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I.
Introduction

1.
The Instrument whereby the World Bank established the Community Development Carbon Fund in 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 its objective of delivering community benefits.  The Advisory Group started to function in July 2003.

2.
The Advisory 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 third annual review reflects the work of the Group at two meetings held during FY 2006, with varying participation.  As stipulated in the Instrument, the two ex officio members elected by the Participants did not take part in the preparation of this review.  The review was approved by correspondence and is presented under the responsibility of the Chairperson of the Advisory Group.
II.
Membership, meetings and working methods 

3.
The composition of the Advisory Group as of 1 May 2006 is shown in the following table.

Table of Members and Constituencies

	Category
	Region and Member’s Name

	
	Africa
	Asia
	LAC
	OECD
	Other

	1. Chairperson
	
	
	
	
	M. Zammit 

Cutajar

	2. Public Sector
	P. Gwage
	
	
	
	

	3. Public Sector
	
	
	
	Y. de Boer
	

	4. Private Sector
	
	D. Murali
	
	
	

	5. Private Sector
	
	
	
	X
	

	6. NGO Community
	Y. Sokona
	
	
	
	

	7. NGO Community
	
	X
	
	
	

	8. NGO Community
	
	
	E. Sanhueza
	
	

	9. One additional Member
	
	S. Sultan
	
	
	

	10. CDCF+ Participant
	
	
	
	D. Kanounikoff
	

	11. Ex officio (IETA President)
	
	
	
	A. Marcu
	

	12. Ex officio (CDCF Participant)
	
	
	
	A. Bullen
	

	13. Ex officio (CDCF Participant)
	
	
	
	L. Canuto
	

	14. Ex off. (Host Country C.ttee Rep.) 
	M. Honadia
	
	
	
	


4.
The composition is under review to maintain a constructive balance of experience and views from people who are able to participate regularly in the work of the Group.

5.
The Group’s two meetings in FY 2006 were held in Jinja, Uganda, on 7-8 November 2005 and Cologne, Germany, on 14 May 2006.  The former was the first ever meeting held in one of the Fund’s priority countries; this was of symbolic importance. The meeting was combined with visits to two potential CDCF projects.
  The timing of the latter meeting enabled members to attend Carbon Expo 2006 in Cologne and/or the meetings of subsidiary bodies of the United Nations Framework Convention on Climate Change (UNFCCC) in Bonn.  This pattern of meetings has been found to be productive, the latter being particularly well attended.

6.
This pattern, however, has given rise to a significant interval – approximately two months - between the Advisory Group meeting in May and the Annual Meeting of Participants, that has settled into a July slot.
  One observed consequence of this interval is that the Trustee’s preparations for the Annual Meetings can generate proposals to modify operating criteria for the CDCF, on which the Advisory Group is not able to comment specifically.
  The Group therefore invites the Trustee to formulate such proposals in time for them to be considered by it, or at least to seek the Group’s views by e-mail before the Annual Meeting.

7.
Interaction between the Advisory Group and Participants was strengthened in FY 2005 when a joint meeting of the Group and the Participants’ Committee was convened and considered useful in enhancing both the relevance and utility of the Group’s advice and the receptivity of Participants to that advice.  Unfortunately, it was not possible to organize such a joint meeting in FY 2006.  Nevertheless, a number of Participants took part in the Jinja meeting of the Group and, of course, members elected by the Participants take part in all Advisory Group meetings.  

8.
It is planned to hold the next meeting of the Advisory Group in Kenya, another priority country, in conjunction with the forthcoming UNFCCC conferences in Nairobi (COP 12 and COP/MOP 2, November 2006).  That should be the occasion for a joint meeting with the Participants’ Committee.

III.
Portfolio development and business plan

9.
Current data on portfolio development as of 16 June 2006 are contained in the Annex. Further information is to be found in the Annual Progress Report and the Business Plan presented by the Fund Management Unit for FY 2007.

10.
The data show a familiar picture: slow but steady progress in the development of projects for a larger-than-expected First Tranche, despite a high drop-out rate of potential projects; good prospects for surpassing the target for projects in priority countries; further outreach and capacity-building efforts needed to secure an adequate portfolio share for sub-Saharan Africa.  In fact, the general comments made in the second Annual Review (paragraph 9) still hold, by and large.

11.
Data on CDCF allocations by country show no danger signals regarding the agreed country limit of 10 per cent of the total portfolio for non-priority countries.

12.
The Advisory Group reviewed data on portfolio development at both its meetings in FY 2006.  It also received a draft of the Business Plan for FY 2007 at its meeting in May 2006.  The Group is generally satisfied with the volume of business being achieved by the Fund Management Unit (FMU) in carrying this pioneering venture forward despite delivery challenges, even though the quantitative Business Plan targets for FY 2006 have had to be shifted forward into FY 2007.   It recognizes the efforts of the FMU, encouraged by the Participants, to increase delivery volumes.

13.
The Group appreciates the new managerial emphasis on mainstreaming carbon finance within the World Bank, in particular its decision to seek synergy with the Bank’s “Community-Driven Development” network.  It recognizes that issues of “additionality” might arise from this approach and has requested the FMU to review and report on such issues.

14.
The Group encourages continuing focus on project development in sub-Saharan Africa and welcomes the growth of the pipeline for that region.  It sees the UNFCCC conferences in Nairobi as an opportunity to draw political attention to the need to build capacity for CDM projects in sub-Saharan Africa.  It has encouraged the FMU to complement this political aim by demonstrating in Nairobi the Fund’s efforts to develop projects in priority countries in that region.

15.
The FMU has been providing anecdotal evidence to the Advisory Group of unexpected regulatory uncertainty arising from methodological and other decisions of the Executive Board of the Clean Development Mechanism (CDM).  It appears from this that the promised “fast track” for small-scale projects has turned out be bumpier than expected, with adverse effects on CDCF project development in priority countries.  The Group is preoccupied by this information; it has encouraged the FMU to continue to provide it with information and analysis, to take advantage of the opportunities offered by the Executive Board to help CDM governance along its learning curve and to seek imaginative paths around the constraints emerging.

16.
The Advisory Group continues to seek from the FMU clearer and more systematic data on the CDCF portfolio.

IV.
Policy issues: scale and community benefits

17.
During its meetings in FY 2006, the Advisory Group had occasion to discuss the impact of the challenge of delivering a large First Tranche on the mission – or the “soul” – of the CDCF.

(i)
Scale

18.
One issue considered was the desirable scale of projects.  The established portfolio criteria require “preference” to be given to CDCF projects that conform to the “small-scale” definition established for the CDM.  Both pressure to deliver at low transaction costs and the difficulties encountered along the CDM “small-scale” track have led Participants to relax this scale constraint for priority countries.  Moreover, the Participants have agreed with the FMU on a desirable minimum project output of 50,000 tCO2e per annum.

19.
The Advisory Group has concurred with this trend, seeing merit in it given the delivery challenge. It also favours bundling of small-scale projects to lower transaction costs.  The Group has, however, made three strong cautionary points – that increased project size must not:

· Divert the focus of CDCF projects from the delivery of community benefits to poor people; 

· Dilute the value of community benefits offered;

· Detract from goals related to portfolio distribution.
  

20.
The Group has also proposed that, having set aside the CDM small-scale benchmark for priority countries, the Participants should establish their own upper limit on the size of CDCF projects.

(ii)
Community benefits

21.
As intimated above, the Advisory Group remains convinced that  the provision of community benefits for poor people is the central defining feature of CDCF projects. The Group recognizes that benefits that are fully intrinsic to a project are ideal, since cost free, but likely to be infrequent.  It agrees with the FMU that it would not be possible to close the First Tranche within the required time frame if projects were to be limited to those that only deliver intrinsic community benefits.  Consequently, many if not most projects will have a package of benefits added on.  It is the relative value of this add-on package that risks being diluted by increasing project size.

22.
The add-on phenomenon often means that community benefits are a bothersome afterthought in the minds of project developers, and maybe even of deal managers in the World Bank.  Until the message gets through, the FMU must perforce spend time and money on staffing, education and advocacy to overcome such resistances to the community benefits approach.   

23.
The Group continues to request from the FMU harder and more manageable information to support the contention that community benefits – whether intrinsic or not – are being aimed at poor people and that these people are participating in defining desirable benefits and evaluating their delivery.  The credibility of the CDCF depends on such information.  The Group understands that this will only be available as projects take shape and come on stream.  It does, however, feel that more could be done by the FMU up front to affirm the poverty focus of projects, since the status of host communities is well known.  Further, when a project aims to provide a service (typically regular electricity supply) to a broad and mixed community, a poverty focus must be discernible.

24.
The Group is also conscious that some projects may also include adverse social effects, e.g. displacement of poor people who make a living extracting material from waste dumps. Such negative feedbacks must be addressed in community benefit plans.

25.
The Advisory Group reiterates its view that accountability for the delivery of community benefits by the CDCF is limited to the measurement of outputs
 and does not extend to assessment of their economic and social outcomes.
V.
Concluding reflections

26.
The CDCF has weathered its start-up phase, as well as a number of changes in senior management, and now appears to be settled in delivery mode, pursuing ambitious delivery targets.  The challenges ahead of it are clear and time to overcome them is shrinking with the approach of the first commitment period of the Kyoto Protocol (2008-2012).  Short-term uncertainties ahead include the growing pains of the Clean Development Mechanism and of the European Union’s Emissions Trading Scheme (ETS).

27.
A more fundamental uncertainty arises from the absence of clarity regarding the “carbon market” beyond 2012.  Will the ETS be extended?  Will other regional, national or sub-national schemes be established that will add to demand for CDM projects?  A promising sign is the declared resolve of the Parties to the Kyoto Protocol to conclude negotiations on further commitments for ratifying industrialized countries
 in time to avoid a gap between the first and second commitment periods.  But most observers believe that such a conclusion will be politically achievable only as part of a broader political package including action by industrialized countries that have not ratified the Protocol, as well as equitable contributions by emerging economies to the common objective of preventing dangerous human interference in the global climate system.  

28.
Broad ranging discussions towards this end are under way within and outside the UNFCCC.  Hopefully, in the next year or so, they will generate signals that will permit the World Bank and potential Participants to start planning the Second Tranche of the CDCF.

ANNEX

A. CDCF portfolio - as of 16 June 2006

	Project (Bold = Priority Country)
	Project Description
	Indicative ERPA ER                                                         (tCO2e)

	
	
	

	ERPA Signed 
	
	

	Argentina:  Olavarría Landfill Gas Recovery
	Capture methane and CO2 generated at Olavarría municipal landfill and use the methane as a renewable source for supplying electricity to rural villages in the region
	131,000

	Colombia: Rio Frio Waste Water Treatment
	Collect CH4 and N2O from waste water treatment plant of Rio Frio 
	250,000

	Honduras:  La Esperanza Hydro umbrella by CABEI
	To install 12.7 MW run-of-river hydropower plant.  
	310,000

	Peru: Santa Rosa Hydro
	Five hydro projects in the Santa Rosa irrigation area (1MW)
	88,300

	Moldova: Energy conservation 
	Improve quality and efficiency in the supply and distribution of heat in over 115 public buildings in 12 municipalities. 
	348,501

	Nepal: Biogas Program
	Commercial dissemination of 200,000 additional household biogas plants using animal wastes in rural Nepal between 2004 and 2009.
	1,000,000

	India: FaL-G brick units in micro sector
	200 brick production units based on FaL-G technology to save energy and N2O emission
	600,000

	India: VSBK Kiln Cluster Project
	Use energy efficient technology for fired clay brick production, saving 30% in coal consumption  
	396,000

	Total (ERPA Signed)
	
	3,123,801

	CFD Approved 
	
	

	China: Guangrun Hydropower Development Project
	Project includes the 18MW Hongwahu dam project and the 10MW Zhamushui hydropower station on the Guangrun River. 
	485,000

	Guyana: Skeldon Bagasse Cogeneration Project
	Use bagasse as fuel to provide a sugar factory with high thermal efficiency and export excess electricity to the national grid
	500,000

	India: Karnataka Municipal Water Pumping Improvements 
	Reduce the energy required for water service delivery in six municipalities in the State of Karnataka in Southern India.
	250,000

	Philippines: Laguna De Bay Watershed Community Carbon Project
	Mitigate GHG emissions through solid waste and wastewater management projects in Laguna de Bay watershed.
	200,000

	Cambodia: National Biodigestor Program
	Install 17,500 household biodigesters in 6 provinces in Cambodia to be used to generate biogas for cooking from pig and cattle dung.
	310,000

	Uganda: Mt. Elgon Small Hydro 
	Build 3.2 MW and 3.3 MW small hydro facilities to provide reliable power to areas that are not grid-connected to displace diesel fuel, as well as kerosene and fuel wood use.
	250,000

	Total Portfolio (CFD Approved)
	5,118,801


B. Progress in Priority Countries and Sub-Saharan Africa

	A
	B
	C
	D

	 Number of ERPAs signed

	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	8 (100%)
	3 (37.5%)
	0 (0%)
	5 (62.5%)

	 Value of ERPAs signed (million US$)

	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	 20.05 (100%)
	10.36 (51.7%)
	0 (0)
	9.69 (48.3%)

	Portfolio: Number of ERPAs and CFDs Approved

	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	14 (100%)
	6 (43%)
	1 (7%)
	8 (57%)

	Indicative ERPA Value of ERPAs and CFDs Approved (million US$)

	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	34.02 (100%)
	17.41 (51%)
	1.625 (5%)
	16.61 (49%)

	Pipeline: Number of PINs Approved, CFDs under preparation, ERPAs signed

	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	37 (100%)
	23 (62%)
	14 (38%)
	14 (38%)

	Indicative ERPA Value of PINs Approved, CFDs under preparation, ERPAs signed

	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	119.60 (100%)
	78.88 (66%)
	52.75 (44%)
	40.72 (34%)

	
	
	
	

	B + D = A.   C is a sub-set of B
	
	


C. CDCF Allocations by Country - 10% Country Limit

(percentages calculated over the Fund capitalization = $128.6 million)

	Country
	Portfolio (mil $)
	Portfolio %
	Pipeline (mil $)
	Pipeline %

	Afghanistan
	0.00
	0.0%
	7.25
	5.6%

	Argentina
	0.59
	0.5%
	0.59
	0.5%

	Benin
	0.00
	0.0%
	0.81
	0.6%

	Brazil
	0.00
	0.0%
	0.00
	0.0%

	Cambodia
	2.17
	1.7%
	2.17
	1.7%

	Cameroon
	0.00
	0.0%
	6.39
	5.0%

	Cape Verde
	0.00
	0.0%
	2.54
	2.0%

	China
	4.00
	3.1%
	9.44
	7.3%

	Colombia
	1.19
	0.9%
	1.19
	0.9%

	Ethiopia
	0.00
	0.0%
	5.44
	4.2%

	Fiji
	0.00
	0.0%
	4.21
	3.3%

	Georgia
	0.00
	0.0%
	3.08
	2.4%

	Guinea
	0.00
	0.0%
	5.43
	4.2%

	Guyana
	3.25
	2.5%
	3.25
	2.5%

	Honduras
	1.40
	1.1%
	1.40
	1.1%

	India
	9.10
	7.1%
	10.55
	8.2%

	Laos
	0.00
	0.0%
	3.64
	2.8%

	Moldova
	1.97
	1.5%
	1.97
	1.5%

	Mongolia
	0.00
	0.0%
	3.43
	2.7%

	Morocco
	0.00
	0.0%
	0.00
	0.0%

	Nepal
	7.00
	5.4%
	9.19
	7.1%

	Nicaragua
	0.00
	0.0%
	0.00
	0.0%

	Nigeria
	0.00
	0.0%
	8.70
	6.8%

	Pakistan
	0.00
	0.0%
	1.23
	1.0%

	Peru
	0.44
	0.3%
	0.44
	0.3%

	Philippines
	1.30
	1.0%
	1.30
	1.0%

	Rwanda
	0.00
	0.0%
	4.26
	3.3%

	South Africa
	0.00
	0.0%
	0.00
	0.0%

	Tanzania
	0.00
	0.0%
	5.29
	4.1%

	Timor-Leste
	0.00
	0.0%
	0.00
	0.0%

	Uganda
	1.63
	1.3%
	16.44
	12.8%

	Zambia
	0.00
	0.0%
	0.00
	0.0%

	TOTAL
	34.02
	26.5%
	119.63
	93.0%


D. Geographical and Technological Distribution of CDCF Portfolio
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� Kakira sugar works and Jinja landfill.


� The founding Instrument actually requires that one of the Advisory Group’s meetings each year should take place “immediately prior to the Annual Meeting of Participants”. This requirement appears to have been intended to encourage interaction between the Advisory Group and the Participants.


� Proposals made by the Trustee to Participants after the last Advisory Group meetings in both FY 2005 and FY 2006 have sought flexibility with respect to limits on placement of projects in single countries and on the size of individual projects.


� These documents are available on the CDCF website at: http://carbonfinance.org/Router.cfm?Page=CDCF&FID=9709&ItemID=9709&ft=DocLib&ht=38&dl=1


� See Annex, table C.  The agreed limit for Uganda, being a priority country, is not 10 but 20 per cent.


� On this second point, see paragraph 21.


� The gist of these points was conveyed to the Chair of the Participants’ Committee as advisory input to a discussion therein on project size and on a possible trade-off in project delivery between Certified Emission Reductions and community benefits.


� At their Annual Meeting in July 2006, the Participants considered and rejected this proposal, holding that country limits provide sufficient constraint on project size.  They also lifted the small-scale limit on projects outside priority countries.


� E.g. access to regular electricity supply, improved health and education services, infrastructure, employment opportunities …


� Parties included in Annex I
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