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1. EXECUTIVE SUMMARY 

This Tratnmg Needs Assessment (TNA) of lndran financial imntubons (Rs) uas 
conduded by the Lwts Berger Group (I-BG), mth support of financial exputs from 
NATSOURCE LLC, Adbisory Services Unit. New York Ctty. and Global F t d  
Solubons, Germantom, Maryland LBC conduded a smes of meerrngs u ~ t h  lndun FIs 
dunng the week of November 6-1 1 .  2000 A schedule of meemgs and l&ang of 
attendees is found in the appendtces to thts document 

LBG IS lmptemenbng the Greenhouse Gas Pollubon Prevention Project - Cltnule 
Change Supplement (GEP-CCS) for USAID;lndta. a fow-vea~ effort to help create 
awareness of clrmate change Issues among industry, government financd 1mbNwm. 
project developers and research tnstrtuttons USAILI lndta seeks to strengihm the 
capacrty ofgreenhousegas (GHC) mttrgatton project developers and fmanclal t n s b t m s  
through tratntng, techntcd assistance and transferring computatronal and other anal\i~cal 
tools One of the first tasks wthtn the project IS to assess the w s b n g  tncounnv W t n g  
practices relaung to GHG projects, as well as the knouledge among l n d w  Rs about the 
top~c of GHG emtsstons reductron tradtng 

LBG's appmach to the TNA focused on identlfylng major gaps tn Rs knouicdge of 
GHG reducuon project opportunrttes, from both the b a d m o d  lendtng penpectlro as 
well as the newly emerging area of GHC emustons r e d u m n  tradtng Cueful 
constdentron was gtven to understandtng the needs and c o r n  of the Fls that u u e  
tntemewed 

Three broad fmdlngs emerged through the meetlngs 

CHC e m b s i  rniIigaticM 
addnsscd * banking k r d k  c r i t e ~ ,  ud 
basic o v i r w c s b l  risk h a s s a d  om 8 

1 I 
The mapnty of F k  tndtcated that their sole enbaonrnental cntenon IS uh& the loan 

f 
applicant is constdered compltant by the relevant C;overnment of lndu regula~ocy 
authonty As one incervtewee described t t .  thetr cnvtronmental renew procedures are 

I "bmary" at best, mth firms receinng a " 0  or " I "  mth respect IO enwonmental 
wmpllance .&hhough environmental audth are performed this lnformahon IS not d e n  
Into account dunng the lend~ng declslons 

.r 

~ 
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Eacutna Summary 
- - 

Tho@ FIs expressed some uu€ious skepticism about 
W concept of GHG emissiew tfading, they were 
keenly interested in the concept and wanted to learn 
more about tbe process. 

The majority of the Fls were aware of the potentla1 of trading certified GHG emissions 
reductions, but they had detailed questions about the process and likelihood of the 
market There was special Interest in the role of key actors in a transaction, such as 
auditors, engineering firms and brokers. A couple of institutions identified "eastlwest" 
concerns, in that developed countries would be allowed to continue emitting GHG, while 
the developing countries would be reducing their emissions. 

The FIs were very receptive to GHG training and had 
spee i f~~  recommendations on the structure of the 
training and the most suitable timeframe for condurting 

The Fk were almost unanimous in recommending that the FI training be provided on at 
least two levels. First, a basic overview presented to CEO level representatives, followed 
by a separate 3 4  day intensive training provided to the project appraisal staff 
Additionally, the timefiame most often recommended was Apnl-May, 2001, to coincide 
with the end of the fourth financial quarter. 

. - . - - . . . . .. 
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L . -- -- .- - Ltnuiitr Sum- .- -- 

2. INTRODUCTION AND BACKGROUND 

2.1. THE USAID INDIA G E P C C S  PROJECT 

The Greenhouse Gas Pollution Prevention Project (GEP) ~ J S  launched by L'SAID M i a  
in 1995 to reduce the volume of emissions of greenhouse gases by i n c m i n g  efficiency 
in coal fired pon-er plants (elficient coal conversion or ECC) and encouraging as of 
biomass fuels in power generation (alternative bagasse co-generation or ARCI. 

A Project Agreement Amendment to GEP was signed between the GO1 and C'S.\ID l d l a  
in September 1999 to launch the Climate C h g e  Supplement iCCS). The GEP-CCS 
expands the ongoing ECC and .-C activities by adding two new components 'Tlimate 
Change Initiatives for Sustainable Development" and "Linking Ilrban Development and 
Climate Change". The new set of activities \\-ill encourage technical cooperation 
between U.S. and Indian institutions. It  \rill also build local institutional capasit? to 
design and implement projects that reduce GHG emiss~ons. 

The Louis Berger Group is implementing these new components and aims to increase 
awareness about of Global Climate Change (GCC) issues amongst major Wlan  
stakeholders such as industry. government decision makers. the research cornmunit) and 
the financial sector. 

2.2. STRENGTHENING THE FINANC1.U. SECTOR - T5.A TASK 

.-\ major activity within the "Climate Change lniuatives for Sustainable Devekyrmcnt" 
component calls for "Institutional Strengthening of Financial Sector." CTnder this acti\it!. 
LBG proposes to establish a dialogue u-ith the Indian financial community to la1 
undersrand the current knowledge of the GCC impact on financial aspects of projects tb) 
disseminate information on international technology trellds in GCC (c)  identify gap that 
hinder GHG mitigation project development; and. (d) conduct training on GHG 
mitigation financing and project development. LBG will conduct specialized finam-ial 
mining for I20 Indian professionals. At last four separate m-orlishops. targeting 30 
participants per u.orlishop. will be conductrd during the contract period 

2.2.1. TNA Objective 

To better design and deliver training workshops. LRG carried out thls vdlning needs 
assessment (RU'A) of Indian Financial Institutions (Flsi. The objective of the TS.4 
exercise was to assess thc current knowledge nithin representative Indian Rs on 
mitigation project appniml. and to identify the capacity to respond to shifting market 
drivers, such as the newly emerging GtlG miiwions mding schema. 

113 -- 
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2.2.2. TNA Methodology 

The methodology for the TNA was designed as a two-stcp process. First, LBG New 
Delhi staff held an initial round of background meetings with selected FIs from July to 
October 2000. These meetings provided a general idea of existing project appraisal and 
environmental risk analysis practices. 

Next, LBG scheduled in-depth meetings with I2 different FIs In order to gather a broad 
picture of Indian FI capacity relating to GIfG mitigation financing. These meetings were 
conducted during the week of November 6 to 1 I .  2000 (See Appendix 1). 

To bring an international perspective, LBG contracted two outside consultants with a 
global perspective on GHG finance issues. One expert with Global Financial Solutions, 
LLC was experienced in export credit agency activities and has been involved in GHG 
mitigation projects in Latin America and Eastern Europe. 'The second expert, From 
NATSOURCE Advisory Services, brought their perspective of assisting the governments 
of United Kingdom and Netherlands in developing environ~nental emissions trading 
markets. 

For the interviews, the LBG team identified representativc FI institutions (see Appendix 
2) that covered key financial sectors including: 

o Commercial Banks (2) 
o Banking Trade Associations (1) 

Banking Training Institutes (1) 
o Special Purpose financial Institutions (3) 
o Credit Rating Agency (I) 
o Development Financial Institutions (4) 

The meetings averaged two hours in length. Together with the initial research, these 
meetings helped in identifying general trends to help structure future training programs. 
This TNA report relates key findings from those meetings, identifies major gaps in GHG 
mitigation project appraisal procedures, identifies development needs for participation in 
GHG emissions trading markets and suggests a broad curriculum for a training workshop. 

2.2.3. TNA Team 

The LBG team consisted of Dr. Nagaraja Rao, Acting Chief of Party, Mr. Ted Yoder, 
Environmental Trade Finance Specialist and Mr. Vinay Deodhar, India Project Finance 
Specialist. Additional outside expertise was provided by Mr. Craig O'Connor, Global 
Financial Solutions LLC., and Mr. Manhew Varilek of NA TSOURCE LLC, Advisory 
Services Unit. 

Dr. Nagaraja Rao is serving as Acting Chief of Party for 1.ouis Berger's GEP-CCS 
project, and has over 30 years of experience in various aspects of power generation, 
process engineering and clean coal technologies. Dr. Rao holds a PhD in Chemical 

p~ ~ 
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Engineering from University of Toronto and an h4S ('hemlcal Engineennz from 
hfcMasta University. 

Mr. Ted Yoder has over ten years of experience in environmental consulting h e  last fiie 
penaining to environmental technology transfer to developing economies. Mr. Y ~ d c r  
leads up Louis Berger's Trade Finance Unif n-hich seeks to leverage finance for 1-S 
en\ironmental and clean energy exports. Mr. Yoder holds an underpduate rkprc in 
Biology from Goshen College. and a Mast~7.s in lntmational C o r n m e  and Polrc! 
from George Mason University. 

hfr. Vinay Deodhar has over 17 years of cxprrience in project development mA f i m - ~ a l  
structuring and has managed project implementation in the Chemical id*. \ l r ~  
Deodhar worked in the premier financial institution, ICICI Ltd.. for over 12 years on 
energy and environment projects. hfr. Dnxlhar looks after Projoct Development ad 
Finance activities in the LBG New Delhi. lndia office. He holds a graduate degree in 
Chemical Engineering from the Indian Institute of 'I'echnology. hlumhai and a \laster's 
in Operations and Finance hfanagement from Mumbai I'nivenity. 

hlr. Craig W o n n o r  is Executive 1)irector at Global Financial Solutions. a mining firm 
in the area of export finance. hfr. O'Comor hu worked as Director of Shategic 
hfarketing at the US Export tmport Bank and also is an adjunct professor on ~nterrutiorwl 
business and banking at Georgetown Ilnivesiry and American linivesity in tVashingon 
D.C. Mr. O'Comor holds a B.A. in Business Adn~inistratlon fmm 1.nivmity of 
Missouri and a blaster's of Public Adminisuation fmm American l'niversin 

hfr. Matthew Varilek is employed by N.ATSOCRCE. a leading institut~orul merp? 

brokerage. negotiating phjsical and derivatives transactions of elecblci?. ~ t u n l  gas. 
coal and emissions permits. hfr. Varilek is an anal)st within N.\TSOl'RC'I.'s ..\dvison 
Sewices Unit, focusing on existing and emerging emissions permit ma&cs in that 
capacity. he sewed as lead author of a study for the Dutch hfinisq ofEconomic ..\Kain 
on the design of emissions permits markets. hlr. Varilek has a B.A in Phllounph? a d  
Environmental Technology Policy from Carleton College in %finnesota ad 3 \fastcis in 
Economic Development from llniversity of Glasgou. Scotlad. 

23. B.4CKCROUND ON THE INDIAh' FINANCIAL SECTOR 

The Indian financial sector is in trmsitron. Traditionally. Developrnsnt Financial 
Institutions (DR) such ss the Industrial Credit and Investment Corporauon of indla 
Limited (ICICI), the Industrial Development Hank of lndia (IDBI) and the Small 
Industria De\elopment Bank of India (SlDBlt extended loans. guarantees and cuhcr 
instruments at long tenon. nhile Commcrc~al Banks concentrated on working capital 
loans. \Vith h e  opening of the Indian economy. deregulation of interest rate q l m a  and 
restructuring of the financial sector. the demarcation betueen long-term and short-term 
lending has blurred. The concept of "liniversal Ranklng" is pushing R s  to act as om- 
stop shops for financial products. 



To compound the pressure on FIs, external and internal i:conomic factors have stressed 
domestic industry, increasing the level of Non-Performing Assets (NPA) in bank 
portfolios. Also, with the emergence of high-rlsk 1onger.term infrasmcture projects in 
India, the exposure to non-recourse projects has also Increased. However, the low 
creditworthiness of the securities offered by these has prompted Fk to shift their focus 
from project finance (off balance sheet Inon-recourse) to corporate finance (multiple 
assetlfull recourse) for the industrial projects 

Finally, the sources of funds for the Hs, and developnlent banks in particular, have 
changed significantly in the last decade. As the DFls did not have access to cheap finance 
from public deposits, they were allowed to Issue debt. However, as the financial sector 
has become more competitive, this source of funding has dwindled. The DFIs, therefore, 
are raising their funds mainly through other market sourczs. This has increased the cost 
of finance and reduced the spreads. 

2.4. INDIAN FINANCIAL INSTlTUTlONS - GCC PERSPECTIVE 

Need for more 
cornmerciPlly 

sustainable sources 
of fmance 

Presently, the only available financing for clean energy projects is from a limited number 
of specialty Fls, such as  the Indian Renewable Energy 
Development Agency (IREDA), which receives funding lines 
extended by World Bank and the Asia Development Bank 
(ADB). Also, because of commercial competition, there is a 
limited supply of finance for projects dealing with clean but 
marginally expensive technologies. As higher rates of interest 
are paid, this leads to a low to medium Internal Rate ofRetum 

(IRR) for these projects. Furthermore, the risk perception of GCC projects is high, 
resulting in demand for a stronger security mechanrsm, as shown by Independent Power 
Producers' (IPP) projects in India These trends point to the need for additional 
commercially sustainable sources of funds for projects based on clean energy technology. 

Tradrhonally, FLY recerve loan applrcatrons for projects after 
obtammg all the statutory clearances, rncludrng the 
envrronmental clearances From the approprrate Ind~an 
Government agencres Thus, the banlung rnstrtutrons have had 
lrttle role in advrsmg the project developers on project desrgn, so 
the concept of assessment ofenvrronrnental rrsk management has 
not been adapted to a large extent 

Environmental risk 
management 

concept is in infancy 
in India 

However, industrial and in6astructure projects face delays and cost inflation due to their 
environmental impact. If the Rehabilitation and Resettlement (R&R) issues are not 
addressed properly, it endangers the project execution. Along with the project developers, 
the lenders are also affected by these delays and cost overruns as their investments are at 
a risk. In view of these factors, the environmental appraisal of projects, especially 

~ . - 
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mediumlarge scale indusmal md inhartructure 
projects. is unponant to lenders and suateglc in\estors 
The clear global trend a to appmse projects from the 
enrimnment penpeaive pnor to &ng lmdmg 
dectsions Funhermore. all the major mulolaunl 
development banks such as World W. 4DB. 
European Bank for Reconstmchon and De\elopment 

(EBRD) and the like have established operahng procedures whereby the en\ironmental 
appmsal has been mcluded m the systems of these inshmhons Indian FLs are also fac~ng 
tnueasing pessure to more aggrssively adopt environmental nsk cmena mto theu 
lendmg decisions 

Apart from the ennmnmental nsks posed by a project, susmnable dwelopnent 
0bjeChves are gaining unportance as well in the wake of 
international dialogue on global clunate change (GCC) issues Under 
these inlhahres. large-wale inresbnents are likely to flow to 
derelopmg countries for purchasrng certified GHG emtssions 
reduchons (e g carbon ott3et.s) that mil accrue to the clean energv 
and industrial projeca Howaer, l n d m  project developen and Fls 
are not adequately prepared to respond to this potent~al market 
Thus, GHG project appraisal capacity building among l n d m  Fls. wltl be cnhcal to 
exploihng the oppormnity presented by the global market rn cerufied GHG emissions 

reduchon trading and the market based mechanisms 

GEP-CCS is destgned to help address these needs. and ams to build the capacih of the 
banlung lnshmhons m lndta Specific Technical Assistance (TA) to the finance sector 
mll  mtroduce the project apprarsal officers of the Rr and banks to the blest techniques 
of GHG project appraisal The focus of the TA u~ll  be to enhance the skills of rhev 
officials and butld the capacity of the finance seuor to tadtle challenges pnsented by 
future regunes created under internatronal c l i w  change protocols The tnaoducnon of 
these cons~derahons in the appraisal systems ~ 1 1 1  benefi the l n d m  iodusm as well as 
the projects Leveraging CHG emrss~ons reduction finance can potentrally d e  i t  eaues 
to a w l  assistance by specral hods offered by muhhtcnl  development bark  WDBs). 
and even pnvately held investment funds 

Sect~ons 3 and 4 expand on the W i n g s  m this s-OR providmg a gap mdys~s and 
presenhng trammg recomrnendahons to address these capacitv needs Secuon 5 looks a~ 
domestic tratning resources that can be leveraged Finally, Section 6 pm\ d e s  course 
methodology and a proposed trammg schedule and curriculum 

.- 
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Ctrrrcnr GHC Projecl Approrsal h c t i c e s  -. - 

3. CURRF,NT GHG PROJECT APPRAISAL PRACTICES 

This section identifies major findings from the meetings, approached from the 
perspective of traditional financing and return on investment Although developing 
countries are hopeful about the prospect of financial benefits from employing the ensuing 
market based mechanisms, the mechanics of these are unclear st  this time. Moreover, 
because the total revenue associated with the potential sale of WIG reductions may 
amount to only a small percentage of overall project costs, it is prudent for project 
developers and financial institutions to investigate the inherent commercial viability of 
GHG projects, before considering the potential benefits of trading emissions reductions. 

It was apparent through the interviews that all of the major Indian Banks and FIs have 
their own training divisions as a part of their human resources departments. Many of the 
larger institutions such as SBI, ICICl and lDHl have full-fledged training institutes 
operated as profit centers. Additionally, the National Institute of Bank Management 
(NIBM) operates a training center in Pune, and the Indian Banks' Association (IBA) 
conducts specialized training programs rnainly for the commercial banks as well. 
Therefore, the training capacity within the financial sector is fairly elaborate - and is thus 
well equipped to act in a "train -the - trainer" capacity for future GHG mitigation 
financial training. 

CLIN 2: Institutional Strengthen~ng of Financial Sectors Page 8 of 3 l 
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3.1. GAP ..LYAl.YSIS 

3.1.1. Consistent perception that investment in CHC projects entail b igbu  
project costs 

From the outset a consistent concern voiced by the institutions was their helicf h a t  on 
balance, environmental projects entailed higher costs. They expressed corn-em that 
environmmtal investment was oRen outside their client's "core business" which 
represents an opportunity cost. thus divrmting investment that could -m to plant 
modernization. 

Therefore, without additional drivers, the simple end result was h a t  thest perreil-at cous 
were more than the Fls' customers were \billing to undertake. \Vithout m e  form of 
subsidization, and absent a significant Government oilndia enforcement driver. mow R s  
and their customers were unmotivated to undertake en\-ironmental projects on their o u n  
merits. 

The LBG team presented case studies during the meetings to show that many projects in 
fact do not need environmental "subsidies" to be commercially viable. Powrr Finance 
Corporation (PFC) supported these points by noting a recent case in u hich PFC r e q u i d  
a power developer to invest an extra U.S. $1.8 million for a supercritical b i l e r  hat  
reduced emissions and paid for itself over time by generating hener heat rate at a lout7 
po\\-er generation cost. 

Therefore. specific training and case studies on potential economic benefits of GilG 
mitigation projects will be nrxcssan to overcome this pr\.asive perception 

3.1.2. Significant lack of understanding of the tecbndogies used in CHG 
mitigation 

Most of the financial institutions expressed an interest tn learning more about the 
particular technologies used in commercially \-iahle GiIG mitigation projects. .\ 
consistent comment was the need to increase anareness of GIIG projects not jua amoog 
financial institutions. but alsa among pmject developers and ocher e n a p n m u r s .  
Therefore. a portion of the train~ng should address the r)ps of projects and technolog~es 
that fall under the rubric of GHG mitigation, and hou to calculatc the energy s a \ i n p  
from sample projects. 

3.13. Limited understanding of bow to use rasb-flow analysis for CHC projcct 
structuring 

GHG mitigation projects   pi pic ally rqulre  anal>sis from a 'project finance" perspecti\-e 
in which the cash flows from the enersy savings repay the loan over a - i f id  p o d  of 
time. The need in thls case is to structure the loan in such a u.ay that the ener_c)- savings 

-- .. 
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C'urr<.nr GHG Pro~ecf Approrsal Praclrces - 

cash flows are "captured" by the financial inst~tution as loan repayments. An important 
part of this equation is the prevailing levcl ol' interest rates. The higher the interest rates, 
the longer it will take for the loan to be repaid oil1 of energy savings. 

3.1.4 Lack of awareness about international sources of GHG project finance 

Many of the financial institutions were unaware of the different types of international 
Funding sources for financing GHG mitigation projects. They were particularly interested 
in techniques for leveraging international resources to lower interest rates for GHG 
projects. They also indicated an interest in learning more about how to package 
international funding, as an added service to their clients. Training modules should 
include an extensive section on how to leverage these international sources of funds, both 
public (multilateral) and private. 

3.2 MEETING NOTES -TRADITIONAL FINANCE PERSPECTIVE 

3.2.1. Power Finance Corporation 
o Expressed skepticism about GIIGICDM, thus CEO level buy-in will be critical 
o Stressed the importance of targeting training towards projecl appraisal staff 
o Wanted to know more about international sources of finance (c.g Ex-lm, IFC) 
o Willing to present a case study (funding of super-critical boiler) during the 

training 
o LBG team indicated that PFC is in ideal position to help package GHG projects 

for its clients 

3.2.2. Indian Renewable Energy Development Agency (IREDA) 
o Provided substantive comments on training content/process 
o Suggested three tier training program: I) CEO, 2) Manager, 3) Operational staff 
o Recommended supplying certificate of completion for operational staff 
o Identified April-June as ideal training timeframe 
o Suggested that the training focus on identifying the best projects for later carbon 

emissions trading using actual case studies as illustrations where possible. 
o Offered to publicize training in their newsletter 

3.2.3. National Institute of Bank Management (NIBM) 
o Stated that most commercial Indian banks are not equipped to conduct 

environmental project analysis. 
Have conducted training programs in risk management and project appraisal - so 
infrastructure is in place for when GHG curriculum is developed. 

o NIBM needs Government permission to conduct training, however have received 
blanket approval which would cover the LBG - led training 
Suggested that sofmare tools on GHG project analysis would be useful 
Identified April-July as ideal timefiame for training due to final quarter 
constraints 

o Willing to participate as trainers. NlRM will be good multiplier organization for 
training and outreach. 
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d 3.2.4. Bank of Baroda (BOB) 
3 Have created an environmental audit depart men^ and they provide complime 

certificates. However only the Government of India'Appmpriate State Polluticn 

i Control Board can "ce r t iy  environmental compliance. a contentious Issue. 
o Indicated that recent Supreme Court actions rvac fostering increasing 

f environmental awareness 
I o Concerned how a unilateral decision to apply environmental risk anallsis uill 

1 affect a bank's competitiveness. 

o Indicated that entrepreneurs and project developes should be key targets of 
training. 

I 
35.5 Standard & Chartered Grindlays 

o Recommended that USAIDILBG provide a speaker at Bank Economics 
Conference. hosted by Oriental Bank of Commerce. New Iklhi. January 15-1'. 
ZOO l 

3.2.6. Infrastructure 1.easing & Financial Services (IL&FS) 
0 ,  

3 Highly knowledgeable of GHG issue. 
3 They are currently active in energy management and cogennation. .Are cumcntl> 

developing a large sugar biomass cwgen pmject Special Purpose Vehicle tSPVi. 
*I : o Interested in what additional benefits GHG projects may provide in onkr to 

attract outside financing. Interested in training on how to "sell" GHG to ours& 
investors. 

a o Willing to devote a person for up to 2 weeks of training 
o They enpressd an interest in learning more about GHG project technologies d 

international sources of financing. 

I 3.2.7. Indian Bank's Assnciation (lBA) 
o The association of all financial institutions in lndia. Public sector banks account 

for 85% of financial business in lndia 
i o .&CIS as a facilitator behveen central government and member hanks. 

3 Enables putting forth the position of its constituents to h e  Government 

' 0 A major fonun for discussion of issues is the Monthly Ranking Journal. \ h W  
a i be willing to promote training in journal and through cornmittr~s. 

u Pmcess for buy-in involves I.BG making formal presentation lo Chairman in Nra- 
[klhi and CEO in Mumbai. 

3.2.8. Infrast~cture Development Finance Company Limited (IDFC). 
u Expressed an interest in the training but suggested h e  \finism of Not-  

conventional Energy Sources be invited to participate. 
Expressed opinion that Indian financial sector will not react until Government of 
lndia buys into the idea. 

3 Stakeholders diverse in IDFC project ~vith GO1 taking JW'e stake. 40.. by 
multilateral organiwtions and 2200 other domestic financial institutions. 
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3.2.9. lClC1 Limited (lCICI) 
o Mentioned that presently they do nor focus on environmental issues in project 

appraisals. 
o They perform simple environmental due diligence based on whether company is 

meeting federal or state environmental regulations. 
o Moving towards corporate and trade finance and away from infrastructure 
o Suggested that the focus of training be on "coinmer~:ially viable GHG projects." 
o They suggested a niajor need is to build awareness of such projects among both 

banks and industry. 

3.2.10. Industrial Development Bank of lndia (IDBl) 
o Interested in understanding how to technically evaluate of projects with respect to 

GHG emissions credits. 
o Expressed interest in international financial sources, examples of GHG projects in 

other countries. 

3.2.11. Small Industries Development Bank of lndia (SIDBI) 
o Very interested in the training 
o Are apex organization and can catalyze projects by using commercial banks and 

state financial corporations 
o SIDBI acts as wholesaler of finance 
o Suggested that the biggest gap is information on G I G  technologies. 
o They recommended a presentation of available CIHG project technologies and 

"agencies" which could help locate such technology. 
Interest in training on how to "bundle" numerous smaller projects in order to 
capture GHG emissions credits 

3.2.12. ICRA Advisory Senices 
o Interested in the concepts but stated the perception that GHG projects represent 

higher costs for industry. 
o Recommended that awareness building on project economic benefits is critical 
o Interested in seeing a prioritization of industries most conducive to GHG 

reduction projects 
o Environmental risk assessment is binary at best.. .projects are either in compliance 

or not 
o Identified energy market pricing as useful area of study - to factor into energy 

efficiency rationale. 
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3.3. TRAINING RECOMMENDATIONS 

33.1. Provide took w factorkg togctbcr Lbe m v l o a r c s t a l  u d  commercial 
b u d a s  of GHG pmjscb 

While it a cakunly true that many pmjecu undertaken for environmental b e 6 1  aauallb 
do have costs in excess of tangible economic benefits, there are a great number of GHG 
projects that amve at the nexus of both economxc and enwwmental bend* in the U S . 
for example, the major dnvers for clients undertaking such projects include sebueh 
constrained capital budgets, pressure to reduce operating costs. and ~nhanruaure and 
equipment that needs modernizanon 

The reutmmendatlon therefore is to m m  the finanual 
instituhons to idenbfY and properly analyze those GHG 
projects that create an ecnnomic benefit for then clients It a 
hoped in addition that once armed uqth this knoukdge. the 
h a n c ~ a l  insti~bons can then pro-acovelv market financing for 
such projects Thus. the trammg should use real-uwld 
examples to illustrate the type of projaas d m  aeate tha 
economic benefit A hrrther objedtbe of the cruning a to 

increase the awareness of such projects among the fmanclal i~ti tutions and. ulnmatelt. 
their clients 

3.33. Provide took for mctgy mvimgs ~~ 
A major rahonale for invesbng in a GHG projed a that the technology used wll g e n a e  
energy savings over me that can be used to repay the loan made by the f i d  
instltuhon The cnbcal element is therefore the reliabilrry and cost effectiveness of thls 
technology 

To address this gap, a d k k t  mining exercise should be created that will present h 
major features and energy savings pmvided by technologxs such as solar. ulnd biomass. 
and coal-fued super-critical boiler. The tralning should mclude a s m o n  ha t  c o b s  
techniques employed by energy semce companies ("ESCO") to supporr energy 
eficiency pmjects. 

3.33. Idmt i fy  mtmsbioul sol- of f i e  for GAG ritiga(i.u p r o m  

In many ways, the interest in leam~ng about sources of finance. and structures used to 
support p r o w  m intematlonal markets. is dnven by the current market s t w o n  hsd 
by Indlan f inand  Wtubons  A Luge part o f p u b l ~  sector bank kndmg n to large-scale 
Indian tndustty m the texble. chemical, steel, cement. and paper seam These seam are 
Facing increasing intunatMna1 competltron and the commodity-based nature of these 

-- - 
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industries has exposed the companies to price pressures and the hanks to increased non- 
performing loans. 

Therefore, the training should address how Fls can use inrernational financial sources to 
increase lending to these stressed industries, to allow for efficiency upgrades and plant 
modernization. 

Additionally, the LUG team emphasized that financial institutions could benefit by 
lending to GHG projects, as well as by providing advisor). services to clients undertaking 
such projects. Therefore, training should include case studies showing how FIs in other 
developing countries have charged for value-added GHG project development services. 

C1.M 2: Institutional Strengthening of Financial Sectors 
TASK 2.A: Financial Institutions TNA 
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4. CURRENT KNOWLEDGE OF GHG EMISSIONS MARKETS 

Thrs seci~on revrews the antemem from the penpecbve of the w i n g  ama of GHG 
emassnoas reducbons trading Here we assess the capsclty mthin chae mstmmom to 
assess financral benefits from emlss~ons tradlng Jn addlbon to an oveniew of general 
findmgs, thls secbon rncludes a detailed examination of quesbons and cmnmests thi 
came up dunng the mtervlem Fmally. barning remnunendauons am pov~ded, 
respond to the gaps and tnformahon requests from che Rs 

4.1. GAP ANALYSIS 

The FIs were g e n d l y  interested in leamrng how GHG emlsslons 
badrng could benefit them and therr cllents The meeungs revealed. 
however, that this interest IS based on only vague nobons ofhou such 
trading works, and how it mrght be applled effectrvely in an Indurn 
wntexi Therefore, the findrngs and mning  recommendatrons focus 
pnmanly on tradrng procedural lssues 

4.1.1. QDestans about the basic m v d t a l  a d  -ic kwTi of 
cmbsiam tndmg were cornmoo. 

Although the Mst mapnty of Fls accepted that real benefits were posrbk. seven1 
inquued about rough quanbficauon of these potenr~al benefits Srnce the euslrng GHG 
market is thrn, but mth vast Future potenbal. 11 was drtlicult to present che Fk ~ 7 t h  
nurnencal rndrcaton of &et SIZE and of the potenbal revenues that mav be r+socuted 
mth the sale of emlssrons reducuons 

4.11. T r a d e  mcchhcs r e r e  a commw topic of i k m s L  

The concept of GHG emlssrons reducbons tradrng n farrly new in Indlp as well as lo thc 
rest of the world Many queshons focused on pracbal con- such as wha~ ruler 
govern h-adrng, how bansactlow ocew and how dispucec are ahmated h 4 ~ v  
pamapants sought c l a n f ~ t r o n  on what proled types would beadrntssible foc cdml lg  
how ermss~ons baselmes are se~, and other sssues mlated to 
Into I d l y  recqnued cued 

4.13. Fls wanted detah about cbc rok  of variola marluf panicpu(s d the 
inberent costs mvolvd. 

A key aspect of trading mechanrcs that msed many quesuow concerned the role of 
vanous market parhapants The Fk were unanimous in thmr tntcres! in leamrng the 
specfic roles of regulators, financral intermediaries. finamlen. audrton. projea 
developers and broken The particular role of Fls in more matwe mark& was not 
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discussed in much detail, due to the initial need for training in the basics of emissions 
trading. 

4.2. MEETING NOTES - EhIISSIONS MARKET ISSUES 

This section highlights which Fls raised key emissions trading-related issues. The sheer 
volume of questions is attributable to the newness of emissions marketsltrading in India. 
Thus, the design of the training curriculum should strike a balance between topics 
suggested by the institutions and those that the experts regard as necessary for a thorough 
understanding of the topic of emissions trading. 

4.2.1. Power Finance Corporation (PFC) 
o Wanted clear motivation for them to participate. 

Roles of the various market participants were of interest (e.g. governments, 
brokers). 

o Interested in a breakout of the costs associated with verifying emissions, 
especially in what cuts are taken by brokers and auditors. 

o Recommended that the training provide specific examples to illustrate how 
trading works and what opportunities for gain exist. 

4.2.2. Indian Renewable Energy Development Agency (IREDA) 
o Requested detailed information on what tqpes of projects are most easily 

creditable. 
o Interested in how facilitating institutions (such as IREDA) can gamer a portion of 

trading benefits. 
o Are very receptive to idea of trading, and wanted to know what immediate steps 

they could take to being generating benefits from GHG reduction. 
o Want case studies included in training to demonstrate practical trading lessons. 

4.23. Bank of Baroda (BOB) 
o Interested in how project developers can be motivated to pursue emissions 

reductions projects, absent public demand for consideration of climate change 
impacts. 

4.2.4. National Institute of Bank Management (NIBM) 
o Wanted to learn how FIs can integrate environmental impacts into their appraisal 

methods, given that assessment of environmental impacts has traditionally been 
regarded as a responsibility only of government. 

4.2.5. Infrastructure Leasing And Financial Services (IIAFS) 
o They know about the possibility of international emissions trading, but want to 

know how to take advantage of it. 
o Want details of what types of projects would be eligible for crediting. Since they 

work on a wide range of project types, they are more interested in learning what 
sectors should be emphas~zed. 
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3 interested in appraisal techniques for ranking the attractiveness of projects from a 
GHG trading perspective. Sometimes they have the power to choose t e c h > l c ~  
hpes, and other times must appraise proposed project hpss. 

4.2.6. Indian Banks . ~ o e i a t i o n  (IBA) 
o 18.4 acts as a facil~tator for discussion of banking issues. So for hem to get 

involved, they will need a concept and agenda that they can uw to generate 
interest amongst their members. 

4.2.7. Infrastructure Devdopment Finanre Company (IDFC) 
o Want to know how to overcome r e s i s w e  to emissions usding from government 

and bankers. 
o Interested in examples that demonstrate benefits and mechanics of cmisions 

trading. 
o Curious about the nel environmental result of emissions trading I T  some countries 

have more stringent emissions regulations than other ones. 
o Training should identify the steps necessary to generate credits. 

4.2.8. lC ICl  Limited (ICICI) 
3 Interested in how Fls can integrate m\lronmental impacts into their appraisal 

methods, given that assessment of en\-ironmental impacts has vatitionally been 
regarded as a responsibility only of government. 

0 Want training on how credits are marketed, monetized and how uad~ng benefits 
are distributed. 

it Training should include update on international negotiations and the s w e  o i  
Government of India. 

4.2.9. Industrial Devdopment Bank Of India (IDBI) 
3 Training should identify the roles of various participants in emrssions d i n g  
o Interested in international sources of funds for GffG emissions-reducing projects. 
3 IVant to know about process of establishing emissions baselines. and e s p l u r a t m  

on other technical aspects of trading. 
o Interested in projection of how trading and crediting ~ l e s  might change over 

time. 

4.2.10. Small IndusMes Dcvdopment Bank Of India (SIDBI) 
o Elaboration on the net environmental result of emissions trading if some countries 

have more stringent emissions regulations than othcr countries 
u Want training on setting emissions baselines. 
o They and project developers are increasingl! aware that they must take amount of 

environmental impacts. but they don't know how exactly to do it. 
3 lnterested in project bundling and distribution of miiss~ons credits. 

42.1 I .  Investment Information d. Credit Rating Agency (ICR4) 
o Want methods on how to use enlissions trading to demonsuate thc economic 

attractiveness. 
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o Want information on the role of various participants in emissions trading and how 
they could act as advisors. 

43.  TRAINING RECOMMENDATIONS 

The general lack of familiarity with emissions trading suggests that the first aim of 
training ought to be improving the Fls' basic emissions trading knowledge. M o ~ e  
advanced training in sophisticated trading techniques and environmental analysis must be 
preceded by improvement in understanding of the more fundamental concepts. 

Then, with an established foundation in the basics, the 121s will be better equipped to 
determine for themselves what unique roles they can play in the emerging GHG 
emissions markets. The FIs' intimate familiarity with their own practices and with local 
conditions, along with their new emissions trading hackground, will make them best 
qualified to chart their own future course. 

The following list of training topics aims to address the questions and issues raised 
above, and provides a comprehensive background in emissions trading. Methods for 
delivering the content described below will be determined later in the GEP-CCS project. 

4.3.1. The Concept Of Emissions Trading 

Demonshate the environmental and economic benefits of emissions trading by using 
simple numerical examples. 

o Describe the basic features of emissions trading programs using the US sulfur 
dioxide (S02) Allowance Program and the northeastern US Ozone Transport 
Commission (OTC) NOx Program. 

o Examine practical results including actual emissions reductions and allowance 
prices over time. 

CLIN 2: Institutional Strengthening of Financial Sectors 
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43.2. Global Trends In The Devdopmeut Of CHG .\larkets 

Describe the basic features of the LNFCCC 

(J Emphasize emissions hading features 
o Update participants on status of international negotiations and project possible 

developments. 
o Relate international heeat). developments to development of GHG mark&. 
o Describe national and regional governments' 'missions tradtng programs and 

proposals such as those in the LiK. Denmark. European Cnion a d  select i 7 S  
slate?. 

o Relate the pace and nature of these prognms to international developments. 
0 Emphasize whether such proposals would allow for intemational trading a d o r  

project-based creation ofcredits. 

43.3. Greenhouse Gas hlarkcts From An lndiru Perspective 

Examine the mle of developing countries in the international climate change mponss. 
and more specifically N-ithin the global GHG emissions trading markets. 

o Emphasize the current absence of binding d u c t i o n  targets in &\eloping 
countries and thus their likely role as a source of credits for expon to developed 
countries. 

3 Describe the potential benefits from international trading including revenue 
generation, reduced b ~ i - r ~ ~ i n g  costs. technology acquisition and i n c d  foreign 
direct investment. Describe developing countries' advantages and did\-antapes 
xis-i-vis other sources of credits. 

o Advantages would include low m q n a l  abatement cosis and the 
possibility ofcrediting from 2003 onwards. 

o Disadvantages would include greater risk for buyers of uanuction uith 
developing country counter-parties. possible high banvction costs. 
mandatory benefit sharing, etc. 

o Describe Lndian Government's stance towards emissions trading. 

43.4. Quantify Potential Benefits 

Review projections of GHG market size. 

o Emphasize competition for marker share amongst various credit suppliers. 
3 Examine economics of case study projects under diRaent G11G market permit 

price scenarios. 
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4.3.5. Credits Securitization Process 

Explain the need to transform reductions into credits (i.e., "certification") 

o Explain that countries, companies, and international negotiations may establish 
different certification rules. 

o Explore how these differences may impact demand for Indian reductions. 

Describe possible sets of certification rules. For example. the current negotiating text for 
international negotiations suggests the following steps for creation of credits in 
developing countries: 

o Project design 
o Validation 
o Registration with host country and international regulatory authority 
o Implementation and monitoring 
o Verification 
o Certification 

Distribution of credits 

4.3.6. Monetization Process 

Examine buyer motivations and how these should impact sellers. Motivations include: 

o Hedging future compliance costs, 
o Improving public image, 

Gaining familiarity with trading. 

Describe select corporate responses to climate change. Representative responses might 
include those of companies such as BP, Shell, DuPont, Transalta and the like. 

Describe methods of transacting (i.e., sources of funding). Presently these would include 
direct sales to individual buyers, broker-negotiated sales to individual buyers, and sales 
into carbon funds such as the World Bank's Prototype Carbon Fund. 

Describe seller considerations to increase attractiveness to buyers. In other words, what 
aspects of the project, or background on the seller, will affect the marketability of carbon 
credits. These include: 

o The type of project (some GHG projects are more easily creditable) 
o Establishment of credible emissions baselines 

Demonstration of seller credihvorthiness 
o Demonstration of verification by independent auditor 
o Demonstration of clear ownership 
u Willingness to accept liability 
o Offer structures 

-- 
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43.7. Role Of Market Participants 

The preceding sections will have demonstrated, to some extent. the role of various rnarkes 
participants in emissions trading. Thae roles will be reviewed and elaborated in this 
section since Ms frequently reqursted clarification on these points. 

This section will describe participants' roles as hey have been played in exsmng 
markets. Development of new markets may cataly.~ development of nc\v roles for 
institutions. These will be explored in a subsequent section. 

Participants whose roles would be discused include: 

o Governments: setting trading rules, establishing permit registries, etc. 
3 Verifiers: examining quantification methodologies. robusmess of monitoring fees 
3 Auditors: certifying the process of securing credits and agencies involved 
o Brokers: facilitating trades. disseminating information. fees 
3 Project developen: creating credits. addressing buy= concerns 

43.8. Projecting Future Market Trends 

Examine prices and volume of transactions to date and project future possibilities. 

Examine liability pro\isions in contracts, the developmm~ of insurance facilities and 
assembly of project portfolios to mitigate performance risk. 

Examine trends in demand for particular vintages, srructure types (c.g. spx forward. 
streams. derivatives.), geographic locations. reductions qpes. etc. 

43.9. Future Rdes For Fls 

In this section we will explore some possible future mles that fls may play in emissions 
trading. As indicated above, other roles may become apparent as the Fls acquire 
familiarity a-iih emissions trading. 

Potential roles include: 

P i 
o Provide financial backing to project developers to demonstrate cratitworthiness 
o Disseminate securitization. monetization advice to project dc\e loprs~ . . 

I - 3 Bundle small projects to spread f ixd  costs. 
! o hfediate interaction be&-een project developas and host governments. 

a ' -  o Conduct trading on behalf of project developers 
3 Integrate potential GHG revrnues into project appraisal methods. 
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5. IN-COUNTRY TRAINING CAPACITY 

Once gaps and recommendations have been identified, i t  is important to examine what in- 
country resources can be leveraged to conduct the FI training. 

5.1. POTENTIAL TRAINING PARTNERS 

Based on the findings and emerging training recommendations, i t  is essential to identify 
suitable institutions which could provide the platform for the phase I (for 60 officers) of 
the training programs. 

Partner institutions and individuals should have: 
o Experience in assisting innovative energy projects. 

Well defined risk appraisallmanagement structures 
o Significant exposure to industrial projects having sizeable potential for GHG 

emissions reduction 
o Off~cials with base level knowledge of industrial project risk assessment and 

skills to adopt new financial instruments 
o Training facilities equipped with necessary tools 

While many of the FIs and banks have well-established risk analysis and appraisal 
systems, very few have actually assisted innovative projects in the energy sector. Based 
on the initiative shown in the past and the current arrangements with USAID, it is felt 
that ICICI Limited is one of the better candidates for partnering on the training program, 
at least in Phase I of the GEP-CCS. 

ICICI has been a long-standing partner of the USAIDnndia mission and has managed 
innovative programs like PACT, PACER, TESTICTI, ACE, PACT-CRH, ECO and GEP- 
CCS. Of these, PACER, TESTICTI and the ESP projects specifically addressed the 
energy and environment area. ICICI has also worked with other multilateral 
development banks like ADB and World Bank on energy and environment projects. 
ICICI's overall asset portfolio is of the order of Rs. 650 b~llion. of which a major portion 
is in industriallinfrastructure projects. 

IClCl has instituted a risk appraisal mechanism for all its assisted projects. This current 
system looks mainly at market and credit risks. IClCI has been pioneer in starting 
innovative programs and businesses such as ICICI Venture (Previously known as 
TDICI). ICICI has a dedicated training institute located in Pune, about 100 miles from 
Mumbai. ICICI has also indicated its willingness to host one of the training programs in 
the Phase I training. 

As the exposure to industrial assets by commercial banks is equally high, it would be 
pertinent to look at a second training program primarily targeted to them. As discussed 

-. 
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earlier. commercial hanks provide shon-temi loans for the working capital needs of h e  
industry. Thus, the nature of their portfolio is dilTerent from Development Financial 
Institutions. There are over 24 PSU banks in Lndia and a b u t  10 major private banks that 
have been formed recently. The focal point for all banks ill India is the N a t i w d  IastiInle 
for Bank Management (XIBM). The LEG TNA team has had meelings w i ~ h  NIBSI and 
visited their campus. The institute has a vast campus located in Pune. wh~ch is equippal 
with modem infrastructure. NlBht is m g e d  by a board of trustees and has a full-time 
Director. The board is comprised of the chairmen of major banlis. N1Bhl cunmtl!- 
conducts several training programs for senior bank oflicials. The quality of tralning 
programs conducted by NBhf is high. NlBhl has also erpressnl its willingness to be a 
partner for conducting a GHG project appraisal training program for banks and Fls. 

5.2. PROSPECTIVE T R i I N I N G  1,OCATIONS 

Baxd on the preceding comments, the ideal venues for the Phase I training prognunr (for 
60 oflicials) would be ICICI training facilities and the NIBhf training center. both located 
in Pune. It is anticipated chat 30 trainees representing mainly Dfls would anend the 
LClCl affiliated training. while a second group of 30 trainees from the commercial 
banking sector would attend the NlBM afliliatej training. Climate conditions in April 
and May also make Pune a conducive location. 

53. ADDITIONAL T R U N I N G  PARTNER RESOURCES 

During the TNX meetings it  was evident that many other institutions were taking active 
interest in the proposed training activity One of  these institutions is IREDA. a speed 
purpose R assisting renewable energy projects and manufacturm. IRED.4 has a sizeable 
porrfolio of over Rs. 10.000 million for renewable mag? projects such as wind. wlar 
thermal, photovoltaic systems. biomass. mini hydroelectric power d c .  IRED.4 a lw  
operates a USS 100 million line of credit from ADB for energy consemation projects. It 
thus represents an ideal training partner for LBG. 
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6. IIJTEGRATED TRAINING RECOMMENDATIONS 

Although much of the focus of training will be to address key questions on the process 
and prospect of certified GHG emissions trading, there is a significant need for basic 
orientation on GHG mitigation technologies and energy savings calculations. 
Establishing the commercial viability of GHG mitigation projects is imperative, as many 
projects may not ultimately qualify for certified emissions trading. and will thus need to 
show inherent return on investment. Therefore, the training program needs to establish a 
foundation on traditional lending concerns - and only then consider potential GHG 
emissions trading revenue. 

-- 
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L a The wining will be organized in four modules, building steadily towards a case study 
exercise where many of  the skills leaned in previous seclions are put into pra-tice: 

1 
o hiodule I: Framing the GHG issue in the Indian Context 
o Module 11: Traditional GHG Romwingknding  Considerations 
o Module 111: GHG Emissions Trading hfarkrts 
o Siodule IV: Case Study Exercise 

6.2. TRAINING hL4TERIALS 
1 

A draft curriculum is identified in Section 6.6. Some training institutions and aainers 
have been identified. Others will be identified as h i s  activity develops. As the trainers are 

u identified, they will be tasked with development of materials for their specific sections. 
Materials will be collected into a training nunual that will be taken away by wine-. 
Materials will include but not be limited to: 

o General ovmiew of key GHG mitigation technologies 
o Financial appraisal n-orksheets for GHG mitigation projeccs 
o Case studies on commercially viable GHG mitigation projects 
o Case studies on actual trades of GHG emissions reductions 

1 63 .  COClRSE PROVIDERS 

LBG would leverage in-house specialists and existing relationships with technical e rpars  
on environmental project appraisal and emissions trading. Potential training pamers 
include hut are not limited to: 

Global Financial Solutions. Germantonn. htamland. Executive Director. Mr. Craig 
I O'Connor is adjunct professor of international banking at Georgetown L'niversih- and 

American Univenity 

A i NATSOURCE LLC. Advisow Senices Unit. New Yo& Citv. NY. This is the c m l t i n g  
a m  of NATSOLIRCE enerS). brokers. NATSOL!RCE ..\dvisoty Senices Unit has 

I provided emissions market consulting services to cht Dutch hfini- of Economic 

a :  Affairs, the g o v r m e n t  of the Linited Kingdom and many private companies. 

Ecoenerev International Cormration (EIC'). Boulder. C o l o d c .  EIC pm\ides consulting 
a d  training services to go\emments and industq in a u-ide range of areas including 
energy efliciency. project finance. c a h n  management and disuihuted power generation. 
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Bank of America. Los Aneeles. California. LBG identified BOA'S Training and 
Advisory Services group to develop and deliver regional training in Asia on 
environmental risk management in November 1996. This was under an assignment with 
the US-Asia Environmental Partnership. 

First International Bank. Hartford, Connecticut. LBG partners with First International 
Bank to leverage finance for US environmental exporters. First International Bank is the 
leading bank using US Export Import Bank guarantees and loans. 

6.4. SELECTION OF TRAINEES 

The ideal targets for training are middle management decision-makers and project 
appraisers and risk assessors. Fls would be allowed to nominate potential attendees 
subject to review and approval by USAD India GEP CTO and the LBG. An illustrative 
identification of potential attendees can be found in Appendix 2. 

6.5. PROPOSED TRAINING SCHEDULE 

Training is proposed to take place over the course of two weeks during April and May 
2001. One week would be dedicated mainly to DFI training at lClCl facilities (30 
trainees), and the second week would be targeted towards commercial bankers and held 
at the NIBM campus (30 trainees). Outside expert trainers would remain in Pune for the 
entire two weeks. 

The training would be structured where project appraisal staff would be present from 
Monday - Wednesday for in-depth classes and break-out case study sessions. On the 
Thursday of each week CEO level management would be invited to attend a wrap-up 
session that would be capped off with a certificate ceremony for project appraisal staff 
that successfully completed the intensive 3-day training session. 

CLIN 2: Institutional Strengthenrng of Financial Sectors 
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6.6. PRELlhllNARY TR&ININC COURSE CC'RRICULl'hl FOR Fls 

Extended Training for FI Project Appnism and Project Developers (2-3 days) 

Module I: Framing the GHG issue within the India context and educating trriw+s 
on the role of the USAID India GEP - Climate Change Supplemmt 

Synopsis: This module will help frame the issue by pmviding a brief background on he 
global GHG issues, and then more specifically on the planned activities within he C S  
AID India GEP pmject. 

Length of training: 2 h o w  

Topics to be included: 

I) Oveniew of GHG issue and international &ends 
a) India GHG situation 
b) UNFCCC acti\-ities 
c) Private sector activities on GIIG mitigation 

2) International funds 
a) Private Sector drivers 

3) US-AD lndia activities 
a) CTLjECO financial services training 
b) Previous GEP activities 
c) GEP-CCS Supplement 

1) Climate Change Centers 
a) Financial Institution capacity building 
b) Project Development capacity building 
C) Goal of financial closure 

@ -- 
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Moduk Ik Traditional GHG BorrowinglLending Considerations 

Synopsis: GHG project developers and financiers must not rely on carbon reduction 
markets as  their sole financial justification. Rather, GHG pmjects should first be 
scrutinized for thew fundamental commercial and economic viability on their own. This 
module will assist Fls and Project Developers with understanding on how to establish the 
commercial and economic viability for a GHG project, thus laying the groundwork for 
realizing potential additional revenue from carbon reductions trading. 

Length of training- 1 day 

Topics to be included: 

1) Economic rationale for undertaking GHG projects 
a) Improved power supply 
b) Reductions in operation costs 
c) Revenue generation from additional power 
d) Choice of GHG projects over competing projects 
e) Collateral required for a GHG project 

2) International sources of fmancing GHG projects 
a) Export Credit Agencies 
b) Multilateral Development Banks 

i) Global Environmental Facility 
c) Environmental equity hnds 
d) Strategic Investors interested in "buying' carbon credits 

3) Lending criteria and standards for International sources 
4) Case studies of GHG projects in India 

a) Solar energy investment (IREDA) 
b) Super-critical boiler scheme (PFC) 
c) Co-generation by bagasse (U&FS) 

5) Case studies of GHG projects worldwide 
a) Wind Turbine project (Mexico) 
b) Energy Efficiency project (Eastern Europe) 
c) Co-generation project 

6) Creating Environmental Funds: A role for government 
a) Poland's system for Environmental Protection 
b) Colombia's Regional Environmental Fund 
c) Thailand's EGAT 
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Xlodule 111: GHC Emissions Trading and hlarkctr 

Synopsis: Once commercial and economic \<ability of GHG projects are a tab l i shd  
then Rs and project developers can factor in the additional potential values from Uading 
the carbon reductions. Nor all GHG projecls are alike. however. and cmain Qpes or 
GHG projects w-ill earn government recognition and command M e t  valw more w i l y  
than others. Therefore, capacity building is necessary to understand hon- G11G emissions 
reductions are verified. certified and monetizd. 

Length of training: I day 

Topics to be included: 

I) The concept of environmental commodity trading 
a) Emissions trading of SO2 and NOx 

2) Global trends in the development ofGHG markets 
a) Status of international negotiations 
b) National and sub-national legislation 

3) GHG markets fmm ihe India perspective 
a) No national targels 

I b) Opportunities as sellers of reductions 

i 1) Potential seller benefib 
a) Revenue generation 

! b) Technology transfer 
5) Case-study pmject economics scenarios 
6) Process for sguritization and cerlification of cubon credits 

a) No rules yet but we can project what those might be 
b) Probable steps for certification 

i )  Project design 
ii) Validation 
iii) Registration with host country 
iv)  lmplementationimonitoring 
v) Verification 
vi) Certification 
\%)Receipt ofcredits 

7) hlonetization Considerations 
a) Buyer motivations 

i) Hedge future compliance costs 

1 ' ii) Positive public image (e.g Shell, BP) 
! b) htarketability considerations for sellers , 

i )  Pruject types \-ary in carbon reduction jusrification 
ii) Projects need credible project baseline 
i i i )  Accurate independent monitoring rquired 
iv) Seller credihr.onhiness 
) Clear ownership of credits mua be determined 



Inteprnted Twining Recommend* 

c) Example of how monetization has occurred 
i) Tmnsalta-HEW, Fortum-Epcor 

d) Role of individual market participants 
i) Project developers 
ii) Engineers, Accountants 
iii) Brokers, other intermediaries 
iv) Government regulators 
v) Auditors 

8) Market Trends 
a) Liability provisions 
b) Offer structures 

i) Immediate 
ii) Forwards 
iii) Call options 

c) Price scenarios 
9) Potential Roles for Fls 

a) Financial backing 
b) Traidadvise project developers 
c) Aggregate or bundle small scale projects 
d) Navigate interaction with government 
e) Integrate potential GHG revenues into project appraisal 
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Moduie IT: Case Study Exercise 

Syopsis: In this module the trainees would bcgin to assimilate all of the issues from the 
previous modules by working through wnple case studies. A wokshed would be 
provided to attendees and at least J case studia would be provided. B d o u r  sessions or 
small group format may be used to work thmugh the cares, with each group reporring 
back on the results of thcir analy%is. The goal IS to provide a worlshect 7 ~ 1 "  hat  
trainees can take with them upon completion and ideally includc within thcir pmject 
appraisal procedures 

Length of training: '4 to I day 

Potential Case Study Themes: 

I) Renewable energy 
a) Wind power 
b) Biomass 

2) Demand side management 
3) Energy Elhciency 
4) Process controls 
5 )  Landfill methane capture 
6) Fuel-s\vitching 

I CLlX 2: Inmrutlmul Strmgthnrng offlnura%l Stston k l l d l l  

TASK 2.A: Ftnanc~al lnrtlhlt~ons lW4 



APPENDICES 

1 .  SCHEDULE OF MEETINGS 

2. KEY MEETING ATTENDEES 

3.  POWER POINT HANDOUT GWEN TO FIs 
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APPENDIX 1 

Meeting Schedule for lhc Financial Institution T N A  
Crnder CLlN 2.A 

Monday November 6.2000 (New Delhi) 

Power Finance Corporation Ltd (PFC) 
Chandralok, 3rd Floor 
36 Janpath, New Delhi 110 001 
Tel.: 372 23 I2 (Mr. Bhardwaj - DRT) 375 5109.372 2301- 8 

India Renewable Energy Development Agency Limited (IRED.4) 
Core - 4 'A', East Court 
1st Floor, India Habitat Centre Complex 
Lodhi Road, New Delhi l I0 003 
Tel: 468 22OI(Debash1sh Majumdar-DRT) 

Tuesdav November 7.2000 (Mumbaif 

Joint discussion at Hotel Oberoi. hfumbai with: 

National Institute of Bank Management (NIBM) 
NlBhl P.O. Kondwhwe Khunl 
Pune4ll  018 
Tel683- 158 1 

Bank of Baroda, Central Oflice 
3, Walchand Hirachanj hlarg. 
Ballard Pier, hlumbai 400 001 
Tel 261-6471 

Standard & Chartered Grindlap Bank Ltd 
90, Mahatma Gandhi Road 
P.O. Box 725, Mumbai 400 001 
Te1265-7918 

Infrastructure Leasing and Financial Services Ltd. (IL&kS) 
The K&FS Financial Centre 
Plot C-22. G Block 
Bandra-Kurla Complex 
Bandn East. htumbai 400 05 1 
Tel. 653 3333 Enm.3334 
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Wednesday November 8.2000 (Mumbai) 

Meeting at Hotel Oberoi, Mumbai: 
Indian Bank's Association 
Centre I ,  6th Floor, World Trade Centre 
Cuffe Parde, Mumbai 400 005 
Tel. 218-2288 

Infrastructure Development Finance Company Limited (IDFC) 
Ramon House, 2nd Floor 
169, Backbay Reclamation 
Mumbai 400 020 
Tel. 286 1000 

ICICI Limited 
ICICI Towers 
Bandra-Kurla Complex, Bandra (E) 
Mumbai 400 05 1 
Tel. 653 6425 (Anil Malhotra - DRT) 

Thursday November 9,2000 (Mumbai) 

Industrial Development Bank of lndia (IDBI) 
IDBI Towers, WTC Complex, Cuffe Parade 
Mumbai 400 005 
Tel : 218 2787 (G. Parameswaran - DRT), 218 91 11 (Main) 

FridavNovember 10,2000 (New Delhi) 

Small Industries Development Rank o r  lndia (SIDBI) 
10th & 1 lth Floor, Videocon Tower 
E - 1, Rani Jhansi Road 
Jhandenwalan Extension 
New Delhi 110 055 
Tel. 368 2463 (Dharam Dev - DRT), 368 2473 - 77 

Investment [nformation & Credit Rating Agency (ICRA) 
ICRA Building, 5th Floor 
26, Kasturba Gandhi Marg 
New Delhi 1 10 00 1 
Tel. 373 7875 (P K Choudhary  DRT), 335 7940 - 50 
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APPENDIX 2 

COMMERCIAL BANKS 

Standard Chartered Grindlavs Bank Limited 
Dr Rajeev ~ b e r o i .  Chief Compliance Advisor' 

BANKING TRADE ASSOCIATION 

Indian Banks'3smciation 
Dr. f3andi Ram Prdsad, Chief Accountant' 

SPECIAL PURPOSE FINANCIAL INnITlKIONS 

Power Finance C W  -- on ild. 
bk. Tantra Narayan Thakur, Director (Finance & Fmancial Openuons)* 
Dr K K Govil, Director (b0jeCIS) 
Mr Salnam Smgh. Gweral Manager (Fmance)" 
M R S. lohri. Addl. Genaal &nag&* 

Indian RenewMe Enemv Develo~m_ent Anencv Limited 
Dr V Balcthanaalv~ Managrng h e c t o r  
h41 A A Kh.taaa. G e n d  Manager (PhWSF* 
Mr Debashnh Majumdar. Director Technical*' 
Dr K Janakmm. Cieneral Manager Enegy Consewahon*' 

-. - 
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Financial TNA Mission and Objectives 

Technical Assistance to the BankslFIs for analysis of their 
portfolios from C C  point of view 

Identify training materials, course providers and partners 
for training in GHG mitigation project development and 
financing 

Training of - 120 officers from Indian FIsIBanks to aet as 

Educators within their organizations 

Tk Low %nn Gmup. la' 5 

Why India ? 

Worlds 6th largest 13% of world] and 2nd fastest growing 
souree of GHG emissions 
US and Enropeau interests to reduce GHG emissions in 
developing countries by buying carbon credits 
Clean energy development reduces pollution in industrial 
and urban areas and also provides energy security 
Positive GO1 interest in projects designed to reduce 
growth of GHG emissions for sustainable developmeut 

Tk Low Bcqn Gmup. la 6 
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India: Energy and Environment 

Elechic Power: 10% u n n a l  growth and 

Strong iudnstrial demand growth 
Coal is  prima^ k e l  
Power Capacity Bulid op via Rencwabk Energy 
growtb is not u high as coal 
Potential lor  CHG emissiou reduction from 
iudustv, power and transportation sectors is high 
Potential for eflicieuI, economical and 
euvironmental)?; attractive projects arc bigb 
Carbon offselr financiog improves chances 01 
suceffsful development 

-L=--cop.I= I 

India: Energy Scenario 

EIcctrit Power Gmerafion: 8 8010% asnual growth u d  
SnpplylDemand gap is still 7 - 20 % 
Coal: accounts for about 70% o f  power generation 
Urban Transportation: constitutes as the sext largest 
polluter (COZ, CO and bydmarbons) 
With this growtb scenario, potential is bigb for GHG 
emk ion  reduction projects iu  i a d u s t ~ ,  power u d  
trmsportation sectors 
Carbon ollsets financing impro>cs chance o f s u m n f n l  
project development 

*k-Bsp-l. 
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Indian Financial Sector-In transition 

Breaking down of the traditional financing boundaries 
- Emergence of Universal Banking 

Shift from Traditional Project Finance to Corporate and 
retail Finance 
Changing nature of funding sources from approved 
securities to market based 
Increasing cost of funds and thinning spreads 
Opening up of domestic and international fund raising 
avenues 
- Institutions geared up to work wilh ioternalional funding 

mechanisms 

% buir krgmCrolp. 1 r .  9 

Character of Indian Financial Sector 

Multitude of LawdRegulators for different sectors and for 
different aspects 

Multitude of Players in the Banking Sector : 
- DFIs OCICI. IDBI, IFCI, SIDBI, SFCs) 

- Private, PSU and foreign Banks 
- losurance Companies 
- Special Purpose Institutions (HDFC, KUDCO, IREDA, PFC, ..) 
- Trusts &Mutual Funds, VCFs 
- NBFCs, Leasing and Financing companies 
- HIS 
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Key Environmental Aspects for Finance - Indian 

Perspective 

Timing of application for Rmaoce -After obtli.ing stahtory 
environmental clearmccs- No r o k  in project da ig .  

Euvironment~l abatement costs- considered BS 'smmk costsw u d  
time spent BS 'overrun" 

Project Risk Analysis - lnadqnate considerations to 
environment risks 

Need for a unifonn approach by aU FIs 
International ScenaricwhfDBr. Banks have l o s t i t n t i o o r l i  
operating procedures 

mloahFrDop i r  1 I 

Financing of  GHG mitigation projects 
- Current Scene 

Limited sources e.g. IREDA 
hdustry  expectations-CO~CCSS~M~ Ciance 
Inadequate securily for investments a bottleneck doe to low 
credibiliw of off-takers, recession etc 
Low/ medium IRRs 
Need for additional I commercMty surminabk sources of 
funds for clean energy techno* 

m l - n " , " ~  I. 1.- 
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Financing of GHG mitigation projects - Future 
scenario 

New tradable commodity-Carbon OffsetslCredits from 
reduction of GHG emissions "over BAU" technologies 
Possibility of structuring of projects considering revenue streams 
representing the Carbon Credits 
Estimated investment flows-up to $10 billion (depending on 
price of Carbon) 
However ... the Financial sector has to be geared for GHG 
mitigation project development.. hence 

Tk Louis Bcrger (imlp. Im I 3  

Our TNA Team covers a wide spectrum of 
GHG-related areas 

I4 
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Usehl International Examples: Case Study 
Poland 

Poland National Fund for Eav. Protectiom 
- ClSS7M rdllion in revenues from U s  

- Revenna d lo finalm air pollmtion projects 
- Loan terms idudc: soft loam. htercd rate boy- 

- Daignata banks rr on-kmdm 
- Pdand's Bank for Entirolmntd Prorcaiw 

rkl-BnpLi-h I* 

C n ~ g  O'ConauGlohl F l n u r l l l  So)lmom 

Traditional Borrowingkending issues 

Economic rationale for undertaking GHG pmjecl 
- Inproved power supply 
- Rcducirw in - M g  cosrr 

1 

L. .he Louis Bmer Grow. 1nc.Title mes here 
1 

- Added revenue horn povn gcn. 

Choice of GHG Project over competing pmjects 
6 Collateral required 

Is lending based on balance sheet vs. cash flow - capturing 
the cash flows 
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Colombia Case Study: Regional Environmental 
Funds 

Revenues from pollution charges 
Designates implementing banks 
Provides grants, loans for municipal water treatment 
Projects approved on basis of cost effectiveness 

- Polluters driven to most appropriate tech. 

TIE hi? Berm Gmup, Im 17 

Matthew VarileklNATSOURCE Advisory Senices 

Carbon Market Issues: While little liability exists 
for Indian firms to address GHG, the revenue 

possibility is very real 

Demand based on anticipated Annex 1 emissions restrictions 
Sale of Indian offsets can provide upkont finance and boost 
project returns 
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One uncertainty is how money will be captured 

Rules for credit creation not yet established 

Complex monitoring. baseline assessment and verification 
scenario 

R l u s B n p G w h -  I. 

hhnhcw VarilckNATSOL1RCE Ad\- Sa\xc~ 

Preparation for rules now will enhance Future 
revenue possibility 

Rules don't have to be guaranteed in order for 
transactions to occur 
Current demand flows from diverse sources 
- National governments (e.g. Netherlands, UK) 
- Voluntary company commibnenIs (Shell) 

- International 

Transactions possibiiiries are diverse 
- Bilateral trades bet\veen companies 
- Carbon Funds (e.g. \B prototype carbon) 

T k 1 r r r m o * x p , . C  3 
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However we can anticipate which projects are 
more likely to be creditable QJ 

sV 
Fuel- C d" 
Switching '?' 

4 
Energy 
Efliciency 

CV Renewable 
Energy 8 

.PV Nuclear 

P Power 

& sinks 
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Your contribution to this TNA is 
invaluable.. . 

Provide project appraisal methods/analytical tools 
Identify limitations in considering environmental risks while 
approving projects 
Present level of understanding of GCC issues 
Suggest course contents 
Provide access to level o f  ofticials who could be trained to act as 
educators 

Th Lauir Bsrgcr Group, Ir 22 
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Next Steps after Facility Interviews 

Deliver TNA report to USAID-India Dcd2000 

Begin identifieation of partners 
Identify trainers 
Dcsign training metbodotog?. and conrsc 
Identify trainees (-120 ) 

Impart training - MarcidApril 2001 
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Contact Information 

LBC/GEP New Delhi Ofice 
C-617, Safdarung Development Area 
New Delhi 110 016 INDIA 
Tel: 91-11-653-2024,25.26 
Fax: 91-11651-8807 
E-mail: getgepin@del3.vsnl.net.in 

LBG/GEP Washinelon D.C Office 
1819E Street, NW, Suite 900 
Washington D.C. 20006 USA 
Tel: 202-331-7775 ex. 602 
Fax: 202-331-1058 
E-mail: ebrejla@louisberger.com 
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