions under the United Nations Framework Con-
vention on Climate Change (UNFCCC) Conference of the Parties (COP) in
Copenhagen and Cancun, developed country Parties are committed to
“mobilising jointly USD 100 billion per year by 2020 to address the
needs of developing countries...from a wide variety of sources, public
and private, bilateral and multilateral, including alternative sources”
(UNFCCC, 2009; UNFCCC, 2010a; UNFCCC, 2012a).

In spite of this “climate finance” commitment, there is not yet a
clear agreement on the types of funds that might “count” as mobilised
by developed countries. In particular, it remains unclear what private
finance flows could be considered under the UNFCCC agreements as
having been mobilised for climate-related mitigation and adaptation
action in developing countries.

To address the gaps in data, methodologies and knowledge on pri-
vate climate finance flows, under the auspices of the Organization for
Economic Co-operation and Development (OECD), a group of govern-
ments and researchers have established a Research Collaborative on
Tracking Private Climate Finance (RC). The goal of the RC is to contrib-
ute to the development of more comprehensive methodologies and sys-
tems both for measuring private climate finance flows to, between and
in developing counties, and for determining those private flows mobi-
lised by developed countries” public interventions (OECD, 2013).

This study seeks to develop an example methodology for estimating
private finance flows mobilised “directly” by developed countries
through their use of public financial instruments. This represents only
one aspect of the role that public finance and support may play in mobi-
lising private investment in climate change, and a relatively narrow em-
phasis. It is nevertheless a critical aspect, to which actors have taken
widely divergent approaches that warrant scrutiny and analysis.

Our research will be complemented through the work program of the
RC which will include a broader review of approaches for measuring mo-
bilised private climate finance arising from public support, including
through the use of these direct instruments alongside “indirect” interven-
tions, such as support for institutional strengthening, policy, and underly-



ing market conditions, to be developed by the other partners within the
RC including the World Resources Institute (WRI) and the OECD.

We began with an extensive literature review to identify approaches
used by bilateral and multilateral institutions to assess mobilised private
climate finance flows (see Chapter 2). The literature review concluded
that while a number of organisations reference leverage ratios as a
proxy for mobilised finance, there is a low level of disclosure on how
these ratios have been derived, with limited transparency in terms of
data sources and assumptions. This prohibits replication of these ap-
proaches, and comparison or aggregation of different estimates. Howev-
er, the literature review did identify examples of where private finance
mobilised was estimated in a more transparent manner, in the case of
estimated private co-financing. Through the review, we identified an
initial typology of “direct” public finance instruments that could be re-
viewed in the context of estimating private co-financing. These included:
grants, debt, equity, guarantees and insurance.

The literature review also identified ten methodological considerations
(see Chapter 3) that are likely to be integral to estimating mobilised private
climate finance. We then proposed an example methodology that could be
adapted to track directly mobilised private investment in developing coun-
tries based on these ten considerations and the typology of interventions.
The example methodology contains a relatively simple calculation,! taking
into account a range of options for the 10 considerations:

o Definition of private finance (3 options).
o Definition of public finance (1 option).

e Additionality (1 option).

e Attribution (2 options).

e Timing (1 option).

o Definition of recipient (2 options).

o (limate specificity (1 option).

e Project sub-components (1 option).

e Currency (1 option).

e (alculation (3 options).

1 Mobilised private climate finance = Private finance identified * (Nordic2 government finance
identified /Total finance identified, net of private finance identified).

a]t should be noted, that whilst this study was conducted to apply in the Nordic context, the
results as well as the tested methodology can be applied more widely (e.g. by replacing “Nor-
dic” with “developed country” in the presented formula).
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The example methodology was then tested against three Nordic case
studies to understand the impact of the different considerations and
assumptions on outcomes (see Chapter 4). The outcomes will differ de-
pending on which options are used, and in some instances, differences
can be significant. The three case studies resulted in the following rang-
es of estimated mobilised private climate finance:

e Addax Bioenergy (Sierra Leone): 0 - 14.45 million USD.
¢ Nordic Climate Facility (NCF) Portfolio: 0.10 - 0.21 million USD.
e Nyamwamba run-of-river hydro (Uganda): 0 - 0.01 million USD.

The differences in results for the case studies are driven by a subset of
more conservative options for a range of considerations that can lead to
a calculation of zero or of significantly lower levels of mobilised private
climate finance. These include:

e Consideration 1: Definition of private finance -when only Nordic
private finance is considered;

e Consideration: 3: Additionality — where information is often not
available to show that private finance would not have been mobilised
in absence of public intervention;

e Consideration 4: Attribution - where only the private finance
mobilised by the “lead actor” is counted; and

e Consideration 6: Definition of recipient - when the recipient is
determined by the location of headquarters of major shareholders.

This study highlights the complexity of estimating mobilised private
climate finance, and a number of issues that are integral for on-going
research on this topic, for the multilateral negotiations under the UN-
FCCC, and for the internal processes of organizations providing climate
finance through multilateral and bilateral channels.

The primary methodological issues for consideration include:

e the importance of being transparent about the methodology applied,
data used (qualitative and quantitative), and assumptions applied, in
any estimation of mobilised private climate finance.

e recognition of the relative importance of a sub-set of four
methodological considerations (definition of private finance,
additionality, attribution, and definition of recipient), and
implications for the resulting calculation.

Practical Methods for Assessing Private Climate Finance Flows 11



¢ implications that the choice of methodology can have on donors’
investment decision processes.

e opportunities for Nordic government collaboration, particularly in
terms of joint approaches.

Over the longer term, through the refinement and sharing of these
methodologies (including through the OECD Research Collaborative),
public actors should be in a position to develop common systems and
incentives for monitoring and evaluation (M&E) of finance, thereby ena-
bling a clearer understanding of the landscape of finance within a given
project or programme, and the effectiveness of these interventions in
mobilising private investment.
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1 Introduction

1.1 Background and objectives

In accordance with decisions under the United Nations Framework Con-
vention on Climate Change (UNFCCC) Conference of the Parties (COP) in
Copenhagen and Cancun, developed country Parties are committed to
“mobilising jointly USD 100 billion per year by 2020 to address the
needs of developing countries...from a wide variety of sources, public
and private, bilateral and multilateral, including alternative sources”
(UNFCCC, 2009; UNFCCC, 2010a; UNFCCC, 2012a).

In spite of this “climate finance” commitment, there is not yet a clear
agreement on the types of funds that can be defined as mobilised by
developed countries under this commitment. In particular, it remains
unclear what private finance flows could be considered under the UN-
FCCC agreements as having been mobilised for climate-related mitiga-
tion and adaptation action in developing countries.

Also, while there is widespread acceptance that the role of the private
sector will be crucial in achieving the goal of mobilising 100 billion USD
per year (AGF, 2010; Mabey, 2012; UNFCCC, 2012a), and in driving a
more systematic transformation of societies to low/no-carbon develop-
ment pathways, it remains unclear what private finance flows could be
considered under the UNFCCC agreements as having been mobilised by
developed country parties for climate-related mitigation and adaptation
action in developing countries.

This study by Gaia Consulting Ltd (Gaia) and the Overseas Develop-
ment Institute (ODI) explores this question of mobilised private climate
finance under the UNFCCC, and within the wider goal of contributing to
an improved understanding of the role of public finance, actions and
measures in mobilising private investment.

The tradition of Nordic countries in the area of development cooper-
ation, characterised particularly by high ambition for transparency and
effectiveness in the use and reporting of public funding, serves as a use-
ful background for this study commissioned by the Nordic Working
Group for Global Climate Negotiations (NOAK) under the Nordic Council
of Ministers. The challenge of identifying and quantifying private flows,
in this case private climate finance, is significant. Therefore, while the
primary audience of the study are the Nordic countries, the findings are
also expected to serve parties to the UNFCCC more broadly.



The overall objective of this study is to identify and apply practical
methods that could be used for assessing mobilised private climate finance,
with a focus on the direct use of public finance instruments. Our approach to
achieve the project goal has been constructed taking careful note of re-
cent, on-going and planned initiatives within this rapidly evolving area.

1.1 Scope and methodology

1.1.1 Approach and scope

This work has been completed through a desk-based review and analysis
complemented by interviews with Nordic stakeholders? in the area of
climate finance, development cooperation and business development in
developing countries.

Our work builds on efforts that have already been completed on this
topic, and is conducted in active collaboration with existing research
initiatives in this space. This work also forms an integral part of the Or-
ganization for Economic Co-operation and Development (OECD) led
Research Collaborative on Tracking Private Climate Finance (RC), in
which ODI and Gaia are participating research organisations and the
Nordic Council of Ministers is a government partner.?

As the instruments used by governments to mobilise private climate
finance are applied across a wide range of sectors, this review could apply
to tools that seek to support private investment in mitigation of green-
house gas emissions, carbon sequestration, adaptation to specific impacts
of climate change as well as to building societal and ecosystem resilience.

We also acknowledge that there is a wide range of interventions and
financial instruments, and the interventions are undertaken by different
actors (including bilateral and multilateral donor agencies and devel-
opment banks), and under varying local conditions in developing (recip-
ient) countries.

This study seeks to develop an example methodology for estimating
private flows mobilised by developed countries through their use of
public financial instruments. In the context of the wider work of the RC,
this review focuses in particular on instruments that could be consid-
ered “direct” instruments of public finance, i.e. grants, debt, equity, guar-

2 See Annex 1: Nordic stakeholder interviews.
3 For further information on research collaborative www.oecd.org/env/researchcollaborative
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antees and insurance.* Furthermore, our approach is based on infor-
mation on finance provided at a “retail” or project/programme level.
This is highlighted in the case study analysis, which presents bottom-up
assessments of mobilised private climate finance. This represents only
one aspect of the role that public finance and support may play in mobi-
lising private investment in climate change, and a relatively narrow em-
phasis. It is nevertheless a critical aspect, to which actors have taken
widely divergent approaches that warrant scrutiny and analysis.

Our research will be complemented through the work program of the
RC, which will include a broader review of approaches for measuring mo-
bilised private climate finance arising from public support, including
through the use of these direct instruments alongside “indirect” interven-
tions, such as support for institutional strengthening, policy, and underly-
ing market conditions, to be developed by the other partners within the
RC including the World Resources Institute (WRI) and the OECD.

1.1.2 Methodology and research steps

First, as part of the literature review we have examined all major publi-
cations and case studies on definitions and methodologies used for as-
sessing private, climate-specific financial flows mobilised by developed
countries.” The task included a review of interventions that have been
attributed to developed country governments, and also published by
governments and by multilateral and bilateral financial institutions. This
review also explored relevant concepts and issues, related to leveraging
and mobilisation, focusing on considerations of attribution, double
counting, additionality, tracking and data availability.

Second, based on the review of existing research, we have developed
an initial typology of “direct” public interventions and presented a list of
methodological consideration in tracking mobilised private investment
in developing countries. This included a review of the corresponding
calculation-based approaches and methods currently being used to de-
termine the level of private investment mobilised through these public
interventions. We also examined the strengths and weaknesses of the
different approaches in the context of application against government

4 The other types of broader indirect public interventions (including policy and regulatory
measures) will be addressed by other partners in the OECD Research Collaborative, in particu-
lar World Resources Institute (WRI) and OECD.

5 See References and Annex 2: Literature reviewed.
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interventions. These will be further explored by other research partners
within the RC.

Third, a range of interviews with Nordic stakeholders (see Annex 1)
served to gain further insights into existing methods to track climate
relevant interventions and climate finance and the potential applicabil-
ity and limitations of various methodologies. The interviews also con-
tributed to a better understanding of methodological gaps and challeng-
es of implementation in terms of data availability, resource require-
ments as well as the costs and benefits of different methodological
choices (e.g. related to applying leverage ratios, requirements of source
and recipient definitions, and the risks of double counting).

Fourth, taking note of the previous steps, we designed an example
methodology with different options that could be applied for assessment of
private, climate-specific financial flows mobilised by developed countries.

Finally, case study analysis, using Nordic country interventions as ex-
amples, allowed for testing the applicability of the example methodology
and identifying implications of various methodological choices. By clear-
ly setting out all data and resource requirements, assumptions made and
definitions used, we believe the findings will serve not only Nordic
stakeholders but also other parties to the UNFCCC more broadly.

1.1.3  Structure and content of this report

Following this introductory section, Chapter 2 presents the background
as to why tracking mobilised private climate finance is an important
consideration under the UNFCCC. It also outlines key concepts and defi-
nitions, laying the foundations for our analysis of mobilised private cli-
mate finance flows. Chapter 3 presents an inventory of assessment
methodologies to measure mobilised climate finance. The literature re-
view highlights key considerations for determining mobilised private
climate finance, presenting methodologies and considerations applied in
practice as well as potential limitations and trade-offs. Chapter 4 pre-
sents selected case studies from the Nordic countries, showcasing specif-
ic opportunities to measure mobilised private climate finance, making
use of the example methodology outlined in the previous sections. These
cases studies also highlight challenges related to various aspects of the
methodology pointing out areas of further research. The findings and
conclusions are presented in Chapter 5. Additional information is pro-
vided in Annexes.
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The work was carried out during June-December 2013, in close coop-
eration with representatives from the Nordic Working Group for Global
Climate Negotiations (NOAK)® to ensure that the focus and recommenda-
tions serve NOAK in its further deliberations. While the authors assume
full responsibility for the analysis and views expressed, we would like to
warmly thank people consulted (see Annex 1) for their time and views
expressed during interviews. In addition, the cooperation with the OECD
Research Collaborative and its participants has been fruitful and mutually
beneficial, we believe, for further efforts in this area.

Finally, we would like to thank the following experts that have peer
reviewed this study:

e Martin Stadelmann, Jane Wilkinson, Barbara Buchner, and Morgan
Herve-Mignucci at CPI.

e Raphael Jachnik, Ivan Hascic, Jane Ellis, Randy Caruso, Cécile Sangaré,
Mariana Mirabile, and Stephanie Ockenden at OECD.

e Shally Venugopal and Aman Srivastava at WRI.
e Smita Nakhooda at ODI.

6 Working Group members include: Outi Leskeld (Nordic Council of Ministers), Tuija Talsi (Finnish Ministry
of the Environment), Outi Honkatukia (Finnish Ministry of Finance), Erlend Grgner Krogstad (Norwegian
Ministry of the Environment), Emilia Hogquist (Swedish Environmental Protection Agency), Marianne
Tegman (Swedish Environmental Protection Agency) and Henrik Jepsen (Danish Ministry of Climate, Energy
and Building).
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2. Tracking mobilised private
climate finance

2.1 Tracking under UNFCCC

Developed countries have committed to mobilise 100 billion USD annu-
ally in long-term climate finance to address the needs of developing
countries by 2020. However, recent studies show that the commitments
made under the UNFCCC, and the current scale of finance, are not
enough to address the mitigation and adaptation needs of developing
countries. While estimates of the scale of climate financing needs vary
substantially, depending upon the assumptions and methodologies used,
current estimates of the costs of addressing climate change in develop-
ing countries alone range from 0.6 to 1.5 trillion USD per year
(Nakhooda, 2012; Montes, 2012). These estimates are 5-10 times higher
than the prospective annual flows from developed and developing coun-
tries under the UNFCCC agreements, and 3-5 times higher than esti-
mates by the Climate Policy Initiative (CPI) of the current global climate-
finance flow in 2010/11 of 364 billion USD, of which two-thirds is com-
ing from the private sector (Buchner, et al., 2012a).

There is widespread acceptance that significant increases in financial
resources are needed to help countries undertake climate compatible
development (CCD). Many stakeholders have expressed the view that
the majority of investment needed for CCD will need to come from the
private sector (AGF, 2010; Mabey, 2012; UNFCCC, 2012a). This is be-
cause the private sector is seen to have significant resources and capaci-
ty for investment, as well as high levels of efficiency, managerial capabil-
ity and operational power that can be harnessed to achieve certain goals,
including those for CCD. Expectations around the potential for private
climate finance (PCF) have also arisen as a result of limited public funds
in the wake of the financial crisis and parallel decline in Official Devel-
opment Assistance (ODA). These expectations have placed a high premi-
um on value for money in foreign assistance and an increasing focus on
leveraging private sector financing (Sierra, et al., 2013).

Though public sector resources are small when compared to those
from the private sector, they are acknowledged to play an essential role



in catalysing private sector investment and activity (Whitley & Ellis,
2012). This has also highlighted the need for greater understanding on
how public finance is used to mobilise private finance towards climate
change action. In particular, developed countries are interested in iden-
tifying approaches for tracking their contribution to mobilising PCF as
part of their contribution to the 100 billion USD target, and efforts to
address the larger financing gap. Tracking climate finance has at least
the four following goals: to build trust by ensuring the delivery of financ-
ing promises; to show the feasibility and concrete benefits of CCD; to
increase understanding of what it takes to use climate finance effective-
ly; and to provide governments and investors with the tools and
knowledge required to replicate and scale-up the most effective models
(Mabey, 2012; Buchner, et al., 2012).

2.2 Key concepts and definitions

2.2.1 C(Climate finance and private climate finance

The current lack of transparency in climate finance data is the result of
both technical and political barriers, which are manifested most obvi-
ously through the absence of an agreed definition of “climate finance,”
and of a lack in harmonised methodologies and templates for reporting
and tracking (Clapp, et al.,, 2012) .

Past research from ODI and Climate Strategies (Whitley, et al., 2012a;
Whitley & Mohanty, 2012b; Whitley, 2012c; Whitley & Mohanty, 2013;
Stadelmann, et al,, 2011) have suggested five characteristics of long term
climate finance under the UNFCCC, based on the guidance from the Co-
penhagen Accord and the subsequent Cancun Agreements (UNFCCC,
2009; UNFCCC, 2010a):

mobilised by developed countries parties,

e provided to developing country parties, taking into account the
urgent and immediate needs of those that are particularly vulnerable
to the adverse effects of climate change,

e Dbalanced in allocation between adaptation and mitigation,
e committed in the context of transparency on implementation, and

e scaled up, new and additional, predictable and adequate.
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The precise roles that different forms of finance will play in meeting
commitments remain to be agreed by UNFCCC Parties. But there is
agreement that climate finance may also include private finance, and
therefore private finance that is counted towards meeting these com-
mitments should reflect these characteristics to some extent. Several
other organizations and academic institutions have attempted to define
private climate finance in the context of the agreements (see Box 1).

Box 1: Example definitions for identifying mobilised private finance as part of
the 100 billion USD goal under the UNFCCC

1. Originates from non-public sources (Ockenden, et al., 2012).

2. Private finance that originates from the private sector, which is not con-
trolled by the state (Venugopal, et al., 2012).

3. The private sector includes: corporate actors, institutional investors, pro-
ject developers, households, commercial financial institutions, venture cap-
ital, private equity and infrastructure funds (Buchner, et al.,, 2012).

4. Mobilised as a result of public intervention (Buchner, et al, 2011; Clapp, et
al,, 2012; Venugopal, et al., 2012; Stadelmann & Michaelowa, 2013).

5. Supported through the financing of incremental costs (Stadelmann, et al.,
2011; Venugopal, et al.,, 2012; Stadelmann & Michaelowa, 2013).

6. North-South private flows (Stadelmann & Michaelowa, 2013).

7. Flow from developed to developing countries where there is no double
counting of emission reductions. Developing countries being defined as the
ones not part of the OECD. (Stadelmann & Michaelowa, 2013).

8. Supporting objectives of adaptation and mitigation in the case of the Rio
Markers which are used for tagging Official Development Assistance (ODA)
(OECD, 2011); or through a specific positive list of project types for mitiga-
tion and adaptation, such in the case of the Joint MDB Reports (MDB,
2012a; MDB, 2012b).

The UNFCCC Work Programme on Long Term Finance has acknowl-
edged the need for more accurate (and comparable) information on how
developed countries channel their climate finance, and for simple and
manageable systems to monitor, report on and verify climate finance at
the international and national levels (UNFCCC, 2012a).

Although there is strong interest in tracking mobilised private cli-
mate finance, there is a chronic lack of consistent and comprehensive
data to track climate finance more generally. This is a significant barrier
to understanding the effectiveness of existing public sector initiatives to
support CCD. Due to issues of commercial confidentiality, this barrier to
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accessing information applies to a greater degree to private finance. As a
result, a number of recent initiatives have tried to address the pervasive
concerns on the transparency of both public and private climate finance.

24

OECD Development Assistance Committee (DAC) has been collecting
statistics and monitoring aid targeting the objectives of the Rio
Conventions on Climate Change since 1998 through the “Creditor
Reporting System” using the so-called “Rio Markers.” The DAC
secretariat is working to improve the quality and use of DAC statistics
on development finance and environment, including collaborating
closely with MDBs and IFIs to increasingly record multilateral climate
funds within the DAC statistical framework and harmonise
methodological approaches. Going forward, Rio Markers are to be
applied to non-export credit Other Official Flows (OOF), and the DAC
is also working on improving statistics on other categories of flows
such as guarantees, export credits, and public interventions that
leverage private finance, including possibly identifying their
relevance to climate change (OECD, 2011).

Climate Policy Initiative (CPI) has published annual reports on the
Landscape of Climate Finance in 2011, 2012 and 2013 which include
both public and private flows. Through its San Giorgio Group (SGG),
CPI has published a series of in-depth case studies to provide
observations on how the public sector is already mobilising private
investment in CCD (Buchner, et al,, 2011a; Buchner, etal., 2012;
Buchner, et al., 2013). Within the global landscape of climate finance
to date 38% (135 billion USD on average of 359 billion USD) has been
identified as originating from the public sector in 2012 with the
explicit goal of catalysing PCF (Buchner, et al., 2013).

The Overseas Development Institute (ODI) in partnership with the
Heinrich Boell Foundation has established the Climate Funds Update,
which tracks the activities of 22 dedicated climate funds, and has
completed extensive reviews of climate finance directed from donors
to both the public and private sector in developing countries during
the Fast Start Finance period (2010 to 2012) (CFU, 2013).

ODI has also established a database of private climate finance
support from Germany, Japan, the UK and US to developing countries.
This resource provides details of 73 interventions undertaken with
the explicit goal of mobilising private climate finance that, taken
together, represent 8.5 billion USD in combined public and mobilised
private investment (Whitley, 2013). Of the total of 8.5 billion USD
across the 73 investments reviewed, only 20% came from the private
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sector, and details of private actors and specific private finance
mobilised could only be identified for 16 interventions. This may be
an under-estimate: there may be more investment from the private
sector, but details on transaction structures and participants are not
readily available in the public domain (Whitley, 2013). This early
research suggests that issues of commercial confidentiality and
regulatory restrictions may make tracking mobilised private climate
finance even more challenging than tracking flows of public finance.

In addition, several international climate mechanisms like the Global
Environment Facility, the Climate Investment Funds, and the proposed
Green Climate Fund seek to deepen and strengthen or develop their
engagement with the private sector. The programming of these funds
provides a further opportunity to understand how public and private
finance interact for climate related purposes, and apply relevant lessons
to the development of existing and new mechanisms and instruments
for mobilising private climate finance.

In addition to those identified above, there may be other additional
public funds that are being used to mobilise PCF, but without agreement
on what counts as public climate finance it is challenging to assess the
effectiveness of existing initiatives by the public sector to mobilise PCF.

2.2.2 Mobilise and leverage

Though referenced in the context of the 100 billion USD UNFCCC com-
mitment, the term “mobilise” also remains undefined, and in the context
of climate finance, is often used interchangeably with the term leverage.

A report by ODI, CPI, EDF and Brookings (Brown, et al., 2011) identi-
fied the range of definitions for the term “leverage,” and established that
governments and financial institutions often measure mobilisation
through the use of leverage ratios:

e Leverage - narrow definition: Is used in generic financial terminology
to refer to the ratio of debt to equity financing for an investment: the
debt which can be raised against a given equity contribution. This
applies across projects and companies, but the same terminology
applies to how financial institutions (such as development banks)
raise money.

e Leverage - broad definition (in the context of mobilising public
finance): Financial institutions apply leveraging terminology to
understand how their core contributions (for example, money
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provided by donor governments to a multilateral development bank
(MDB)) can be invested in capital markets to create an internal
multiplier effect. Similar to leveraging equity to raise debt for a
project, a financial institution has the ability to leverage its own
capital base against outstanding borrowings and guarantees. So an
institution’s leverage ratio can be seen as the ratio of outstanding
borrowings and guarantees to its capital base.

e Leverage - broad definition (in the context of mobilising private
finance): The term is often more broadly applied to a set of
instruments provided by a financial institution that encourage and
catalyse private investment by reducing investment risk or
increasing project returns enough to attract private investors.

The OECD (Caruso & Ellis, 2013) has also sought to differentiate “mobi-
lise” from “leverage” whereby “leveraging” is a term to be used in the
context of discrete financial instruments, whereas “mobilising” is the
provision of climate finance for developing countries through the use of
finance and other interventions by developed countries.

In spite of the multiple definitions for leverage and the distinctions
outlined above, the concepts of leverage and mobilisation are regularly
used interchangeably, and in the context of literature on climate finance,
often implicitly refer to private co-financing (Clapp, et al, 2012;
Ockenden, et al., 2012; Venugopal, et al., 2012).

Also, the IFC has found that there are very few sources of reliable and
consistent data on leverage in private sector climate finance
(Maheshwari, et al., forthcoming). This is echoed in our research: though
a number of reports within our literature review referenced leverage
ratios achieved by organisations, there are a number of cases where
there is no background information on how these ratios are derived or
calculated, and/or there is no distinction made between private and
public finance contributions (see Box 2).
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Box 2: Limitations in presentation of leverage ratios (See Annex 4 for
additional details and sources)

o Cases where there is no information on how leverage ratios are derived or
calculated:

- UN Secretary-General’s High-level Advisory Group on Climate Change
Financing (AGF) - non-concessional or partially concessional debt,
grants, equity and guarantees (from MDBs).

- Global Environment Facility (GEF).

o Cases where leverage calculation methodology is provided, but no distinc-
tion is made between private and public finance mobilised:
- ADB - Clean Energy Financing Partnership Facility.
- Clean Technology Fund (CTF) of the Climate Investment Funds.
- IFCinvestments in forestry sector and in CHUEE (China Utility EE).
- EBRD - leverage discussed in the context of “private sector projects’
- for some project examples private sector contributions are shown,
though both public and private finance are included in calculation.
- OECD DAC - mobilised finance by guarantees

Governments are seeking a more methodical approach to assess leverag-
ing in order to understand and compare the impacts of different public
interventions that would identify mobilised finance according to some
basic principles including: no double counting, demonstration of the
counterfactual, evidence of financial risk mitigation and/or buying down
the incremental cost, and evidence of (Brown, et al.,, 2011). This is what
we have attempted in this paper, and our proposed approach is outlined
in section 3.3, and tested against a series of case studies in Chapter 4.

2.3 Instruments - typology and definitions

Within the broad definition of mobilise or leverage, as it applies to pri-
vate finance, there are a range of interventions that are used by the pub-
lic sector to mobilise private investment. These include direct interven-
tions through financial instruments such as grants, debt, equity, guaran-
tees and insurance along with indirect regulatory, economic or
information instruments. As this study is part of the broader OECD RC,
this analysis will focus on direct interventions, while WRI and OECD will
look at both direct and indirect interventions (See Box 3).
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Box 3: Research scope - instrument types and data sets
In Scope

» Financial instruments used in direct interventions including grants, debt,

equity, guarantees and insurance. (see Table 1).
o Use of financial instruments by the public sector.

« Bottom up “retail level’ approaches for measuring mobilised private climate
finance (using project / programmatic level data sources).

Out Of Scope (to be covered by balance of OECD RC):
o Indirect policy based interventions.

e« Top down “wholesale level” approaches for measuring mobilised private

climate finance (using international data sources).

Table 1: Direct financial instrument typology7

Financial instrument  Definition

Grants and in-kind Resources channelled without the expectation that the money be repaid. Such re-

contributions sources are often used to cover technical assistance and capacity building or feasibility
studies. They are also often offered to complement other instruments, including
concessional loans.

Debt and conces- Debt refers to resources transferred with the agreement that the money will be repaid.

sional lending In the case of concessional lending, this refers to debt provided on conditions more
favourable than market terms. This lowers the cost of capital to all participants through
low or no interest rates, longer repayment and/or grace periods, or a combination of
these features. Intrinsically, concessional lending includes a grant component. Debt
from the public sector and concessional lending is used when financing at market terms
is not available from the private sector or would make the investment unviable.

Guarantees Commitments in which a guarantor undertakes to fulfil the obligations of a borrower to
a lender in the event of non-performance or default of its obligations by the borrower,
in exchange for a fee. Guarantees can cover the entire investment or just a portion of it.
Risk mitigation instruments such as guarantees focus on reducing key default risks
(technology, political etc.) at various points in the financing cycle.

Equity investments Investment into a project or asset to leverage debt and achieve better returns. Equity
investors own part of the company or assets and therefore depend on the results of the
project to secure a financial return on their investments; they do not have any guarantee
of repayment or return. In the case of failure of a project, the debt holders involved in the
project have priority on any available returns over the equity investors.

Source: Adapted from (GCF, 2013).

7 Though they are often confused with one another - it is important to distinguish “instru-
ments” from the “modalities’ through which they can be deployed including: programme and
policy loans, credit lines, swaps, performance based payments, advanced market commitments
(AMCs), public private partnerships (PPPs) etc. (GCF, 2013).
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3. Inventory of assessment
methodologies

3.1 Key considerations for determining mobilised
private climate finance

As outlined above, there has been a call for a more methodical approach
to understand and compare the impacts of different public interventions
in the mobilisation of private finance towards the 100 billion USD per
year for climate change. To that end we have completed a literature re-
view of over 50 sources, and worked to build on the existing analysis of
ODI, OECD, CPI, EDF and Brookings and propose an example methodolo-
gy to estimate mobilised private co-financing for climate specific pro-
jects and programmes.

Building on the range of considerations identified in existing discus-
sions of the definitions of climate finance and private climate finance
(see section 2.2.1 and Annex 3), this study outlines a set of ten consider-
ations to be applied when estimating mobilised private climate finance.
With the goal of developing an example methodology this review has
also collected evidence for how these considerations are taken into ac-
count in existing approaches (see Table 2). Opportunities and challenges
in such approaches are presented in the following sections and form the
base of the proposed calculation methodology.



Table 2: Considerations for determining mobilised private co-financing for climate specific
projects and programmes (see also Annex 4)

Provisions for
private climate
finance

Considerations

Explanation for consideration

Approaches
identified (no.)

Example approaches
8
identified

Determine the
nature and
source of
private finance
and the country
of origin of
public finance.

Demonstrate
causality of the
additional
private funding
to public
finance from a
developed
country

Determine that
the recipient of
the funding is a
developing
country party

Demonstrate
support to
climate change
activities for
mitigation and
adaptation

Identify the
proportion of
support to each
category
(adaptation and
mitigation)

Other practical
considerations

1. Definition of
private finance

2. Definition of
public finance

3. Additionality

4. Attribution

5. Timing

6. Definition of
recipient

7. Climate specificity

8. Project sub-
components

9. Currency

10. Calculation

How do you determine the source of
private finance — specific private actor(s)?

How do you determine the source of public
finance — specific country government(s)?

How do you determine if a public interven-
tion (of any kind) was necessary in mobilis-
ing private finance? What is the counter-
factual without public intervention?

How can do you attribute mobilisation
among specific actors in the case where
multiple actors are involved in a given
intervention? Thereby avoiding double
counting.

When (temporally) in the financing chain is
mobilisation estimated and reported
(project and financing stages, ex ante or ex
post) and how are subsequent rounds of
financing addressed?

How to define the final recipient of
funding?

What approaches or definitions are used to
determine climate specificity of an inter-
vention?

Do you count all or only part of an inter-
vention’s value — and if part, how is climate
relevance of the sub-components valued?
(as it applies to projects within pro-
grammes, or sub-components of project)

How are different currencies treated, that
are provided over different time frames?
What formula is used to determine the
value of mobilised private co-financing?

10

8

10

EBRD, CPI, OECD, WRI,
0D, Climate Strate-
gies, Univ. Zurich
OECD, CPI, WRI and
Univ. Zurich

OECD, ODI, AGF,
Climate Strategies,
Univ. of Zurich, WRI,
GEF, UK

OECD, UK, WRI, ODI,
Univ. Zurich

Univ. Zurich, CPI, OECD

OECD, ODI, WRI, Univ.
Zurich

OECD, CPI, EBRD,
MDBs, Ecofys, IFC,
WRI, Univ. Zurich,
Climate Strategies,
oDl.

Ecofys, OECD

Univ. Zurich, ODI, WRI

WB, OECD, Univ.
Zurich, UNEP, WEF, UK,
WRI, CPI, ODI, ERBD

8 See Annex 4 for full descriptions and sources.
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3.2 Challenges for each consideration®

3.2.1 Definition of private finance

Tracking private climate finance is focused on being able to monitor
financial flows from the private sector. However distinguishing public
from private sources is not as straight forward as might be expected
(Stadelmann, et al., 2011; Whitley & Mohanty, 2013). The OECD have
highlighted that private and public streams are often feeding into the
same climate actions, but are not always easy to separate, especially if
they are transferred through funds, joint ventures, and investors in the
bond and stock markets (Caruso & Ellis, 2013). Research by CPI has fur-
ther highlighted that even when reviewing ownership structures the
challenge remains, as a large portion of seemingly private investments
could be classified as governments’ direct or indirect shareholdings, as
they are the main lender of private investment structures (Buchner, et
al,, 2012). As investment takes place at a global level, it can become diffi-
cult to determine if raised capital is attributable to developed or devel-
oping countries (Clapp, et al., 2012; Ellis & Reagan, 2012; Caruso & Ellis,
2013). This process is also challenging in the case of multinationals and
when funds are channelled through intermediaries (Clapp, et al., 2012;
Ellis & Reagan, 2012). Funding from “third sector” actors, for example,
NGOs, are also difficult to categorise as they are neither fully public nor
private funded.10

Recent research initiatives have also sought to classify private and
public finance on the basis of the types of institutions providing finance,
assigning a “default” private sector tag to these institutions. Lists of “pri-
vate” funding providers include commercial banks, international financial
institutions, institutional investors, private operators and developers,
corporate actors, households and individuals. Other “default” private fi-
nance proxies that have been used to look at flows from a top-down
“wholesale” data perspective includes Foreign Direct Investment (FDI)
and Clean Development Mechanism (CDM) investment and emissions

9 For approaches reviewed, see also Annex 3.

10 The more conservative interpretation would be that since NGOs often rely on funding from
public organisations, their funding would be considered 100% public finance. Another alterna-
tive would be to examine the funding structures of NGOs in more detail to gain insight on what
is the share of public and private and make the categorisation based on which funding share is
the largest. This approach would be feasible on the project level, particularly for cases involving
a more limited number of actors.
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reduction certificates (Buchner, et al.,, 2011a; Buchner, et al., 2012; Clapp,
etal., 2012; Tanaka, 2012; Venugopal, et al,, 2012; Buchner, et al., 2013).

In addition to the identification of the type of contributor, there have
also been efforts to determine the country of origin of the private funds,
to distinguish between developed and developing country sources. Con-
sidering the UNFCCC commitment for providing funding towards devel-
oping countries the origin of private sector finance might be expected to
be from developed countries. However, there has been discussion within
the UNFCCC negotiations for tracking also mobilised developing country
private finance. As a third option, some institutions have taken a “na-
tionalist” approach to accounting for mobilised private finance, and only
include private finance from their own country. As an example JBIC only
includes private sector loans from Japanese commercial banks in its
estimation of mobilised funds (Caruso & Ellis, 2013).

Several approaches for determining the country of origin of private
funds have been discussed including through the (a) location of the cor-
porate headquarters, (b) location of incorporation/registration, (c) loca-
tion of primary stock exchange listing (Whitley, et al., 2012a; Whitley &
Mohanty, 2012b; Whitley, 2012c; Whitley & Mohanty, 2013).

3.2.2  Definition of public finance

As highlighted above, the UNFCCC agreements emphasise that climate
finance (both public and private) should be “mobilised by developed
countries”. Climate Strategies has therefore emphasised that private
actions not influenced by governments cannot be seriously considered
as “mobilised,” with a further clarification that only investments lever-
aged by bilateral and multilateral agencies (and the currently limited
carbon market) can be considered as “mobilised” because they emerge
as a result of public climate interventions (Stadelmann, et al., 2011).
They have also suggested excluding voluntary funds, FDI and other in-
vestments unless a clear link to public policy (e.g. tax incentives, infor-
mation campaign) can be made, as climate specific investments may be
attractive to the private sector in the absence of developed country gov-
ernment support (Stadelmann, et al.,, 2011).

World Resources Institute (WRI) also highlights the role of public fi-
nancing institutions in leveraging private capital, and includes as source
of public funding the donor government; export credit and aid agencies;
multilateral, bilateral and national development banks; and internation-
al entities (Venugopal, et al., 2012). In the case of multilateral funding,
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the country of origin is determined by the participation or contribution
of each of the involved entities (Stadelmann & Michaelowa, 2013).

In terms of public finance this study reviews: grants, debt, and equity.
The value of these instruments is estimated on the basis of the face value
of the instrument. There are a wider range of options discussed for meas-
uring guarantees and insurance provided by the public sector. Some argue
that these should be accounted for in terms of the financial cost to gov-
ernments of providing guarantees and insurance (set-aside require-
ments), while other state that the full face value of the underlying instru-
ment (or project) being guaranteed or insured (Mirabile, et al., 2013).

3.2.3 Additionality

Many organisations highlight the importance that mobilised private cli-
mate finance should only be accounted for if it is additional, i.e. only in-
cludes private finance that would have been brought into the climate
change project as a result of developed country governments action, fund-
ing or measures (Ockenden, et al., 2012). This has been raised because it is
often observed that the higher the levels of mobilised private finance, the
less “additional” an intervention may be. High levels of private finance
may indicate that investment could have happened without public inter-
vention (Brown, et al, 2011). Lower levels of mobilised private finance
may in contrast indicate the need for a public finance role, such as in the
cases of introduction of new technology (Maheshwari, et al., forthcoming).

Determining the additionality of an intervention requires the estima-
tion of a baseline scenario and/or incremental project costs, both of
which can be resource and time intensive, and involve significant uncer-
tainties. This can be further complicated (as has been seen in the context
of the CDM) as these baseline scenarios and costs can vary over time as
the mitigation or adaptation activity (and/or policy framework in which
it takes place) evolves (Stadelmann, et al.,, 2011).

This review has indicated that the majority of institutions and organ-
izations involved in providing public climate finance do not have an ap-
proach for determining baseline or incremental costs, and rarely provide
an explicit rationale or the information necessary for demonstrating
how their intervention has mobilised climate finance (Clapp, et al., 2012;
Ellis & Reagan, 2012; Venugopal, et al., 2012; Caruso & Ellis, 2013).

Three different approaches have been identified to assess addi-
tionality of mobilised private climate finance - each of which has ca-
veats in terms of time and resource requirements. However, none of
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these present a straightforward method to determine the additionali-
ty of a given intervention.

Evidence used to demonstrate CDM additionality:

Specific additionality assessment tools, including approaches for
determining the baseline scenario, have been developed under the
CDM. It has been suggested that these could be used for determining
the additionality of climate finance interventions, using CDM
documentation for particular project types in a particular country or
region. However, due to their time and resource requirements, the
CDM tools may be too onerous to be applied for tracking mobilised
private climate finance (Stadelmann & Michaelowa, 2013).
Nonetheless, information contained in CDM documentation may be
useful for determining the additionality of public interventions.

Calculation of incremental costs:

The GEF only considers project co-financing “when the co-financier
pays for part of the incremental cost (additionality) or, more
commonly, pays for part of the non-incremental cost of an activity
that is a substitute for the baseline activity” (Brown, et al., 2011). The
non-incremental (baseline) cost cannot be said to be additional
because the baseline (with respect to which incremental costs and
global environmental benefits are estimated) is by definition
financially feasible (Brown, et al., 2011). However, there is limited
documentation available from the GEF to demonstrate how the
determination of incremental costs is made in practice.

UK approach for private equity funds:

34

The UK has also suggested a bespoke approach, which it is using for its
International Climate Fund, including the Climate Public Private
Partnership (CP3) programme. This integrates the concept of
additionality into the process of assessing how much financing its
intervention has mobilised. As an example, the UK forecasts what
percentage of sub-funds and direct investments would have reached
financial close without intervention by the CP3. This can vary
substantially according to sub-fund. For instance, DFID reported that
for the CP3 Asia Fund, 60% of sub-funds and 80% of direct
investments would have reached closing, and therefore that only 40%
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of sub-funds and 20% of direct investment were additional (Ockenden,
etal., 2012). It is still to be determined if such an approach would be
applicable beyond private equity funds.

3.2.4 Attribution

Attribution of mobilised private climate finance, or avoiding double
counting, is one of the most significant issues to address in the consider-
ation of a proposed tracking methodology. It is essential that enough
information is provided by each public sector actor to avoid double
counting and that in case of disagreement all providers of public finance
can clearly account for the flows provided and mobilised (Stadelmann &
Michaelowa, 2013).

To address these concerns, the UK has suggested that where one do-
nor may be acting and co-financing alongside a group of other public
donors, the individual donor should only claim mobilisation of that par-
ticular proportion of funding. A simple pro rata attribution rule based on
share of total project donor finance is proposed in first instance, applied
constantly overtime (Ockenden, et al., 2012; Whitley, et al., 2012a;
Whitley & Mohanty, 2012b; Whitley, 2012c; Whitley & Mohanty, 2013).

In addition to avoiding double counting, there have also been consid-
erations that private finance should only be attributed to the leading
public actor in a given transaction (Caruso & Ellis, 2013; Stadelmann &
Michaelowa, 2013). As an example, the Asian Development Bank (ADB)
only accounts for co-financing by private actors where the ADB acts as a
general partner, excluding those where the ADB acts only as a limited
investment partner (Caruso & Ellis, 2013).

3.2.5 Timing

A number of different approaches have been suggested to determine at
what point in an intervention mobilised finance should be tracked, and
each of these can significantly impact the amount of finance reported as
mobilised (Caruso & Ellis, 2013). For example, using forecasting models
to estimate mobilisation ex ante can be a relatively less costly option
compared to ex post verification by a separate monitoring and evalua-
tions team, and for sampled projects the OPIC reports a minimal amount
of variation between ex ante and ex post assessments of mobilised co-
financing (Caruso & Ellis, 2013). However, as ownership for both public
and private can change over time, this also impacts ex ante estimates of
mobilised private finance (Caruso & Ellis, 2013). Also, data on a given
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intervention is often only made publicly available before or at the time
of commitment, limiting ex ante assessment to the provider of funds.

For its Landscape analyses, CPI uses ex post data for the year before
the publication or an average of the recent years, depending on how
representative the figure is, and only the committed amounts, due to
lack of disclosure in disbursed data (Buchner, et al., 2013). This has im-
plications for finance estimates, as commitments may be disbursed over
several years, which could lead to overestimating funding by double
counting across years (Buchner, et al.,, 2013).

Finally, another approach used by the CDC excludes any investment
in equity funds that predates its own investment, and applies a tapering
factor that allows 100% of non-pre-existing funds to be counted for first
round funds, but then discounts this by 25% for every subsequent round
of funding. For example, if the CDC enters into a fund already in its third
round, it will only count 50% of co-financing as having been mobilised
(Caruso & Ellis, 2013).

3.2.6 Definition - recipient

The UNFCCC agreements also state that climate finance should be “pro-
vided to developing country parties, taking into account the urgent and
immediate needs of those that are particularly vulnerable to the adverse
effects of climate change” (UNFCCC, 2009; UNFCCC, 2010a; UNFCCC,
2012a). Developing country Parties are often defined as those not in-
cluded in the Annex II of the UNFCCC, or excluding members of the OECD
(Stadelmann & Michaelowa, 2013; Venugopal, et al., 2012).

As highlighted by the OECD and ODI (among others), tracking public
and private flows to the final destination is not always straightforward
because of commercial confidentiality, and as some finance may flow
indirectly to their final destination, via public or private intermediaries
or for tax reasons (Clapp, et al., 2012; Ellis & Reagan, 2012; Whitley &
Mohanty, 2013).

As an example, ODI reviewed over 70 interventions by the UK, US,
Germany and Japan to mobilise private climate finance between 2010
and 2012 (adding up to 8.5 billion USD including identified private fi-
nance) (Whitley, et al., 2012a; Whitley & Mohanty, 2012b; Whitley,
2012f; Whitley & Mohanty, 2013d). Through this work 17 private inter-
mediaries were identified as playing a role in channelling funds to end
recipients, projects and programmes. These fund managers may offer
some benefits in terms of investment track record, regional and sector
expertise, and ability to crowd in co-financing by other public sector
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actors. However, the extent to which investments through private in-
termediaries are attracting additional private sector finance and partici-
pation is unclear - the result, in part, of a lack of information and trans-
parency (Whitley, 2013).

Also, ODI has identified that though the recipient of climate finance
may be located in a developing country, the owner of the recipient may
be headquartered in a developed country, and often the country of own-
ership of the company is the same as the public provider of climate fi-
nance, leading to a type of “tied-aid” in the form of climate finance
(Whitley, 2013). The distinction between country of location of the re-
cipient and country of ownership is one important consideration when
tracking private and public climate finance.

3.2.7 Climate specific

Two main approaches are primarily discussed for determining if an in-
tervention is “climate specific” when data is available on a project by
project basis.

The OECD’s DAC tracks climate related ODA using a set of so-called
“Rio Markers” (OECD, 2011). However, many actors have questioned
the applicability of the Rio Markers to private finance. This is because
the Rio Markers do not allow exact quantification of amounts allocated
within projects specifically to address climate concerns but instead pro-
vide an indication of the extent to which donors address the objectives
of the Rio Conventions in their aid programmes (Brown, et al., 2011;
Clapp, et al, 2012; Ellis & Reagan, 2012; Ockenden, et al, 2012;
Stadelmann & Michaelowa, 2013). There are concerns that the Rio
Markers leave significant room for interpretation and also opportunity
for error, do not allow for assessment of project sub-components, and
are not in line with sector/project categories used by the private sector,
who are often unfamiliar with terms such as mitigation and adaptation.

An alternative suggestion has been to use an agreed list of eligible
technologies/project types instead (Stadelmann & Michaelowa, 2013).
Fortunately such lists have been agreed and have been put into practice
by a group of MDBs to review their climate specific investments in 2011
(MDB, 2012a; MDB, 2012b). This includes a positive list for mitigation
activities, and a list of example project types for adaptation.

However, it is important to note that both the Rio Marker and MDB
approaches only take a “climate specific” - climate positive - as opposed
to “climate relevant” view of finance which would include both climate
positive and negative finance (Corfee-Morlot, et al,, 2009). To assess
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progress toward climate compatible development, governments should
seek to track all climate relevant finance. This includes both finance that
is climate compatible and incompatible (green or brown), and will pro-
vide a broader data set on which to assess the effectiveness of interven-
tions to mobilise private finance (Whitley, 2013).

3.2.8 Project sub-component

Even if an approach for determining the climate specificity is agreed, not
all components of a project are necessarily climate-related (Caruso &
Ellis, 2013). As a result, the IFC has developed an approach that isolates
the climate component of the project for tracking and reporting purpos-
es, determines the share of climate-specific activities within a given pro-
ject, and then calculates the mobilised finance based on a pro rata share
of the financing provided. For example, if the total project cost is 100,
the climate component is 50, and IFC has financed 20 overall, the finance
accounted for will be 10 (Hohne, et al.,, 2012). It should be noted that the
approach for determining the share of the project that is climate specific
may be subjective, and is highly dependent on project data availability.

3.2.9 Currency

Though the issue of different currencies is discussed in the literature,
our review did not identify any proposed approaches for addressing
currency considerations, and therefore we have developed a proposal
presented below (see section 3.3).

3.2.10 Calculation

There are two significant barriers to calculating mobilised private cli-
mate finance (Whitley, 2013):

¢ Information on transactions involving private investment is often
kept confidential.

e Many initiatives were started in the Fast Start Finance (FSF) period
(2010-2012) so there is little data to draw on.
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3.3 Example methodology

Based on the options and challenges described in previous sections (and
Annex 3), and with the goal of providing a reasonably simple approach
which takes into account resource constraints, the following example
methodology (covering the ten considerations) has been outlined in
order to estimate mobilised private co-financing for climate specific
projects and programmes (in this case for Nordic governments).

3.3.1 Private Finance - 3 options (A in calculation below)

Identify the “private” aspect of finance provided using the following def-
initions:

e “Private sector capital” or “private capital”: capital provided by the
private sector (versus the public sector) (Venugopal, et al., 2012).

e Private sector: Sector of the economy that is not controlled by the state
and comprises of a wide range of actors (Venugopal, et al., 2012).
Examples include: Corporate actors, institutional investors, project
developers, households, commercial financial institutions, venture
capital, private equity & infrastructure funds (Buchner, et al., 2012).

Option 1
All mobilised private finance, from developed and developing countries
should be included in the calculation.

Option 2
Only developed country private finance should be included in the calcu-
lation using the following guidance:

e The location of private sector is defined by location of primary
headquarters (Whitley, et al., 2012a; Whitley & Mohanty, 2012b;
Whitley, 2012c; Whitley & Mohanty, 2013).

e Developed country = Annex II, or OECD member countries, required
under the UNFCCC to provide financial resources to assist developing
countries mitigate and adapt to climate change (Venugopal, et al., 2012).
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Option 3
Only Nordic country private finance should be included in the calcula-
tion using the following guidance:

e (Adapted from JBIC approach in OECD, (Caruso & Ellis, 2013)).

o The location of private sector is defined by the location of primary
headquarters (Whitley, et al., 2012a; Whitley & Mohanty, 2012b;
Whitley, 2012c; Whitley & Mohanty, 2013).

e Nordic country = Denmark, Finland, Iceland, Norway and Sweden.
o Ifthere is no Nordic private finance, identified mobilised private
finance = 0.

3.3.2  Public Finance - 1 option (B in calculation below)

Developed country (in this case Nordic) bilateral finance or specific de-
veloped country (or Nordic) finance provided through a multilateral
agency - as source for public finance (Stadelmann, et al., 2011).
Developed country = Annex II, or OECD member countries, required
under the UNFCCC to provide financial resources to assist developing
countries mitigate and adapt to climate change (Venugopal, et al., 2012).

Note
For grants, debt, and equity - the total value of Nordic government fi-
nance (B) identified would be included in the calculation.

For guarantees and insurance - the total value of Nordic government
finance (B) would be the face value of the instrument being guaranteed
or insured (Mirabile, et al., 2013).

3.3.3 Additionality (or causality) - 1 option

Evidence provided to demonstrate that public finance is playing a role in
(Brown, etal., 2011):

¢ Financial risk mitigation to encourage investment, lower interest
rates, or increase debt provision.

o Lowering the incremental cost of the investment.

This information may be contained in business plans or through finan-
cial or barrier information within CDM documentation if the pro-
ject/programme has also sought registration through UNFCCC process-
es. In the case studies compiled for this research, CDM additionality has
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been used as a proxy to determine climate finance additionality, due to
lack of better information. However, it is recognised that a more thor-
ough review would be needed to assess additionality and this infor-
mation should be directly disclosed by the provider of public funding.

3.3.4 Attribution - 2 options

Option 1
Where one donor may be acting and co-financing alongside a group of
other public donors, the individual donor should only claim mobilisation
of that particular proportion of funding. A simple pro rata attribution
rule based on share of total project donor finance is proposed in first
instance, applied constantly overtime.

See calculation for more details.

Option 2

The calculation is only completed where a Nordic government is the lead
actor. Otherwise mobilised private finance = 0 (Adapted from ADB ap-
proach (Caruso & Ellis, 2013)).

3.3.5 Recipient - 2 options

Developing countries = Non-Annex I countries as defined by the UN-
FCCC. Broadly, this definition excludes members of the OECD countries
(Annex II) and economies in transition (Venugopal, et al., 2012).

Option 1
Developing country project or programme is defined by project or pro-
gramme location.

Option 2

Developing country project or programme is defined by the location of
recipient primary headquarters. If the primary headquarters is not in a
Nordic country, mobilised private finance = 0.

3.3.6 Timing - 1 option

Nordic government finance is identified at the point of commitment.
Exclude private finance that predates Nordic government finance,
and use a tapering factor for subsequent financing rounds (1st round
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100%, 2nd 75%, 3rd 50%, 4th 25% - 5th and beyond 0%) (Adapted from
CDC approach (Caruso & Ellis, 2013)).

3.3.7 Climate “Specific” Definition - 1 option

Determined on the basis of the positive lists of projects using joint MDB
typologies for mitigation and adaptation (MDB, 2012a; MDB, 2012b).

3.3.8 Project Sub-Components - 1 option

Determined on the basis of MDB positive lists (see consideration 8).

If the project/programme finance can be sub-divided into sub-
components that are climate “specific”, only the public and private fi-
nance for the subcomponent is considered.

3.3.9 Currency - 1 option

Conversion: This should be done using IMF data (IMF, 2013) - using
an average weekly rate for the week of the private finance and/or
public finance commitment (this can normally be determined
through news releases).

Addressing inflation: If values are to be summed, these can be adjust-
ed to reflect a single year (i.e. 2011) using Consumer Price Index data
(The World Bank, 2013).

3.3.10 Calculation - 3 options (based on 3 options for
private finance - see consideration 1)

Mobilised private co-financing = Private finance identified * (Nordic
government finance identified/Total finance identified, net of private
finance identified).

(Adapted from Ockenden, et al., 2012):

M = A*(B/C)

M = Mobilised private co-financing

A = Private finance identified

B = Nordic government finance identified

C = Total finance identified, net of private finance identified
Option 1: A = Total private finance identified (developed and developing)

Option 2: A = Developed country private finance identified
Option 3: A = Nordic country private finance identified
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4. Case studies from the Nordic
countries

4.1 Interviews with Nordic stakeholders

Based on interviews completed as part of this study, it can be seen that
the importance of tracking climate finance is increasingly recognized
across the Nordic countries. The tracking approaches and the level of
systematisation still vary considerably between countries and organisa-
tions, as well as in some cases within organisations that provide and
channel public climate finance to developing countries.!! Also, if tracking
of mobilised climate finance is undertaken, it rarely distinguishes be-
tween public and private funding - in some cases it is not within the
mandate or of immediate interest of the respective organisation, or
there are no resources or capacities for tracking.

Many institutions recognise the OEAD DAC guidelines and Rio Mark-
ers as the general guidance for tracking finance to climate specific inter-
ventions. However, while a growing body of experience exists in apply-
ing the Rio Markers, the interpretation and usage of the Markers is only
beginning to be mainstreamed, and the tracking of public climate finance
is standard practice in only a few Nordic organisations. There is current-
ly limited to no tracking of mobilised private finance. Few Nordic stake-
holders seem to be aware of the positive list of projects under the joint
MDB typologies for tracking climate specific investments.

In order to better understand the applicability of the methodological
options, we analysed three Nordic cases in-depth. Based on a number of
potential cases, as suggested by the interviewees, the final selection was
made with the objective to i) cover each type of instrument (equity,
grants, loans, guarantee, insurance) within the scope of this study; ii)
cover cases with funding for mitigation as well as adaptation; iii) include
cases with funding from all Nordic countries; and iv) include one co-
Nordic case. Finally, the access to publicly available and sufficiently de-

11 For list of people consulted for this study, see Annex 1.



tailed data, served as a final criteria in the case study selection. The
three case studies are presented in section 4.2 below, with key findings
summarised in section 4.3.

4.2 Methodology testing: Nordic case studies

4.2.1 Addax Bioenergy (Sierra Leone)

The Addax & Oryx Group (AOG) is a privately owned investment group
based in Malta. AOG initiated a bioenergy project in Makeni, Sierra Leo-
ne in 2008. The project is producing bioethanol from sugarcane for both
export purposes and domestic use. In addition, renewable electricity will
be generated from a biomass-fuelled plant that will power the ethanol
refinery and supply electricity to the national grid in Sierra Leone. The
project is expected to become operational in 2014. The project develop-
er is a local energy company called Addax Bioenergy. This represents the
largest private sector investment in Sierra Leone’s agricultural sector.12

Table 3: Funding structure of the Addax Bioenergy project13

AOG Swedfund FMO AfDB EAIF DEG IDC BIO ICF Total
(Malta) (Holland) (Germany) (South (Belgium) (Cordiant)
Africa)
Type Equity Equity Equity/ Loan Loan14 Loan Loan Loan Loan
Loan
Amount 115 10 25 25 20 20 22 10 21 268
(million
EUR)

Sweden’s development finance institution, Swedfund International AB,
and Dutch FMO joined Addax as equity partners with a 21% equity hold-

12 Sources: http://www.addaxbioenergy.com/en/about-us.php, http: //www.aoginvest.com/
en/group/vision.php, http://www.swedfund.se/en/?case=addax-bioenergy-sierra-leone

13 Sources: http://www.addaxbioenergy.com/en/about-us.php, http: //www.aoginvest.
com/en/group/vision.php, http://www.swedfund.se/en/?case=addax-bioenergy-sierra-leone,
http://www.afdb.org/en/topics-and-sectors/sectors/private-sector/areas-of-
focus/industries-and-services/, http://www.bio-
invest.be/en/portfolio/africa/details/93.html?mn=2

14 The Emerging Africa Infrastructure Fund includes equity provided by the PIDG group, subor-
dinated debt provided by DFIs and senior debt provided by commercial lenders and Develop-
ment Finance Institutions. For more information, see: http://www.emergingafricafund.com/
about-us/fund-structure.aspx
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ing.15> Other investors include the African Development Bank (AfDB), the
UK Emerging Africa infrastructure Fund (EAIF), the Belgian Develop-
ment Bank (BIO), the German Development Finance Institution (DEG),
the South African Industrial Development Corporation (IDC) and the
Cordiant managed ICF Debt Pool.

The exact sum of AOG funding was not indicated in publicly available
information. There is also conflicting data on FMO funding, where sources
indicate that it is part of the overall loan facility (totalling 142 million
EUR) and at the same time state that FMO became an equity partner. It is
known that total amount of equity is 107 million EUR and the total
amount of project finance 268 million EUR.16 AOG share has therefore
been deducted by subtracting the share of the loan facility and Swedfund
equity investment from the total project financing. It can therefore be seen
that publicly available information is not flawless and this can raise par-
ticular challenges in applying the assessment methodology.

4.2.2 Definition - source: Private Finance (3 options)

Private actors:

e AOG (Addax & Oryx Group): corporate actor, international energy
corporation, primary headquarters in Malta.

e Barclays Bank Plc: corporate actor, international bank (contribution
through the EAIF), primary headquarters in the UK.

e Standard Bank of South Africa Ltd: corporate actor, international
bank (contribution through the EAIF), primary headquarters in South
Africa.

Option 1
The contributions of all three private actors are included.

Option 2

Only the contributions of developed country private actors are included,
meaning that the funding provided by the Standard Bank of South Africa
through the EAIF is excluded.

15 Source: http://www.addaxbioenergy.com/en/the-makeni-project/development-
partners.php
16 Source: http://www.cordiantcap.com/icf_debpt/addax-bioenergy/
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Option 3
No Nordic private sources are identified, mobilised Nordic private fi-
nance = 0.

4.2.3  Definition - source: Public

Nordic country governments - as sources for public finance (see calcula-
tion approach):17

¢ Sweden through Swedfund (equity investment), SIDA as a
contributor to the PIDG group and therefore indirectly to the EAIF
and Swedish membership in AfDB (4.354% of ADF-XII).

¢ Finland through membership in AfDB (2.739% of ADF-XII).

e Denmark through membership in AfDB (1.891% of ADF-XII).

e Norway through membership in AfDB (4.396% of ADF-XII).

4.2.4 Additionality

An assessment of project additionality has been included as part of CDM
documentation concluding that the project is additional.’8 As presented
in the methodology, this has been used as a proxy.

4.2.5 Attribution

Option 1
Each donor to claim mobilisation for the share they contributed to the
joint co-financing - this approach has been adopted in this case.

Option 2

One source claims FMO and the EAIF acted as co-lead arrangers for the
debt financing (142 million EUR).19 At the same time, Swedfund’s case
presentation states: “The Addax & Oryx Group (AOG), a leading player in

17 Assumed that AfDB funding from this project has been taken from African Development Fund
ADF-XII. Source: http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/
AfDB%?20in%20Brief.pdf

18 Source: TUV Nord Certification Report No: 8000398672 - 11/418, available at:
http://cdm.unfccc.int/Projects/DB/RWTUV1359583902.25 /view

19 http://www.fmo.nl/k/n114/news/view/877/538/dfis-announce-financial-close-of-
pioneering-addax-bioenergy-project-in-sierra-leone.html
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the energy industry in Africa, approached Swedfund to invest with them
in an integrated bioenergy and agriculture project near the town of
Makeni, Sierra Leone. AOG engaged Swedfund, and other DFIs, because
we are willing to invest in Sierra Leone and provide the patient, long-
term capital which commercial investors often are unwilling to provide,
and because DFIs have a track record of encouraging sustainable busi-
ness practices in developing countries.” It is therefore not clear who is
the lead actor.

4.2.6 Timing

AfDB funding was committed April 8th 201120 and ICF Debt Pool signing
held on June 16t 2011.21 Swedfund committed to equity on November
30th 2011.22 Financial closing of the deal took place in December 2011
by which point all DFI commitments were secured. Specific dates for
other DFI commitments were not available through publicly available
information. However, there was only one funding round, so there is no
need to apply any tapering factor to subsequent rounds.

4.2.7 Definition - recipient (2 options)
e Option 1: Defined by project/programme location: Sierra Leone.

e Option 2: Defined by ownership of recipient (location of headquarters):
Addax Bioenergy 100% owned by AOG (HQ in Malta).

4.2.8 Climate specific

The project covers some 14,000 hectares of mostly unused land near
Makeni, in Sierra Leone and includes the development of a Greenfield
sugarcane plantation, the construction of an ethanol refinery and a bio-
mass fuelled power plant. Sugarcane will be converted into bioethanol to
principally meet demand in Europe, as well as domestic markets in Sier-
ra Leone, helping replace dependence on fossil fuels and reduce green-
house gas emissions. The project is expected to earn carbon credits un-
der the United Nations Clean Development Mechanism. The project’s

20 Source: http://www.afdb.org/en/news-and-events/article /afdb-approves-eur-25-million-
for-addax-bioenergy-project-in-sierra-leone-7894/

21 Source: http://www.cordiantcap.com/icf_debpt/addax-bioenergy/

22 Source: http://www.swedfund.se/en/?case=addax-bioenergy-sierra-leone
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power plant will provide renewable electricity for the ethanol refinery
and will supply energy for approximately 20% of Sierra Leone’s national
grid, developing and diversifying the country’s energy base.23

MDB Typology: Biomass or biogas power that does not decrease bi-
omass and soil carbon pools, Production of biofuels (including biodiesel
and bioethanol).

4.2.9 Project sub-components

100% of the projects are counted (there are no details available about
project sub-components).

4.2.10 Currency

Original data is reported in EUR. Conversion to USD is done using IMF
data and the average for the week of the commitment (November 26,
2011 - November 30, 2011).24

Representative rates for the period November 26, 2011 - November 30, 2011
Date euro(EUR) U.S. dollar(USD)

28-Nov-2011 1,3348 1

29-Nov-2011 1,3336 1

30-Nov-2011 1,3418 1

Average 1,3367

Table 4: Currency conversion results

AOG Swedfund FMO AfDB EAIF DEG IDC BIO ICF Total
(Malta) (Holland) (Germany) (South Africa) (Belgium) (Cordiant)
Amounts 153.72 13.37 33.42 33.42 26.73 26.73 294 13.37 28,07 358.24
(million
UsD)

23 http://www.fmo.nl/k/n114/news/view/877/538/dfis-announce-financial-close-of-
pioneering-addax-bioenergy-project-in-sierra-leone.html
24 http://www.imf.org/external /np/fin/ert/GUI/Pages/CountryDataBase.aspx
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4.2.11 Calculation (3 options)

Option 1

Mobilised private co-financing = Global private finance identified in the

project x (Nordic government finance identified / Total project finan
net of private finance identified).

ce

Global private finance AOG contribution in Project = 153.72 million USD
identified in the project EAIF contribution in Project = 26.73 million USD

Private portion of the EAIF=17%

Barclays contribution in EAIF: 100 million USD

Standard Bank contribution in EAIF: 20 million USD

EAIF total : 753.2 million USD

Private finance in project = 17% x 26.73 = 4.5 million USD

Total private finance identified: 153.72+4.5= 158.22 million USD

Nordic government finance Swedfund = 13.37 million USD

identified Breakdown of EAIF Nordic contribution
EAIF contribution in project: 26.73 million USD
Total EAIF: 753.2 million USD™®

PIDG contribution in EAIF: 202.1 million USD =26.83%
Total PIDG: 683.3 million USD*®

SIDA contribution in PIDG: 40.3 million USD = 5.9%
SIDA contribution in EAIF: 5.9% x 26.83% = 1.58%
SIDA contribution in project = 0.422 million USD
Breakdown of AfDB Nordic contribution

AfDB contribution in project: 33.42 million USD
Total ADF-XII: 9.5 billion USD”’

Swedish contribution in AfDB: 4.354% x 33.42 million USD = 1.46 million USD
Finnish contribution in AfDB: 2.739% x 33.42 million USD = 0.92 million USD
Danish contribution in AfDB: 1.891% x 33.42 million USD = 0.63 million USD
Norwegian contribution in AfDB: 4.396% x 33.42 million USD = 1.47 million USD
Total Nordic AfDB contribution: 4.48 million USD

Total Nordic government finance: 13.37+0.422+4.48 million USD = 18.27

million USD
Total project finance net of Total project finance = 358.24 million USD
private finance identified Private finance identified = 158.22 million USD

=358.24-158.22
=200.02 million USD

Mobilised private co- =158.22 x (18.27/200.02) = 14.45
financing 14.45 million USD

25 Source: http://www.emergingafricafund.com/about-us/fund-structure.aspx

26 Source: http://www.pidg.org/resource-library/key-documents/annual-
reports/PIDG%20Annual%20Report%202012/at_download/file

27 Assumed that AfDB funding from this project has been taken from African Development Fu
ADF-XII. Source: http://www.afdb.org/fileadmin/uploads/afdb/Documents/Publications/
AfDB%?20in%20Brief.pdf
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Option 2

Mobilised private co-financing = Developed country private finance
identified in the project x (Nordic government finance identified / Total
project finance net of private finance identified).

Developed country private
finance identified in the
project

Nordic government finance
identified

Total project finance net of

AOG contribution in Project = 153.72 million USD
EAIF contribution in Project = 26.73 million USD
Private portion of the EAIF= 13%

Barclays contribution in EAIF: 100 million USD
EAIF total : 753.2 million USD
Private finance in project = 13% * 26.73 = 3.5 million USD

Total private finance identified: 153.72+3.5=USD 157.22 million USD

Same as in option 1
Total Nordic government finance = 18.27 million USD

Total project finance = 358.24 million USD

developed private finance Private finance identified = 157.22 million USD
identified

=358.24 - 157.22

=201.02 million USD
Mobilised private co- =157.22 x(18.27/201.02) = 14.29
financing

14.29 million USD

Option 3

Mobilised private co-financing = Nordic country private finance identi-
fied in the project x (Nordic government finance identified / Total pro-
ject finance net of developed private finance identified).

e Would result in a value of 0 for Nordic private co-financing, as no
Nordic country private finance was identified in the project.

4.2.12 Nordic Climate Facility 37 Funding Round
(International)

The Nordic Climate Facility (NCF) finances projects that have a potential
to combat climate change and reduce poverty in low-income countries.
The Facility is financed by the Nordic Development Fund (NDF) which is
a joint development finance institution of the five Nordic countries and
funding comes from the development cooperation budgets of these
countries. The Facility is administrated by The Nordic Environment Fi-
nance Corporation (NEFCO). NCF issues grants for selected proposals
that are received through calls for proposal. The third round gathered
proposals under the theme “innovative low-cost climate solutions with
focus on local business development”. This round resulted in funding for
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14 different projects. According to the funding requirements, each appli-
cant must hold a registered place of operations in one of the Nordic
countries, but in addition, the project can involve other partners and
must have at least one local partner in the country28 the project is im-
plemented in.2%

The third funding round resulted in a total budget of 11.11 million
EUR for the above-mentioned 14 different projects in 12 different devel-
oping countries. Out of this, NCF’s contribution was just under 5.7 mil-
lion EUR and strictly private finance was 0.29 million EUR.

Table 5: Funding structure (totals for the 14 projects)®

Public Sources Private Sources
NCF Developing Ngos Other Nordic Developing Project Total
Countries ** Nordic™ Countries Revenues®
Type GRANT n/at
Amount 5.65 4.01 0.42 0.32 0.14 0.15 0.41 11.11
(Million
EUR)

It should be noted that NGOs are neither part of the public nor the pri-
vate sector, but are often referred to as the “third sector”. NGOs often
rely on public sector funding e.g. Official Development Assistance. At the
same time, they carry out fundraising activities gathering resources
from households (e.g. WWF, where funding is gathered partly from
households, provides funding for one of the projects in the funding

28 Currently the requirements state the following countries as eligible: Benin, Burkina Faso,
Cape Verde, Ethiopia, Ghana, Kenya, Malawi, Mozambique, Rwanda, Senegal, Tanzania, Uganda,
Zambia, Zimbabwe, Bangladesh, Cambodia, Kyrgyz Republic, Lao PDR, Maldives, Mongolia,
Nepal, Pakistan, Sri Lanka, Vietnam, Bolivia, Honduras, and Nicaragua.

29 Source: http://www.nefco.org/financing/nordic_climate_facility

30 Data received from NEFCO/Kari Hamekoski 14.10.2013.

31 Some of this financing may include developed country partner financing, however, the data
available for this case study did not allow making a further distinction on the sources. For
example, it is known that some public developed country finance is channelled to the projects
through local, developing country organisations, but amounts are not known and this would
require more in-depth research on individual projects. This amount also includes a loan that a
local developing country partner had committed to apply for in their funding application.

32 Other Nordic public funding includes research institutions, development cooperation organi-
sations, associations and unspecified, non-governmental public funding sources. One project
included contributions from the Royal Danish Embassy of Bangladesh.

33 NCF requires that revenues accrued during the 2 year financing period need to be reported
as part of budgeting.

34 A breakdown of the types of financial instruments used was not available in the data used for
this analysis.
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round portfolio), companies and other organisations, some of which are
considered private actors. It is not a straightforward task to include such
financing in this study, which has a strong focus on public and private
finance. However, for the purposes of this case study, it has been as-
sumed that NGOs are considered public funders.

It should also be noted that in this funding round, there were four
projects that had estimated the amount of project revenues generated
during the 2-year financing period. While these have been considered as
part of the project budget in NCF’s calculations, in this application of the
methodology, total project financing will exclude these revenues. There-
fore, the total project funding amount used in this case study will be
10.70 million EUR.

4.3 Definition - source: Private finance
Private actors:

e Norwegian Geotechnical Institute (NGI) = private foundation,
headquarters in Oslo, Norway.

e Nordic Agency for Development and Ecology (NORDECO) = private
consultancy, headquarters in Copenhagen, Denmark.

e (.F.Nielsen A/S = manufacturer of mechanical briquetting presses,
headquarters in Baelum, Denmark.

e (aia Consulting Oy = private consultancy, headquarters in Helsinki,
Finland.

o African Plantations for Sustainable Development (APSD) Ghana Ltd. =
private company, headquarters in Ghana.

Option 1
The contributions of all private actors are included.

Option 2
Only the contributions of developed country private actors are included,
meaning that the funding provided by APSD is excluded.

Option 3

Only the contributions of Nordic country private actors are included. In
this case, the sources of private finance are the same as in Option 2.
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4.4 Definition - source: Public finance

Nordic country governments - as source for public finance (see calcula-
tion approach):

e NCF (all Nordic countries contribute, see project description).
¢ Royal Danish Embassy of Bangladesh (Danish public funding).

4.4.1 Additionality

One of the main objectives of NDF financing (deployed through the NCF)
is “to maximise additionality and complementarity in relation to other
available financing.”35> However, it is not publicly stated how additionali-
ty is being defined in more detail.

4.4.2 Attribution (2 options)

Option 1

Given the data available, it is not feasible to use the proportional ap-
proach for claiming mobilisation, as there are so many partners involved
in each project and the individual contributions of each are not easily
identifiable.

Option 2

The second approach is taken where NCF has been identified as a lead
actor in total project funding. This is based on the share of NCF funding,
which has constituted >50% of total project funding in all but one of the
14 projects in the funding round.

4.4.3 Timing

This portfolio concerns one specified funding round, so there is no need
to apply any tapering factor to subsequent rounds.

35 NDF Climate Change Strategy 2012-2013, available at: http: //www.ndf.fi/
sites/ndf.fi/files/attach/climate_change_strategy_2012-2013.pdf
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4.4.4 Definition - Recipient (2 options)

Option 1
Defined by project/programme location:

o Developing countries (see funding requirements): Tanzania, Ghana,
Nepal, Cambodia, Bolivia, Ghana, Cambodia, Laos, Kenya, Burkina
Faso, Kenya, Tanzania, Uganda, Rwanda, Bangladesh, Malawi and
Tanzania.

Option 2
Defined by ownership of recipient (location of headquarters):

o All funding applicants hold a registered place of operations in one of
the Nordic countries.

4.4.5 Climate specific

All projects correspond to the typologies for mitigation and/or adapta-
tion. Overall mandate of NCF is to finance climate projects.

MDB Typology: Waste recycling projects that recover or reuse mate-
rials and waste as inputs into new products or as a resource, Provision
of information on crop diversification options, with assessment of costs
(adaptation), Education, training, capacity building and awareness rais-
ing on climate change mitigation, Research and development of renewa-
ble energy or energy efficiency technologies, Solid waste management
that reduce methane emissions (e.g. incineration of waste, landfill gas
capture, and landfill gas combustion), Engagement with local communi-
ties to limit the source, e.g. uncontrolled burning (adaptation), domestic
rainwater harvesting equipment and storage, Solar water heating and
other thermal applications of solar power in all sectors.

4.4.6  Project sub-components

100% of the projects are counted (there are no details available about
the structure of each individual project).
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4.4.7 Currency

Original data is reported in EUR. Conversion to USD is done using IMF
data and the average for the week of the commitment. However, the
agreement signings have taken place at different times with the first in
December 2012 and the last in July 2013. It is not meaningful to convert
the currencies separately for all projects in a portfolio and therefore the
total funding amounts have been converted based on the date that the
project descriptions were published by NCF/NDF on their website (Sep-
tember 23rd, 2013).%°

Representative rates for the period September 23, 2013 - September 27, 2013
Date euro U.S. dollar
23-Sep-2013 1,3508 1
24-Sep-2013 1,3473 1
25-Sep-2013 1,3504 1
26-Sep-2013 1,3499 1
27-Sep-2013 1,3537 1
Average 1,35042
Table 6: Currency conversion results
Public Sources Private Sources

Ncf Developing  Ngos Other Nordic Developing Project Total
Country Nordic Country Revenues

Amount 7.63 5.41 0.57 0.44 0.19 0.20 0.56 15.00
(Million Usd)

Excluding project revenues, total project financing amounts to 14.45
million USD.

4.4.8 Calculation (3 options)

Option 1

Mobilised private co-financing = Global private finance identified in the
project x (Nordic government finance identified/Total project finance
net of private finance identified).

36 http://www.imf.org/external /np/fin/ert/GUI/Pages/CountryDataBase.aspx
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Global private finance
identified in the project
Nordic government finance
identified

Total project finance net of
private finance identified

Mobilised private co-
financing

Private finance identified = 0.39 million USD

NCF = 7.63 million USD

Other public Nordic finance = 0.08 million USD
(contribution of the Royal Danish Embassy of Bangladesh)

Total Nordic government finance: 7.63+0.08 = 7.71 million USD

Total project finance = 14.45 million USD
Private finance identified = 0.39 million USD

=14.45-0.39
=14.06 million USD

=0.39 x(7.71/14.06) = 0.21 million USD
0.21 million USD

Option 2

Mobilised private co-financing = Developed country private finance
identified in the project x (Nordic government finance identified / Total

project finance net of developed private finance identified).

Developed country private finance identified in

the project

usb

(excludes developing country private finance)

Nordic government finance identified Same as in Option 1

Total Nordic government finance = 7.71 million USD

Total project finance net of developed private Total project finance = 14.45 million USD

finance identified

Mobilised private co-financing

Private finance identified = 0.19 million USD

=14.45-0.19
=14.26 million USD

=0.19 x (7.71 /14.26) = 0.10 million USD

0.10 million USD

Option 3

Mobilised private co-financing = Nordic private finance identified in the
project x (Nordic government finance identified / Total project finance

net of private finance identified).

o Would result in the same outcome as Option 2, as only Nordic private
finance from developed countries was identified in the project.
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4.4.9 Nyamwamba run-of-river hydro (Uganda)

The 14 MW Nyamwamba run-of-the-river hydropower project is being
developed by South Asia Energy Management Systems LLC (“SAEMS”), a
renewable energy company engaged in the business of acquiring, devel-
oping and operating run-of-the-river hydropower projects in emerging
markets. This financing follows on from an earlier financing round in
2009, when EAIF participated in a 55 million USD debt package for the
development of 12 run-of-the-river hydropower projects totalling 58
MW located in Uganda and Sri Lanka. Following the successful imple-
mentation of the 18 MW Mpanga hydro power plant in Uganda, the addi-
tional 24 million USD loan facility is to be used for the development of
the 14 MW Nyamwamba run-of-the-river hydropower.

The project, located in the village of Kilembe, in the Kasese district in
Western Uganda, will provide reliable, clean and relatively low cost
power to the country. This renewable project will also facilitate the sub-
stitution of diesel generators, which are used as emergency power, and
will contribute to reducing Uganda’s carbon footprint and emission of
other pollutants. Of the 24 million USD loan, FMO will provide 12 million
USD, the Emerging Africa Infrastructure Fund will provide 6 million USD,
DEG 4 million USD and Finnfund 2 million USD.

Table 7: Funding structure of the project37

FMO (Holland) EAIF DEG Finnfund TOTAL
Type Loan Loan Loan Loan
Amount (million USD) 12 6 4 2 24

4.4.10 Definition - source: Private finance

Private actors:

e Barclays Bank Plc: corporate actor, international bank (contribution
through the EAIF), primary headquarters in the UK.

e Standard Bank of South Africa Ltd: corporate actor, international
bank (contribution through the EAIF), primary headquarters in South
Africa.

37 Sources: http://www.emergingafricafund.com/news/saems-ii.aspx
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4.4.11 Definition - source: Public finance

Developed country governments - as source for public finance (see cal-
culation approach):

e In PIDG Trust (in EAIF): United Kingdom, Netherlands, Switzerland,
Sweden (SIDA).

e At Project Level: Finnfund.

4.4.12 Additionality

The project is carried out by a previous CDM project developer, SAEMS.
They were in charge of the first run-of-a-river hydropower station in
Uganda. However, as the CDM project additionality analysis was based
on a financial argument (the project with CDM was more profitable -
IRR 18.9% - than without it - IRR 16.5%), it is difficult to determine the
additionality of the public intervention using public climate finance. For
the purpose of this assessment we have assumed that public climate
finance replaces absent investment through the carbon markets.

4.4.13 Attribution

Option 1

The data available showed that the project was co-financed by a group of
different public donors, including Nordic bilateral agencies, SIDA and
Finnfund. SIDA’s contribution is considered as it is part (5.9%) of the
PIDG Trust, a main actor (27%) within the EAIF structure. A proportion
of 1.6% over the EAIF contribution to the project was considered as
attributable to SIDA (5.9% x 27% = 1.6%). In the case of Finnfund who
contributed directly to the project, 100% was considered. The total of
the Nordic contribution to the project is then the sum of the proportion-
al SIDA’s contribution and the Finnfund contribution (See Nordic gov-
ernment finance in calculations).

Option 2

Determining leadership in this case is difficult. According to the infor-
mation available, this project is a continuation of an earlier EAIF debt
package in 2009 with the same company, SAEMS. However, EAIF is not
the main contributor to the project, as 50% of the project funding is pro-
vided by FMO (Holland). It could also be argued that as the EAIF equity
is provided by the PIDG Trust, the UK government could be considered
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as a leader of the project. Leadership has not been determined a priori in
this case, and it is therefore not possible to determine attribution using
this option.

4.4.14 Timing

All commitments have been made in December 2012.

4.5 Definition - Recipient (2 options)

Option 1
Defined by project/programme location: Uganda.

Option 2
Defined by ownership of recipient (location of headquarters): South Asia
Energy Management Systems LLC (SAEMS) - Uganda.

4.5.1 Climate specific

This run-of-the-river hydropower renewable project will also facilitate
the substitution of diesel generators, which are used as emergency pow-
er, and will contribute to reducing Uganda’s carbon footprint and emis-
sion of other pollutants.

MDB Typology: Hydropower plants only if net emission reductions
can be demonstrated.

4.5.2  Project sub-components

We did not have sufficient data to analyse the sub-components and
therefore considered 100% of the finance to be climate specific.

4.5.3 Currency

Data in the original sources was in USD, so there is no need for a currency
conversion. The analysis is still in current prices, not in constant prices.
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4.5.4 Calculation (3 options)

Option 1

Mobilised private co-financing = Global private finance identified in the
project x (Nordic government finance identified / Total project finance
net of private finance identified).

Global private finance identified EAIF contribution in Project = 6 million USD
in the project: Private portion of the EAIF= 17%
Barclays contribution in EAIF: 100 million USD
Sources: Standard Bank contribution in EAIF: 20 million USD
Project financial structure EAIF total: 753.2 million USD
EAIF structure Private finance in project = 17% x 6 = 1.02 million USD
PIDG structure We are taking into account only EAIF, as it is the only financial source

that includes private sources (Barclays and Standard Bank).
Nordic government finance SIDA (Sweden) in PIDG Trust = 40.3 million USD
identified Total PIDG Trust = 663 million USD

SIDA contribution = 5.9%

PIDG Trust in EAIF = 202.1 million USD

Total EAIF = 753.2 million USD

PIDG Trust proportion in EAIF = 27%

SIDA proportion in EAIF =5.9% x 27% = 1.6%

SIDA finance in Project (through EAIF) = 1.6% x 6 = 0.09 million USD or
90,000 USD

Finnfund finance in Project = 2 million USD

Total Nordic finance in project = USD 2.09 million

Total project finance net of Total project finance = 24 million USD
private finance identified Private finance identified = 1.02 million USD
=24-1.02

=USD 22.98 million

Mobilised private co-financing =1.02 x (2.09/22.98) = 0.093 million USD or 93,000 USD

Option 2

Mobilised private co-financing = Developed country private finance
identified in the project x (Nordic government finance identified / Total
project finance net of private finance identified).

Developed country private finance EAIF contribution in Project = 6 million USD
identified in the project: Private portion of the EAIF= 13% Barclays

Sources: Barclays contribution in EAIF: 100 million USD
Project financial structure EAIF total: 753.2 million USD

EAIF structure Private finance in project = 13% x 6 = 0.8 million USD

PIDG structure
(South Africa based Standard Bank is excluded)
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Nordic government finance identified SIDA (Sweden) in PIDG Trust = 40.3 million USD
Total PIDG Trust = 663 million USD
SIDA contribution = 5.9%

PIDG Trust in EAIF = 202.1 million USD

Total EAIF = 753.2 million USD

PIDG Trust proportion in EAIF = 27%

SIDA proportion in EAIF = 5.9% x 27% = 1.6%

SIDA finance in Project (through EAIF) = 1.6% x (6) = 0.09 million USD
or 90,000 USD

Finnfund finance in Project = 2 million USD

Total Nordic finance in project = 2.09 million USD

Total project finance net of devel- Total project finance = Project = 24 million USD
oped private finance identified Private finance identified = 0.8 million USD
=24-0.8

=23.22 million USD

Mobilised private co-financing =0.8 x (2.09/23.22) = 0.072 million USD or 72,000 USD

Option 3

Nordic private co-financing = Nordic private finance identified in the
project x (Nordic government finance identified / Total project finance
net of developed private finance identified).

e Would result in 0 mobilised private finance, as no Nordic private
finance was identified in the project.

4.6 Key findings from the application of the example
methodology38

4.6.1 Data availability

One of the most important barriers to applying the methodology was the
lack of publicly available information (across all of the considerations)
and limited information from interviews with Nordic stakeholders. In
the majority of cases reviewed, the organisations involved do not collect
the data and qualitative information required by the example methodol-
ogy, as it is not currently relevant to their existing reporting processes
(either internally or externally).

38 See also footnotes in Chapter 3.
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The study identified that there were certain considerations for which
information was particularly limited:

o Value of private finance contribution(s).

e Types of direct financial instruments used (grant, debt, equity.
guarantee or insurance).

¢ Evidence of additionality (qualitative or quantitative).

e Project sub-components.

In certain cases these information gaps required assumptions to be
made to compensate for the absence of qualitative or quantitative data.
Many of these assumptions are highlighted in the three case studies
themselves (see above). For example, in the Addax Bioenergy case:

e There was no clear data on the exact amount of finance from one of
the private partners Addax & Oryx Group (AOG) and therefore their
share had to be deduced from the other data that was available
(overall project value and the contributions of other organizations).

e There was contradictory information on the type of funding FMO had
provided (share of equity and other instruments).

e Given the complexities of the funding structure of AfDB, an
assumption had to be made on which particular funding programme
was responsible for the AfDB loan (to determine the Nordic
contribution).

The assumptions that must be made as a result of a lack of information

can have a significant impact on the results from the example methodol-

ogy. This is above and beyond those presented by applying the different
consideration option in the example methodology.

The key findings from the application of each of the ten considera-
tions are outlined in the following.

4.6.2 Definition of private finance - 3 options

o The suggested methodology was relatively easy to apply to identify
private sector actors in all the cases.

o [tis useful to be able to compare across the results of the 3 options as
the results from using the three different approaches has significant
implications for the resulting calculation of mobilised private climate
finance (see Table 8).
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There is a significant difference in the resulting calculation if both
developed and developing country private finance is accounted for
(Option 1) as opposed to when only developed country private
finance is considered (Option 2). This is best demonstrated in the
NCF Portfolio case, where the difference is almost 2-fold between
calculation results using Options 1 and Option 2.

Option 3 also has a significant impact on the results as it will either
result in zero mobilised private climate finance in cases where there
is no Nordic private finance, or it will produce the same result as
calculation Option 2 where Nordic countries are the only developed
countries providing private finance.

It can be seen that Option 3 is the most conservative approach,
followed by Option 2 and then Option 1.

4.6.3  Definition of public finance - 1 option

The main challenge here is how to include (or not to include) finance
originating from organisations that are funded with both public and
private resources or organisations that are non-governmental but
still have public funding in their resource base.

This is important to add to the caveat originally described, where
seemingly private actors may include governments’ direct and
indirect shareholdings (e.g. research institutions that also offer
consultancy services).

One logical option would be to examine the shares of public and
private finance more closely and then classify the actor according to
which share is larger (e.g. if <50% of funding is private then the actor
is considered to be public), however, this requires a significant
amount of time to gather data on the funding structures of individual
organisations.

Using the agreed definitions, the source of public finance only
includes government finance (bilateral or multilateral). In this case
all NGO funding was given the same consideration as non-Nordic
public finance, so the mobilised finance identified would only change
if NGOs or research institutions were classified as private actors.
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4.6.4 Additionality - 1 option

Additionality of the public intervention was the one of the most
difficult considerations to determine for the projects and
programmes under assessment. While it is a clear objective for many
of the funding organisations, none of the Nordic cases provided
specific quantitative or qualitative information to demonstrate
additionality.

Of the suggested approaches within the methodology, the most
applicable was using information within business cases and CDM
documentation to provide justification. However, not all projects
covered in our case studies provided or could be referenced in terms
of such detailed information.

Using the incremental costs approach alternative in the example
methodology requires information on baseline activities, which was
not available in any of the cases.

Application of the additionality consideration can have a significant
impact on the resulting calculation, which will be zero mobilised
private climate finance if the public intervention is not determined to
be additional.

For the purpose of this case study review, all projects were
determined to be additional, on the basis of some level of CDM
additionality information (Addax and Nyamwamba) or statements by
public funders (NCF portfolio).

4.6.5 Attribution - 2 options

64

Option 1 was to attribute the portion of private finance equivalent to
each public actor’s own funding share. This seemed to be the most
practical way to avoid double counting, as by applying this option,
total private finance mobilised cannot add up to more than 100%.
Though this is a relatively time and resource intensive approach, it
proved to be a robust approach for avoiding double counting in the
case studies.

Applying Option 2, where a calculation is only completed in the case
that a Nordic government is a lead actor is more conservative than
Option 1, as it is possible that the resulting calculation would be zero
mobilised private climate finance, if a Nordic actor were not found to
be the lead actor.

Practical Methods for Assessing Private Climate Finance Flows



In considering Option 2 there is a lot of room for interpretation on
how the “lead actor” is defined. This is highlighted in the case of
Addax Bioenergy, where claims for the lead role in arranging funding
are difficult to determine based on publicly available information. It
is understandable that all financers want to showcase successful
examples and promote their own roles in climate finance, which
makes the determination in Option 2 particularly challenging.

4.6.6 Timing - 1 option

This consideration requires that each financing organisation provide
sufficiently detailed information to determine the timing of
commitment of funds. Where this data is available, this consideration
is practical to apply.

In particular, as all of the cases examined only involved one funding
round this consideration was particularly simple to apply.

However, in cases involving multiple donors, determining the
accurate dates of commitment can be particularly complicated.

4.6.7 Recipient definition - 2 options

The two options presented for identifying the climate finance
recipient resulted in different outcomes in two of the three case
studies.

When the recipient is defined through the project or programme
location (Option 1), all funding is considered, as all projects and
programmes are located in developing countries (by virtue of their
selection for this review).

However, in the Addax and NCF cases, the primary headquarters of
the major shareholder owner of the recipient are located in
developed countries. So when Option 2 is applied, these cases result
in zero mobilised private climate finance.

4.6.8 (Climate specific - 1 option

The MDB typology for mitigation was easy to apply and did not require
subjective interpretation. However, the typology for adaptation is not
as comprehensive and therefore less straightforward to apply as the
documentation only provides examples of adaptation activities.
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For example, one project in the NCF portfolio involved providing
technical assistance and training on sustainable land-use management,
including agroforestry and water and soil conservation for the sole
purpose of improving adaptive capacity of small Fairtrade tea
producer organisations. This would appear to be climate specific and
targeting adaptation, however, it does not match exactly to any of the
examples in the MDB adaptation typology. This therefore can result in
extremely conservative interpretations, where projects are considered
climate specific, only if the exact description is listed in MDB typology.

4.6.9 Project sub-components - 1 option

In many cases, there is not sufficient information to be able to
evaluate project/programme sub-components, and none of the cases
examined in this study provided adequate information to justify
excluding any project sub-components.

Based on these case examples, it could be concluded that this
consideration was not significant, however, there may be cases
where only a minor component of a project or programme is climate
specific.

To address this, an approach could be used which is similar to that
used by some governments for the application of the Rio Markers in a
proportional versus a binary manner. Using this proportional
approach, governments are only counting a proportion of a project’s
financing in cases where it is clear that some sub-components are not
climate specific.

4.6.10 Currency - 1 option

66

The proposed methodology is fairly straightforward to apply in the
case of assessing individual projects.

However, this can be more complex for programmes. This was
demonstrated in the analysis of the NCF portfolio, where financing
has been committed at different points in time. It becomes very time
and resource intensive to convert each project’s finance separately
according to the exact dates, with perhaps minimal impact when
currency volatility is low.

In a portfolio assessment, a simpler approach was taken using the
date when the full portfolio sas been disclosed (in the NCF case). An
alternative is to use the date of the last commitment made and use
the average rate for the corresponding week to convert currencies.
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These options are particularly applicable if the time between the first
and last signing does not exceed one year, and there is minimal
currency fluctuation across the year.

4.6.11

Calculation

e The calculation approach in the proposed methodology was
relatively simple to apply once each of the other nine considerations
had been addressed.

e The greatest complexity in completing the calculation is in the case of
projects involving multiple donors that are channelling finance
through a common vehicle.

- For example, the Emerging Africa Infrastructure Fund involves
actors at the PIDG trust fund level as providers of equity, bilateral
DFIs as providers of subordinated debts and private sector
lenders as providers of senior debt. As a result, deciphering the
share of developed, not to mention Nordic, finance in these cases
requires significant transparency of information about the role of
each actor and significant amounts resources to conduct the
calculation if this data is available.

e As outlined above, in terms of the estimated mobilised private
climate finance, the three options for identifying private finance
(consideration 1) had the most significant impacts. These findings
are summarised in the table below.

Table 8: Results of testing example methodology

Case

Nordic governments Result from private

Result from private  Result from private

involved finance option 1 finance option 2 finance option 3
(mil. USD) (mil. USD) (mil. USD)
Addax Sweden, Finland, Denmark 14.45 14.29 0
Bioenergy and Norway
NCF Denmark, Finland, Iceland, 0.21 0.10 0.10
Portfolio Norway and Sweden (or 100k) (or 100k)
Uganda Sweden and Finland 0.093 0.072 0
Hydro (or 93k) (or 72k)
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5. Conclusions

The overall objective of this review was to identify and apply practical
methods that could be used for assessing mobilised private climate finance,
with a focus on the direct use of public finance instruments. Our approach
to achieve the project goal was constructed on the basis of a detailed
literature review taking careful note of recent, on-going and planned
initiatives within this rapidly evolving area, including the initiatives of
the OECD Research Collaborative.

This study highlights the complexity of estimating mobilised private
climate finance and focuses on a range of issues which are integral for
on-going research on this topic, for the multilateral negotiations under
the UNFCCC, and for the internal processes of organizations providing
climate finance through multilateral and bilateral channels.

The primary methodological issues for consideration include:

e the value of transparency in terms of the methodology applied, data
used (qualitative and quantitative), and assumptions applied, in any
estimation of mobilised private climate finance;

e recognition of the relative importance of a sub-set of methodological
considerations (definition of private finance, additionality,
attribution, and definition of recipient), and implications for the
resulting calculation;

e implications that the choice of methodology can have on underlying
financing decisions made by donors; and

e opportunities for Nordic government collaboration.

Overall, we find that the complexity of tracking private climate finance
must be acknowledged, in a manner that encourages the development of
transparent approaches by organizations providing climate finance
through bilateral and multilateral channels. Over the longer term,
through the refinement and sharing of these methodologies (including
through the OECD Research Collaborative), public actors should be in a
position to develop common systems and incentives for M&E of finance,
thereby enabling a clearer understanding of the landscape of finance
within a given project or program, and the effectiveness of these inter-
ventions in mobilising private investment.



5.1 Findings on the ten considerations assessed

This study outlined an example methodology for estimating mobilised
private climate finance, and identified ten methodological considera-
tions that need to be addressed in its application. A key finding has been
that depending on how these considerations are treated, calculation
outcomes will differ and in some instances these differences can be sig-
nificant. This study concludes that not all considerations are equally
significant i.e. in the sense of what magnitude impact different interpre-
tations will have on the final result.

For example, there are a number of considerations (and options, as
noted in Chapter 3) that can lead to a calculation of zero or of significant-
ly lower levels of mobilised private climate finance. These include a
number of the more conservative methodological approaches:

o Consideration 1: Definition of private finance - in the case of Option 3
when only Nordic private finance is considered.

e (Consideration: 3: Additionality - where information is often not
available to show that private finance would not have been mobilised
in absence of public intervention.

e (Consideration 4: Attribution - in the case of Option 2 where only the
private finance mobilised by the “lead actor” is counted.

o (Consideration 6: Definition of recipient - in the case of Option 2 when
the recipient is determined by the location of headquarters of major
shareholders.

Further findings around these key considerations include:

o The definition of private finance has major implications for
assessment outcome. As our calculation results show, there are cases
where developing countries are also important contributors of
private climate finance alongside developed country actors, and also
where no Nordic private finance was involved in a transaction. Data
availability is also a key consideration in the definition of private
finance as for certain case studies assumptions had to be made about
the level of finance provided by certain private actors. There is also
often a lack of a clear distinction between public and private actors,
as highlighted in Chapters 3 and 4.

o Additionality has been the consideration that is the most challenging
to address. Though it is widely agreed to be a defining principle or
requirement for identifying mobilised private climate finance, few

70 Practical Methods for Assessing Private Climate Finance Flows



governments provide the information necessary for robust analysis
of this consideration. It might be added that the binary approach
suggested in the example methodology may not be accurate, since a
positive score implies that all financing is counted as additional, with
a negative score counting no finance as additional. A more granular
approach could be used for determining “proportional additionality,’
where only a sub-component of the public finance could be counted
and deemed additional. However, significant resources and
information would be needed to determine the specific proportion,
or a default proportion, to be used across a portfolio.

)

e The role of recipient interpretation is decisive. It seems reasonable to
apply an option that is based on the location of the project/place of
investment (in a developing country) instead of excluding finance
based on criteria related to location of headquarters of major
shareholder owner. Determining ownership is not always an easy
task due to complex funding structures of some organisations (e.g.
NGOs, foundations, cooperatives).

The balance of considerations in terms of definition of public finance,
timing, climate specificity, currency and project sub-components were
less complex to address and were not as influential in the calculation. It
is also clear that available time and resources are key determinants in
application of the methodology, as developed and tested in this study.
Being able to take all of the methodological considerations into account
will more often than not require significant time and effort.

Some of the methodological considerations can be applied in a fairly
straightforward manner, however, others involve significant additional
data requirements and management, and would therefore require
phased introduction if they were to be brought into the M&E system of
financing organizations. This would need to be accompanied by various
levels of guidance and capacity building, and be based on the develop-
ment of organizational incentives reflecting a broad based consensus on
the strategic importance of tracking mobilised private climate finance.

Nonetheless, the methodology development and testing provides
useful lessons and important guidance for further methodology devel-
opment priorities and application. The methodological options can serve
to guide follow-up in developing a more streamlined approach, which
focuses on identified priority considerations and could serve to outline
more standardized approaches for key considerations.
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5.2 Importance of transparency: methodology,
inputs and assumptions

The literature review concluded that whilst a number of organisations
reference leverage ratios as a proxy for mobilisation, disclosure on how
these ratios have been derived is generally poor, not allowing informed
comparison or aggregation of different estimates. The limited level of
transparency in methodologies currently deployed by organizations for
assessing mobilised or leveraged private finance has been a significant
barrier to research in this space, which this study has sought to address.
Estimating co-financing emerged as a model where there is most trans-
parency and data on calculating mobilised climate finance. As a result
our study focussed on the use of direct public finance instruments and
the assessment of private finance from the perspective of co-financing.

A second point on transparency is that limitations in publicly available
data, and of quantitative and qualitative information available through
interviews, make it very difficult to assess a number of agreed considera-
tions in the methodology. This is primarily because many government
agencies (bilateral and multilateral) do not have a mandate to track public
and private, developed and developing country finance separately. The
organisations engaged in this study do not keep this data at hand, as they
currently do not have needs and/or capacity to track or monitor private
climate finance flows. Significant research and interviews are required in
order to access the information needed, exemplified by the fact that each
case study required a minimum of two days to complete.

Finally, as highlighted in section 4.3, it is likely that these information
gaps will persist over the short to medium term, and that assumptions
will need to be made in order to proceed with tracking and estimation of
mobilised private climate finance. Organizations will need to be trans-
parent in these assumptions as these can have a significant impact on
the results of calculations.

This study emphasises the need for organizations providing climate
finance through bilateral and multilateral channels to develop and in-
centivise transparent approaches for tracking mobilised private finance,
with the longer term aim of lesson learning across organizations with a
view toward harmonization.
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5.3 Implications for tracking mobilised private
climate finance

While systems are not currently in place for tracking and estimation of
mobilised private climate finance, many of the organisations inter-
viewed for the purposes of this study assume they are mobilising signifi-
cant private climate finance flows. In applying the example methodolo-
gy, the calculated level of private finance mobilised is lower than ex-
pected, and in applying certain options, mobilisation amounts to zero.
This is not likely to be specific to the Nordic countries, even though this
particular study has focused on Nordic climate funding. Possible reasons
for this mismatch between perceptions and the results of this data are
outlined above, and include:

¢ information gaps (due to confidentiality, lack of a mandate for
tracking) whereby finance mobilised may be greater in reality than
that identified through this research.

e subjectivity in definitions of private finance, whereby organizations
may be determining that an actor identified as public in this study is
considered to be private.

e difficulty in determining attribution, whereby an organization may
take credit for all of private co-finance, whereas this study has
apportioned mobilisation across the full range of actors involved in a
given transaction.

e interventions are in their early stages and will mobilise additional
private finance over the longer term.

This study has also found that a number of funding organisations do not
have mandates and criteria requiring private sector funding (let alone
tracking of private investment). For example, in the case of NCF, it is suffi-
cient that a funding recipient provides some level of investment to a pro-
ject, but there is no requirement for the recipient to be a private actor.
There appears to be a gap between global targets under the UNFCCC,
which are actively acknowledging the need for private finance, and the
specific targets and capacity of funding organisations that are key to de-
livering on the 100 billion USD target. As many of the organizations re-
viewed do not have specific mandates with regard to mobilising private
climate finance, it will be important to understand how these objectives
and incentives can be aligned, with the end goal of maximising the volume
of finance dedicated to climate specific activities in developing countries.
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The goal of this particular research was to determine private climate
finance mobilised by developed countries under the UNFCCC. However,
an additional goal of tracking finance will be to assess the effectiveness
of investment provided. In addition to being straightforward and in line
with resources and capacities available, ideally tracking approaches and
methodologies should provide (at least contribute to) tracking and un-
derstanding of the effectiveness of developed country approaches for
mobilising private climate finance.

It is possible that focusing on attributing the 100 billion USD target
among developed countries under UNFCCC creates perverse incentives
in terms of reaching what we know is a far greater requirement for in-
vestment globally to achieve transition to low carbon and resilient econ-
omies. It may be that the drive to attribute, distinguish public from pri-
vate, and even distinguish developed from developing, is diverting focus
from determining effectiveness of finance provided and a focus on the
impacts achieved. Any organisations seeking to estimate mobilised pri-
vate climate finance therefore need to review the costs and benefits of
tracking, particularly in terms of the value added of public finance effec-
tiveness assessments.

It is important to understand the implications that the choice of ap-
proach for estimating mobilised private climate finance can have on
underlying financing decisions made by donors, which could influence
the forms and channels through which they provide climate finance with
the goal of mobilising private investment. Our initial analysis has shown
that by using the example methodology it is easier to determine mitiga-
tion specific finance than adaptation specific finance, which could lead to
an over-emphasis on mitigation activities. We have also found that the
methodology is more straightforward to apply for projects involving
bilateral finance as opposed to those where multiple actors are channel-
ling funds through a single entity, which mean that a focus on attribution
may lead to a decline in collaboration and cooperation across public
actors. It may as well be that instruments such as loans, equity, guaran-
tees and insurance are more effective in mobilising private finance, but
at the expense of supporting activities that require grant funding.

5.4 Considerations for Nordic governments
In addition to the conclusions above, there are some particular areas

that could be of interest for the Nordic countries and where NOAK could
play a proactive role. Joint action could provide added value to the ac-
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tions of each Nordic country. From a co-Nordic perspective some addi-
tional dimensions could be highlighted:

Nordic actors could jointly leverage the key findings in this study to
openly raise the issues of complexity in tracking mobilised private
climate finance within international forums, and use these to develop
systems for tracking which balance transparency and resource
efficiency and that can contribute to the overall effectiveness of
climate finance;

Nordic actors could consider developing joint approaches for
integrating the key information requirements for estimating
mobilised private climate finance into the mandates and monitoring
and evaluation systems of bilateral and multilateral funding
organisations. These joint approaches could be piloted making use of
existing co-Nordic actors, such as NEFCO, NDF, NIB etc; and

Nordic actors could share lessons learned between Nordic countries
and more broadly with the on-going OECD Research Collaborative,
and other international forums - particularly the UNFCCC, in order to
promote best practices and proactively suggest concrete ways
forward in assessing private climate finance.
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7. Sammanfattning

[ forhandlingarna under FNs klimatkonvention UNFCCC i Képenhamn
2009 och Cancun 2010 atog sig varldens utvecklade lander att fran 2020
mobilisera 100 miljarder dollar per ar i klimatfinansiering av klimatat-
garder i fattiga lander (inkluderande offentliga samt privata kallor).

Tillsvidare ar det inte klart hurdana kallor kan raknas som mobilise-
rade av utvecklade ldnder. Det dr ocksa oklart vilka privata finansierings-
strommar kan raknas som mobiliserade av utvecklade lander i enlighet
med klimatkonventionens 6verenskommelser.

Avsikten med denna studie ar att granska existerande definitioner for
klimatfinansiering och framférallt underséka metoder som kan hjalpa
identifiera och uppskatta privata finansieringsstrémmar, som har "direkt”
mobiliserats med hjalp av utvecklade landers finansiella investeringar och
instrument. Studien bidrar samtidigt till ett vidare forskningsinitiativ un-
der OECD (Research Collaborative on Tracking Private Climate Finance, RC)
med avsikten av utveckla mera omfattande metoder fér uppskattning av
privat klimatfinansiering — mellan rika och fattiga lander samt fattiga lan-
der emellan, som har mobiliserats med hjalp av rika landers offentliga
atgarder (inkluderande mera indirekta atgarder sasom stod for institut-
ioner och policy, utveckling av marknadsforhallanden).

Studien bygger pa en omfattande analys av existerande litteratur
samt metoder som utvecklats av olika bilaterala och multilaterala orga-
nisationer som jobbar med klimatfinansiering (kapitel 2). Totalt identifi-
erades tio (10) aspekter med relevans for uppskattning av mobiliserad
privat klimatfinansiering (kapitel 3). Dessa aspekter har bland annat att
gora med hur privat och offentlig finansiering definieras, hur addit-
ionalitet beaktas eller hur attributionsfragan behandlas.

Baserat pa dessa aspekter, samt ett antal alternativa tolkningar for
aspekterna, byggdes ett forslag till metod. Metoden testades med tre
nordiska case-studier (kapitel 4). Beroende pa hur olika aspekter tolkas,
kan estimaten for den mobiliserade private klimatfinansieringen variera
betydligt - i vara tre case-studier pa foljande satt:

e Addax Bioenergy (Sierra Leone): 0 - 14.45 million USD.
e Nordic Climate Facility (NCF) Portfolio: 0.10 - 0.21 million USD.
¢ Nyamwamba vattenkraft (Uganda): 0 - 0.01 million USD.



Denna studie bekraftar att uppskattning av mobiliserad privat klimatfi-
nansiering ar en komplex fraga och framsteg i utvecklingen av metoder
kommer att krava okad transparens om metoderna och data som an-
vants och om olika hypoteser som gjorts i uppskattning av mobiliserad
privat klimatfinansiering.

Likval ar det viktigt att starka insikten for de mest kritiska metodolo-
giska aspekterna och hur tolkning av dessa (bland annat hur privat
finansiering definieras, hur mottagaren and finansiering definieras, hur
additionalitet beaktas eller hur attributionsfragan behandlas) paverkar
den slutliga uppskattningen.

Fortgdende utveckling av metoderna och aktivt samarbete mellan olika
aktorer inom den offentliga sektorn bor 6ka var forstaelse for olika kom-
ponenter av klimatfinansiering och dess vektorer. Med tanke pa de stora
utmaningarna som bekraftats nyligen av klimatforskningen ar det ytterst
viktigt att forstd hur atgarder inom den offentliga sektorn kan pa ett effek-
tivt satt bidra till att mobilisera privata investeringar for utslapps-
minskande atgarder samt anpassningsatgarder i utvecklingslander.
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10. Annex 3:

Provisions and considerations for
private climate finance

The 10 considerations for tracking of private climate finance are derived
from the climate finance definition and provisions (see section 2.2.1).
Only the first three provisions are taken into account due to information
availability. In addition, currency issues and calculation formulae have
been added to the consideration as practical issues to take into account.

Provisions for long-term finance
(UNFCCC, 2009; UNFCCC, 2010a)
Mobilised by developed countries

Provided to developing country
parties, taking into account the
urgent and immediate needs of
those that are particularly
vulnerable to the adverse effects
of climate change

Balanced in allocation between
adaptation and mitigation

Considerations

Definition of private finance:
How do you determine the source of private finance — specific private actor(s)?

Definition of public finance:
How do you determine the source of public finance — specific country government(s)?

Additionality:
How do you determine if public intervention (of any kind) was necessary in mobiliz-
ing private finance? What is the counterfactual without public intervention?

Attribution:
How can you attribute mobilisation among specific actors in the case where multiple
actors are involved in a given intervention? Thereby avoiding double counting.

Timing:

When (temporally) in the financing chain is mobilisation estimated and reported
(project and financing stages, ex-ante or ex-post) and how are subsequent rounds
of financing addressed?

Definition of recipient:
How to define final recipient of funding?

Is the recipient a vulnerable country?*

Climate specificity:
What approaches or definitions do you use to determine climate specificity of an
intervention?

Project sub-components:

Do you count all or only part of an intervention’s value — and if part, how are sub-
components valued which are climate relevant? (as it applies to projects within
programmes, or sub-components of project)

*This provision was not included in the analysis.






11. Annex 4:
Review of considerations
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This study identifies ten considerations that are key to estimating
mobilised private climate finance. An example methodology

is proposed for tracking mobilised private investment and the
methodology is tested on three Nordic case studies. Through the
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