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Foreword

Climate change is one of the most serious environmental issues that we
face today. The impacts of climate change could have farreaching and
unprediciable environmental, social, and economic consequences. Yef
climate change also creates new opportunities, as demonstrated by the
increasing investment in the application of climate-friendly technologies and
in the emerging carbon market. It is clear that the development and transfer

of technologies plays a key role in the mitigation of and adaptation fo
climate change.

Market barriers are considered fo be one of the main obsfacles to the deployment and diffusion
of climate-friendly technologies, particularly in developing countries. One of the challenges faced
by project developers is how ideas can be transformed info sound project proposals and how
the required financing for implementation can be secured. Matching good project ideas with the
needs of financial providers, both public and private, is an important element in lowering market
barriers.

The aim of this guidebook is to assist project developers in developing countries and other stakeholders
in preparing financing proposals that will meet the standards of international finance providers.
Better projects, increased funding and shorter funding cycles can be achieved through tools, such
as financial software, that are accessible fo both project developers and finance providers. It is our
hope that this guidebook and its accompanying templates will improve communication between
these two groups and thereby enhance the diffusion of climatefriendly technology.

Yvo de Boer
Executive Secretary
United Nations Framework Convention on Climate Change

September 2006
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Preface

The need for the Expert Group on Technology Transfer (EGTT) to involve
itself in the issue of innovative financing is based on the recognition of
the need to improve access fo financing from a wide variety of available
sources in order fo realize the increasing number of technology fransfer
projects, given the limited capacity of public financing sources.

Under the “enabling environments” theme of the technology transfer
framework, EGTT discussed barriers to enhancing financing for technology
transfer to developing countries. These barriers, in conjunction with the scale of the required
investments, prompted EGTT, in conjunction with the secretariat and representatives of the Global
Environmental Facility (GEF) and the United Nations Environment Programme (UNEP), fo initiate
discussions on innovative options for financing the development and transfer of technologies. These
discussions led to the UNFCCC workshop on innovative opfions to finance the development and
fransfer of technologies, held in Montreal, Canada, in 2004. That workshop offered the first forum
within the UNFCCC process to address the issue of financing the development and transfer of
technology and the first to engage private-sector financiers.

The follow-up workshop on innovative options for financing the results of technology needs
assessments (TNAs), held in Bonn, Germany, in 2005, was a next step in this process, demonstrating
the progress made since the first workshop on innovative financing. Various projects identified from
TNAs and other sources were presented by the representatives and commented on by financing
experts. All projects demonstrated opportunities fo benefit from the exchange of views with the
finance sector, indicating that there are lessons to be learned on both sides.

The workshops in Montreal and Bonn, organized in collaboration with the Climate Technology
Initiative (CTI) and the private secfor, both highlighted the need for toolkits and handbooks on
innovative and non-innovative financing of technology fransfer projects to improve project preparation
and assessment fo infernational standards. The EGTT and UNFCCC secrefariat workplan for 2006
includes the development of a practitioners’ guide fo assist project developers in developing countries
in preparing project proposals to satisfy this need, and the result is this guidebook.

The publication of this guidebook is the result of the dedicated efforts of all those involved in its
production, in particular its principal consultants, staff of the UNFCCC secretariat, members of
EGTT and numerous practitioners engaged in project development and financing.

Bernard Mazijn
EGTT Chair
September 2006
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Introduction

Introduction

Welcome to “Preparing and Presenting Proposals”. This guidebook has a single purpose: to improve
the odds that good ideas will attract the resources needed for successful implementation.

There are many good ideas. Unfortunately, most do not get beyond the idea stage because rarely
can a single person assemble all the resources needed and do all the work required to convert an
idea info a reality. To obtain such resources we must explain our idea clearly, be convincing that the
idea can be implemented and know what is needed to succeed. That is what a proposal does.

A proposal consists of a plan to do something, combined with a request for resources.

While no single formula or template exists for preparing a successful proposal, there are common
ingredients that most well-prepared proposals contain. Understanding and demonstrating a mastery
of these common ingredients combined with knowing the audience will greatly increase the chance
of success. This guidebook explains these common ingredients using a question-and-answer
framework.

What->Where>Who->How=>Why->What If>To Whom?

Journalists are taught to make sure that their reports answer the questions Who2 Whate When?
Where? Why2 A complete proposal should answer a similar sef of questions.

>  What is being proposed? = The core concept
>  Where will the proposal be implemented2 - The setting

> Who will champion the proposal and see it fo completion, and who else must be involved?
> The team

How will the proposal be implemented? = Implementation plans

Why is the proposal important and why should it be supported? = Expectations

YV V V

What if things do not go as planned? = Contingencies
> To Whom is the proposal addressed? = The audience

A proposal that addresses these questions will meet the entry requirements of lenders, investors,
donors, grantmakers, carbon professionals and service providers. The challenge is to do a fine job
on each of these points, rather than overpreparing some answers and ignoring others.

This guidebook describes each of these requirements in detail, along with offering suggestions on
how better o understand the audience being targeted.
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WHAT - The core concept

The products, services and fechnologies being proposed for
implementation comprise the “what” of a proposal. The core of
any proposal is a clear statement of the product or service fo be
offered and a clear explanation of the client group to be served.

WHERE - The setting

The region, indusiry and market where the core concept will be
implemented define the “where” of the proposal. Every setting
is different. The success or failure of a proposal will be greatly
determined by a mix of factors that need fo be understood and
explained. "Where" refers first to the actual location of what is
being proposed. That s, the village or fown, district or river where
implementation will occur. Then it refers to the socialeconomic-
politicalgovernmental circumstances that define its sefting.

WHO - The team

The institution, company, community or individual(s] who will
have the responsibility for converting what is being proposed
info action and results comprise the “who" of the proposal, the
parties at risk of failure and responsible for action. Who will
champion the proposal and see it fo its completion? And who
else must be involvede Most providers of finance and services
would rafe the quality of the Champion and the team as the most
important factor weighed in making an investment decision.

HOW - The implementation plan

Proposals: the bridge between
Champions and Enablers

Champions are the people who convert
ideas into action. They take on the
chores and responsibility and make the
needed commitment. These are the men
and women who generally understand
best what must be done to succeed and
are the ones who realize what resources
— expertise, money, skills — must be
obtained. Champions can be individual
entrepreneurs in the private sector, or
civil society representatives or part of
government. The institutional home or
title assigned to these men and women
does not matter a great deal. It is their
commitment that does.

Enablers are the people who have the
resources and knowledge Champions
need. Enablers can be financial investors
or representatives of government
programmes; philanthropists or

private voluntary organizations; niche
professionals engaged in subjects such
as carbon mitigation and adaptation;
and many others. Enablers are looking
for ideas to support. They may do so for
financial, social, environmental or other
reasons or for a combination of benefits

The planning, finance, operations, construction, management, monitoring and evaluation elements
comprise the "how” of the proposal. A successful proposal demonstrates a mastery of the complete
range of factors that must be managed. It is here that the Champion shows how all the pieces come
fogether in a manageable way.

WHY - Expectations and benefits

The financial, social and environmental implications, the possible impacts and outcomes — both
positive and negative — the risks and rewards, the threats and the opportunities being set forth in the
proposal; together these constitute the “why” of a proposal. Why is the proposal important and why
should it be supported? The most essential concept here is to capture and portray all the benéfits that
might be realized. These tend to fall info the three categories of people, planet and profit.

WHAT IF — Contingency planning

"What If” things do not go as planned? Professionals know that very few things roll out exactly as planned.
A proposal needs to show an awareness of the key events that can alter cost, timing, service delivery
and outcome. Then, the Champion can demonsirate how he or she will deal with those circumstances.
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TO WHOM - The audience

A well-prepared proposal conforms to the needs and processes of the enabling organization from
which resources are needed. It concentrates on its expectations, its needs and its processes for
considering, approving and disbursing the resources requested in the proposal.

Innovative financing is not about creating something new. It is about a Champion making the
connection with an Enabler who can provide needed and appropriate resources. Each Enabler
speaks his or her own language and has priorities and responsibilities. Understanding the universe
of enabling organizations is crucial to proposal preparation and presentation.

Guidebook organization

The infent in preparing this guidebook was to fry to distil the many experiences which Champions
and Enablers have shared. Most of that sharing has taken place in the real life circumstance of
putting proposals fogether and frying to achieve positive outcomes. Anything of value came from
the collection of experiences which Enablers and Champions have shared.

Chapters

Chapter 1 is a summary of this entire guidebook. It touches on all the topics that follow and offers
guidance on the location of additional explanations and information.

Chapter 2, "Before preparing a proposal”, presents the seven-question approach in more detail,
infroduces important accounting and finance concepts and asks the Champion to assess his or her
experience base and motivation.

Chapter 3, “Preparing a proposal”, sefs forth a step-by-step approach fo the issues to be addressed
and questions fo be answered. The information gathered in response fo these issues and questions
form the core of a balanced, well-prepared proposal.

Chapter 4, “Presenting a proposal”, addresses the requirements of getfting a wellprepared proposal
in front of the right audience.

Chapter 5, which is entitled "Customizing a proposal”, addresses the needs of proposals specifically
targeted o donors who require a logical framework presentation, carbon professionals who require
special information, and proposals made to lenders and investors.

Information boxes

Throughout the text, information boxes appear. These boxes point to internet and printed resources
that may prove useful for investigating technologies, researching the setting where a proposal will
be implemented, preparing cash flow projections, identifying sources of funding and finding other
information. These resources are itemized in annex IV of this guidebook.

Lessons learned

Throughout the text, “lesson learned” boxes set forth notes and comments that reflect the experiences
of practitioners: both Champions preparing and Enablers receiving proposals over the years. These
are meant fo help set the tone and avoid pitfalls.
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Templates

Despite the sincere conviction that proposals are unique creations, this guidebook includes a series
of tfemplates within the text as a text annex. The templates are also available as spreadsheets. The
infent is to assist and guide, not to prescribe.

Annexes

A series of annexes supplement or collect in one place some of the materials referred to in the
guidebook. The annexes include a detailed proposal, a glossary, a compilation of web and other
resources, some calculation details, an illustrative “due diligence” checklist and a format for a term
sheet.

CD-ROM

This guidebook is accompanied by a CDROM, which contains the templates in electronic format
and the case studies discussed in chapter 3 and annex Il.

Authors’ note:

Please send any corrections or suggestions to us at the e-mail address below. Suggestions for the templates would be especially
welcomed.

The authors

secretariat@unfccc.int



1. Summary

What?>Where?>Who?>How?>Why?—>What 1f2> To Whom?

A proposal consists of a “Champion’s” plan fo do something combined with a request to an “Enabler”
for resources. A proposal that addresses the following questions in a complete and balanced way has
a better chance of being considered seriously than a less complete or outof-balance proposal.

>  What is being proposed?

Where will the proposal be implemented?

Who will champion the proposal and see it to completion, and who else must be involved?
How will the proposal be implemented?

Why is the proposal important and why should it be supported?

What if things do not go as planned?

vV V V V V VY

To Whom is the proposal addressed?

The following flow chart summarizes the process of preparing and presenting proposals and shows
how these basic questions are interrelated.

Flow chart for preparing and presenting proposals

. . . Tools and
(ﬂuestlons Topics Tools and templates Questions templates
What? P(oduct, service, technology, WHAT
clients
Location, market, operating -
o
and regulatory conditions LS WHATIE
: TO WHOM
Champion, owners, Sponsors, .
. WHO — Champion, WHO HOW — Funders
? ; ? ;
Who' Egg:e Ss usligil(lgrr]z,lgsrpsroval — Organization Base case To Whorr TO WHOM
' — Funding stages
Financial, social,
environmental returns
Why? | and benefits, market and WHY
replication potential,
sustainability
Current status, milestones _—
o HOW — Definitions, HOW
and metrics, schedule, costs ) ’ Include
7 , ' o _
o revenues, grants, loans, M|Iestone?,_l;IOW Steps customization L T.O YVfHOM "
T — Logical frameworl

Ir

Ready to prepare a tailored proposal



What: Product, service, technology and client

What is being proposed? What technology, product or service is being planned? What form will
its implementation take? What resource request is being made?

The essence of any proposal is to offer something new. It could be a new product fo produce more
cooking heat from the same amount of fuel, or convert the power of moving water into electricity. It
could be newly designed and freafed bednets to reduce the incidence of malaria or a service o
identify ways to reduce the amount of fuel, heat or electricity used in an agro-industrial process. It
could be product adaptations to deal with changing local climate.

In almost all cases the product or service being offered will involve a fechnology.! A proposal
must first show that the proposed product or service makes sense. Then, the appropriateness of
the proposed technology can be clearly demonstrated. Launching into detailed explanations of
technology before explaining its appropriateness to the circumstances at hand reverses the process

and should be avoided.

Product or service to be offered: the proposal should be clear about what product or service is to

be offered. Products or services are described with phrases such as "household electricity”, “cleaner
production” or “improved cooking fuel”.

Technology fo deliver the product or service: the proposal must demonstrate brief mastery of the
technology being proposed to deliver a product or service. Technologies fend to be described with
phrases such as “photovoliaic solar panels” or “medium-head hydroelectricity using a Francis
turbine”. Technologies also involve improvements to become more efficient in resource use or
because of changed local circumstances (the addition of rubber tyres to bullock carts represents an
adapfation resulting from paved roads; droughtresistant plants serve a similar purpose in a
greenhouse-gas-ich world).

Client group to be provided product or service: the cusfomers

being offered a product or service or the farget client group of a Reference: Chapter 21 of

this guidebook presents a more

programme sponsored by a third party. detailed explanation of products,
services, technologies and clients.
Appropriateness: the proposal must summarize why a particular ~ Chapter 3, task 1 expands on this

description. See also the “WHAT”

product or service is appropriate fo a client group (affordable, template in anmex |

offers significant benefits, better than other alternatives) and why
a particular delivery fechnology makes sense (least costly, easy o
maintain) and is sustainable.

Where: Location, market and setting

Where will the proposal be implemented? This question asks about the location, market, regulatory
and operating setting where the proposal will take place. In this case, “where” takes on numerous
meanings. If refers first to the actual location of what is being proposed. That is, the village or town,
district or river where implementation will occur. Then it refers to the social-economic-political-
governmental circumstances that define ifs sefting.

Geography: the proposal should be clearly associated with a specific geographic location. A site

1 Technology: the entire body of methods and materials available to fashion a desired result.
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or service territory shown on a simple map is helpful. It places the site or service territory in the larger
confext of the country or region.

Market: the proposal’s service territory has cerfain social, economic and cultural characteristics that
need fo be described. Generally the income and wealth distribution within an area is an important
fact to present clearly and document well.

Regulatory: the laws and rules that will govern the creation and

) ) ) Reference: See chapter 2.1
operation of what is proposed come together under the heading  and chapter 3, task 2 for more
"regulatory framework”. Usually there are national and local rules to - information. See also "WHERE”
be observed. Proposals need fo sef forth all the enabling laws and Ll Lol
implementation regulations appropriate fo a proposal. These can
include safety, environmental and construction regulations.

Who: Champion, team, other key actors and stakeholders

Who will champion the proposal and see it fo its completion? And who else must be involved? This
question asks about all the parties and institutions whose cooperation and support are needed.

Champion: The first order of business here is to define the “Champion” and stress its importance. A
Champion is that individual or small group that is indispensable to successful implementation; those
men and women who are committing their fime and financial resources fo a proposal, who are
committed to seeing a proposal through and are willing to be af risk of failure. If a survey is made of
the factors that donors, lenders and investors deem most important fo success, a majority of responses
will emphasize this critical component. It does not matter whether it is called “management” or
"project feam”, “sponsor” or “developer”, “entrepreneur” or “enterprise”; the “Champion” is just that.
Over reliance on process and procedure rather than people as the driving force behind success is a
common failing of many proposals. Responsibility, commitment and risk characterize a Champion.

And it is usually the Champion who prepares a proposal for presentation to others.

Owners and sponsors: the individuals or groups providing capital and sponsorship of a proposal.
Champions may also be owners and sponsors. Owners and sponsors bring resources to a proposal.
These may include funding, property, reputation and expertise. Further, owners and sponsors make
commitments and pledges fo ensure the proposal’s implementation.

Governance: whether it is a company or a project secured by contracts, it is expected that a
plan will be implemented with a governing body. This could be a board of directors, advisors or
supervisors (the form will be dictated by the structure and local setting), but proposals must be clear
about how major decisions will be made or reviewed. Who has the authority, and confrol over the
budgete

Employees and staff represent the human resources that will be mobilized to implement the proposal.
It must be clear that enough people, properly trained and motivated, can be assigned to the various
tasks that need to be successfully carried out. Equally clear, to be sustainable, the full cost of the
whole team must be budgefed and recovered over time.

Contractors and suppliers deliver the goods and services needed to make a plan work. In a
sense these are “partners”; in another sense these are crifical parties over whom litle control can



be exercised but upon whom implementation is critically dependent. They must be chosen well
and objectively. In every choice of equipment or confractor or service provider, Champions and
Enablers need fo ask themselves: who is our Plan B if Plan A fails to deliver the promised goods or
services?

Approval bodies: permission is required to use public land, to build, to operate, to protect the
environment, fo avoid hazardous health, safety and materials situations, fo be incorporated, to
do business and even to pay faxes. Obtaining permission involves an approval body that the
Champion must understand and be able to work with. A proposal must demonstrate this capacity.
"Assuming” approval, especially because of good personal or professional relationships, is a poor
substitute for knowing and mastering the rules of the game.

Professional advisors. Depending on the proposal, different types of expertise may be required:
engineering, social development, environmental assessment, financial planning, accounting,
negotfiafions, moniforing and evaluation and so on. The proposal must be clear about the required
expertise, ifs availability and the expected costs.

Organization for implementation of the plan and proposal: generally speaking, the implementation
of a proposal can be viewed as a series of formal and informal contracts? between all the parties
necessary for implementation. Lining these confracts up in a congruent manner is a good way both
fo determine if the pieces fit together and fo present the flow of activities that a proposal and plan
imply. In parallel, it is important to fix authority and responsibility with particular people or positions
during the entire cycle of planning, construction or pre-operational acfivities and operations. An
organization chart illustrates this latter purpose but clear, transparent job descriptions are the key
fo fixing authority and responsibility. If a committee is responsible g o e
for formulating recommendations and decisions [versus reviewing see chapter 2.1, chapter 3, task
and approving recommendations of the responsible person), then ~ 3andthe “WHO" template in

. annex |.
procedures fo resolve deadlocks and delays are essential.

How: The plan

How will the proposal be implemented? How will the planning be completed? How will the proposal
be financed? How will construction or pre-operational steps be carried oute How will operations
and maintenance, monitoring and evaluations occure How will risks be managed and problems
addressed? How will progress be monitored and reported?

Current status: the proposal should sfate clearly what has been completed and what is in progress.
This is the launching point for faking what is proposed forward. Cerfain assumptions will be made
along the way — including the assumption that the request for resources included in the proposal will
be met — and these must be noted as clearly as possible throughout the proposal. It is a surprisingly
common occurrence fo read a proposal and not be sure of two things: who is the Champion, and
what is the proposal’s current status? Of particular importance here are such fundamental things as:
is the implementing organization legally established? Does it have a bank account? Does it keep
formal records? Common-sense details that “infroduce” a proposal include communicating such
fundamental information.

2 Contract: a promise, generally in writing, to perform specified services or deliver specified goods in return for some
form of compensation.



Major milestones: most proposals can be broken down info very specific time periods that end with
the achievement of specific milestones:

> From current status fo completion of planning

From completion of planning fo final authorization

>
> From final authorization to commencement of construction or pre-operation phase
> From construction or pre-operation phase to operation

>

From operation fo recurring maintenance, management and reporting, including monitoring
and evaluation

Completion of planning means that all the factors which go info a plan have been identified and
are understood. The conditions under which something is feasible or infeasible are clear.

Financial structuring: whether a single grant from one donor to fund a one-time project or a combination
of debt, mezzanine financing and equity fo launch a business expected to grow, every proposal has a
financial structure that needs to be sef forth and explained. VWhere will the monies come frome Where
will the monies go@ Over fime, what does this financial sfructure look like and evolve info? At its simplest,
a proxy for a financial structure is a bank account where everything that involves funding comes fogether.
Once all the pieces are clear, then different combinations and “structures” are possible.

Final authorization and “closing”: financing confracts, construction contracts, land purchase or
leases, approvals to build or operate or cross public lands or use natural resources, contracts to
sell the output of what is being built or to provide a service in a particular region, contracts o
provide fuel or equipment or trucking or staff: all these pieces must come together to reach the
milestone known as “closing” (the event that usually brings all the pieces together is often called
“financial closing” because the investors and lenders want fo know that all the variables than can
be completed have been completed). The proposal must show both a mastery of these many events
and a schedule that makes sense. Unrealistic schedules are the rule rather than the exception: these
create elevated expectations which, when not met, create tensions. Realism in knowing all the steps
fo be completed and what will really be required is an excellent investment at an early stage.

Construction or pre-operations: whether building a physical installation or organizing a service
network, there are usually a series of what can be crucial and complex tasks that must occur affer
resources and authorizations have been organized but before the final product or service can be
offered to client groups. Often this relates back to the technology that is proposed. The proposal
must set forth the critical issues involved in this phase. This is especially important if there are
significant unknowns (such as the condition of the rock through which a tunnel will be bored) that
may be encountered.

Start-up of operations: describes a period of time, somefimes very short, when the results of
consfruction or pre-operations are ready fo be tested and accepted. This can be an important transfer
of responsibility from the entity building something to the entity responsible for operating it.

Operations and maintenance, management and reporting: while very often a proposal emphasizes
building or creating something new, an important part of a proposal is presenting how something



will be managed on a day-to-day basis. This includes how what is proposed will be operated and
maintained.

Wil its value grow or shrink over time?

After it is built, should major repairs and refittings be expected?
How will routine matters be handled2 Non-routine?

What records will be maintained?

How will these be shared and discussed?

How will decisions be made?

YV V.V V VYV V V

How often and based on what documents2

Monitoring and evaluation: from the very outsef the proposal must show how the existing conditions
(often called the baseline) and the changes expected from the proposed new offering will be monitored
and, later, evaluated. Although this could legitimately be included under the heading of management
and reporting, M&E, as it is abbreviated, has taken on a special identity because of its broad and
open-ended mandate fo measure and count all manner of friple-bottom-ine impacts. As a result, there
may be some duplication between what some see as reporting and others see as M&E.

Planning stage milestone examples

>  Completion of planning
> Financial structuring

»  Contract and financial closing

Construction or pre-operations milestone examples

>  Groundbreaking

Completion of civil works

>

> Buildings
> Equipment installation and acceptance testing
>

Opening of branches or office

Operations milestone examples

>  Startup
> Quarterly and annual performance reporting

leti f rout , hedul Reference: See chapter 2.1,
»  Completion of routine maintenance schedule chapter 3, task 4 and “HOW"
»  Completion of major maintenance and rehabilitation template in annex |
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Why: Benefits

Why is the proposal important and why should it be supported? This question asks about the
expectations, impacts and outcomes that will occur if the proposal is implemented as planned.

The most essential concept here is to capture and portray all the benefits that might be realized.
These fend to fall into the three neat categories of people, planet and profit.

Social and development impacts (people): a broad range of expectations are possible. Improved
health or quality of life from reduced indoor air pollution is one. Increased time for education and
income production is another.

Environmental benefits (planet): environmental expectations can range from the very local to the
fruly global. Reduction in unsustainable firewood use is one; reduced carbon dioxide build-up in
the atmosphere is another.

Financial returns (profits): from a financial perspective, a proposal is ultimately a statement of cash
spent fo implement what is proposed and cash received from beneficiaries, whether client groups or
others willing to sponsor these clients. Some financial returns and profits are deemed “commercial”,
usually meaning there is a balance between the retumns expected and the risks assumed. Other financial
returns are described as “near commercial”, “less than commercial”, “charitable” or other terms that
generally imply that the nonfinancial benefits — people and planet, development and environment —
supplement the purely financial refurn.

Bringing together socialdevelopmental, environmental and financial
Reference: See chapter 2.1,

returns is sometimes referred fo as the “friple bottom line”, which is chapter 3 task 5 and “WHY”
another way to describe the blended value of “people, planet and  template in annex .
profit”.

There are other returns to keep in mind. For some, there are emotional returns — the benefits of
doing good and improving the quality of life of others — and for others there are learning and
market opening benefits: establishing the human infrastructure that will allow for growth in the future.
Champions need fo inventory all possible benefits fully. Sometimes one or two small differences
between proposals can make all the difference in making one proposal atiractive fo enabling
organizations.

Base case

In preparing a proposal the Champion must wrestle with the first five questions — What, Where,
Who, How and Why — as a set of connected pieces, where changes in one can cause many
other changes. Rarely are all the pieces crysfal clear even as great volumes of information are
amassed. As a result, the Champion needs to assemble as much information and as many answers
as possible, all the while making reasoned assumptions of what is not known. The purpose is fo
construct a redlistic picture of how all the pieces will come together. This realistic picture is called the
base case. It reflects both what is known at the time of its preparation and what is assumed.

Base case: the collected facts and assumptions about what is proposed, especially in regard to
time, money and resources; that is, approvals, schedule, initial costs, revenues, ongoing expenses,
people and equipment needed, and sources of funding.
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The request: it is on the basis of a careful assessment of all the steps that must be implemented
(How?) combined with most redlistic picture possible (base case) that both what is missing and what
is needed for success can be shown.

Among the categories of resources that might be missing may be found items such as:

Funding or technical assistance to complete planning
Seed capital to test or roll out part of what is proposed
Partners to complete the feam

Advisors and experts to assist with critical tasks

Systems and staff to manage implementation

YV V V V V VYV

Financing for construction in the form of loans and equity investment?

. . . . . Reference: See chapter 2.2 for
Placing the request in ifs proper time frame is important to narrowing essential accounting, finance

the search for resources that can fill the request. Asking a government- and scheduling information and
sponsored laboratory for construction financing is a wasfe of time for ~ chapter 3, task6.
both parties involved.

What If: Sensitivity analysis

What If things do not go as planned? This question fests the planning assumptions and describes
outcomes and impacts that may differ from what is expected.

First of all, what can go wrong? After making a list, the probability of each event and its impact on
the previously described inventory of benefits must be examined. What is the impact of differences
in time: what if things take longer periods of time fo be completed or are complefed more quickly
than planned? What about money differences: what if things cost more (or less) or revenue units
are higher or lower than planned? And, what about output: what if the number of units of things
produced or consumed is higher or lower than planned?

Then there are combinations of events: what if it takes longer and costs more to get something ready
for operations and fewer units are produced than originally planned?

> Time events: if things take more or less time than planned

>  Cost and revenue events: if things cost more or less than planned or if revenues are greater or
less than planned in the base case

>  Performance events: if what is planned does not produce the production originally expected

>  Other events: such as the death of the proposal’s Champion, or severe weather such as a
hurricane or drought

Sensitivity analysis is the foundation of what is called “risk management”. Reference: see chapter 2.1,
chapter 3, task 7 and “WHAT IF”

We all believe that events will roll out as planned and we all know :
template in annex I.

that such is rarely the case. Not only the Champion but all the other
participants want to know “What If" this or that happens.

3 Loans are made based on the ability of the proposal to repay what is borrowed under clearly defined terms. Equity
investments are made in return for a share of the profits upon the success of what is proposed.
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To Whom: Audience

To Whom is the proposal addressed? This is concerned with the target audience for whom a proposal
is prepared. It concentrates on their expectations, their needs and, their processes for considering,
approving and disbursing resources requested in a proposal.

The spectrum of enabling organizations — organizations that can provide funding and services — is quite
well defined. It ranges from the purely charitable to the purely commercial. At one end of the spectrum
one finds charitable foundations and individual donors. At the other one finds high-return venture capital
funds and investors. Few if any proposals appeal to all the organizations and individuals along this
specirum. Research on the general and specific needs of each is a crucial investment of time during the
proposal preparation process. The following description is simplified but not oversimplified. It represents
general principles and experience to guide Champions as searches are conducted.

The colours of money — Financial inputs for proposals fundamentally come in four different “colours”:
revenues for products and services, including operating subsidies; grants that do not need to be
repaid; loans that need to be repaid on defined terms; and equity, which is repaid from the profits,
it any, from a proposal.

Revenues are the payments made by end users and others on their behalf (e.g., a government-
sponsored subsidy programme is a revenue in the form of an operating subsidy).

Grants come from donors: charitable foundations, governmentsponsored programmes (including
multilateral development organizations and  specialized programmes) and other specialized
organizations.

Loans come from lenders: governmentsponsored development institutions and banks, some charitable
foundations, socially responsible and specialized investment funds and from commercial banks.

Equity comes from investors: owners of businesses or sponsors of social programmes, government-
sponsored investment organizations, socially responsible and specialized investment funds,
individuals and financial institutions.

Generally speaking — and there are many exceptions — a technology fransfer proposal must explore
and consider all four types of funding for a variety of needs.

Revenues are the most logical funding source, first to cover the cost of the product or services provided
and, second, fo confribute to the operation of the company or programme providing the product or
service. Ideally, there will be funds left over to be applied to any loans that have been made and to
make a payment (called a dividend) to the providers of equity. This is sometimes called a “waterfall”,
where monies received are first applied to the cost of the product or service provided (called “cost of
goods sold”), second fo other operating expenses (these would include faxes, for example, and any
inferest on loans); third, to loan payments (such payments are called “principal” or “amortization”,
while the combination of principal and inferest on loans is called “debt service”).

Operating grants are a logical addition fo revenues when revenues from customers cannot cover
the cost of goods and services and there is a compelling social, environmental or other reason
to provide this good or service to this customer or client group. Operating grants can come from
government-sponsored programmes and charitable foundations.
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Capital grants are used to reduce the cost of a proposal so that loans and equity can cover the balance.
Capital grants often reflect a larger set of issues: fo make a product or service affordable to customers
by lowering the initial cost or o offset an unfair cost disadvantage in one technology versus another or to
defray onetime costs of introducing a fechnology that has important advantages over time.

Loans are made tfo fund the construction of a project or the purchase of goods or the provision of
services where the revenues from the goods or services are expected to be more than sufficient fo
repay the loans as and when promised. Some lenders are flexible in their loans for a variety of
reasons. Others are absolutely not.

Equity is also called risk capital and, in some situations, venture capital. Providers of equity — also
called “investors” to differentiate them from “lenders” of loans and “donors” of grants — are repaid
only if a proposal is successful and profitable.

There are a few other ways to finance projects, goods and services but these, upon examination,
are actually revenues or grants, loans or equity. leasing, build, operate and transfer (BOT) contracts
and instalment sales or purchases (hire purchase) are loans dressed up in more complicated clothes.
So are financing or credit terms from a supplier. Mezzanine debt, preferred shares, quasi-debt and
quasi-equity are combinations of loans and equity. Monetization (converting to cash) and sale of
carbon credits or pollution benefits are revenues from different customers for the same basic product
or service being offered. Champions must [1) avoid being dazzled by financial engineering jargon;
(2) understand the different “colours” of money; and (3] master the various returns that customers,
donors, lenders and invesfors are seeking.

This latter point is important. VWhen you calculate the cash incoming and outgoing amounts over a
period of time it is possible to determine something called a project or proposal rate of return. This
is a very rough but important indicator of two things: the proposal’s financial feasibility (o negative
rate of return means there is more outgoing cash than incoming and it will run out of money at some
point in time without additional resources) and the audience which might be interested. Negative
and near zero retums require grants and subsidies. Refurns above O per cent to between 5 and 7
per cent must be examined from the standpoint of both donors and investors who consider social
and environmental returns as well as financial ones. Above 5-7 per cent a proposal becomes more
and more attractive fo larger segments of the private secfor (some would argue that 10 per cent is
the cross-over point but a lower threshold does not signify lack of

. . . Reference: See chapter 2.1,
interest, merely that the proposal should be examined as requiring  granter 3, task 8 and especially

a combination of debt and equity and other funding). To be  chapter 4. See also “TO WHOM”
comfortable categorizing a proposal as private-sectororiented, o Emplateinannex|.
"double digit” return is generally needed.

Customization

Some features of even a well thought out “friplebottomdine” proposal — one that combines
development, environment and financial returns — may require greater emphasis for particular
audiences.

Logical frameworks are statements of the larger context into which a proposal may fit. These are
often important to charitable and social change organizations, and can be helpful in placing a
proposal in the “larger world” that may underpin decisions by such organizations.
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Carbon benefits can somefimes be monetized — converted fo cash — but this requires understanding

B " . " e o
special processes. The core concepts fo understand can be called “baseline”, “incremental benefit
and "value”.

Loans require an understanding of the requirements and process of lenders. Metrics such as debt
service coverage rafios and clear descriptions of collateral and guarantees* advance discussions
regarding loans.

Return on equity is a key indicator for certain private sector investors and a clear presentation of this

will determine how much attention some commercial investors will give a proposal. This is simply

a measure of the cash flow that remains after all other participants

in the proposal have been paid as agreed and after all agreeddo ~ Reference: Seé chapter § for
Prop P 9 9 details on customization, and

amounts have been set aside for future purposes. When financial templates in annex .

experts talk about the bottom line this is usually the line they are

referring fo.

4 Binding promises to pay or turn over particular property under certain conditions.
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Putting it together

A well-prepared proposal should describe:
What? > Where2 > Who? - How2 > Why2 >What If2 > To Whom?

Checklist
What? Base case
> Product or service to be offered > Time, cost, other resources and key events to complete
» Technology to deliver product or service planning, to go from completed planning to beginning
> Client group to be provided with the product or service of construction or pre-operation phase and to carry out
> Appropriateness of product, service and technology to the construction or pre-operation phase

>

client group
Resources being requested

Where?

>

>

\4

VVVVYVYVVYYVZ

Physical location and characteristics where the proposal
will occur

Social, economic, demographic, cultural, income and
wealth characteristics

Regulatory framework and business climate

ho?

Champion

Owners and sponsors
Governance

Employees and staff
Contractors and suppliers
Approval bodies
Stakeholders

Advisors

Organization structure

How?

\4

Y Y

Y V V

VVVVYVZ

hy?

Current status

Steps and schedule to completion of planning

Steps from completion of planning to final authorization
Steps from final authorization to beginning of construction
(or roll-out of pre-operation stages)

Steps from beginning of construction / pre-operations
to completion of construction and commencement of
operations

Operations, maintenance, management, accounting and
reporting plans

Monitoring and evaluation plan

Key contract relationships

Financial structure

Financial expectations

Social and development impacts
Environmental benefits

Growth potential

Replicability potential

Other benefits
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Total cost until start-up and financial structure:
Grants

In-kind services and property

Loans

Investment

Operating revenues

Operating costs

Cash flow from operations

o Qther revenues, such as carbon benefits
Project or proposal rate of return

Payments of interest to lenders and others
Depreciation

Taxes

Payment of loan principal

Debt service coverage

Remaining cash flow

Return on equity to investors

hat 1f?

Schedule disruptions

Cost and revenue variances

Output performance changes

Key person changes

Changes in law or regulation

Owner, lender, investor, sponsor changes
Staffing disruptions

To Whom?

>

Customers: households, businesses, communities and
specialized programmes (such as carbon funds) which wish
to buy all or part of the product or service being offered
Donors: charitable institutions, government-sponsored
programmes, multilateral organizations and specialized
programmes and organizations

Lenders: some charitable organizations, government-
sponsored development institutions and programmes,
specialized programmes, socially responsible funds,
commercial banks and other financial institutions
Investors: partners, suppliers, contractors, government—
sponsored investment companies, specialized programmes
and funds, venture capitalists



Proposal content checklist
Date

Name of project or enterprise
Location

Champion’s contact information
Product or service

Technology

Customers/clients

Current status

YV V V V V V V V V

Project size, expected schedule and cost, divided between planning, consfruction or pre-
operation and operation

Current needs and request

Market conditions

Operating conditions

Regulatory conditions (including all required approvals)

Owners and sponsors

Team

Stakeholders

Governance and management siructure (decision-making, authority and responsibility)
Implementation steps and plan

Cash flow and schedule details

Reference: See chapter 3 for
three sample proposal summaries
Sensitivity (what if2] analysis and annex Il for a detailed sample
proposal.

Impacts and refurns

VvV V V V VYV V V V V V V VYV V

Risks and measure to handle them
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Before preparing a proposal

2. Before preparing a proposal

There are many how-to books and infermnet resources to consult conceming preparing a proposal, a
business plan or a grant application.®> Many are foo general to focus the process and many cover

far f bijects.
ar too many subjects Lesson learned:

This chapter presents four topics that need 1o be understood before > Champions need guidance
reparing a proposal. Spending time on these topics will save concerning how to prepare
preparing a prop P g P ! and present a proposal
time later and improve communications between the Champions TR g
preparing and presenting proposals and the Enablers receiving hundreds of websites, guides

and publications, many of
which seem designed to
meet this need. Sadly, most
disappoint when you go
beyond the initial table of

> The "seven question” approach to proposal preparation contents and first page. Time
is better spent on the detailed

these proposals for consideration.

This chapter covers:

> Essenfial accounting, finance and scheduling concepts iR e i
>  Classifications of projects and answering questions than

' on looking for perfect outlines
»  Champion and team assessment and forms.

2.1 Seven-question approach

For the purposes of this guidebook, the key requirements are the seven points summarized by the
questions What, Where, Who, How, Why, What If and To Whom?

A well-prepared proposal that embraces this framework and includes descriptions of the core concept,
seffing, team, implementation plan, expectations and contingencies will meet the entry requirements of
lenders, investors, donors and others. The challenge for Champions is to do a fine job on each and
all of these points while keeping in mind their audience. A simple, complete and balanced proposal
has the best chance of getting the attention of Enablers, who will then be engaged and able to work
with Champions fo finetune the result and get to “yes” or “no” efficiently.

2.1.1 What? - Product, service, technology, client

The core concept: What is being proposed? What technology, product or service is being planned?
What form will its implementation take? VWhat resource request is being made? The core of any
proposal is a clear statement and defence of the product or service to be offered and a clear
explanation of the client group fo be served.

The essence of any proposal is fo offer something new. It could be a new product to produce more
cooking heat from the same amount of fuel, or convert the power of moving water into electricity. It
could be newly designed and treated bed-nets fo reduce the incidence of malaria or a service o
identify ways to reduce the amount of fuel, heat or electricity used in an agro-industrial process. It
could be crop, process or product adaptations to deal with changing local climate.

5  Whether called an investment memorandum, grant application, response to a request for proposals, business plan or
project description, all these documents are “proposals”. That is, these documents, to be successful, must contain a
clear plan of action and a request for resources to implement such a plan.
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Before preparing a proposal

In almost all cases, the product or service being offered will involve a fechnology. The proposal

must first show that the proposed product or service makes sense. Then, the appropriateness of the

proposed technology can be clearly demonstrated. Launching info detailed explanations of technology

before explaining its appropriateness to the circumsfances at hand reverses the process and should be

avoided.

Product or service to be offered: the proposal should be clear about what product or service is to be
offered. Products or services are described with phrases such as “household electricity”, “cleaner

production”, or “improved cooking fuel”.

Technology to deliver the product or service: the proposal
needs to demonstrate brief mastery of the technology being
proposed fo deliver a product or service. Technologies
fend to be described with phrases such as “photovoltaic
solar panels” or "mediumhead hydroelectricity using a
Francis turbine”. Technologies also involve improvements
fo become more efficient in resource use or because of
changed local circumstances (the addition of rubber tires
fo bullock carts represents an adaptation resulting from
paved roads; droughtresistant plants serve a similar
purpose in a greenhouse-gasTich world).

Client group to be provided with the product or service:
the customers being offered a product or service or the
farget client group of a programme sponsored by a

third party.

Appropriateness: the proposal must summarize why @
particular product or service is appropriate to a client
group (affordable, offers significant benefits, better
than other alternatives) and why a particular delivery
technology makes sense (least costly, easy to maintain)
and is sustainable.

WHAT?

a.  "We propose to build a 500+«ilowatt run-ofriver
hydroelectric facility to supply renewable energy
fo the country”.

b. "We propose to offer rural health care to
unserved communities beyond the coverage area
of existing clinics”.

Lesson learned:

> Despite a variety of information sources — on

technology, country conditions, management,
funding sources — Champions need to do basic
research and fact-gathering in a few key areas:
market, competition, regulatory environment.
The quality of this information-gathering and
synthesis is a good indicator of the “hands-on”
ability of the Champion.

Well beyond the scope of this guidebook is

the intriguing question: “Where do good ideas
for proposals, enterprises and projects come
from?” This question has an obvious answer

— these ideas come from Champions —and a
not-so-easy one: these ideas are everywhere,
waiting to be picked up. For example, countries
prepare various national plans — agriculture,
energy, poverty alleviation, climate change
—and donors promote various approaches and
technologies. Then there is the most time-tested
method: pent-up demand for something not
being offered. And then there are forward-
looking studies and assessments that point to
needs and future market opportunities.

Under the United Nations Framework
Convention on Climate Change, for example,
documents called “technology needs
assessments” are prepared. What these
TNASs do is to establish priorities within a
country regarding climate change mitigation
and adaptation. In one sense these are good
country-level information. In another sense,
these are a wonderful indicator of bigger and
longer-term issues and priorities that need to be
incorporated in the “Where” analysis.

c.  "We propose to implement a microfinance programme directed at the lowest onedifth of
income groups fo finance household cooking improvements”.

d. "We propose fo convert pollution into fuel through the anaerobic digesfion of agroindustrial waste”
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Useful technology information can be found at:

> Intermediate Technology Development Group (recently renamed Practical Action) — ITDG — www.itdg.org — offers numerous
technical briefs on energy, water and sanitation, manufacturing and other sectors, which are 5-10 page documents, with
illustrations and cross references. Offers an extensive bookshop of publications and journals concerning small business and
microfinance.

> National Renewable Energy Laboratory (USA) — NREL — www.nrel.gov, www.nrel.gov/technologytransfer — is a large archive of
information with an emphasis on renewable energy research and development. It offers a number of sophisticated energy tools
(including HOMER, Hybrid2 and RETFinance) and a regular set of updates on technologies (Power Technologies Energy Data
Book).

> RETScreen, CANMET, NASA, UNEP, GEF, Ministry of Natural Resources (CANADA) — RETScreen — www.retscreen.net — is a
suite of tools for renewable energy technologies (solar photovoltaic, passive solar, solar hot air, solar hot water, bioheat, small
hydro, wind) that include introductory (5—10 page) descriptions followed by 40-50 pages of technical terms, calculations
and algorithms, which then transfer over to spreadsheets which provide performance, costing and financial analysis tools and
greenhouse gas analysis.

» UNFCCC Secretariat Technology Transfer Clearing House — http://ttclear.unfccc.int/ttclear/jsp/index.jsp. A compendium of
information and reports on activities on technology transfer under the Framework Convention. The site has a huge collection of
information ranging from project ideas, concepts and proposals extracted from technology needs assessments and other sources
to the exchange of information through a pilot network, including information on projects and companies.”

See annex 1V for descriptions of over 40 resources.

2.1.2  Where? - Location, market and setting

Setting: Where will the proposal be implemented? This question asks about the location, market,
regulatory and operating setting where the proposal will take place. In this case, “where” takes on
numerous meanings. Every setting is different. The success or failure of a proposal will be greatly
determined by a mix of factors that need to be understood and explained. It refers first fo the actual
location of what is being proposed, that is, the village or town, district or river where implementation
will occur. Then it refers fo the social-economic-political-governmental circumstances that define ifs
setting: these and many other factors determine the likelihood of success or failure.

Geography: the proposal should be clearly associated with a specific geographic location. A site
or service ferritory should be shown on a simple | asson learned:

map that places the site or service ferritory in the » o
> Ina perfect world the policies would be “right” as would

larger context of the country or region. the “prices”; then, orderly project implementation

) _ ) _ would occur. For now, we need to recognize that there
Market: the proposal’s service territory has certain is a constructive-neutral-destructive relationship
social, economic and cultural characteristics that between policies and implementation. It needs to be

shown that these positive and negative factors can
be managed. Getting the policies right requires good
wealth distribution within an area is an important projects. Getting projects right requires good policies.

fact to present clearly and document well. The process is iterative.

need to be described. Generally the income and

Regulatory: the laws and rules that will govern the creation and operation of what is proposed
come together under the heading “regulatory framework.” Usually there are national and local rules
fo be observed. Proposals need to set forth all the enabling laws and implementation regulations
appropriate to a proposal. These can include safety, environmental and construction regulations.

WHERE?

a. "This environmentally sensitive facility will be built in rural Guatemala, selling its renewable
energy output at a profit to the national grid through a 10vyear power sale contract as
authorized by country laws and established regulations.”
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"Rural health care will be offered in north-western Zambia through an established network
of four clinics and three new clinics, all facilitated by a partnership of independent non-
governmental organizations.”

"Microfinance for income generation activities will be offered to a cross-section of households in
rural Bolivia through the expansion of an existing microfinance institution, which has previously
concentrated in urban Lla Paz.”

"Waste from the largest tapioca factory in Thailand will be converted to fuel and then to

electricity under Thailand's five-year-old small power producer law.”

Useful setting information can be found at:

» International Energy Agency —IEA —www.iea.org — a large source of information and forecasts concerning energy production and
use. Source of developing country information through its World Energy Outlook reports. Contains a library on the subjects of
energy technology and technology cooperation. Provides information for energy proposals that need context.

> World Information — www.worldinformation.com — useful, one-stop source of region and country information, especially if

combined with the CIA World Factbook and IMF data.

> International Monetary Fund — IMF — www.imf.org — provides country-level information. Combined with the CIA World Factbook
and www.worldinformation.com, it is a quotable source which proposals can use in providing information at the country and

region level.

See annex IV for descriptions of over 40 resources

2.1.3 Who? - Key actors and stakeholders

Team: The institution, company, community or individual(s) who will have the responsibility for
converting what is being proposed into action and results, equals the “who" of the proposal, the
party af risk of failure and responsible for action. Who will champion the proposal and see it to

its completion? Few things are as important as figuring
out how to work successfully with all the parties whose
assistance and cooperation are needed to succeed. Few
mistakes are as damaging as overlooking an important
participant. The time to take stock is at the beginning. Most
providers of finance and services would rate the quality of
the Champion and the team as the most important factors
weighed in making an investment decision.

Champion: The first order of business here is to define the
"champion” and stress its importance. A Champion is that
individual or small group that is indispensable fo successful
implementation; those men and women who are committing
their time and financial resources to a proposal, who are
committed to seeing a proposal through and are willing
fo be at risk of failure. If a survey is made of the factors
that donors, lenders and invesfors deem most important fo

Lessons learned:

> Champions exhibit commitment

to implementing something new.
Champions need to be able to
communicate that core idea and
commitment clearly and easily. Enabling
organizations need to respect that
commitment and not try to “bend” a
Champion’s commitment to fit their own
programme needs. It should be very clear
after minimal communication between
Champion and Enabler if there is a “fit".

Champions are not secretive. Enablers
should not invest much time with
Champions who view their core ideas
as “too confidential” or “too proprietary”
to be circulated in the form of a written
proposal or business plan.

success, a maijority of responses will emphasize this critical component. It does not matter whether it

is called “management” or “project feam,” “sponsor” or “developer,” “entrepreneur” or “enterprise;”
the Champion is all that and more. Over reliance on process and procedure as the driving
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force behind success rather than people is a common failing of many proposals. Responsibility,
commitment and risk characterize a champion. And it is usually the champion who prepares a
proposal for presentation to others.

Owners and sponsors: the individuals or groups providing capital and sponsorship of a proposal.
Champions may also be owners and sponsors. Owners and sponsors bring resources to a proposal.
These may include funding, property, reputation and expertise. Further, owners and sponsors make
commitments and pledges fo assure the proposal’s implementation.

Governance: whether it is a company or a project secured by confracts, it is expected that a plan will
be implemented with a governing body. This could be a board of directors, advisors or supervisors
(the form will be dictated by the structure and local setting], but proposals must be clear about how
major decisions will be made or reviewed. Who has the authority, and confrol over the budgete

Employees and staff represent the human resources that will be mobilized to implement the proposal.
It must be clear that enough people, properly trained and motivated, can be assigned to the various
tasks that need to be successtully carried out. To be sustainable, the full cost of the whole team must
be budgeted and recovered over time.

Contractors and suppliers deliver the goods and services needed to make a plan work. In a sense
they are "pariners”; in another sense, they are critical parties over whom litile control can be exercised
but upon whom implementation is critically dependent. They must be chosen well and objectively. In
every choice of equipment or confractor or service provider, Champions and Enablers need to ask
themselves: who is our Plan B if Plan A fails to deliver the promised goods or servicese

Approval bodies: permission is required to use public land, fo build, to operate, fo protect the environment,
fo avoid hazardous health, safety and materials situations, to be incorporated, fo do business and even
fo pay taxes. Obtaining permission involves an approval
body that the Champion must understand and be able fo work

with. Proposals must demonstrate this capacity. Assuming > Enablers should be extra careful when

dealing with proposals requiring

skills that are drastically outside the

relationships, is a poor subsfitute for knowing and mastering Champion’s area of expertise and

the rules of the game. experience. This is often the case if the
promoter intends to make a dramatic

. . . switch from his/her background or field
Professional advisors. Depending on the proposal, of expertise or is grounded purely in the

different types of expertise may be required: engineering, technological features of a plan.

social development, environmental assessment, financial

planning, accounting, negotiations, monitoring and evaluation and so on. The proposal must be
clear about the required expertise, its availability and the expected costs.

Lesson learned:

approval, especially because of good personal or professional

Organization for implementation of the plan and proposal: generally speaking, the implementation
of a proposal can be viewed as a series of formal and informal contracts between all the parties
necessary for implementation. Lining these confracts up in a congruent manner is a good way both
fo determine whether the pieces fit fogether and to present the flow of activities that a proposal and
plan imply. In parallel, it is important to fix authority and responsibility with particular people or
positions during the entire cycle of planning, construction or pre-operational activities and operations.
An organization chart illustrates this latter purpose but clear, transparent job descriptions are the key
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fo fixing authority and responsibility. If a commitee is responsible for formulating recommendations
and decisions [versus reviewing and approving recommendations of the responsible person), then
procedures fo resolve deadlocks and delays are essential.

WHO?

a. "The hydroelectric facility will be designed, financed, constructed and operated by a new
company, owned and managed on a day-o-day basis, by three fulHime partners who together
have 35 years' experience building such facilities.”

b.  “"Health care will be provided...

i.  Through a partnership of three local, one national and one infernational non-governmental
organizations which will combine to creafe a single management team under a chief
executive who will have all the required authority to implement this proposal.

ii.  Through a new parinership, which will be led by NAME, who will be vested with all the
necessary decision-making authority by a supervisory team consisting of representatives
of the five cooperating organizations.”

c.  "Anew rural finance department will be established, with a general manager reporting fo the
microfinance instfitution’s chief executive officer.”

d. "A specialpurpose company will be esfablished as a joint venture of the fapioca factory
and Champion’s company, who will serve as the chief executive officer under a three-year
employment contract and be assisted by three technical officers and shareholders in the special-
purpose company.”

2.1.4 How?2 — The plan

Implementation plan: the planning, finance, operations, construction, management, moniforing
and evaluation elements, the “how” of the proposal. A successful proposal demonstrates a mastery
of the complete range of factors that must be managed. It is here that the Champion shows how
all the pieces come together in a manageable way.

How will the proposal be implemented? How will the planning be completed? How will the proposal
be financed? How will construction or pre-operational steps be carried oute How will operations
and maintenance, monitoring and evaluations occure How will risks be managed and problems
addressed? How will progress be monitored and reported?

Current status: the proposal should sfate clearly what has been completed and what is in progress.
This is the launching point for taking what is proposed to implementation. Certain assumptions
will be made along the way — including the assumption that the request for resources included

in the proposal will be met — and these need to be noted as | asson learned:

clearly as possible throughout the proposal. It is a surprisingly o g e for signs that
common occurrence to read a proposal and not be sure of two a Champion views the written plan
things: who is the Champion and what is the current status? Of and proposal as merely a device

to keep the enabling organization

particular importance are such fundamental things as: is the happy and extract financing,

implementing organization legally established? Does it have
a bank account? Does it keep formal recordse Common-sense details that “infroduce” a proposal
include communicating such fundamental information.
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Maijor milestones: most proposals can be broken info very specific fime periods that end with the
achievement of specific milestones:

> From current status fo completion of planning

From completion of planning fo final authorization

>
> From final authorization to commencement of construction or pre-operation phase
> From construction or pre-operation phase to operation

>

From operation fo recurring maintenance, management and reporting, including monitoring
and evaluation

Planning stage milestone examples

>  Completion of planning
> Financial structuring

>  Contract and financial “closing”

Construction or pre-operations milestone examples

>  Groundbreaking
> Completion of civil works

> Buildings

> Equipment installation and acceptance fesfing
>  Opening of branches or office

Operations milestone examples

> Startup

> Quarterly and annual performance reporting

>  Completion of routine mainfenance schedule

>  Completion of major maintenance and rehabilitation

Milestones defined
Completion of planning: All the factors that go into a plan have been identified and are understood.
The conditions under which something is feasible or infeasible are clear.

Financial structuring: whether a single grant from one donor to fund a onedime project or a
combination of debt, mezzanine financing and equity to launch a business expected to grow, every
proposal has a financial structure that needs to be set forth and explained. Where will the monies
come from@ Where will the monies go2 Over time what does this financial structure look like and
evolve 102 At its simplest, a proxy for a financial sftructure is a bank account where everything that
involves funding comes fogether. Once all the pieces are clear then different combinations and
structures are possible.
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Final authorization and closing: financing contracts, construction contracts, land purchase or leases,
approvals to build or operate or cross public lands or use natural resources, contracts to sell the
output of what is being built or fo provide a service in a particular region, contracts fo provide fuel or
equipment or trucking or staff: all of these pieces must come fogether to reach the milestone known
as “closing” (the event that usually brings all the pieces together is offen called “financial closing”
because the investors and lenders want to know that all the variables than can be completed have
been completed). The proposal must show both o mastery of these many events and a schedule
that makes sense. Unredlistic schedules are the rule rather than the exception. These create elevated
expectations which, when not met, creafe fensions. Realism in knowing all the steps to be completed
and what will really be required is an excellent investment at an early stage.

Construction or pre-operations: whether building a physical installation or organizing a service
network, there are usually a series of what can be crucial and complex tasks that must occur affer
resources and authorizations have been organized but before the final product or service can be
offered to client groups. Often this relates to the technology that is proposed. The proposal needs to
set forth the critical issues involved in this phase. This is especially important if there are significant
unknowns (such as the condition of the rock through which a tunnel will be bored) that might be
encountered.

Start-up of operations: describes a period of time, sometimes very short, when the results of
construction or pre-operations are ready fo be tested and accepted. This can be an important
transfer of responsibility from the entity building something to the entity responsible for operating it.

Operations and maintenance, management and reporting: while very often a proposal emphasizes
building or creating something new, an important part of a proposal is presenting how something
will be managed on a day-to-day basis. This includes how what is proposed will be operated and
mainfained. Will its value grow or shrink over time2 After it is built, should major repairs and
refittings be expected? How will routine matters be handled2 Non-routine2 What records will be
maintained? How will these be shared and discussed? How will decisions be made? How often
and based on what documents?

Monitoring and evaluation: from the very outset, the proposal needs
fo show how the existing conditions (often called the baseline) and

Lesson learned:

> Introduce monitoring and

the changes expected from the proposed new offering will be, first, evaluation and the concepts
monitored, and, second, evaluated. While his could legitimately of social and environmental
be included under the heading of management and reporting, cenlis 21 gl
e . . ) to define and quantify social
M&E, as it is abbreviated, has taken on a special identity because and environmental benefits and
of its broad and open-ended mandate to measure and count all understand baseline conditions

during the earliest stages of

manner of financial, social, and environmental impacts (known as olanming

the friple bottom line). As a result, there may be some duplication
between what some see as reporting and others see as M&E.
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> Asian Development Bank and Asian Development Bank Institute — ADB and ADB Institute — www.adb.org and www.adbi.
org — ADB and ADBI offer a great deal of information (including the ADB operations manual) onling and it is easy to access
many project document examples (in summary form). ADB provides a source of questions to be used in assessing conditions
surrounding project implementation and ADBI provides information on experiences in sectors (finance, microfinance, general
environment).

> Overseas Private Investment Corporation, US Small Business Administration, “My Own Business” — www.myownbusiness.org
— offers a series of tools aimed at assisting small business owners to get started. One valuable part is an online, 13-session
course that includes sessions on accounting and cash flow, opening and marketing and business insurance. Mostly narrative,
some templates and do’s and don'ts advice.

Useful planning and implementation information can be found at:

See annex IV for a description of over 40 resources.

HOW?

a.  "The hydroelectric facility will be designed by an independent and specialized engineering
firm, financed through a combination of equity, subordinated debt and senior debt, constructed
by an experienced firm under a fixed-price confract and operated by a small, special-purpose
company created expressly for that purpose and owned by the three partners. Compliance
with the authorizing permits for both consfruction and operation will be in accordance with
local and international standards. Monthly and annual reports will be made to authorizing
agencies, tax authorities, lenders and investors.”

b.  “The partnership has completed an implementation plan for the initial roll-out of services over
a sixmonth period and has provided for mobile communications to all involved clinics, weekly
reporting and twice-monthly meetings of the key sfaff. The Chief Executive will make monthly
visits fo each site and compile monthly reports of progress. At the end of six months an
independent evaluation will be conducted and both improvements needed and the next 18-
month programme milestones established. Results will be posted on a to-be-constructed website
with both public and private sections and ‘chat rooms’”.”

c. "Rural branches will be established after three months of headquarters training. Branch officers
will meet bank and regulatory qualifications, as will the standardized systems for lending,
collecting and reporting. Monthly and quarterly performance evaluations will be conducted on
a branch portfolio basis and reported semi-annually to the bank’s governing body, donors and
banking authorities.”

d.  "Following final design by champion’s company, compefitive award of an engineering,
procurement and constfruction (EPC) contract and the receipt of construction, environmental
and energy-generation approvals, the waste-fo-energy conversion facility will be rolled out in
two phases. Phase 1 will be financed 100 per cent from owner’s funding and represent 33
per cent of the facility's capacity. Upon acceptance from the EPC confractor, phase 2 will
be awarded and financed 25 per cent from owner’s equity and 75 per cent from two loans
secured by the entire facility’s outputs and contracts. Revenues are based on 95 per cent of
the cost of avoided fuel and the factory has the right to purchase the facility after 10 years for
the unamortized investment amount. Insurance has been obtained for accidents. Performance
bonds will be obtained from the successful EPC contractor.”
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2.1.5  Why? - Benefits

Expectations: the financial, social and environmental implications, the possible impacts and
outcomes — both positive and negative — the risks and rewards, the threafs and the opportunities
being set forth in the proposal, the collection of the “Whys" that supports it. Why is the proposal
important and why should it be supported? The most essential concept here is to capture and
portray all the benefits that might be realized. These tend to fall into the three neat categories of
people, planet and profit.

Too often there are one or two compelling reasons for
doing something. These reasons drive the commitment
of the Champion. A proposal should set forth all the

Lesson learned:

> Moving from the single bottom line perspective

— whether it is financial, environmental or . .
developmental — involves establishing new reasons and benefits that can be achieved and make

linkages within proposals and connecting with as many connections as possible,
a broader range of financial interests. It also
implies customization and "bridging” — putting Social and development impacts (people): a broad
narrow proposals in broader market or social ( . .

frameworks or adding financial structuring range of expectations are possible. Improved health or
details to a “one size fits all” cash flow model o quallity of life from reduced indoor air pollution is one.
el ) 5 s O G U s 5 i Increased time for education, job creation for the local

monetization of pollution. ) ) i
community and income production are others.

Environmental benefits (planet): environmental expectations can range from the very local to the
fruly global. Examples include amount of firewood displaced, tons of CO, offset, reforested land
and water improvements.

Financial returns (profits): from a financial perspective, a proposal is ultimately a statement of cash
spent to implement what is proposed and cash received from beneficiaries, whether client groups
or others willing to sponsor those clients. Financial returns are measured by profits and the return
on investment.

There are other refurns to keep in mind. For some, there are emotional returns — the benefits of doing
good and improving the quality of life of others — and for others there are learning and market opening
benefits: establishing the human infrastructure that will allow for growth in the future. Champions
need fo inventory all possible benefits in full. Sometimes one or two small differences between
proposals can make all the difference in making one more affractive to enabling organizations.

WHY?

a.  "This small hydro facility will generate AMOUNT kilowatt-hours of renewable electricity fo the
national grid, avoiding the need for AMOUNT of fossil fuel and avoiding AMOUNT of carbon
dioxide equivalent. Approximately 30 construction and eight permanent jobs will be created,
the local watershed will be improved and a community development project undertaken to
electrify 20 nearby homes. In oddition, a reforestation project will restore 50 hectares of
nearby degraded lands and permanently improve an access road fo the area. Based on loan
financing (12 years at 8.5 per cent, fiveryear income tax holiday) and the sales of five year's
worth of carbon benefit, the owners' refurn on equity will exceed 12 per cent and the owners
will be paid a one-time fee af financial closure of $350,000.”

b.  “Three new rural health service points will be established and four improved at a pre-operational
cost of AMOUNT and a staff of 27 field workers and three administrative support engaged.
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Between 100,000 and 115,000 clients will be served in the initial 12 months. Thereafter, this
base 12-month figure is expected to rise by 5 per cent per year for three years until reaching
"normal” capacity. Services will include XYZ. The support structure will include ABC. At the
end of 24 months a full evaluation will occur (inferim evaluations will occur every six months)
and the cost per client served defermined. Fees of XZY will be charged and the Department of
Health of the Government of Zambia has agreed to provide ABC.”

c.  "loan officers will each be responsible for a portfolio of XX loans, to be made at the
microfinance institution’s (MFl's) cost of capital plus 3 per cent. In addition, a one-ime service
fee of X per cent will be charged and deducted from the proceeds of the loan. With a
portfolio default rate of 2.5 per cent it is expected that the combined rural operation will reach
operational selfsufficiency in 36 months and financial selfsufficiency in 60 months. At that
point, thought will be given to spinning off the operation as a freestanding MFI specialized in
rural services.”

d.  “Because of the 100 per cent equity feature of phase 1, the expected refurn to invesfors,
excluding carbon credits, will be between 8 and 10 per cent. However, upon success and
the implementation of phase 2 and the monetization of carbon benefits, combined with the
leverage of the proposed loan (eight years at between 7.5 and 8.5 per cenf) the full return
fo investors will exceed 18 per cent. Over 8 million litres of fuel oil will be saved and 10 of
12 effluent ponds eliminated. Further, the entire effluent from the factory from primary cassava
processing [info tapioca) will exceed national and infernational standards for ABC. A total of
25 construction and nine permanent jobs will be created and the leaching of pollution info local
water supplies (together with a nearby solid waste dump) will be complefely eliminated.”

Base case

Questions 1-5 — The base case

In preparing a proposal, the Champion needs to wrestle with the first five questions — What,
Where, Who, How and Why — as a set of connected pieces, where changes in one can cause
many other changes. Rarely are all the pieces crystal clear even as great volumes of information are
amassed. As a result, the Champion needs to assemble as much information and as many answers
as possible, all the while making reasoned assumptions as to what is not known. The purpose is to
construct a realistic picture of how all the pieces will come together. This realistic picture is called the
"base case”. It reflects both what is known at the time of its preparation and what is assumed.

Base case: the collected facts and assumptions about what is proposed, especially in regard to
time, money and resources; that is, approvals, schedule, initial cosfs, revenues, ongoing expenses,
people and equipment needed, and sources of funding.

The request: it is on the basis of a careful assessment of all the sfeps that need to be implemented
(How?) combined with the most realistic picture possible (base case) that shows both what is missing
and what is needed for success.

Among the categories of resources that might be missing we can include items such as:

>  Funding or technical assistance to complete planning

> Seed capital to test or roll out part of what is proposed
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Partners to complete the team
Advisors and experts o assist in carrying out critical tasks

Systems and staff to manage implementation

YV V V V

Financing for construction in the form of loans and equity investment

Placing the request in its proper time frame is important to narrowing the search for resources to
fulfil the request.

2.1.6  What If2 - Risk assessment

Contingency planning: “What If” things do not go as planned? This question tests the planning
assumptions and describes outcomes and impacts that may differ from what is expected. Professionals
know that very few things roll out exactly as planned. A proposal needs to show a mastery of the
key events that can alfer cost, timing, service delivery and outcome. Then, the Champion can
demonstrate how he or she will deal with those circumstances. Ignoring critical “what if” questions
can be fatal to a proposal and to actual implementation.

First of all, what can go wrong? After making a list, the probability of each event and its impact
on the previously described inventory of benefits needs to be examined. VWhat is the impact of
differences in time: if things take longer to be completed or are completed more quickly than
planned? What about money differences: if things cost more (or less) or revenue units are higher or
lower than planned? And what about output: if the number of units of things produced or consumed
is higher or lower?

Then there are combinations of events: if it takes longer and costs more to get something ready for
operations and fewer units are produced than originally planned...

> Time events: if things take more or less time than planned

>  Cost and revenue events: if things cost more or less than planned or if revenues are greater or
less than planned in the base case

>  Performance events: if what is planned does not result in the production originally expected

>  Other events: such as the death of the proposal’s champion, severe weather such as a hurricane
or drought)

Sensitivity analysis is the foundation of what is called “risk management”. We all believe that events
will roll out as planned and we all know that such is rarely the case. Not only the Champion but all
the other participants want fo know “What If" this or that happens.

WHAT IF¢

a. "lf unforeseen conditions arise during construction — such as more difficult rock conditions being
encountered — the resulting cost overruns will be borne by additional capital commitments of
owner’s equity. The owner’s capacity to meet those commitments has been confirmed during
due diligence and agreement has been reached to establish a ‘stand-by" lefter of credit during
the construction period.”

b.  "There are significant security issues that need to be resolved. Some may involve curfailment of
the programme because of safety concermns at three of the proposed sites. Others may involve
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greater than planned costs, for which tentative additional funding and security commitments
have been obtained. A major risk involves greater than planned transport costs for both fuel
and vehicle wear and tear. There are presently no additional resources available should this
cost item overrun for uncontrollable reasons (infernational fuel oil price rises, longer transport
distances and greater number of trips). Should this occur, programme cutback may be required
or requests for assistance fo humanitarian assistance groups organized. Preliminary discussions
on improving transport efficiency through joint fransport planning have already begun.”

c. "The major risks are two: insufficient market response to the credit product offering, which will
make costs unsustainable, and greater than expected portfolio default, which will imply interest
rate and service fee increases. The first risk may require greater than planned roll-out periods
or curfailment. The second is manageable within a range of 3 to 4 percentage points before
loans become unaffordable to a significant portion of the target market.”

d.  “Engineering, procurement and construction risk will be bome by a pre-qualified, insured
and performance-bonded EPC confractor. Legitimate cost overruns up to 20 per cent can be
secured through additional owner’s equity and or accelerating the leveraging of the project.
Performance guarantees on the equipment will last 60 days beyond commissioning and
acceptance and will ensure at least 85 per cent output performance. less than forecasted
output may impact owner’s return but as long as performance is within 55 per cent of forecast,
all debt service obligations can be met 1.2 times.”

2.1.7  To Whom? - Audience

Audience: a wellprepared proposal is addressed to the needs and process of the enabling
organization from which resources are needed. It is concentrated on their expectations, their
needs in considering the plan and the request for resources, and their processes for considering,
approving and disbursing the resources requested in a proposal.

Innovative financing is not about creating something new. It is about a Champion making the
connection with an Enabler who can provide needed and appropriate resources. Each Enabler
speaks his or her own language and has priorities and responsibilities. Understanding the universe
of enabling organizations is crucial to proposal preparation and presentation.

The spectrum of enabling organizations — organizations that can provide funding and services
— is quite well defined. It ranges from the purely charitable to the purely commercial. At one end
of the spectrum one finds charitable foundations and individual donors. At the other one finds high-
refurn venture capifal funds and investors. Few if any proposals appeal to all the organizations and
individuals along this spectrum. Research on the general and specific needs of each is a crucial
investment of time during the proposal preparation process. The following description is simplified
but not oversimplified. It represents general principles and experience to guide Champions as
searches are conducted.

Different colours of money: Financial inputs for proposals fundamentally come in four different
"colours”: revenues for products and services, including operating subsidies; grants that do not
need fo be repaid; loans that must be repaid on defined terms; and equity, which is repaid from
the profits, if any, of a proposal.
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> Revenues are the payments made by end users and others on their behalf (e.g., a government-
sponsored subsidy programme is a revenue in the form of an operating subsidy).

> Grants come from donors: charitable foundations, governmentsponsored programmes
(including multilateral development organizations and specialized programmes) and other
specialized organizations.

> Loans come from lenders: governmentsponsored development institufions and banks, some charitable
foundations, socially responsible and specialized invesiment funds, and commercial banks.

>  Equity comes from investors: owners of businesses and sponsors of social programmes,
governmentsponsored  investment organizations, socially responsible and  specialized
investment funds, individuals and financial institutions.

Generally speaking — and there are many exceptions — a fechnology transfer proposal needs to
explore and consider all four types of funding for a variety of needs.

Revenues are the most logical funding source to cover the cost of the product or services provided
and contribute to the operation of the company or programme providing the product or service.
Ideally, there are funds left over to be applied to any loans that have been made and to make a
payment (called a dividend) to the providers of equity. This is sometimes called a “waterfall”, where
monies received are first applied fo the cost of the product or service provided [called “cost of
goods sold”); second to other operating expenses (these would include taxes, for example, and any
interest on loans); and third to loan payments (such payments are called principal or amortization,
while the combination of principal and inferest on loans is called “debt service”).

Operating grants are a logical addition fo revenues when revenues from customers cannot cover
the cost of goods and services and there is a compelling social, environmental or other reason
fo provide this good or service to this customer or client group. Operating grants can come from
governmentsponsored programmes and from charitable foundations.

Capital grants are used to reduce the cost of a proposal so that loans and equity can cover the balance.
Capital grants often reflect a larger set of issues: fo make a product or service affordable to customers
by lowering the initial cost or o offset an unfair cost disadvantage in one technology versus another or to
defray onetime costs of infroducing a technology that has important advantages over time.

Loans are made tfo fund the construction of a project or the purchase of goods or the provision of
services where the revenues from the goods or services are expected to be more than sufficient to
repay the loans as and when promised. Some lenders are flexible in their loans for a variety of
reasons. Others are absolutely not.

Equity is also called risk capital and, in some situations, venture capital. Providers of equity — also
called “investors” to differentiate them from “lenders” of loans and “donors” of grants —get repaid
only if a proposal is successful and profitable.

There are a few other ways to finance projects, goods and services but these, upon examination,
are actually revenues or grants, loans or equity. leasing, build, operate and transfer (BOT) contracts
and instalment sales or purchases (hire purchase) are loans dressed up in more complicated clothes.
So are financing or credit terms from a supplier. Mezzanine debt, preferred shares, quasi-debt and
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quasi-equity are combinations of loans and equity. Monetization (converting to cash) and sale of
carbon credifs or pollution benefits are revenues from different customers for the same basic product
or service being offered. Champions need to (1) avoid being dazzled by financial engineering
jargon; (2) understand the different “colours” of money; and (3) master the various returns that
customers, donors, lenders and investors are seeking.

This latter point is important. When you calculate the cash incoming and outgoing amounts over o
period of time it is possible to defermine something called a project or proposal rate of return. This is
a very rough but important indicator of two things: a proposal’s financial feasibility (o negative rate
of refurn means there is more outgoing cash than incoming and it will run out of money at a point
in time without additional resources). Negative and near zero returns require grants and subsidies.
Returns above O per cent to between 5 and 7 per cent need fo be examined from the standpoint of
both donors and investors who consider social and environmental refurns as well as financial ones.
Above 6—7 per cent a proposal becomes more and more attractive to larger segments of the private
sector (some would argue that 10 per cent is the cross-over point, but a lower threshold does not
signify lack of inferest, merely that the proposal should be examined as a combination of debt and
equity and other funding). To be comfortable categorizing a proposal as privatesector-oriented, a
"double digit” return is generally needed.

TO WHOM?

a. Lenders. If the request is for construction and permanent loans for a hydroelectric facility it must
be demonsirated that a very conservative output of the facility in units of electricity and revenue
can more than repay the loan. This requires a matching of the schedule of revenue generation
with scheduled loan repayment and exceeding the schedule by a factor of say 50 per cent
(which is called a 1.5 times debt service coverage, meaning that for every dollar of loan to
be repaid there is $1.50 expected to be available at the time the payment is due). Further, a
lender will want to know that all the other funding needed to build and operate the facility is
in place, that there are guarantees that costs will be managed and that if there are additional
costs others are prepared to and capable of paying them.

b.  Grantmakers and donors. If the request is for grant funding to provide important health services
(because revenues cannot cover costs and the proposal has a negative rate of financial return),
the donor will need to understand why the plan is an efficient use of scarce resources, where
the plan fits in with other programmes and priorities, how the proposal meets the donor’s sfated
core objecfives and, very importantly, what will happen when the donor funding is used up.
Key words fo understand and deal with include “efficiency”, “effectiveness”, “sustainability”
and “context”. A cusfomized “logical framework” may help to communicate the Champion's
mastery of the needs and responses proposed.

c.  Specialized investor-lenders. Rural lending requires the creation of a credit infrastructure and
the implementation of a sustainable operation. Funding to create such infrastructure and begin
such an operation may or may not be recovered over the life of the lending operation. If start-
up capital is being sought, then the ability to repay it over time and upon success must be
demonstrated. Whether or not the capital will actually be repaid is a separate issue. Initially it
must be shown that the revenues from repayments, after allowing for defaults and allowing for
administrative costs, are sufficient fo cover the cost of capital — what the rural credit entity must
pay fo secure funds fo lend out. This “operational seltsufficiency” means the new operation is
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on a path fo insfitutional self-sufficiency, which implies the ability to borrow capital regularly for
onending from a variety of commercially available sources, to manage operations and fo
repay those borrowings while increasing equity (the original startup capital plus profits).

Useful information on sources of funding can be found at:

>

Basel Agency for Sustainable Energy — BASE — www.energy-base.org — for Champions and Enablers alike, BASE offers a few
important things. It provides a first-level inventory of sources of capital in the form of its sustainable energy finance directory.
Users can search by technology and region and get a short profile of lenders, investors and others who might provide capital.
BASE also introduces a facility (SEFI Transaction Support Facility) which is directed at building financial-institution capacity and
improving the likelihood of a match between the expectations of proposal Champions and those of enabling financial institutions.
BASE also provides access to the UNEP environmental due diligence guidelines and useful links.

Community Development Carbon Fund — CDCF — www.carbonfinance.org — offers a template for a project idea note (PIN) which
has some utility for introducing the key features of a greenhouse gas project. Another separate document offers a quite useful
financial template.

CleanTech Venture Network — Cleantech — www.cleantech.com — offers a variety of information on cleaner technologies and also
organizes venture fairs where truly venture-capital-quality commercial proposals can be presented to audiences of investors and
participants (limited partners) in investment funds.

Netherlands Development Finance Company — FMO — www.fmo.nl — offers development assistance through loans, guarantees,
equity and quasi-equity in 40 countries worldwide. It works closely with local banks, international partners and Dutch partners
and clear information on such topics as stimulating private sector growth.

Global Environment Facility — GEF — www.thegef.org — has a templates and guidelines section for preparing GEF full-size or
medium-size proposals in biodiversity, persistent organic pollutants, climate change and biodiversity areas. “Fill in the blank”
methodology. Links to Development Marketplace (www.worldbank.org) where $34 million has been awarded to over 800 projects
on a competition basis. It offers links to other organizations and grant programmes and introduces country-level competitions.

Multilateral Investment Facility — MIF — www.iadb.org, www.iadb.org/mif/ — managed by the Inter-American Development Bank,
MIF is a specialized fund that tends to invest in other funds. It offers a toolkit in English and Spanish for evaluating the potential
of fund candidates and related forms and questionnaires. These assume quite a significant information and experience base on
the part of the proposing entity.

See annex |V for descriptions of over 40 resources. See also chapter 5, section on carbon customization

d.

2.2

Venture capitalists and specialized investors. If the request is fo obtain risk capifal for the
new venture, it needs fo be shown that there is either a very handsome return to be made on
the initiative or a larger market with high refurns to tap once the initiative has proved the case.
Venture capitalists understand the assumption of risk, so after the return and market potential is
demonstrated it must be shown that the assembled team can manage the expected bumps in
the road. If the technology is new or new to the sefting, how will breakdowns and setbacks
be managed? If the profitability of the initiative is ultimately determined by the monetization of
carbon benefits, how will this occur and why is this the best place and the best team to make
it happen, especially if it has not happened before? If the market is going to grow, how will
the venture grow and handle competition? Is there a firskmover advantage?

Accounting, finance and scheduling concepts

When preparing and presenting a proposal, money, time and impacts act as a language that
communicates between Champions making proposals and Enablers receiving them. Within that
language, “accounting” is the set of conventions that record and report the inflows and outflows
of money. “Finance” is the part of the language that describes how something is owned and is o

be paid for. “Impacts” refer to the financial, economic, social and environmental results which a

proposal is expected fo yield, and “scheduling” is the art and science of matching activities and
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resources over fime. Often, lack of clarity in communication between Champions and Enablers can
be traced to differing understandings in regard to these four items.

Accounting and scheduling
Six concepts must be understood:

Capital budget and plan
Operating budget and plan
Income statement

Balance sheet

Cash flow

Variance analysis

YV V. V V V V

Once understood, the related activities and cosfs must be segregated into three broad blocks of time:

> Planning
»  Construction or pre-operations

»  Operations

Finance

The following related concepts are important and sufficient fo allow conversations with the most
sophisticated “financial expert”:

> Inferest and return

> Net present value and internal rafe of refurn
> Debt service and debt service coverage
Impacts

»  Financial
Social

Environmental

YV V V

The “triple bottom line" concept

2.2.1 Accounting and scheduling concepts
At the beginning of proposalrelated communications, only three blocks of interconnected time need
be examined and presented:

Planning: From now fo the completion of planning and the commencement of construction and
pre-operation activities.
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Construction and pre-operation: From the complefion of planning to the completion of consfruction

and pre-operation activifies.

Operation: The delivery of products and services.

These three periods of time can overlap, but they must be kept separate at all times in terms of

record-keeping and accounting.

Planning includes all the sfeps that must be completed in order to commence construction or
installation of pre-operation facilities. Planning does not end until all contracts are signed and the

funds are in place fo proceed. Planning includes:

> Technical analysis

Site selection

Environmental and social assessments
Feasibility analysis

Obtaining all permits and approvals

YV V V V V

During the planning period, the Champion
must track and record fime spent on activities.
Sometimes called “sweat equity”, this information
becomes extremely helpful in later discussions,
especially with new potential investorowners.

Construction and pre-operation includes putting
in place all the “bricks and mortar” needed for a
proposalto beformallyimplemented. Construction
can be phased. Thus, operations may commence
while construction is sfill ongoing. It is crucial
that the records of planning, consfruction and
operations be clearly separated.

“Construction” is generally considered different to
such pre-operational activities as setting up offices
and staff (for, say, an information distribution
project]. From the timing and accounting points
of view, these two types of activity are nearly the
same. Construction and pre-operation include:

> Site acquisition
> Preparation of land

> Building of structures

> Installation of infrastructure

> Acquisition and installation of equipment
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Finding, negotiating and “closing” the necessary funding to make a proposal reality

Lessons learned:

>

Capital costs (construction) should be based on
conservative estimates, with contingency allowances for
unforeseen costs and delays.

Operating budget projections tend to forget non-core
items (typically in first two—three months) such as:

Deposit for electricity

Telephone connection

Rent deposit

Legal and accounting costs

Licence fees

High cost of initial materials and supplies
Hiring of personnel

Computer software and connections

e Signage

Make sure cash flow projections address how the
Champion will be paid or meet his or her personal
obligations during planning and implementation.

Ensure that cash flow is sufficient for implementation
and start-up time, as well as for any eventualities. As a
rule of thumb, add at least three months to the projected
period between start-up and first receipt of revenues.

Cash flow must be based on conservative estimates;
even then, these conservative estimates should be
ramped up over a period of time. Almost everything
takes longer and costs more than we think. Problems
with financial projections are not limited to revenues.
Evaluate the impact of scaling down the estimated gross
margin or profit (even if well motivated or operating

in a controlled environment such as fuel sales). Also,
increase operating costs and add a healthy “unforeseen
costs” item.
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Setting up offices and disfribution points
Acquisiﬁon of operating equipment [vehicles, office, maintenance)

Fees to be paid o experts

YV V V V

Fees to be paid or credited as shares of ownership to Champions

Taken together, the cosfs of planning and the costs of construction and pre-operation constitute the
capital cost of a proposal.

A capital budget and plan is simply the fotal of all the cosfs of planning, construction and pre-
operation stages. It includes everything that must be spent and done in order to commence the
delivery of the proposed product or service. Often these are called “capital costs” (to distinguish
them from costs incurred once the proposal’s operational phase begins| and any cost added to the
capital budget or plan is referred fo as being “capitalized”.

Operation includes proposal implementation: the sale and distribution of the product and service
at the centre of the proposal. Generally, the operating phase of a proposal has both revenues and
costs. In preparing a proposal it is important to estimate the revenue components both in units of
output (e.g., number of kilowatthours, number of bed-nets| and in the value of the units.

Thus, an “operating budget and plan” picks up where the “capital budget and plan” leaves off.
It is the budget of both revenue and expenses once the proposal begins to deliver the promised
goods or services. The word "budget” has become associated primarily with costs but an operating
budget and plan — much like a household budget — must reflect both incoming funds and outgoing
cosfs. An operating budget includes:

*  Revenue estimates that show both the number of units expected to be produced and the
value of each unit

*  Llabour costs [separated between labour fo produce the product or service and labour to
run the company or the programme

*  Raw materials fo produce the product or service [e.g., fuel to produce electricity or
untreated bed-nefs and the special coating o be applied)

*  Transport: fuel, maintenance

»  Communications: phone, fax, email, postage
»  Utilities: heat, cooling, water, electricity

»  Packaging

»  Office supplies

*  Equipment rental

*  Insurance

*  Accounting and auditing services

Operating costs also include other elements that require explanation: depreciation, interest, taxes and
amortization {principal payments), which are needed fo franslate operating results (revenues less costs)
info an estimate of the cash flow which the proposal will generate after all costs are considered.
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Interest expense is the esfimate of the amount paid on monies borrowed to implement a proposal.
If the inferest is paid or accrued (recorded in the time period during which it applies but paid af
some time in the future] before the operation commences, this is generally called “interest during
construction” and is included (“capitalized”) in the capital budget and plan. Once operations begin,
the interest paid or accrued is freated as a normal expense such as labour or raw materials.

Depreciation is the only part of the operating budget and the income statement that is not represented
by a cash payment during the period or at some time in the future. “"Depreciation” is an allowance
used for tax purposes — an operating expense — that reflects a share of the capital cost spread out
year by year during its useful life. The purpose of depreciation is to reduce your taxable income and
match the revenue of a proposal with the wearing out of the assets.

Taxes come in many forms. Most imporfant to proposal preparation is to estimate the income taxes
due as a result of the proposal’s implementation. Usually, taxes are calculated as a percentage of
revenues minus all operating expenses [including interest and depreciation).

"Amortization” or “principal payment” is a cousin of depreciation. Depreciation represents an
estimate of the loss of value of an asset. It is a “non-cash” item (cheques or wire transfers are not
made fo “pay depreciation” as it is an accounting convention). Conversely, when money is borrowed
fo acquire or build a capital cost item, that money must be repaid. This repayment is referred to
as amortization or principal payments. Since depreciation accounts for the declining value of all
capifal assets, it would be double counting to deduct principal payments (which represent payments
for a portion of the asset) too, so amortization is not part of the income statement. However, unlike
depreciation, this is a cash payment, so accounting makes an adjustment after finishing the income
statement. What happens is that depreciation is added back and amortization/principal payments
deducted; the result is the cash flow available to owners—investors. This concept is important fo
understanding the concepts of rate of refurn and the financial “bottom line.”

Note: when principal and interest payments are combined this is called “debt service”, another
important concept to remember.

An "income statement” reflects operating revenues and expenses for a specific period of time,
usually a year for formal statements and three months (a quarter of a year) for infernal management
purposes. It includes interest, depreciation and taxes.

If the purpose of an income statement is to reflect what has happened in a specific year or quarter,
a "balance sheet” gives a picture of a company at a particular moment. It has three parts (the parts
are sometimes given different names, but the ideas behind them are the same:

Assets represents something owned or confrolled, something that has a value — almost always
measured by its original cost minus depreciation — that is expected to be used to produce income
or deliver a specific good or service. Buildings, equipment and inventory are examples; cash in the
bank or in investments and expenses paid ahead of time are other examples.

Liabilities: if assets are “things owned”, then liabilities are “things owed”. These represent all future obligations,
especially loans to be repaid, monies owed to suppliers and pension obligations to employees.

Net assefs are an important and somewhat difficult concept. Net assets represent the difference
between assets and liabilities (assets = liabilities + net assefs| and comprise the amounts provided
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by owners (these amounts are called “equity”) plus the accumulated results of operations (called
profit or loss) minus any amounts paid to owners (these are called dividends). When liabilities
exceed assefs, "nef assefs” are a negative rather than a positive number (not a good sign).

222 Finance

Although the world of finance is full and complex, mastering just six concepts with a pencil, paper,
calculator or computer is sufficient grounding to have the most sophisticated conversations with
"experts”. These concepls are: inferest rafe; refurn on investment; net present value; internal rate of
refurn; debt service; and debt service coverage rafio.®

Interest is the cost or the value of money. It is the expense of borrowing money. Usually quoted as a
percentage [and most often quoted as a fixed percentage per year or month), it is the fee paid by a
borrower to a lender for the lender making funds available to the borrower. It is important for Champions
fo understand how inferest is calculated and the best way to do this is by doing a simple exercise.

An amount of 1,000” borrowed for one year at 12 per cent simple interest requires a repayment
of 1,120. The same amount borrowed at one per cent per month, compounded monthly (interest
charged on inferest) requires a payment of 1,127 at the end of a year. If the period is two years
rather than one the result is 1,254. Do the exercises of multiplying 1,000 times 1.01, first 12 times
(equals 1,127) and then 24 times (equals 1,254). This is the process of “compounding”. Inferest is
compounded without being stated as such (simple interest is the exception rather than the rule).

A calculation showing 1,000 at 12 per cent interest compounded yearly for five years follows:

Year O (when the money is borrowed) = 1,000 On a calculator or spreadsheet, getting this answer would
o _ be a function of entering the present value (PV) of 1,000,
Add 12% for year 1 = 120 interest rate (i or R) of 12%, the number of periods (n
Balance at end of year = 1,120.00 or nper) of 5 and then solve for future value (FV). In an
Add 12% for year 2 = 134.40 algebraic presentation, this calculation is as follows:
Balance ot end of year 2 = 1,254.40 FV =P(1 + R)"
Add 12 % for year 3 = 150.53 Where:
Balance at end of year 3 = 1,404.93 FV = future value
Add 12% for year 4 = 168.59 E=princi;|)al (initfial amou?t)| S ;
_ =annual rate of interest (also abbreviated as lower case i
Balance at end of year 4 = 1,573.52 e
Add 12% for year 5 = 188.82
Balance ot end of year 5 = 1,762.34 FV=1000(1+.12)°
* = “multiplied by”
(See box| 112*1121.12*1.12*1.12=1.7623

. 1000 *1.7623 = 1762.34
Debt service and payment plans

Once the concept of interest is comfortably understood, the next step is to understand that there are
different types of “payment plans”. It is possible fo pay only the interest on a loan for a period of time
and then pay the principal amount in one or more payments. When a single payment of principal
is made af the end, this is somefimes called a "bullet” payment.®

6  These terms are abbreviated so often — especially in conversation — that their abbreviations should be learned as if
they are words: “1” for interest, “ROI” for return on investment, “NPV” for net present value, “IRR” for internal rate
of return, “p+i” for debt service and DSCR for “debt service coverage ratio”.

7 This guidebook does not focus on any particular currency.

8  Some of the illustrative calculations used here for interest, net present value and internal rate of return appeared in

the Toolkit for Energy Entrepreneurs, © 2002, E+Co, UNEP and AREED.
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It is possible to pay the same amount every period (whether monthly, semi-annual, annual or any
other equally spaced period). This is called the “mortgage payment” or “equal annual” method.

Another possibility commonly explored makes equal payments of principal amounts over a specified
period of time. The interest amount paid at each fime varies because the balance of the loan is

declining.

Repay 1,000 over five years at 12 per cent — three methods.

Payment options Year 1 Year 2 Year 3 Year 4 Year 5 Total payment
Bullet 120 120 120 120 1,120 1,600
Mortgage 277 277 277 277 277 1,385
Equal principal 320 296 272 248 224 1,360

Each of these schedules employs the same inferest rate and time period; what varies is the debt
service (schedule of principal and inferest (p+i) payments).

Return is a closely related concept. It is the rate of inferest eamed on an investment over time. It is
usually a function of the amount of money invested at the beginning when compared to the amounts of
money received back over time. The difference between interest and return is that interest is generally
a fixed payment for the use of money, whereas return is the sum of variable payments over fime.

Interest represents the rate charged for the use of money. It looks forward in time and is predictable.
Return occurs over time and is not as predictable, but both represent what is often called the “cost of
money”. A proposal can be to a bank (lender) to borrow money at a fixed interest rate. A proposal
can also be to an investor, offering a share of future cash flow as a return on their investment (often

abbreviated ROI).

One way of comparing refurns and inferest rates is called “net present value” (NPV). By taking a
certain rafe of inferest it is possible to compare the value of future flows of monies to the amount fo be
invested today. When this fechnique is used, the percentage rafe used has a different name. It is called
a "discount rate”, but this is nothing but an interest rate looking back in time rather than forward in
time. The technique is quite simple to perform, either manually with a calculator or with a spreadsheet
computer program such as Excel. The purpose served is quite clear: if the net present value is a
positive number, that is one measure of the profitability of a proposal. If the number is zero or negative,
that is a good esfimate of the additional funding needed (whether by grants, subsidies, costcutting or
revenue improvements). The most important sfep is selecting an appropriate discount rate.

To demonstrate this point, the preceding cash flow estimates can be looked at in reverse. What
it someone offered three different ways in which they would pay for a particular product (costing
1,000 over five yearse

Year 1 Year 2 Year 3 Year 4 Year 5 Total
Case A 120 120 120 120 1,120 1,600
Case B 277 277 277 277 277 1,385
Case C 320 296 272 248 224 1,360

Each payment plan looks different. The way to compare them is to choose an interest rate that
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represents the fair value of having money in hand or a promise of money in the future. If the rate
selected was 12 per cent and it was applied fo each of the above proposals, it would be found

(mathematically) that each of the proposals equals the others.

Five-year net present value at 12 per cent discount rate

Year 1 Year 2 Year 3 Year 4 Year 5 pa.;‘:nk:elnts l;l:l/,yg‘:{:,
Case A 120 120 120 120 1,120 1,600 1,000
Case B 277 277 277 277 277 1,385 1,000
Case C 320 296 272 248 224 1,360 1,000

There are a few ways to check these results: using a spreadsheet program or the financial functions
on a calculator; using factors from a present/future value table; or using an algebraic formula. Each
of these solutions is demonstrated in annex V, which also illustrates and explains the composition of
the present/future value table.

While all of these calculation methods show that the results of the three payment plans are
mathematically the same, there are other reasons to choose between these options. Inflation may
make 12 per cent too low a discount rafe, so either choose a higher one or choose the proposal
that brings cash earliest. There may be a need for cash at a certain time that also makes one method
more appropriate than another. The core problem with NPV analysis is that the choice of discount
rates can greatly affect it. Otherwise, it is a wonderful tool for comparing different options.

With the mass introduction of more sophisticated calculators and spreadsheet programs, an
alternative methodology has gained currency: this is called “internal rate of return”. Internal rate of
refurn (IRR) is the inferest rate that a future stream of monies will refurn on an investment made foday.
It allows different investments to be compared. When compared to these alternatives (and fo the
cost of money which an enterprise might incur), the IRR on a proposal can be reliably presented.

let us examine three cases where 1,000 is invested and three different choices exist for being repaid.

Year 0 Amt. | Year 1 Amt. | Year 2 Amt. | Year 3 Amt. | Year 4 Amt. | Year 5 Amt. | Total net
out in in in in in cash flow *
Case D -1,000 300 240 240 270 350 400
Case E -1,000 350 280 350 280 140 400
Case F -1,000 350 350 300 200 200 400

(difference between total amount in and total amount out).

Total net cash flow is the total “undiscounted” cash remaining after investment has been fully repaid

If we assign a discount rate of 13 per cent, we can determine which has the higher net present value.

Year 0 Year 1 Year 2 Year 3 Year 4 Year 5 Total net NPV @
Amt. out | Amt. in Amt. in Amt. in Amt. in Amt. in | cash flow 13%
Case D -1,000 300 240 240 270 350 400 22
Case E -1,000 350 280 350 280 140 400 +17
Case F -1,000 350 350 300 200 200 400 +20

Case F has the highest NPV and is the best of the three cash flows from an NPV perspective.

41



Before preparing a proposal

What IRR (internal rafe of refurn) allows us to do is to say mathematically how much better it is by
calculating the discount rafe that would produce a zero NPV result. See annex V for a defailed
explanation of how fo calculate IRR.

Year O Year 1 Year 2 Year 3 Year 4 Year 5 n:torzlsh NPV @ IRR
Amt. out | Amt. in Amt. in Amt. in Amt.in | Amt. in flow 13%
CaseD | -1,000 300 240 240 270 350 400 22 12.0%
CaseE | -1,000 350 280 350 280 140 400 +17 13.9%
CaseF | -1,000 350 350 300 200 200 400 +20 14.1%

Debt service is the amount paid each year to repay a loan. It consists of principal repayments (the
amounts borrowed) and interest payments (the cost of money). Debt service equals principal plus
interest (p+i). There are many different ways to calculate debt service, and as we have seen there
are many different ways to produce the same net present value. The objective in leamning about
debt service is to fry to match the future monies expected to the obligations being accepted. When
seeking a loan, annual debt service coverage calculations are important.

Let us go back to the three debt service examples used previously and explore how to calculate debt
service coverage ratios [DSCRs).

Debt service options Year 1 Year 2 Year 3 Year 4 Year 5 Total

Case A 120 120 120 120 1,120 1,600
Case B 277 277 277 277 277 1,385
Case C 320 296 272 248 224 1,360

For each of these years, a cerfain amount of money will be available to make the expected debt
service payment. This amount of money is the excess of revenues over day-fo-day costs. It is the
amount available to pay debt service, to reinvest in the company or to pay to owners in the form of
dividends. Let us make the following assumption regarding funds available to meet debt service.

Year 1 2 3 4 5 Total
Funds available 400 420 440 460 480 2,200

A debt service coverage calculation compares the amounts available by year (and for the tofal
period of the loan) fo see if there is a mafch (or mismatch) between the amounts to be paid under
the different payment plans and the amounts required to be paid. Say you choose case A as your
debt service option: in year 3 the debt service expense totals 120 and your funds available fotal
440, giving you a debt service coverage ratio [DSCR) of 3.7 (440/120), meaning that in this
particular year for every unit of money owed you have 3.7 units available for payment. If you were
fo choose case B, the DSCR for year 3 is 1.6 (440/277).

Debt service options Year 1 Year 2 Year 3 Year 4 Year 5 Total

Case A 120 120 120 120 1,120 1,600
Case B 277 277 277 277 277 1,385
Case C 320 296 272 248 224 1,360
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Debt service coverage ratio Year 1 Year 2 Year 3 Year 4 Year 5 Years 1-5
Case A 3.3 3.5 3.7 3.8 0.4 1.4
Case B 1.4 1.5 1.6 1.7 1.7 1.6
Case C 1.3 1.4 1.6 1.9 2.1 1.6

Of imporfance also is the sum of all the debt service payments when compared to the sum of all the
monies available to make those payments. This indicates the “average” DSCR, although differences
in time make this, at best, a rough measure.

Compare these results, first as a Champion: which result produces the best cash flow for reinvestment,
expansion or dividends to ownerse

Now place yourself in the shoes of the person making a loan: which result is the least secure?

Answer: Case A. It is good for the project in that it frees up much cash in the early years to reinvest
in the project or reward owners. It is bad for the lender because it produces the lowest overall debt
service coverage ratio [1.4) and has a very risky fifth year (what if the Champion has spend all the
excess monies from years 1 fo 42).

There is no right or wrong answer. Case A could be structured in a way that reduces the risk to the
lender (setting aside a reserve of cash in years 1-4). The purpose of the exercise is to open our
minds to the options that exist when the time value of money is incorporated into the analysis.

The most important common ingredient of the six concepts discussed in this section is time. The
time value of money and other benefits is an important ingredient of any proposal. Champions and
Enablers need to assess carefully what expenditures and revenues must occur over the different blocks
of time.

2.3 Classifying projects

Not all projects or proposals are created equal. Some are destined fo disturb the environmental and
social status quo quite a bit. Some, less so. And some will have significant impacts — both positive
and negative.

A classification system of sorfs has been adopted by organizations, especially multilateral
development and commercial banks, which tries to create broad categories of projects.

It is important for Champions fo understand these  Projects with significant impacts -> Category A
categories both because of the work involved and
the ease or difficulty of obtaining approvals and
financing.

Projects with impacts > Category B

Projects with no or minimal impacts > Category C

Category A = Projects with significant impacts

A proposal is classified as category A if it is likely to have significant adverse environmental
impacts that are sensitive,Q diverse or unprecedented. These investments may affect an area
broader than the sites or facilities proposed by the Champion. An environmental assessment for

9 A potential impact is considered “sensitive” if it may be irreversible (e.g., lead to loss of a major natural habitat),
affect vulnerable groups of ethnic minorities, involve involuntary displacement and resettlement, or affect signifi-
cant cultural heritage sites.
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a category A investment examines the potential positive and negative impacts, compares them
with those of feasible alternatives (including the “without project” scenario), and recommends the
measures needed to prevent, minimize, mitigate or compensate for adverse impacts and improve
performance. A full environmental assessment is required, which is normally called an environmental
impact assessment (EIA).

Typical category A projects

Projects affecting indigenous people Construction of dams and reservoirs

Projects involving resetlement of communities/families | Pesticides and herbicides: production or commercial use

All projects which pose serious socioeconomic concerns | Maijor irrigation projects or other projects affecting
water supply in a given region

Projects associated with induced development (e.g., in- | Domestic or hazardous wasfe disposal operations
ward migration)

Projects which impact on cultural property (e.g., reli- Hazardous chemicals: manufacture, storage or transpor-

gious and archaeological sites) tation above a threshold volume.

Projects which pose serious occupational or health risks | Oil and gas developments, including pipeline construc-
tion

Impacts on protected natural habitats or areas of high | Large infrastructure projects, including development of

biological diversity, including wetlands, coral reefs and | ports and harbours, airports, roads, rail and mass transit

mangroves systems

Forestry operations (commercial logging operations or | Metal smelting, refining and foundry operations
logging in primary humid tropical forests)

Large thermal and hydropower developments Mining (opencast and pif)
Large-scale industrial plants and estates Infernational waterways
Use of chlorofluorocarbons (CFCs) or other ozone-de- Hazardous materials, air pollution, noise or odours

plefing substances

Category B = Projects with impacts

Projects are classified as category B if their potential adverse environmental impacts on human
populations or environmentally important areas — including wetlands, forests, grasslands, and other
natural habitats — are less adverse than those of category A. Impacts are site-specific; few if any
of them are irreversible; and in most cases mitigation measures can be designed more readily than
for category A projects.

The scope of an environmental assessment for a category B investment may vary from project
fo project, but it is narrower than that of an environmental assessment for category A, but, like
a category A environmental assessment, it examines the potfential positive and negative impacts
and recommends any measures needed fo prevent, minimize, mitigafe or compensate for adverse
impacts and improve environmental performance.

A wide range of environmental guidelines have been developed by local or country authorities, and
also by a number of organizations, including the World Bank Group (e.g., Pollution Prevention
and Abatement Handbook, Occupational Health and Safety Guidelines), to clarify the category
of a project and its appropriate handling.
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Typical category B projects

Specific waste disposal issues

Solar photovoltaic [if batteries used)

Waste handling

Biomass/biogas

Routing, partially storing river flows

Small to medium-sized hydroelectricity projects

Category C = Projects with no or minimal impacts

A proposed investment is classified as category C if it is likely fo have minimal or no adverse
environmental impacts. Beyond screening ([documenting), no further action is required for a category

C project.

Typical category C projects

Pre-feasibility study preparation

Energy efficiency

Consulting firms

Share registries

Service industries

Stock broking

Technical assistance

Retail banking

Exclusions

Of course, there are activities with the clear potential to pose unacceptable social and environmental
risks that tend to be “unclassified” as A, B or C. Examples of projects to be avoided include:

> Production or activities involving harmful or exploitative forms of child labour

> Production of or trade in any product or activity deemed illegal under host country laws or

regulations or infernational conventions and agreements

Production of or trade in tobacco

YV V V V V

Production of or frade in weapons and munitions

Production of or frade in alcoholic beverages (excluding beer and wine)

Gambling casinos and equivalent enferprises

Trade in wildlife or wildlife products regulated under Convention on Infernational Trade in

Endangered Species of Wild Fauna and Flora (CITES)

Production of or frade in radioactive materials

Production of or frade in or use of unbonded asbestos fibres

Commercial logging operations in primary humid tropical forest

Production of or frade in products containing polychlorinated biphenyls (PCBs)
Production of or frade in pharmaceuticals subject to phase-outs or bans

Production of or frade in ozone-depleting substances subject fo phase-out

YV V V V V V V

2.4

Driftnet fishing in the marine environment using nets in excess of 2 km in length

Champion and team assessment

There are many good ideas, and for every good idea that is successfully implemented, there are
hundreds that never go forward. And while there are many ingredients that need to come together
for a good idea tfo translate to successful implementation, the most important ingredient is the
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Champion: that individual or small group committed to the idea. However, more than commitment
is needed. Before beginning the serious work of preparing a proposal, its Champion needs to
undertake a rigorous inventory of two things: motivation and capabilifies.

Motivation: what are the underlying reasons why the Champion is committing his or her time,
money and reputation fo this proposal? Is it about an amount of money (income or wealth creation)2
About building a track record and experience base? About social or environmental change? Or for
a combination of these things or other reasons?

Is the commitment serious, meaning fulHime involvement (few Champions engage parttime)? Is there
a mafch (or a mismatch) between the obijectives of the Champion and the likely outcome of the
proposal’s success? (If the Champion wishes to build some
wealth in five years, creating even a successful household

Lessons learned:

> A Champion is willing to invest his or her

energy programme in poor rural communities is probably
not the way to do so.) The first order of business is for the
Champion to fake inventory of his or her or the team’s
motives:

money, time and reputation to turn a viable
core idea into a successful enterprise

and a full-time opportunity. Early in the
relationship, an enabling organization
needs to have a tangible sense as to the
money, asset and time commitment of the

> Regular income entrepreneur.
>  Wealth creatfion > Champions need easy-to-use guidance
that responds to the needs of enabling
»  Permanent organization organizations. Further, Champions need
. . information to access, particularly with
> Gain experience respect to sources of funding and other
> S support. These exist, need to be scrutinized
Sociol Improvement and evaluated and classified for ready
»  Environmental improvement reference by Champions once their plans
and needs are clear.
>
Oher > Providing active assistance and support
entails a three—five-year “marriage”
with a Champion that has much against
The second order of business is to defermine, honestly and T e npeed T ey rigght
openly, whether these motivations are consistent with the Champion and vice versa. At the same
proposal being prepared or if there is a mismatch. Proposals }L”;Sn;j:n{‘SOtTlﬁgp?{;ﬁp;gﬁgrerfgcae;;;g“d
are difficult enough fo implement without having a conflict [ — p.artner, though he or she might
between the Champion’s mofivation and the work in hand. not be someone with whom you want to
share a social meal.
Capabilities: having the will and the mofivation is not enough > Champions who come to business sectors

(being ready fo do something is not the same as being ready
and prepared). Enabling organizations will look closely af
the skill set and experience base presented in a proposal.

via politically connected entry points and
without experience should be challenged
as to their ability to implement.

The greatest engineering design capability must be balanced with many other skills, and the financial
wizard needs fo posses