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Patient Capital Defined

The objective of the Patient Capital Initiative is to provide equity-linked capital to the local entrepreneur and project developer on a basis that is affordable, where there was either no such capital available before, or available only on unaffordable terms or with damaging delay.

As reported to the European Parliament in April 2004, “if it is established, Patient Capital would provide a type of equity that blends public and private sector investment requirements.  A patient capital fund (hereafter called the Global Renewable Energy Fund of Funds or GREFF) would provide equity funding in the expectation of a return, but on a less demanding basis than pure commercial private equity capital” as the returns are either lower or expected over a more deferred time frame than commercial investors would require or accept.
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Patient Capital Initiative 

Summary for Supporters and Potential Core Investors
Background and Purpose

The Plan of Implementation adopted by the Heads of State during the 2002 World Summit on Sustainable Development (WSSD) states that there is a need to “…with a sense of urgency, substantially increase the global share of renewable energy sources with the objective of increasing its contribution to total energy supply”.  Therefore, the EU together with a number of like-minded countries, launched the “declaration on the way forward on Renewable Energies”. The group of countries, since known as the Johannesburg Renewable Energy Coalition (“JREC”), has grown to include 88 members as of June 2004.

At the First High-Level JREC Meeting held in Brussels on June 4th 2003, the JREC Members committed inter alia to identify and bridge financing gaps to promote renewable energy technologies in developing countries.
 

One of the major obstacles that were identified was the lack of equity finance and delivery mechanisms for equity finance.   Key obstacles to equity finance include:

· Limited domestic equity capital formation in developing countries and economies in transition; 

· High-costs of international equity capital;

· Substantial decrease of energy-related FDI and donor financing over the last years; and

· Potential increase (above acceptable levels) of transaction costs of renewable energy companies and project financing due to the smaller scale of renewable investments.

These obstacles aside, investments targeted to support sustainable development do not meet the hurdle of a 30% internal rate of return (“IRR”) often required by equity fund investors. To address and overcome these difficulties, and to contribute to increasing the share of renewable energy in developing countries, the European Commission launched the Patient Capital Initiative (“PCI”). 

The key distinguishing objective of the PCI is to create public-private risk-sharing vehicles on the ground, offering funding at a return requirement matching returns of businesses funded.

Core Sponsors are expected to be Governments, International Financial Institutions, foundations and corporations who seek to support the following policy objectives:

· Bringing sustainable development benefits in particular to developing countries and economies in transition, including benefits to reduce dependence on fossil fuels, balance of payments and economic stabilisation;

· Reducing energy and/or fuel poverty, particularly in areas without grid connection;

· Leveraging funds by catalysing private sector co-investment;

· Engaging regional and local specialists in the investment decisions, 

· Imposing increased commercial discipline on investments; 

· Realise the potential of many technical assistance programmes in renewable energy through the resolution of the finance obstacle; and
· Creating a self-sustaining public-private vehicle, providing investment and technical assistance in a “one stop shop” and obtaining a return on investment for reinvestment in 2015.

The GREFF is a public sector investment initiative to create a sustainable public-private equity-financing scheme.   GREFF is to start at the level of €75 million (including €10 million for technical assistance, launch and operations costs), so as to mobilise roughly €200-300 million of private co-investment and achieve at least a 4:1 leverage of public funds. At this stage, the “PCI” seeks “Core Sponsors”, (i) to make an expression of interest and support followed by (ii) exploration of an investment commitment for the GREFF.
  
What are the Conclusions of the Feasibility Review?


Several preliminary conclusions support the overall feasibility of GREFF as a means of catalysing private sector co-investment and obtaining commercial discipline and financial returns on the ground.   These preliminary conclusions are stated in the following order:

· The large demand for equity funding in developing markets for businesses offering services, businesses and projects - estimated at the level of €8 billion – is over 100 times the envisioned €75 million scale of GREFF itself, and therefore, the execution of investments by GREFF appears feasible;

· Investment in renewable energy in developing countries requires a mix of investment instruments (including self-liquidating quasi-equity) and patient capital;

· A Fund of Funds structure described below would channel multiple sources of public funding for a more efficient delivery of both technical assistance and investment and for more effectively reaching investment and policy objectives; 

· Donor grant funding has the opportunity to mobilise capital at a 4:1 ratio while creating sustainable business capacities on the ground, rather than paying for demonstration or development projects on a pure grant basis;

· Business case analysis shows the Fund of Funds structure could be self-sufficient, (i) realising returns for reinvestment as early as 2014, (ii) paying costs of investment and fund management from reserves and internal cash flows, and (iii) delivering commercial investors commercial returns on investment, provided there was external support to the launch the structure.

· There exist, at the local level, investment skills and specialists able to execute the investment strategy, in the role of identifying, advancing and executing deals on a commercial basis and delivering funding to the deal flow; and

· While donor funding in support the GREFF is the key feasibility challenge, whether numerous or substantive commitments have been made as of late 2004 or not, does not prejudge the feasibility of the GREFF fund structure.
  

More details on the outcome of the feasibility study are provided in the summary below.  

Renewable Energy in Developing Countries and Economies in Transition

The development agenda merits of renewable energy in developing countries (the “Sector”) have been well established in several forums referenced in the feasibility report.6  The agenda serves developing countries and economies in transition across a broad spectrum, as most of these countries are blessed with a large renewable energy resource base.  The key development benefits of renewable energy include:

· Positive effects of local energy production on local business growth and employment,

· Delivery of energy and electric power to rural areas where grid connection would be otherwise uneconomic,

· Creation of non-electric energy supplies for local business and transport;

· Substitution of indigenous renewable sources for expensive imported fossil fuels improves a country’s balance of payments, supporting economic stability,7 and

· Substitution of renewable energy for fossil fuels creates local, national and global environment benefits.

Importantly, the GREFF as conceived is to be skewed towards development objectives, rather than climate or energy objectives alone, as evidenced by its focus on regions such as Africa, the Caribbean, Central America etc., as well as Latin America, AOSIS and transition economies such as Turkey, rather than large coal consuming or energy intensive countries such as India and China.

Why is “Patient Capital” Needed?

Sector projects and companies have extreme difficulty raising commercial equity finance, with debt finance in turn often unwilling to fund until sufficient equity is in place.  Given the shortage of private capital in developing markets, the challenge is to crack finance gridlock.  

As Table 1 below shows, debt and grant funding are the dominant focus of public funding provided in emerging markets.  While equity is offered by relatively few institutions, even then the amounts offered are for major investments and are not suitable for small businesses or projects of less than €5-10 million total capital.   
Table 1. Public Sector Funding for Developing Markets

	
	Investment Sector

	
	Public (Government) Sector
	Private (Enterprise) Sector

	Type of funding
	Debt
	· EIB, World Bank (IBRD, IDA)

· Regional Development Banks (ADB, etc.)

· Government Aid and Export Agencies

· Development Banks
	· EIB, IFC, KFW, FMO, JDA, etc.
· Regional Development Banks

· Government Aid and Export Agencies

· Government Development Banks

· Export credit agencies

	
	Equity
	Not Applicable
	· DEG, FMO and IFC

· Few others except through funds

        (Former CDC – now private as “Actis”)

	
	Grant
	· World Bank 

· Government Aid and Export Agencies

· Development Banks

· KfW
	· Economic Cooperation Funding

· Government Aid and Export Agencies

· Development Banks

· KfW


Return on Investment

As important as the shortage of capital is the low return profile of investments the sector itself.  One of the observed problems of investment in the sector is a realised equity return of roughly 5-15% IRR, which is not attractive for mainstream private equity investors.
These portfolio returns have not necessarily been caused by key risks that could create a high portfolio default rate, but rather reflect the low level of return on individual investments.  This “tight distribution of returns around a low mean” suggests a systemic problem with returns rather than poor deal selection. This, and the prospect of improving returns because of anticipated economic growth and increased internalisation of external costs, justifies the need for patient capital to help match capital costs with returns.

Patient Capital – equity funding with return requirements that are delayed in time or lower in profitability than normal commercial thresholds – is an innovative financial product for developing markets aimed at realising externality benefits and thereby significantly accelerating growth of viable enterprises in the sector.  A base assumption is therefore that financial return is not the key motivating factor driving donor interest.   

Investment Growth Requires Substantial Capital.

While public sector and large hydro projects comprise a large share of funding needs, the 2005-2010 equity requirements for renewable energy in developing countries and economies in transition merit a public sector initiative.

To set an order of magnitude, we estimate from the World Energy Investment Outlook 2003 (IEA) that $120 billion is required over the next six years for renewable generation investment in developing and emerging markets, of which it is estimated that (net of public, large hydro and private debt funding) the private equity requirement will be €8 billion over 2005-2010 (see table below).
 

· A “top-down” analysis points to Asia and South America as the regions seeking the largest total amount of capital for renewable energy businesses and projects; 

· Roughly 70% of South American electric generation investment (and 40% of Asian investment) is projected to lie in the renewables sector,
 so renewables are part of a core energy and development investment agenda, not merely a stand-alone environmental objective;

· A “deal by deal” analysis notes substantial deal flow in the Caribbean, Turkey, Brazil, Philippines, Thailand and selected countries in Africa with strong local resource bases, giving examples of investments that can be made in the sector; and

· Both projections and experience show that small hydro and biomass projects and companies comprise a large part of investment prospects, with wind also offering significant potential, while photovoltaics possibly remain too costly for all but middle-income contexts.

Table 2. Deriving Private Equity Requirements from Total Funding Needs
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Much of the investment opportunity exists in countries facing economic growth and related increased energy demand of their economies.

What will be the GREFF’s Scope?

Where: The geographic scope of the GREFF is seen to grow in stages to eventually have quasi-global scope.  Several regions are in review, including Sub-Saharan Africa, Latin America, economies in transition within and near an expanded European Union (e.g. Turkey and the Balkans) and Asia,
. There is also a special interest in Small Island States.

What is to be Funded: 
The GREFF is not to target any specific renewable energy technology but rather to focus on the energy services needed. The investment scope includes a broad mix of renewables enterprises, service businesses and project investment opportunities (e.g.: wind, geothermal, solar, biomass and small hydro projects, consumer and SME finance vehicles, and manufacturing and assembly businesses).

What Deal Sizes are Targeted:
A key value-added objective of the GREFF is to target deals of a size currently below the radar screen of usual commercial investors and IFIs.  There is a focus on SMEs and medium to small sized project investments.  Each investment made by the proposed GREFF is expected to be under €5 million, making it relevant to both development and energy/environmental agendas.  These investments would include equity investments in microfinance, consumer loan finance companies and other SME-oriented vehicles requesting an equity cushion.

How Much Funding Is Anticipated:
The GREFF is expected to have a first financial close on the order of €75 million.11

How is the Patient Capital Initiative Structured?
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A fund of funds structure is considered essential to channel funding effectively, mitigate risks and maximize success. The proposed structure is shown in the following diagram: 


GREFF will be managed by a commercially-experienced fund manager who will guide GREFF to set up a series of sub-funds (or invest in existing targeted funds) specialising in particular regions or technologies based on priorities to be agreed between GREFF core sponsors and sub-fund specific co-investors.   A transparent solicitation process will obtain value for money at the subfund level – targeting experienced local fund management and the leverage of private sector and development bank (IFI) co-investment commitments.

Each specialist sub-fund will then invest equity (and quasi-equity) finance with appropriate investment return objectives for individual companies and projects, again with complementary funding from locally available equity and banking sources.

The Fund of Funds structure would therefore have three tiers of operation:

i. Top Tier – a Fund of Funds:  Like-minded public and private investors (e.g. those affiliated with the JREC process) who seek to play a global role will pool their “patient capital” in a new Fund of Funds with a “light” operational structure.

ii. Middle Tier of Sub-Funds: The Fund of Funds will invest in existing or new sub-funds focussed on renewable energy, specialised by region and managed by professional fund management teams.  These sub-funds would attract substantial co-investment from largely commercial investors – both public and private.

iii. Bottom Tier of Investments:  Sub-funds invest in companies and projects consistent with their investment mandate.  The terms of the sub-funds’ investments would require co-investment from private sector investors at the company/project level.

The base case target is to achieve at least 50% co-investment gearing at each level, multiplying the initial €65 million into GREFF funding of enterprises and projects with a value of at least €250 million.  

Creating “Patient Capital”

The first capital formation effort would be at the Top Tier where it is expected that “patient” policy-oriented investors would bring the bulk of funding.  

This Top Tier “Fund of Funds” would then solicit proposals by fund management teams on the ground who can deliver co-investment in sub-funds from investors with shared commercial and development objectives targeted at specific regions (Caribbean, Eastern Europe, etc.), thereby creating the middle tier of Subfunds.       

Innovative Financial Structure – Subordination of GREFF Returns

GREFF’s key innovation on the typical fund of funds structure is the differentiation of share classes according to the relatively “patient” or “commercial” objectives of investors participating in the middle (“sub-fund”) tier of funds.   This share class differentiation is common in corporate finance when one group of equity investors seeks to have priority rights – or to be “subordinated” – with respect to the returns (but not necessarily the control rights) of another group of equity investors, but is innovative in the fund of funds structure.

The GREFF proposition is that different classes of shares in the sub-funds be established in a manner that permits different application of dividends, subordination of returns and governance rights, along the following lines:

· Share capital be divided between “A” and “B” shareholder, with “A” shares being the more “patient” and “B” shares the more “commercial”, whether at the top or middle level of the fund of funds structure,

· “A” shareholders would invest on a “first in – last out” basis so that they are subordinated in their receipt of dividends to B shareholders, subject to certain thresholds or other agreed parameters, and

· “A” shareholders would have certain governance rights, board appointments and veto rights separate from B shareholders. 

In this manner, the A shareholders could manage issues of dividend recycling, governance, the definition of the terms of their “patience” with respect to IRRs or return sharing with B shareholders, and the usual voting and ownership issues entailed.   

Defining the “IRR Buy-down” and Co-Investment Leverage Benefits

As a base case, the GREFF would make 50% of the funding commitments to each subfund.  As the GREFF will invest in subfunds of varied investment agendas, risks and financial potential, the commercial result and “IRR buydown effect” for each subfund will vary accordingly.   

Given that different subfund investment agendas may offer different co-investment from the private sector and different base case returns, GREFF’s innovative “A-B” share structure permits different funding structures, subordination provisions, and investment return allocations to apply to different subfunds.

Business Case Analysis

Portfolio theory, rather than analysis of investments that may (or may not) exist by the time the PCI is in place, is the effective tool for evaluating returns on a fund of funds. We present a base case and sensitivity analysis financial model for the PCI fund of funds. 

The global funding requirements for the Fund of Funds include, in the first stage, a €10 million technical assistance component, with this technical assistance being allocated to costs of operations and start-up as well as special investment development on the ground.  For instance, some of the start-up costs would include the Fund of Funds manager’s efforts to obtain a first closing target of €65 million of investment funds for the programme, as well as pre-solicitation subfund development work in areas where the development of competitive sub-fund consortia must be assisted. 
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Table 1.3
First Closing of Fund of Funds – Base Case Assumption

Usually, net returns to commercial investors after investment costs and management fees are below gross portfolio returns.  But in the GREFF case, these net returns are balanced back up to reach commercial thresholds by the role of patient capital.  The beneficiary of this ultimately includes the investee project or SME company, who now has access to capital that was previously either unavailable or unaffordable.  

Sensitivity and Scenario Analysis for the PCI
While the base case described above is reassuring, there can be no guarantee of its three key assumptions:

· The size of the top tier Fund of Funds, as well as the size of investment in subfunds,

· The number of subfunds created in the first round, and

· The investment return on those subfunds.

Improving the subfund return portfolio assumptions or reducing the commercial funding subordination advantage would, of course, improve GREFF’s recovery of funds. It is therefore the choice of sub-fund investment objectives and the associated amount and terms of commercial leverage - obtained through the subfund solicitation process - which will drive actual GREFF’s business case and return profile.

The outcomes of this sensitivity analysis are encouraging for the “feasibility” of the fund structure, at least in as far as meeting the tests of a “self-sufficient patient capital fund structure that provides commercial returns to commercial investors” is concerned.

We present four illustrative scenarios, with Case 1 being our €65 million investment “Base Case,” Case 2 being a larger fund with three, rather than two, subfund investments, and Cases 3 and 4 being downside cases with €60 and €40 million of investment capital available, respectively.

Table 4
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PCI Scenarios Altering Subfund Size, Number and Performance

The scenarios show that even at a smaller (€40 million) level of funding and a weaker investment return profile, the structure is self-sufficient at the top tier, with the top tier recovering roughly 50% of funds (largely at the expense of commercial investors).  Commercial investors at the sub-fund level  may wish to avoid running the related risks of small investment fund size and low returns provided in Case 4 (the combination of subfunds D and H).   

What is the Possibility of Obtaining Moneys for Recycling Investment?

Due to the combined burden of a low financial return investment case and the costs of start-up and fund management, the business prospect for the Fund of Funds requires a strong donor commitment, both in technical assistance and grant funding.

Moreover, at the top tier of the Fund of Funds structure, GREFF is the furthest away from cash flows from investments, and will be the most challenged in offering commercial returns to its own investors.  Real commercial returns are less risky to obtain at the sub-fund level. 

Therefore, GREFF will not seek the 20-30% IRR target common with private equity.   Instead, the return objectives will be set at a level low enough to “buy-down” the investment hurdles of the sub-funds noted above, yet high enough to interest investors other than grant-providing government interests in the commercial side of the investment vehicle.   

As Table 5 shows, the base case financial analysis provides that, with “Patient Capital” making up the top tier of the fund structure, the top tier is expected to receive returns sufficient to recycle roughly half of its initial investment into future technical assistance support or additional investment over 8-12 years time.   

As “patience” means taking a subordinated “first in-last out” role to commercial capital, our feasibility analysis shows that commercial investors could obtain an indicative range of 10-18% IRR (net of costs and fees) and that both the fund of funds and the subfunds could be self-sufficient entities.  “Patient investors” in the top fund would in the base case recover just over 50% of investment capital, which could in turn be made available for recycling or other “reuse”.  

Table 5

Base Case Full Life Cycle Sources and Uses of Funds
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Even if the return and operating cost assumptions were to be challenged, there is sufficient margin for error that, for the sake of the top tier, we can draw the conclusion the PCI fund is likely to be both self-sustaining and can be poised to trigger future funding from its own funds and other investors in the 2010-2015 time frame.  

What about the Role of Technical Assistance?

GREFF would be a “one stop shop” for both technical assistance and investment funding.  An important benefit of GREFF is the combination of technical assistance and investment funds, so as to bridge the ‘chasm’ between the conclusion of feasibility planning and assessment and the actual investment of funds – a chasm that often takes so long to bridge that projects lose momentum or local support.    This “one-stop-shop” arrangement takes advantage of the pooling of many sources of public funds, and is delivered through the fund of funds structure on a framework “call-off” basis.   As the sub-funds are designed to be commercially self-supporting, the only contract support required would be for (i) local project assessment and support, and (ii) operation and launch costs of the Fund of Funds.

What will be the Legal Structure of GREFF?



It is expected that a corporate structure will be created to distance sponsors/investors from any liability. A special purpose private corporate vehicle with a public purpose would be a suitable corporate structure for GREFF (possibly an Irish Charitable Trust or a UK Company Limited by Guarantee).  GREFF may have its funds held in trust and would draw on these funds based on pre-agreed procedures undertaken by the fund manager as described below.

Fund of Funds Operating Structure:

The internal operating elements of the Fund of Funds structure is designed to support good governance as well as efficient operation.  For instance, a Trustee Bank would hold funds in trust so that funds cannot be used without proper procedures.  A Governance Committee would provide investor representation, approving key policy matters and overseeing audits, policy compliance and transparency. There will be a largely professional rather than political Investment Committee that approves investments proposed by the Fund Manager. 

The only contractual relationship for investors would be with the fund entity, which in turn would have a contractual relation with the fund manager and trustee bank, permitting simplicity of arrangements for government bodies providing grants or other funding to the Fund of Funds.  The operational structure of the Fund of Funds is depicted below.

Operational Structure of the Fund of Funds
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1. Investment Remit:  Approves investments based on policy and economic criteria

2. Policy remit: Oversees fund activities (and may include an audit subcommittee)

3. Communicates official Fund instructions and reports to outside parties and investors
What Role will Core Sponsors Take, and what Assurances?

It is proposed that GREFF will be set-up as a stand-alone limited company entity with a particular “public purpose” clause in its charter.  The entity’s articles of agreement and operating rules will be decided by consensus of the founder core sponsors.   Core sponsors will help to set the policy objective of GREFF, and may play a role on advisory or supervisory committees.   

The contracted fund managers would be accountable (i) under normal fund management contract terms, including reporting requirements and investment restrictions, treasury controls, and conflict of interest constraints, and (ii) to a supervisory board on which core sponsors will be represented. 

The entity would also operate with robust systems of audit and control, and there will be complete transparency – full information about all transactions made freely available. Where there is any need for interim commercial confidentiality, full details will still be provided to a supervisory board. 

Who will Manage the Investments?

The management of the top-level fund, GREFF, is expected to be contracted out in early 2005 so as to obtain at best value finance professionals with the required mix of experience in developing country investment, equity fund management, the renewable energy sector, and large-scale finance raising.   By being selected by the Core Sponsor, prospectively benefiting from informal consultation from an advisory board of stakeholders, the fund manager can then help to mobilise finance-raising, effectively selling his own expertise as well as the concept and the support of stakeholders.

Following first closure and funding of the GREFF, the role of the fund manager of the GREFF is to solicit, assess, recommend and invest in the sub-funds through a matching funds solicitation process in planned for 2005-2006. Core elements of the solicitation will be (i) co-investment proposals (including funding and subordination terms), (ii) the track record of the sub-fund managers, (iii) the local investment hypothesis and policy agenda, backed by evidence of local knowledge and deal flow, and (iv) value for money considerations. 

The regional sub-funds will, wherever possible, be managed by local partners or by a consortium of local parties and sector specialists to obtain appropriate specialisation and localisation of skills. 

Systems of oversight and audit that are robust yet cost-effective will need to be agreed with investors and enforced by a supervisory board.  Many of the individual sub-funds may start small in scale, and the cost of managing them could be unaffordable without some technical assistance.    

It is expected that a public sector or quasi-public sector organisation may manage treasury and control functions, given the procurement and procedural requirements of such a government-funded initiative (e.g. the EIB/EIF, KfW, FMO, etc. may be such institutions to take the “Trustee” role. Indicative draft term sheets for GREFF and the sub-funds are found in final report of the Feasibility Study.

How does a Government “Buy” Shares?

As governments do not usually “purchase” shares, the contractual nature of a Government or Foundation’s involvement in GREFF or in particular subfunds would be that their interest be (be they Shares, certificates or otherwise) are awarded as the instrument granting control and information rights as part of documentation of a grant by which governments contribute to the Fund of Funds or various sub-funds.  These rights would include control and oversight elements and may include economic rights as well, and not be obstructed by provisions for investors who bought shares.

As private entities are more comfortable with a share-structure, the terms of shares (most likely “B” shares) would be designed to meet their commercial standards, and would be “purchased” in a more direct manner.

What is the Link between the GREFF and other Initiatives?

The GREFF will seek synergies with existing WSSD initiatives in providing equity funding hence complimenting capacity building, feasibility planning, policy development and technical assistance. This will reduce the time lag between investment preparation and investment funding through which much of these technical assistance risks being lost (See also footnote on page 3).

What about Carbon and Green Certificates?

Fund managers will be encouraged to seek investments that deliver carbon credits (e.g. through JI/CDM) or green certificates. However, by keeping such features optional, a broad range of renewable energy market players can qualify for investment (e.g. equipment manufacturers, ESCOs etc).   A special “carbon purchase” facility can also contemplated to be funded by investors seeking a means to access carbon credits rather than financial returns (see graphic structure below).

Prospective Carbon Credit Funding Structure


Merits of the Fund of Funds Structure for Public Sector Investors

The Fund of Funds structure has particular merits as a capital formation and delivery tool for prospective investors and organisations seeking to target development and energy related investment on the ground.

· For small investors, the fund of funds is an efficient “pooling mechanism” that directs capital with shared investment and administrative costs that otherwise erode funds targeted to be delivered to the objective;

· For all investors, the fund of funds would pool technical assistance, a carbon purchase facility and investment funds into a “one stop shop” for direction to active investment sub-funds on the ground;

· A “public-private partnership” is created, providing for both government policy-led funding and private co-investment and market-based investment skills and standards:

· Policy-driven institutions can set investment policy at the fund of funds level, and participate in governance without creative of inefficient bureaucracy, 

· Investment implementation is delegated to (both new and existing) expert investment managers, selected on a competitive basis, who bring co-investment local and sector knowledge, and investment execution skills.

· Unlike traditional grant funding, a fractional return of capital is anticipated to come back to the Fund of Funds, permitting recycling of public monies for technical assistance or reinvestment; 

· Large amounts of funds can be directed at a very large number of small investments, investing €500,000 to €5 million per deal which most investors (particularly distant ones) would find too cumbersome to execute; and

· All management and execution costs would be paid from the initial capitalisation and technical assistance funding at the top tier and the sub-funds levels, avoiding future budget commitments and making the system “self-sustaining”.
EC and Donor Funding  - Policy Analysis Considerations

While prospective key investors have previewed the GREFF, it will be essential to educate donor investors on the merits and tradeoffs on the GREFF proposition.

The Donor investors will have to grasp the innovative benefits of the GREFF in the form of (i) catalysing commercial co-investment that otherwise would go lacking, (ii) obtaining commercial discipline “on the ground,” (iii) creating a pool of capital that can be recycled in the years ahead, (iv) reducing the search and execution costs of multiple donors acting alone and, (v) ultimately, delivering material developmental and environmental benefits.

We assert that a rational donor policy analysis would then pit these considerations against the effectiveness of existing bi-lateral development and environmental grant funding used now apply to obtain targeted outcomes.

Based on this analysis, we would expect that public sector donors would find the GREFF to offer  excellent “value for money” compared to traditional grant or technical assistance funding, and that donors would find the GREFF option attractive as a means of supporting innovation, broadening the range of policy support instruments, as well as co-operation among previously separated sources of both public and private sector funding.

What Is Targeted Going Forward?

The “PCI” –managed through the European Commission, has several efforts in train following on the Bonn Conference in June 2004:

· Including the results of the Feasibility Study of the “Patient Capital” Vehicle and its recommendations in upcoming Communications from the European Commission.

· Preparation for ratification by the Core Sponsor of decision to progress the GREFF:

· Vehicle structure details presented to some key experts and Stakeholders

· Management, Governance, Business Cases and Terms of Investment outlined 

· Indicative Commitments of Support by “Early Birds” 

· Commitment of the Core Sponsor with indicative support of other lead investors.

· Solicitation and engagement of a fund of funds manager who can both prepare documents for investors and help source funds with the “core sponsors”

· The fund of funds manager would work in two phases, being fund-closure and fund investment execution;

· We see “pipeline development” as less critical to this process than “subfund development” for which we reference the idea of “pre-solicitation catalyst events.” 

· Fund-raising, investment commitments and closure of the first round of the Fund of Funds. 

Fund raising should go in parallel with the solicitation and selection of the manager, as it is expected that the EC will hold events for major stakeholders in 2005 that will focus the attention of prospective investors on the timetable for the Fund of Funds.

Financial closure itself would be a major event and accomplishment, to be accompanied by formal commitment of funds, creation of the Fund of Funds legal entity itself, and an assignment of the fund management contract from the EC Sponsor to the Fund of Funds legal entity.

Within this general outline, it may be useful for the EC to create an advisory board of prospective funders with whom to advance the process informally and to give support to policy as well as implementation decisions on fund manager selection and other launch events.   While this would not entail their veto (or their internal government procurement hurdles) over the solicitation process formally run by the EC, it would create an appropriate channel for comment and support-building.

Next steps would be the selection of the fund manager, fund-raising and formal documentation and closure of GREFF.  Upon the first closure of GREFF, planned for 2005-2006, GREFF would make its first investments in eligible sub-funds.   A detailed launch plan is available upon request.
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The Global Renewable Energy Fund of Funds (“GREFF”) addresses the equity funding gap for renewable energy businesses and projects that has been identified, in particular in developing markets and economies in transition.  The GREFF would differ from usual grant funding in that it would:





Mobilise both public and private sector funding in a unique equity investment vehicle,


Comprise market (rather than technology driven) investment standards, 


Have a strong prospect for a return of funds, enabling recycling or reinvestment,


Support multiple sustainable development policy objectives and maximizing synergies, and


Significantly leverage public funds





The GREFF “Fund of Funds” structure is fundamentally a “strategic capital formation exercise” at the top, with investment being executed on the ground by local expert investment managers:





The Fund of Funds collects and directs funds from disparate donors and institutions,


The Fund of Funds reduces multiple transaction costs and administrative friction,


Co-investment in subfunds and on the ground could multiply GREFF funds by a factor of 4x,


The Fund of Funds avoids undue reliance on government actions or counter-guarantees, and


Competitive tenders to select regional and local specialists based on their local geographical expertise, track record, co-investment resources, value for money, and support of policy goals.





GREFF’s funding of local businesses and projects would ensure the effective follow-up of  past and future investment in the policy arena and in specific technical assistance and project development work, bridge the “time chasm” between investment preparation and funding, thereby enhancing market developments and the effective delivery of sustainable energy services.





The provisional timetable for GREFF is to have a first closing of €75 million in 2006:





“Early Bird” investors to come forward with expressions of interest 


Selection of a fund manager for the fund of funds in early 2005


€10 million for technical assistance and operational costs, €65 million for investment


Competitive tender for regional/local fund managers with co-investment consortia in 2005-2006


First funds on the ground by the end of 2006














� For additional information on the JREC, visit � HYPERLINK http://forum.europa.eu.int/Public/irc/env/ctf/home ��http://forum.europa.eu.int/Public/irc/env/ctf/home�.


� Other initiatives engaged in similar exercises such as the EU Energy Initiative (� HYPERLINK "http://www.euei.org" ��www.euei.org�), the Renewable Energy and Energy Efficiency Partnership (� HYPERLINK "http://www.reeep.org" ��www.reeep.org�), the Mediterranean Renewable Energy Partnership (� HYPERLINK "http://www.mderep.org" ��www.mederep.org�), the Global Village Energy Partnership (� HYPERLINK "http://www.gvep.org" ��www.gvep.org�), etc. This study has benefited from information exchanges and peer reviews within this group to ensure consistency and to synergies. 


� The PCI / GREFF proposal already received strong support from JREC members at the World Conference for Renewable Energy, held in Bonn (June 2004). Expressions of interest were already made by the governments of Belgium (Walloon Region), Italy, the European Investment Bank, and a some private investors. 


� Fund-raising often takes a full year from the presentation of the initial proposition to mobilise core investors, particularly before the documented fund structure and management organisation is created.  As a caveat, a second process of arranging sub-fund financing will also be required, entailing a second and more complex mix of commercial parties and negotiations, and the second “execution risk” element to the venture.


�  Deriving private equity requirements from total funding requirements entails eliminating pubic sector projects as well as the debt and grant and utility element of private sector projects, as noted in Table 2.   The $9 billion is calculated to equal roughly €8 billion in Euro currency.


9   Source, IEA 2003 (WEI0)


�   We focus on other ASEAN and AOSIS nations; China and India are not yet JREC members.


�  This Base Case has a starting funding level of €75 million, with two subfunds yielding 8% and 15% portfolio gross IRR, plus all start up and operating costs covered at the fund of funds and subfund levels over a ten year investment horizon.  
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