[image: image3.png]commuNITY

DEVELOPMENT
E(A RBON

FUND




COMMUNITY DEVELOPMENT CARBON FUND

ADVISORY GROUP

FOURTH ANNUAL REVIEW

FY 2007  (1 July 2006 – 30 June 2007)

CONTENTS










Paragraphs

I.
Introduction







1-2

II.
Membership, meetings and working methods

3-6

III.
Portfolio development and related policy issues

7-16

IV.
Community benefits





17-18

V.
Concluding reflections by the Chairperson


19-20

Annex
Data as of 26 April 2007 

29 June 2007

I.
Introduction

1.
The Instrument whereby the World Bank established the Community Development Carbon Fund (hereinafter CDCF or “the 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 fourth annual review reflects the work of the Group at two meetings held during FY 2007, 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 2007 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
	
	
	
	X
	

	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
	
	
	
	X
	

	11. Ex officio (IETA President)
	
	
	
	A. Marcu
	

	12. Ex officio (CDCF Participant)
	
	
	
	E. Suñol del Río
	

	13. Ex officio (CDCF Participant)
	
	
	
	L. Canuto
	

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


4.
A reasonable tempo was maintained in the Group’s work, despite vacancies in membership and the perennial difficulty of assembling members in sufficient numbers. The Group met twice in FY 2007:  in Nairobi, Kenya, on 11 November 2006 and Cologne, Germany, on 4 May 2007. 

5.
The former was a joint meeting with the Participants’ Committee (PC).  Interaction with the PC was further ensured through the participation of the Group’s chairperson in the PC meeting of 15-16 March 2007.   The chairperson of the PC has conveyed the view that such interaction helps the Committee’s work.

6.
The May 2007 meeting of the Advisory Group took place some six weeks before the scheduled Annual Meeting of Participants.   A draft of the Business Plan for FY 2008 was not available for review by the Group at this meeting.  The Group was informed by the Fund Management Unit (FMU) that no new policy proposal calling for the Group’s opinion would be submitted to the Annual Meeting.  

III.
Portfolio development and related policy issues

(i)
General performance

7.
The Advisory Group reviewed data on portfolio development at both its meetings in FY 2007.   Current data on portfolio development as 26 April 2007 are contained in the Annex.  Further information will be made available in the Annual Progress Report and the Business Plan presented by the FMU for FY 2008.

8.
While the portfolio data continue to show good prospects for meeting targets for the placement of projects in priority countries, including those in sub-Saharan Africa, the generation of sufficient business to take up the finance available for the First Tranche remains an uphill struggle.  Overall targets remain tantalizingly out of reach.   The intrinsic challenge set by the ambitious social aims of the CDCF is sharpened by competition for projects with other investors that do not share these aims, as well as by regulatory constraints arising from the operation of the Clean Development Mechanism and even, on occasion, from the application of World Bank safeguards.

9.
Data on CDCF allocations by country show that there are some cases in which the hitherto established country limits might in future be reached or surpassed as the portfolio fills up.   

10.
With regard to the technological distribution of the portfolio, this continues to be reasonably diversified.  It is noteworthy that renewable energy projects account for 70% of the projects in the portfolio.

11.
At its meeting on 4 May 2007, the Advisory Group recognized the continued efforts of the FMU, encouraged by the Participants, to increase delivery volumes.   It particularly welcomed the growing share of the pipeline located in sub-Saharan Africa, as evidence of successful managerial focus on that region.  The Group shared the concern of Participants and the FMU at the imminence of the deadline to complete the placement of the Fund’s resources.  It recommended that the FMU persevere in its efforts to meet this deadline within the framework of existing portfolio guidelines regarding geographical distribution and project size, not contemplating any further relaxation of these guidelines until the middle of FY 2008.

12.
The Advisory Group notes that the Annual Meeting on 13-15 June 2007, seeking to relax constraints on project delivery, decided to abolish the limit on the share of the total portfolio that may be placed in any one country.  In doing so, the Annual Meeting emphasized the need for CDCF projects to deliver community benefits and requested the Fund Management Unit to strive to ensure a balanced regional distribution of projects.  The Advisory Group trusts that the Fund’s central mission of providing community benefits to poor people in developing countries will be maintained through the delivery challenge that lies ahead.

(ii)
Pilot sequestration projects

13.
Building on its previous advice regarding the inclusion of one or two pilot sequestration projects in the Fund’s portfolio, the Advisory Group discussed proposals for two such projects at its joint meeting with the Participants’ Committee in November 2006.  The balance of opinion was for a project in Moldova, against one in India and in favour of seeking such projects in sub-Saharan Africa.  The Moldova project was subsequently rejected by a vote of Participants.  So there is still no sequestration project in the CDCF portfolio.

(iii)
Potential projects in the palm oil sector (Malaysia)

 14.
At its meeting in May 2007, the Advisory Group reviewed information provided by FMU regarding two possible project bundles in the Malaysian palm oil sector that could make a significant contribution to meeting First Tranche targets.  These projects are reported to offer considerable potential both for capturing methane from production waste and for improving the conditions of the workers on these projects, who are often from neighbouring countries.  They also aim to produce an organic fertilizer from the waste, substituting chemical fertilizer.  At the same time, they would present reputational risks that are greater than usual, involving the Fund in support for a productive sector that is associated in public opinion with illegal forest clearance, habitat destruction, wildlife depletion and social exploitation.

15.
The Advisory Group encourages the FMU to continue exploring such projects in Malaysia and to present updated assessments of their likely outcomes.  It notes that their successful incorporation in the portfolio would depend on a number of important conditions, in addition to those normally applying to the Fund’s projects, notably:

a. The ability of the Malaysian authorities to enforce national laws and regulations governing the palm oil industry and promoting its sustainability;
b. The social and environmental record of the project developers participating in the bundles, to be reviewed in consultation with relevant NGOs;
c. The commitment of project sponsors not to engage in new forest clearing, in Malaysia or in other countries; 

d. The ability of the World Bank to monitor the above and to engage with stakeholders (industry and NGOs), given that it currently does not have a presence in Malaysia.

16.
The Group observes that any contribution that the CDCF might make to wildlife conservation (such as the conservation of orangutans in these projects) should not be counted as part of community benefits.

(iv)
Closure of First Tranche

17.
Looking ahead to the closure of the First Tranche, the Advisory Group recommends emphatically that, should there be a residue of resources available to the Fund, none of these should be placed in projects that do not meet the Fund’s criteria, notably criteria relating to the provision of community benefits which distinguish the CDCF from other funds.  Residual resources may be placed in other carbon funds managed by the World Bank or returned to investors.
IV.
Community benefits

18.
Responding to the observations made by the Advisory Group in its previous annual review (for FY 2006), the FMU has been providing more systematic information about the provision of community benefits through the CDCF.  This information, based on visits to and first-hand feedback from 10 projects, has sought to answer the questions whether 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 general picture emerging is positive: community benefits for poor people are being worked into projects in consultation with beneficiaries.  It is still too early, however, to assess procedures for evaluation.

19.
The evidence forthcoming from the surveys emphasizes the need for project managers to monitor community benefit commitments, beyond the initial phase of enthusiasm, and to ensure that the benefits are additional to those which project sponsors were planning to provide.
V.
Concluding reflections by the Chairperson

20.
 This being the last annual review prepared under my responsibility as Chairperson, I take this opportunity to express my appreciation to the other members of the Advisory Group, to the Chairpersons and members of the Participants’ Committee, to the Fund Management Unit of the World Bank and, in particular, to the Fund Manager, Andrea Pinna, for their friendly and knowledgeable support during the last four years. It has been a privilege and a learning experience to work with all of them on this pioneering venture.  Together, we have written the rule-book for this very special fund and adapted the rules in the light of experience in applying them.  We have been able to work harmoniously at the interface between the drive to deliver projects and the need to maintain the defining criteria of this fund.

21.
I also take the liberty of adding some personal suggestions regarding the future of the Advisory Group for the consideration of the Trustee and, as appropriate, the Participants:

a) In contemplating future arrangements for the CDCF and any consequential amendments to the Instrument, the Trustee may consider providing explicitly for independent advice to be available to the Participants, as well as to the Trustee.
b) Should an advisory group be maintained as a source of  such advice, the Trustee may consider establishing a smaller but still representative group of persons who can confirm their availability to participate in two meetings each year, as well as improving the articulation between the group and the Annual Meeting of Participants
c) The Trustee may also consider providing for advice to be available on request on specific issues arising in the course of project development. 
ANNEX (all data in this Annex are as of 26 April 2007)
A. CDCF Portfolio 

	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.
	131,000

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

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

	Honduras:  La Esperanza Hydro
	To intstall 12.7 MW run-of-river hydro plant.  
	310,000

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

	India: VSBK Kiln Cluster Project
	Use energy efficient technology for fired clay brick production, saving 30% in coal consumption.  
	396,053

	Kenya: Olkaira II Geothermal
	Expansion of geothermal plant from 70MW to 105MW by constructing a new unit (incremental additional of 276GWh/y). Sponsor is KenGen. 
	900,000

	Moldova: Energy conservation 
	Improve quality and efficiency in the supply and distribution of heat in over 115 public buildings in 12 municipalities. 
	348,502

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

	Nigeria: Aba Cogeneration Project
	Install gas-filled cogen system to supply electricity and heat to industrial, commercical, and residential customers in Aba. 
	1,145,000

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

	Philippines: Laguna De Bay Watershed Community Carbon Project
	Mitigate GHG emissions through solid waste and wastewater management projects in Laguna de Bay watershed.
	40,614

	Total (ERPA Signed)
	 
	5,694,469

	CFD Approved 
	 
	

	Bolivia: Urban Wstewater Gas Capture
	To cover the anaerobic lagoons of a wastewater treatment facility in Santa Cruz; collect and flare the captured methane gas.
	200,000

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

	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: Gypcrete Project
	Mass production of an alternative building material to replace clay bricks by recycling  waste by-product.
	200,000

	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

	Nepal: Village Micro-hydro 
	Install 10MW micro-hydro plants covering 100,000 households.
	302,040

	Total Portfolio (CFD Approved)
	7,456,509


B. Progress in Priority Countries and Sub-Saharan Africa

	CDCF Allocations to Least Developed Countries
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	A
	 
	B
	 
	C
	 
	D
	 

	
	Number of CFDs Approved

	
	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	
	18
	100%
	8
	44%
	1
	6%
	10
	56%

	
	Indicative ERPA Value of CFDs Approved

	
	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	
	55.22
	100%
	29.21
	53%
	8.703
	16%
	26.01
	47%

	
	Number of PINs Approved

	
	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	
	49
	100%
	25
	51%
	16
	33%
	24
	49%

	
	Indicative ERPA Value of PINs Approved

	
	Total
	In priority countries
	In Sub-Saharan priority countries
	Elsewhere

	
	242.76
	100%
	107.61
	44%
	75.65
	31%
	135.15
	56%

	
	
	
	
	
	
	
	
	

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


C. CDCF Allocations by Country - 10%, 20% Country Limit
(percentages calculated over the Fund capitalization = $128.6 million)

	CDCF Allocations by Country - 10%, 20% Country Limit

	Country
	Portfolio (mil $)
	% of 128.6M
	Pipeline (mil $)
	% of 128.6M

	Afghanistan
	0.00
	0.0%
	9.00
	7.0%

	Argentina
	0.59
	0.5%
	1.49
	1.2%

	Bangladesh
	0.00
	0.0%
	11.46
	8.9%

	Bolivia
	2.00
	1.6%
	2.00
	1.6%

	Cambodia
	2.17
	1.7%
	2.17
	1.7%

	Cameroon
	0.00
	0.0%
	6.80
	5.3%

	China
	4.61
	3.6%
	11.86
	9.2%

	Colombia
	1.19
	0.9%
	1.90
	1.5%

	Ecuador
	0.00
	0.0%
	5.21
	4.1%

	Ethiopia
	0.00
	0.0%
	6.75
	5.2%

	Ghana
	0.00
	0.0%
	10.50
	8.2%

	Georgia
	0.00
	0.0%
	3.83
	3.0%

	Guinea
	0.00
	0.0%
	6.74
	5.2%

	Guyana
	3.25
	2.5%
	3.25
	2.5%

	Honduras
	1.40
	1.1%
	1.40
	1.1%

	India
	10.62
	8.3%
	32.87
	25.6%

	Kenya
	8.70
	6.8%
	17.02
	13.2%

	Malaysia
	0.00
	0.0%
	53.96
	42.0%

	Moldova
	1.97
	1.5%
	1.97
	1.5%

	Mongolia
	0.00
	0.0%
	0.00
	0.0%

	Mozambique
	0.00
	0.0%
	15.11
	11.7%

	Nepal
	9.72
	7.6%
	9.72
	7.6%

	Nigeria
	8.30
	6.5%
	8.30
	6.5%

	Pakistan
	0.00
	0.0%
	1.53
	1.2%

	Peru
	0.44
	0.3%
	0.44
	0.3%

	Philippines
	0.26
	0.2%
	0.26
	0.2%

	Rwanda
	0.00
	0.0%
	0.00
	0.0%

	Swaziland
	0.00
	0.0%
	1.62
	1.3%

	Uganda
	0.00
	0.0%
	11.12
	8.6%

	Uzbekistan
	0.00
	0.0%
	4.50
	3.5%

	TOTAL
	55.22
	 
	242.76
	 


D. Geographical and Technological Distribution of CDCF Portfolio
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