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I.
Introduction

1.
The Instrument whereby the World Bank established the Community Development Carbon Fund on 25 March 2003 provides for the appointment of an Advisory Group to give independent advice to the Bank on the implementation of the Fund and its effectiveness in meeting community development objectives.  The full terms of reference of the Advisory Group are reproduced in Annex I.  The Group started to function in July 2003.

2.
The Group is required to provide an annual review to the Fund’s Trustee (the World Bank), its Participants (the investors in the Fund) and the public at large.  This is the first such review.   It reflects the discussions of the Group at four meetings, with varying participation, and was approved at the fourth meeting
.  As stipulated in the Instrument, the two ex officio members elected by the Participants (“Participant Observers”) have not been involved in the preparation of this review.  Their declarations to this effect have been deposited with the Trustee.  The review will be made public by the World Bank through an appropriate web site.

II.
Membership 

3.
Over its first year, the Advisory Group has grown to comprise eight out of a possible ten members appointed by the Trustee, drawn from different groups of stakeholders and geographical regions.  The four ex officio members have also been designated.  A list of members’ names and addresses as of 1 June 2004 is in Annex II.  The following table (Table 1) indicates the different categories of membership: 
	Category
	Region and Member’s Name

	1.1.1.1.1.1.1 
	Africa
	Asia
	LAC
	OECD
	Other

	1. Chairperson
	
	
	
	
	M. Zammit Cutajar

	2. Public Sector
	L. Brito
	
	
	
	

	3. Public Sector
	
	
	
	Y. de Boer
	

	4. Private Sector
	
	N. Munjee
	
	
	

	5. Private Sector
	
	
	
	J. Rada
	

	6. NGO Community
	Y. Sokona
	
	
	
	

	7. NGO Community
	
	Y. Witjaksono
	
	
	

	8. NGO Community
	
	
	
	
	

	9. One additional Member
	
	
	
	
	

	10. CDCF+ Participant
	
	
	
	H. Liptow
	

	11. Ex officio (IETA President)
	
	
	
	A. Marcu
	

	12. Ex officio (CDCF Participant)
	
	
	
	D. Corregidor
	

	13. Ex officio (CDCF Participant)
	
	
	
	A. Amerstorfer
	

	14. Ex off. (Host Country C.ttee Repres.) 
	E. Massawa
	
	
	
	


4.
The first member appointed from each of the Public Sector, Private Sector and NGO Community categories is due for reappointment or replacement.  The remaining two places will also be filled, bringing the Advisory Group up to full strength in the coming year.

III.
Meetings

5.
In the period under review, the Advisory Group held four meetings.
    At its second meeting, the Group welcomed the participation of the Chairpersons of the Participants’ Committee and the Host Country Committee, that were meeting concurrently in the same location.  A similar courtesy was extended to the Chairperson of the Advisory Group by the Participants’ Committee at its second meeting.

6.
In addition to reviewing the development of the Fund’s project portfolio in relation to the agreed criteria, the Group focused on the evolution of procedures for ensuring that projects deliver benefits corresponding to the development needs of host communities (“community benefits”).  It also considered the capacity development and outreach efforts undertaken by the Fund Management.

IV.
Portfolio development

7.
The Community Development Carbon Fund (CDCF) seeks to enable access to the benefits of the carbon market by poor people in developing countries.  To achieve this, it must motivate market actors to reach out in directions where they would not normally venture.   The early implementation of the Fund reflects the challenges inherent in this mission, as well as prevailing uncertainties about market regimes.  Despite these constraints, the Fund Management has succeeded in securing initial funding of sufficient scale to launch the first tranche of the Fund (currently some US $ 39.5 million) and has started to assemble a portfolio of projects.

8.
The development of these projects is guided by the selection criteria and portfolio criteria adopted for the first tranche of the Fund.  These are reproduced in Annex III.  Relevant to the interpretation of these criteria is the definition of eligible host countries, including those entering into the calculation of the target of placing 25 per cent of the Fund’s assets in “poor developing countries” also referred to as “priority countries” (see Annex IV)
.    Also relevant is the definition of small-scale projects adopted for the Clean Development Mechanism (CDM) (see Annex V).

9.
In reviewing portfolio development, the Advisory Group has had these criteria in mind, while recognizing that more time must pass before a firm assessment of their fulfilment may fairly be made.  Initially, the Group has been paying attention to the portfolio criteria and to the provision of community benefits.  In pursuing its work programme, the Group will consider and advise on the application of  the other project selection criteria.  . In the coming year, it hopes to be able to advise on the criteria and guidelines to be used for the second tranche of the Fund.
10.
In this start-up phase, it has made sense for the Advisory Group to review the Fund’s portfolio in terms of the project idea notes (PINs) that have received preliminary management clearance for further examination.  An overview of this first batch of 20 PINs permits a first glimpse of the possible content of the portfolio and its geographical distribution.  The following tables provide such an overview:  Table 2 illustrates outreach to priority countries and Table 3 summarizes project location and technological content.  The information in Table 3 is also provided in graphic form in Figure 1 and Figure 2.  The Group is aware that many PINs will drop out of the portfolio in the normal course of project development and that the data surveyed are thus highly  tentative.  So far, five projects have advanced to the firmer status of approved project concept notes (PCNs) and are reflected as such in the data.

	Table 2:  Outreach to Priority Countries

	A
	B
	C
	D

	Number of PINs approved

	Total
	In priority countries
	In priority African countries
	Elsewhere

	20 (100%)
	9 (45%)
	1 (6%)
	11 (55%)

	In assets (value of the envisaged purchase contract)

	$46.2 m (100%)
	$21.4 m (46%)
	$1.51 million (3%)
	$23.3 m (51%)

	ERs projected for a ten-year period (MtCO2-e)

	Total
	In priority countries
	In priority African countries
	Elsewhere

	11.7 (100%)
	5.2 (44%)
	0.3 (6%)
	6.7 (56%)


N.B. Based on data available as of June 2, 2004.   B + D = A.   C is a sub-set of B.  D = Other developing countries
	Table 3:  Projects by Location and Technology, Quantity and Asset Value (US$  m )

	
	Bagasse
	Biogas
	Biomass
	Energy Efficiency
	Municipal Solid Waste*
	Run of River Hydro
	Wind
	2 Total

	Africa (Sub-Saharan)
	
	
	1 (1.5)
	
	
	
	1 (1.1)
	2 (2.6)

	East Asia & Pacific
	
	2 (7.2)
	
	2 (7.9)
	
	
	
	4 (15.1)

	Eastern Europe
	
	
	
	1 (1.6)
	
	
	
	1 (1.6)

	Latin America & Caribbean
	1 (2.2)
	
	1(3.1)
	1 (0.4)
	3 (4.3)
	2 (1.5)
	1 (5.7)
	9 (17.2)

	Middle East & North Africa
	
	
	
	
	
	
	
	

	South Asia
	
	1 (4)
	
	3 (5.7)
	
	
	
	4 (9.7)

	Total
	1 (2.2)
	3 (11.2)
	2 (4.6)
	7 (15.6)
	3 (4.3)
	2 (1.5)
	2 (6.8)
	20 (46.2)


11.
This snapshot of the emerging portfolio indicates that the target of placing a minimum of 25 per cent of the Fund’s assets in least-developed countries and other poor developing countries is within reach.  This is an encouraging signal, given the ambition of this target.  There is, however, an evident need to boost project development in poor countries in Africa.   The Group has been informed of some promising  recent developments on this regional front. 

12.
The data underlying these overview tables also indicate that the Fund management needs to keep an eye on the upper limit of 10 per cent of assets in any host country.  PINs in Brazil and India represent more than 10 per cent of the current portfolio.  This upper limit will have to be respected as the portfolio grows.  The Advisory Group  understands  that  the intent of this restraint is to encourage a pattern of asset distribution  among countries that differs from the “business-as-usual” concentration of foreign direct investment in a few emerging markets, including those with very large populations.   The Group concurs with this aim, while recognizing  that the restraint offers an additional challenge to Fund Management. 
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13.
So far all PINs and PCNs are consistent with the small-scale definition under the CDM.  The portfolio criterion requiring the Fund to give preference to such projects could permit the inclusion of other types of projects in the portfolio.

14.
The current portfolio does not include any afforestation or reforestation projects.  The recent adoption by the Conference of the Parties to the UNFCCC of criteria for such projects in the CDM opens the way for the inclusion of these projects in the CDCF, subject to the approval of the Participants and up to the agreed limit of 10 per cent of the Fund’s assets.

[image: image3.emf]Geographic Distribution of CDCF Pipeline

Total of $ 46 million as of June 2, 2004

Latin America 

37%

Eastern 

Europe  

3%

South Asia

21%

East Asia 

33%

Africa 6%

15.The Advisory Group understands that the Fund’s assets should be placed  mainly  in developing countries of Africa, Asia and the Pacific and Latin America and the Caribbean.  Furthermore, although there is no specified  placement target for sub-Saharan Africa, the Group understands that Participants in the Fund have expressed interest in ensuring that a substantial  share of the portfolio is located in that region.  The Group suggests that the Trustee may consider reflecting such distributional aims in the project portfolio criteria for the second tranche.  

V.
Community benefit procedures

16.
The delivery of community benefits is what distinguishes the Community Development Carbon Fund from other funds in the World Bank’s carbon business.  The Advisory Group welcomes the decision by the Fund Management to engage one of the senior specialists from the Bank’s Social Development Department to help work out procedures for determining, monitoring and verifying community benefits.  It looks forward to the first tests of these procedures on the Fund’s projects, recognizing that feedback from these tests may lead to improvement of the procedures.  

17.
The Advisory Group has persistently exhorted the Fund Management to keep community benefit procedures as simple as possible.  It is highly aware that this Fund must overcome the challenge of high transaction costs arising from dispersed, small-scale project activity.  The verification of community benefits should not add unduly to these costs.  The Group has encouraged Management to adopt a fast track approach to project selection in cases where  it can discern robust potential for community benefits in advance.  Focus on certain standard and predictable benefits - for example, access to energy, health (air and water quality), environmental benefits, jobs, welfare of women and children - can help to streamline the process.

18.
Consultation with community stakeholders is a necessary component of determining community benefits.  In some cases, this may require the organization of a community association or the involvement as an intermediary of a trusted civil society organization, or both.  The Advisory Group considers that consultation will be most important in cases where community benefits are not an intrinsic outcome of a project but are negotiated additional elements, funded out of project returns.  In all cases, it is important that the potential community benefit of a project be identified early in its development and that consultation with the beneficiary community be initiated at an early stage.

19.
Consultation with beneficiary communities must also encompass responses to the possible downside of the Fund’s projects.   Anecdotal evidence from emerging projects suggests the possibility of negative impacts on current income, however insalubrious the source of that income may be.  Every effort should be made to ensure that projects create jobs for people displaced from traditional occupations.   There may also be cultural impacts to take into consideration.  .

20.
Members of the Advisory Group are available to observe the assessment of community benefits through personal participation in project visits, when this is economically feasible.

VI.
Capacity development and outreach to Africa

21.
The Advisory Group considers capacity development to be a key to overcoming the challenges inherent in the specific aims of the CDCF.  It appreciates the efforts of the Fund Management to provide support, through CDCFplus, for strengthening national capacities to identify, develop and manage projects and to create carbon assets for sale. (See Annex VI)  The Group also notes the importance of identifying national institutions that can act as intermediaries and lower transaction costs, including by bundling small-scale projects.  It shares the special concern of Management and the Participants to focus such efforts on sub-Saharan Africa.
22.
The Group has encouraged the Fund Management to make use of expertise available elsewhere in the World Bank in seeking out suitable projects, for example in the area of rural energy development.  It has requested information on the internal Bank process leading to project selection, considering that it might be possible to streamline this process for small-scale projects.  The Group also stressed the need to use capacity building and training programmes to generate valid project ideas from host country participants.

23.
In the view of the Group, small-scale afforestation and reforestation projects – for which there is a large potential - can be particularly attractive for poor, rural communities, such as are typical of sub-Saharan Africa.  Consequently, the newly available opportunity for investing in these projects (see para. 14 above) should enhance this region’s share of the Fund’s business.
  
24.
An obstacle to the expansion of the Fund’s portfolio, which may be particularly constraining in sub-Saharan Africa, is low awareness of the potential of the carbon market to contribute to sustainable development.  Awareness is often limited to institutions and actors that are concerned with the environment, whereas these are not the lead agencies for poverty reduction and rural development.  The Advisory Group encourages the Fund Management in extending its promotional efforts to a wider range of national actors.  Members of the Group are ready to contribute to these efforts in their respective regions and spheres of activity.

25.
The Fund Management has informed the Advisory Group of its initiatives to build partnerships in capacity development with other actors: national institutions, organizations of the United Nations system and foundations.  The Group has advised Management to maintain focus and coordination in such partnerships.
26.
The Advisory Group underlines the need to ensure that capacity development activities using ODA funds do not infiltrate the funding of emission reductions.  It concurs with the Fund Management that ODA funds may be used for barrier reduction.

VII
Business plan and prospects

27.
The Advisory Group is required to advise on the proposed annual budget and business plan for the CDCF, prior to their submission to the Fund’s Participants at their Annual Meeting.  The Group undertook this function at its fourth meeting, held just before the Annual Meeting of 8-9 June 2004, when it reviewed the budget and business plan for Financial Year 2005 (1 July 2004 – 30 June 2005).   It considered these documents in conjunction with the progress report on the previous year’s activities, which gives an indication of problems and risks faced in implementation.

28.
The Advisory Group notes the continuity of business objectives and operating principles presented in the business plan.  It welcomes the ambitious aim of doubling the Fund’s business and closing the first tranche by late 2004 or early 2005, recognizing that this will require an intensified effort at marketing and communication.  It concurs with the Fund Management’s assertion that the cost to be taken into account in comparison with other offers of emission reductions is the full cost of reductions actually delivered into registries by 2012.  It notes with satisfaction the assessment of  Management that the Fund is competitive when full costs are compared.  The Group considers that the Fund’s marketing strategy should highlight this point.  It should also stress the two-fold quality of the emission reductions delivered: compliance quality backed by proven contribution to sustainable development for poor people.  Whereas the CDCF was launched with the idea that participants would be ready to pay a “social premium” to obtain the latter result, there are now prospects that the Fund might be able to offer premium quality without premium cost.

29.
The Group’s discussion of business prospects raised the issue that project costs might rise once “low-hanging fruit” is picked.  This risk is countered by the likelihood that costs will fall as experience is gained in project development and as intermediaries are brought into play.   Resources available for capacity building and barrier reduction, such as CDCFplus, will also play a positive role.   The Group noted that  administrative overheads, while rising absolutely as the Fund’s business grows, are projected to decline as a share of the Fund’s total costs.
30.
The CDCF is at an early stage of its development, gradually working its way up the learning curve.  Like other ventures in the carbon business, demand for its offering is influenced by uncertainty surrounding the entry into force of the Kyoto Protocol to the UNFCCC and the future of the international regime for the carbon market beyond 2012.  On the other hand, the recent adoption of an emissions trading directive by the European Union - independent of the entry into force of the Kyoto Protocol - provides a positive signal  to the market, which may be fully assessed once final decisions on national allocation plans under that directive are taken.  There are prospects that other national or sub-national schemes may start operating in the coming years.  Moreover, as already indicated, the opening of the “sinks” window in the CDM should be another stimulus to demand for CDCF products.

31.
In seeking faster growth for the CDCF, based on the experience of this first year, a course will have to be steered between lowering costs by scaling up the Fund’s operations and maintaining the focus of the Fund on its core constituency: communities of poor people in developing countries.  Finding the right balance between efficiency and equity – the essence of sustainable development - will be a test of the ingenuity of all involved.

32.
The Advisory Group remains committed to the success of this imaginative venture.  It expresses its appreciation of the dedicated work of the Fund Manager and his team and its thanks for the support it is receiving from them in carrying out its independent mandate.

Annex I

Terms of Reference of the Advisory Group 

(from the Instrument Establishing the CDCF, Article VIII)

Section 8.1.
 Role of the Advisory Group

The Trustee will appoint nine internationally recognized experts to serve as an Advisory Group to the Fund and to:

a) Provide advice to the Trustee on:

(i) The implementation of the Fund;

(ii) The effectiveness of each Tranche in meeting its Project Portfolio Criteria and Project Selection Criteria;

(iii) The procedures for Certification and Verification of the Local Community Benefits pursuant to Section 9.4, and whether they are sufficient, effective and adequate to meet the needs of the Fund and the Tranches; 

(iv) Proposed budgets and business plans for the forthcoming Fiscal Year for both the Fund and the individual Tranches, prior to submission to the Participants at their Annual Meeting; and

(v) Existing and proposed Project Selection Criteria and Project Portfolio Criteria, including suggesting methods to enhance the effectiveness of the Fund or the Tranches in meeting their relevant objectives.

b) Independently review and advise on measures to ensure the Fund and its Tranches meets the community development objectives set out in this Instrument. This will include:

(i) Providing a written Annual Review to the Trustee, to the Participants and to the public at large on the matters listed under Section 8.1(a) of this Instrument; and

(ii) Nominating an Advisory Group Observer to Participants’ Meetings.

Section 8.2.
 Membership of the Advisory Group  

a) Membership of the Advisory Group will consist of:

(i) A Chair appointed by the Trustee;

(ii) 2 members drawn from the Private Sector;

(iii) 2 members drawn from the Public Sector;

(iv) 3 members drawn from the NGO Community;

(v) 1 drawn at the discretion of the Trustee;

(vi) 1 drawn from the Technical Assistance Fund; and

(vii) The following ex officio members:

A. President or Executive Officer of the International Emissions Trading Association or its Successor;

B. 2 Participant Observers elected in accordance with Section 6.1(b)(iv)(B) from Tranches in their Allocation Phase at the time of the election, unless no Tranches are in their Allocation Phase, in which case one Participant Observer elected from each Tranche; and

C. 1 Host Country Observer nominated by the Host Country Committee.

b) Members serving on the Advisory Group:

(i) Serve on the Advisory Group in their individual capacity;

(ii) May not also serve on any of the Participants’ Committees; and

(iii) Serve for periods of two years (subject to reappointment), with the exception of the first members appointed to the Advisory Group whose term of membership will run from the Operational Date of the first Tranche and conclude:

A. For the first member appointed from each of the Public Sector, Private Sector and NGO Community, and the two Participants elected pursuant to Section 6.2(d) at the second Annual Meeting following the Operational Date of the first Tranche; and

B. For all other members, at the third Annual Meeting following the Operational Date of the first Tranche.

c) With the exception of the elected Participant Observers, the Trustee retains the right to remove a member of the Advisory Group either:

(i) At the request of two-thirds of the voting members of the Advisory Group present at a properly constituted meeting called for that purpose; or

(ii) If, in the reasonable opinion of the Trustee, the member of the Advisory Group is no longer able or willing to meet the requirements of the position (this includes, but is not limited to, failure to attend without reasonable explanation, two consecutive meetings of the Advisory Group).

In the event of the resignation or removal of a member of the Advisory Group other than at the end of their appointed term, the Trustee will appoint a replacement from the same group from which that member was drawn to serve the remainder of that term. 

d) The Trustee may alter the number or composition of the Advisory Group with the consent of a two-thirds majority of Participants.

e) For the purposes of this Section 8.2, references to the Trustee mean the Trustee acting through the President of the IBRD.

Section 8.3.  Meetings of the Advisory Group 

a) Meetings of the Advisory Group shall be held at least twice per year, at such dates and times and in such places as shall be determined by the Trustee, with at least one of these meetings to occur immediately prior to the Annual Meeting.

b) The Trustee may consult informally with the Advisory Group as required outside the meetings provided for under Section 8.3(a).

Section 8.4.
 Notice 

The Trustee shall provide each member of the Advisory Group with written notice of an Advisory Group meeting not less than 30 days before the date of the meeting unless such notice has been waived by the intended recipient.  Such notice shall state the place, date and time of the meeting.

Section 8.5.
 Reporting

The Advisory Group will provide:

a) Either verbal or written reports and input to the Trustee on request; and

b) An Annual Review in writing in accordance with Section 8.1(b)(i), provided that the Participant Observers on the Advisory Group:

(i) Shall not participate or be involved in any way in the drafting of the Advisory Group’s Annual Review; and

(ii) Shall provide a written declaration that they have not been involved in, or contributed to, the Advisory Group’s Annual Review, such declaration to be annexed to each report.

Annex II

List of Members and E-mail Contact Details (as at 1 June 2004)

Mr. Michael Zammit Cutajar

Chairman

CDCF Advisory Group

E-mail: 
Mzc@Ch.Inter.Net
Ms. Alexandra Amerstorfer*

Department Trust Management

Kommunalkredit AG

Vienna, Austria

E-mail:
a.amerstorfer@kommunalkredit.at
Ms. Lidia Maria Ribeiro Arthur Brito

Minister of Higher Education, Science & Technology

Government of Mozambique

E-mail:
mesct@teledata.mz 

Mr David Corregidor*

Subdirector de Generacion

Endesa, Madrid, Spain

E-mail:
dcorregidor@endesa.es
Mr. Yvo de Boer

Dept. Director General for Environ. Protection

Director for International Environment Affairs

The Hague, Netherlands

E-mail:
Yvo.deBoer@Minvrom.Nl
Mr. Holger Liptow

Head of Project, Climate Protection Programme

Environmental Management

Germany

E-mail:
Holger.Liptow@gtz.DE
Mr. Andrei Marcu

Executive Director

International Emissions Trading Association

Geneva, Switzerland

E-mail :
marcu@ieta.org
Ms. Emily Ojoo Massawa

Coordinator, Climate Change Enabling Activities

Kenya

E-mail:
climate@nbnet.co.ke
Mr. Nasser Munjee

Managing Director and CEO, 

Infrastructure Development Finance Company

Mumbai, India

E-mail:
Nasser@Idfc.Com or Maureen@Idfc.Com
Mr. Juan F. Rada 

Senior Vice President

Oracle Industries 

Oracle EMEA – Geneva

Switzerland

E-mail:
juan.rada@oracle.com
Mr. Youba Sokona

Environment et Développement du Tiers Monde

Dakar, Senegal
E-mail:
energy2@enda.sn
Ms. Yani Witjaksono

Former President YBUL

Indonesia

E-mail : witjak@indo.net.id
* Observers to the Advisory Group nominated by the CDCF Participants.

Annex III

Project Selection Criteria and Portfolio Criteria

(from the CDCF Information Memorandum, Chapter 6)

A.   Project Selection Criteria

1. The Project Selection Criteria for each Tranche of the Fund will be set by the Trustee prior to the Opening Date of that Tranche of the Fund.  For the first Tranche, the Project Selection Criteria include:

a) Consistency with UNFCCC, the Kyoto Protocol and the Marrakesh Accords

i) The Trustee shall ensure that Projects comply with all current guidelines, modalities and procedures adopted by the Parties to the UNFCCC, the Kyoto Protocol and the Marrakesh Accords, as well as all future guidelines, modalities and procedures when adopted, in particular those pertaining to sustainable development and additionality. 

b) Consistency with Relevant National Criteria

i) The Trustee shall seek to ensure that the design of the Projects are compatible with and supportive of the national environment and development priorities of the Host Countries.  In addition, the Projects and the delivery/issuance of Emission Reductions should be consistent with the rules and criteria adopted by Host Countries regarding CDM Projects pursuant to Article 12 of the Kyoto Protocol.

c) Consistency with the IBRD's Country Assistance Strategies

i) The Trustee will seek to ensure that Projects are designed to be consistent with, and supportive of, the Country Assistance Strategy of the IBRD for the Host Country. 

d) Complementarity with GEF

i) The Trustee shall seek to ensure that Projects are complementary to the Global Environment Facility (GEF) and do not compete with the GEF's long-term operational program, nor with its short-term response measures.  Potential Projects will be made available for review by the GEF Secretariat (such review to be undertaken at its discretion) to determine their GEF eligibility.  Only if it is determined that a potential Project will not receive GEF financing will the Fund Manager consider including it as a Fund Project.  

e) Achievement of National and Local Environmental Benefits

i) The Trustee shall seek to ensure that Projects provide at least the same level of national and local environmental benefits as the Underlying Projects.

f) Consistency with the Fund's Strategic Objectives and Operating Principles

i) The Trustee shall seek to select Projects with a view to achieving the strategic objectives and operational principles of the Fund as set out in the Instrument. 

g) Consistency with the General Guidance Provided by Participants 

i) The Trustee shall seek to ensure that Projects comply with the general guidance provided by Participants at their meetings. 

h) Improving the Quality of Life of the Poor

i) The Trustee shall seek to ensure that Projects provide measurable and certifiable outputs to benefit local livelihoods.

i) Mitigating Various Kinds of Risks

i) The Trustee shall seek to ensure that Projects are selected to mitigate various types of risk.  Projects should generally entail manageable technical risk.  The technology to be used in a Project should be commercially available, already demonstrated in a commercial context, and be subject to customary commercial performance guarantees.  The technical competence in the Host Country to manage this technology should be established in the course of Project appraisal.  Projected Emission Reductions over the life of the Project should be predictable and should involve an acceptable level of uncertainty.  GHG reductions should also be amenable to standardized Validation and Verification processes with existing methodologies.

B.   Project Portfolio Criteria

2. The Project Portfolio Criteria for each Tranche of the Fund will be set by the Trustee prior to the Opening Date of the relevant Tranche.  For the First Tranche, the Trustee will develop a Project portfolio with the intention that during the term of that Tranche:

a) Projects will be located exclusively in Developing Countries which are Parties to the UNFCCC.

b) No more than 10 percent of the Fund's assets will be invested in Projects located in the same country.

c) The Trustee will use its best endeavours to place a minimum of 25 percent of the Fund's assets into Projects located in Least Developed Countries and other Poor Developing Countries, where these are defined as:

i) Countries listed in the World Bank's International Development Association (IDA) list of countries;

ii) Countries commonly referred to as "IDA blend"  with a population of less than 75 million; or

iii) Countries designated as Least Developed Countries by the United Nations.

d) The Fund may support Projects in countries other than the Least Developed Countries and other Poor Developing Countries, provided these Projects provide direct independently certifiable benefits to the poorer communities of those countries.

e) Preference will be given to Small Scale Projects, defined as the Small-Scale CDM Project activities referred to in decision UNFCCC 17/CP.7 and any applicable decision thereunder. 

f) Commitment of the Fund's assets to afforestation and reforestation Projects may only be made with the specific approval of the Participants, and in any case will constitute no more than 10 percent of the Fund's assets.

3. Each Tranche's Project identification, approval and design criteria, will be developed to ensure compliance with the objectives of the Fund as a whole.  Consultations with stakeholders and potential Participants are intended to strengthen portfolio design, Project criteria, and quality assurance processes.

Annex IV 

Indicative List of CDCF Priority Countries

According to the CDCF Project Portfolio Criteria, the CDCF management will use its best endeavours to place a minimum of 25 percent of the CDCF capital into eligible projects located in Least Developed Countries (LDCs) and other poor developing countries, where these are defined as:

a) Countries listed in the  Bank’s International Development Association (“IDA”) list of countries eligible to borrow from IDA;

b) Countries commonly referred to as “IDA blend” with a population of less than 75 million; or
c) Countries designated as LDCs by the United Nations.

The countries listed below follow within the CDCF definition of LDCs and other poor developing countries:
Albania, Afghanistan, Angola, Armenia, Azerbaijan, Bangladesh, Benin, Bhutan, Bolivia, Bosnia-Herzegovina, Burkina Faso, Burundi, Cambodia, Cameroon, Cape Verde, Central African Republic, Chad, Comoros, Congo, Cote d’Ivoire, Democratic Republic of Congo (formerly Zaire), Djibouti, Dominica, Equatorial Guinea, Eritrea, Ethiopia, Gambia, Georgia, Ghana, Grenada, Guinea, Guinea Bissau, Guyana, Haiti, Honduras, Kenya, Kiribati, Kyrgyz Republic, Lao People's Democratic Republic, Lesotho, Madagascar, Malawi, Maldives, Mali, Mauritania, Moldova, Mongolia, Mozambique, Nepal, Nicaragua, Niger, Papua New Guinea, Rwanda, Samoa, Sao Tome & Principe, Senegal, Serbia and Montenegro, Sierra Leone, Solomon Islands, Sri Lanka, St. Lucia, St. Vincent, Tajikistan, Tanzania, Togo, Tonga, Tuvalu, Uganda, Uzbekistan, Vanuatu, Yemen, Zimbabwe and Zambia. 

Legend:  Countries in small caps are LDCs;  countries listed in bold have ratified the Kyoto Protocol or otherwise approved it as of 15 April 2004;  countries in italics are those that have signed the Protocol but not yet ratified or otherwise approved it as of 15 April 2004.)  

A list of LDCs can be found on http://www.unctad.org/en/docs/poldcm72.en.pdf.  A list of IDA and IDA Blend countries can be found on http://web.worldbank.org/WBSITE/EXTERNAL/EXTABOUTUS/IDA/0,,contentMDK:20054572~menuPK:115748~pagePK:83988~piPK:84004~theSitePK:73154,00.html.

Annex V

Definition of small-scale CDM project activities

Small-scale CDM project activities are defined in Paragraph 6, subparagraph (c) of UNFCCC decision 17/CP.7 as follows:

1. Renewable energy project activities with a maximum output capacity equivalent of up to 15 megawatts (or an appropriate equivalent);

2. Energy efficiency improvement project activities which reduce energy consumption, on the supply and/or demand side, by up to the equivalent of 15 gigawatthours per year;

3. Other project activities that both reduce anthropogenic emissions by sources and directly emit less than 15 kilotonnes of carbon dioxide equivalent annually.

Annex VI

Brief Description of CDCFplus
CDCFplus is the primary vehicle for creating a deal flow in CDCF priority countries (LDCs and other poor developing countries with a population of less than 75 million);  for building and strengthening the capacity of intermediaries in these countries; and for supporting first-of-a-kind project preparation, including community benefits.

Through targeted activities, CDCFplus: 
· Identifies and enhances the capacity of a selected number of local or regional intermediaries – such as commercial banks, regional development banks, and others which would commit their own funds to the underlying projects supporting the creation of the carbon asset – to develop portfolios of projects and/or create carbon volumes for re-sale.

· Identifies and selects local experts or institutions – such as private project developers, investment authorities, savings and loan associations, small and medium enterprise associations, cooperatives, development NGOs, utilities – and builds their capacity to identify projects and develop at least one of them to PDD stage.

· Responds to specific requests from project developers for technical assistance to bring the project to validation stage, including: 

· Partial funding for social and environmental due diligence; 

· Partial funding for feasibility study and or a business plan for underlying project;

· Project Idea Note (PIN) completion costs; 

· carbon asset creation/Project Design Document (PDD) preparation; and

· Community benefits identification and selection. 

· Provides technical training to public sector experts which have been mandated by the UNFCCC to designate a national authority, which must put in place  procedures to assess whether a specific project proposal meets the sustainable development objectives of the country and other applicable regulations, and to ensure that private entities can participate in the sale of emission reductions.

CDCFplus is a multi-donor technical assistance trust fund established within the World Bank. Financial resources for the Trust Fund accrue from entities that have entered into a participation agreement with CDCFplus, as well as from investment income from upfront payments made in full by participants in the CDCF. 

CDCFplus is part of the World Bank's Technical Assistance Program for Carbon Finance (CF Assist), which provides the overall coordination among the various technical assistance initiatives of the World Bank in the area of carbon finance. 

The work of CDCFplus is consistent with the rules and modalities for the CDM - including those of official development assistance.
June 7, 2004 9:13 AM
Maria-Isabel Alegre
D:\CDCF\AG 4\CDCF AG FAR final text June 7.doc
June 7, 2004 9:13 AM



� EMBED MSPhotoEd.3  ���








� The final text is presented under the responsibility of the Chairperson.  


� The meetings of the Advisory Group were held in Washington (2 July 2003), Milan (30 November 2003), Paris (26 March 2004) and Cologne (6 June 2004).  


� The Instrument establishing the Fund defines developing countries as those “borrowing member countries of the International Development Association (IDA)” that are not included in Annex I to the United Nations Framework Convention on Climate Change (UNFCCC).  The term includes not only countries traditionally referred to as “developing” but also countries that emerged from the former Soviet Union or Yugoslavia.  Some of the latter are among the countries covered by the 25 per cent target.


� A  similar issue may arise in future tranches with respect to  the pattern of asset distribution within regions.  This may have to be addressed in due time.





� Experimentation in “sink” projects beyond the current scope of the CDM will continue to be carried out through the World Bank’s BioCarbon Fund, which is distinct from the CDCF.
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