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PROJECT IDEA NOTE

A. Project description, type, location and schedule

Technical summary of the project 
Date submitted: April, 2002
	Objective of the project 
	This project’s objective is to displace CO2 emissions from the existing Power Mix through the generation of electricity in a run of the river, 78 Mw power plan with zero associated CO2 emissions. 

The project also seeks to protect and use, in a sustainable manner, the environmental services provided by the Páramo (high alpine ecosystem unique to the Northern Andes) of Las Hermosas. 

 The project thus seeks a substantial reduction in greenhouse gas emissions (compared to the baseline case) and has a strong component in adaptation to impacts from Climate Change, for which no carbon finance funds are requested.



	Project description and proposed activities (including a technical description of the project)
	The project will use the kinetic energy of the Amoya River (run of river) through a 4x39 m diversion weir to generate 78 Mw of power.  The  Páramo of Las Hermosas, which encompasses the head waters of the Amoya River acts as a natural reservoir to provide the necessary water and kinetic energy for the project and therefore no reservoir is required, minimizing environmental impacts. The weir will be located downstream the mouth of the Davis river, at 1.485 meters above the sea level. 

Two groups of generators will be located in an underground powerhouse with access through a 874 m tunnel. The power transformers and the substation are housed in the section of the access tunnel where it connects with the powerhouse, all underground.  

The works will be conducted in a site that was chosen after careful consideration of the economic, geophysical and environmental characteristics of the area. Because of the physical characteristics of the river, the construction of a reservoir at the river’s bed is not required.  

Nearly all the works will be conducted underground, as opposed to open areas, to minimize possible environmental impacts especially with respect to land use and to minimize any impacts on the open landscape.

Part of the project consists on the implementation of a protection and adaptation program for the Paramo.  With anticipated changes in temperature, the highly hydrophilic vegetation of the Paramo may become vulnerable to changes in land use. Changes in the vegetation may result in an alteration of the water regulation regime of the Paramo.  To prevent this, incentives will be generated through the project and in cooperation with local environmental authorities,  to prevent land use changes in the area and to implement other activities to protect the Paramo.

The project will have a strong social development component geared to maximize benefits to the local population.  A fraction of the revenues from the emission trading will be channeled directly for a social development plan.


	Project developer
	

	Name of the project developer
	HIDROGER S.A. E.S.P.  

	Organizational category
	Private Company 

	Other function(s) of the project developer in the project
	Operational Entity



	Summary of the relevant experience of the project developer
	HIDROGER S.A. E.S.P., the project company, is sponsored by Generadora Unión S.A. E.S.P.  This company was established in 1995 with the objectives of financing, managing and developing power generation projects and of trading electricity.  Its top executives have wide experience in the design and development of engineering projects, this experience was obtained at Interconexión Eléctrica S.A. (ISA) were they worked for several years.

The company has previous experience with similar projects. At the beginning of the year 2000, Piedras River Hydroelectric Project, also sponsored by Generadora Union, started its commercial operations.  For its development the company Generar S.A. E.S.P was established; the equity required was obtained through the Colombian capital market, and the financing through Colombian leasing companies.  This run of river plant has a capacity of 22.4 MW, and takes advantage of a 680 m net head and a flow of 4 m3/s.
For further detail about the experience and characteristics of the company, you can visit its website www.gunion.com.  At year 2000, Río Piedras Hydroelectric Plant, also sponsored by Generadora Union, started its commercial operations.  For its development the company Generar S.A. E.S.P was established.  (www.generar.com.co)

	Address
	Calle 7D No. 43 A – 99, oficina 208 Medellín, Colombia

	Contact person
	Luis Miguel Isaza

	Telephone / fax
	(57) (4) 3124084/3121711

	E-mail and web address, if any
	lmisaza@epm.net.co 

	Project sponsors
	

	(List and provide the following information for all project sponsors)

	Name of the project sponsor
	Generadora Unión S.A. E.S.P. & Conservación Internacional

	Organizational category
	Private company & International NGO

	Address (include web address, if any)
	Calle 7D No. 43 A–99, of 208 Medellín, Colombia.

www.gunion.com

	Main activities
	Generadora Union was established in 1995 with the objectives of financing, managing and developing power generation projects and of trading electricity.  Its top executives have wide experience in the design and development of engineering projects, this experience was obtained at Interconexión Eléctrica S.A. (ISA) were they worked for several years.

	Summary of the financials
	The level of assets reached by Generadora Unión  for the last fiscal year reached USD $ 2.159.654.  No information is available from S&P or Moody´s.

	
	

	Type of the project
	

	Greenhouse gases targeted
	 CO2

	Type of activities
	Abatement of CO2 emissions 

	Field of the activities
	

	a. Energy supply
	Generating electric power through renewable sources that displaces a blend of alternative  thermal generation.

	b. Energy demand
	

	c. Transport
	

	d. Waste management
	

	
	

	Location of the project
	

	Region
	Latin America & the Caribbean

	Country
	Colombia

	City
	Chaparral, South of the department of Tolima at the Colombian Andes.

	Brief description of the location of the plant
	The Project will be located in the lower range of the Amoya River.  The region is contained within the Páramo of Las Hermosas, a sensitive ecosystem that contains over 5,000 species of plants and represents 12-16% of the Colombia’s native flora. A key activity of the project is the protection of this rare ecosystem located upstream from the project location.  

	
	

	Expected schedule
	

	Earliest project start date
	January 2003 (construction start date)

	Estimate of time required before becoming operational after approval of the PIN by VROM
	Time required for financial commitments: 6 months

Time required for legal matters: 2 months

Time required for negotiations: 2 months

Time required for construction: 28 months

	Expected first year of CER delivery
	2005

	Project lifetime
	50 years (i.e. the water concession was awarded for this period)

	Current status or phase of the project
	In 1998, Generadora Unión completed the required technical and economic feasibility studies. The engineering design has also been completed, the project has been awarded the required construction and environmental licenses and the community has provided full support to the project. At present, Hidroger is in the process of conducting a detailed environmental and social assessment.

In addition, civil works , equipment supply, supervision and construction management contracts have been agreed by the parties. These contracts will soon be signed.

The project is however in the process of equity and financing procurement. In particular, there is a negotiation underway with an internationally well-known operator for the operation and maintenance of the plant, as well as for the electricity trading.

Additionally, there is an agreement with Conservation International for environmental advice in the protection of the Páramo of  Las Hermosas, a sensitive ecosystem, and the Amoyá River basin. 



	Current status of the acceptance of the Host Country
	The Government (Ministry of Environment  and associated agencies, the Planning Departament, the Ministry of Energy) have reiterated that in their point of view, the project meets the CDM requirements and requests the PCF and the World Bank to consider the issuance of a letter of intent for the purchase of the emissions credits.  



	The position of the Host Country with regard to the Kyoto Protocol
	Colombian Government ratified “Convenio de Cambio Climático” with Law 164 in 1994, signed the Kyoto Protocol on March 22, 1995 and  ratified it  with Law 629 in 2000.


B.
Expected environmental benefits 

	Estimate of Greenhouse Gases abated / CO2 Sequestered (in metric tonnes of CO2-equivalent) 
	Annual:

Up to and including 2012: 2´884.000 tCO2-equivalent

Up to a period of 10 years: 3´605.000 tCO2-equivalent

Up to a period of 7 years: 2´523.500 tCO2-equivalent

Up to a period of 14 years: 5´047.000 tCO2-equivalent

	Baseline scenario
	The baseline considered in this document is based on the assessment developed in April 2000 by the Academia Colombiana de Ciencias (“Estudio de Estrategia Nacional para la Implementación del MDL en Colombia”.  The result of this study is a guideline or reference scenario of 700 tons of CO2 emitted through the system for each generated GWh). In this analysis, different scenarios are constructed based on the possibilities proposed by the National Expansion Plan for power sector development. For the preliminary estimation of CO2 emissions reduced, this document considers the multi-project baseline, which provides a good representation of what might happen without the installation of the project proposed. The construction of the multi-project baseline (i.e. fuel mix), is based on real data of expected fuel consumption and electricity generation as well as on expected capacity additions taking into consideration the type of technologies to be installed: coal based plants, open cycle gas turbines (OCGTs), combined cycle gas turbines (CCGTs) and renewables.

	Specific global & local environmental benefits
	Hidroger is engaged in the business of generating and selling renewable clean hydroelectric power, through the proper integration of current standard technology for power generation and the use of ecosystem services provided by the “Paramo”.

	Local benefits
	- From the local point of view, the project is key for the conservation of the “Paramo las Hermosas”.  To the extent that the “paramo” is a “water production system”.  It has to be preserved from a business point of view.

- Decrease in encroachment onto more than 30.000 ha of the sensitive Paramo ecosystem.

- Protection of biodiversity.

- Protection of critical watersheds representing 70% of Colombia´s water supply. 

- Minimize as much as possible local impacts derived from operation of the plant (a run-of-the-river hydroelectric plant and the construction of an undergroud powerhouse to lower noise and visual impacts.

	Global benefits
	- From the global point of view, the project contributions have been estimated in 360.000 tons of carbon equivalent greenhouse effect gases every year, during the life span of the project.

	
	

	Socio-economic aspects

What social and economic effects can be attributed to the project and which would not have occurred in a comparable situation without that project?
	- Local communities will directly benefit from the development of the hydroelectric plant through employment.  It is estimated that 900 local people will be employed for the construction of the project.

- The project will also provide the community (municipality and Cortolima) with a monthly payment of an amount equal to 6% out of energy sales to be used in local environmental protection programs

- The company will also support the creation of community organizations for the development of the region and for the promotion of sustainable human development.

-- The project will contribute to national economic development by placing the company shares in the Colombian capital market enhancing in this way the dynamics of domestic savings in productive investments.

	Environmental strategy/ priorities of the Host Country
	While fuel substitution (from coal to oil to gas) as an energy and environmental policy is clearly beneficial both in terms of minimizing local air pollution and GHG emissions, natural gas based power plants are being rapidly built in Latin America while hydro-generation has not been added and other renewables have not taken off. 

Run-of-the river power plants provide a good example of zero CO2 emitting power generation projects that address both local environmental needs and global environmental problems such as climate change. In these terms, the project responds to various national and environmental priorities:

·  It is consistent with national ratification of the Kyoto Protocol and associated voluntary commitments regarding global climate change mitigation.

·  It is consistent with regional and local needs in terms of the supply of sustainable electricity.

·  It is consistent with power sector development planning in that a run-of the-river power generation plant utilizes a renewable source of energy for electricity generation that produces minimum local impacts.


C.
Finance  

	Total project cost estimate
	

	Development costs
	11.88  EURO million

	Installed costs
	83.65 EURO million

	Other costs
	22.49 EURO million (insurances, overruns, financial interest during construction)

	Total project costs
	118.02 EURO million

	
	

	Sources of finance to be sought or already identified
	

	Equity
	53.11 EURO million (Contractors, sponsor, other investors)

The status of equity is:

· US$2.15 million: Equity provided by the civil works contractor equivalent to 5% of the contract value.

· US$6.60 million: Equity provided by the equipment suppliers, Toshiba do Brasil, equivalent to 50% of the contract value.

· US$3.00 million: Equity provided by Generadora Unión equivalent to 50% of the costs resulted from studies and final designs required by the project.

· Up to US$5.00 million Equity would be provided by Conservation International.  These funds would be earmarked to the protection of the Páramo ecosystem.
· Up to US$30.50 million to be provided through Capital Funds, Environmental Funds and through an initial public offering within the Colombian Capital Market (all these yet to be confirmed).



	Debt – Long-term
	64.91 EURO million (National Leasing Companies, Multilateral Banking):

· US$ 15 million through Colombian Financial Institutions, especially Leasing Companies, who are willing to finance a total of 15 million USD in a long-term basis.
· US$ 42 millions, are being sought among other Colombian banking institutions like Banco Agrario and other loans domestic and international. 


	Debt - Short term
	

	Other financing
	An advance power purchase agreement for US$10 million covering years of production 11-14 is being finalized with ISAGEN.  This advance monies will be made available to the project sponsor to reduce financial risks under an agreement that provides for a fee equivalent to 3% of the energy prepaid and to be provided in equivalent energy.  In addition, the sponsor will sell 11% of the output at the market price minus a 10% discount.

	CDM contribution sought
	16.53 EURO million

	CDM contribution in advance payments
	Not required

	
	

	Indicative CER Price (subject to negotiation and financial due diligence)
	US$3.50

	Total ERPA Value
	Approximately: US$15 million.

	A period until 2012 (end of the first budget period)
	9.86 EURO million

	A period of 10 years
	12.33 EURO million

	A period of 7 years
	8.63 EURO million

	A period of 14 years (2 * 7 years)
	17.26 EURO million

	
	

	If financial analysis is available for the proposed CDM activity, provide the forecast financial internal rate of return for the project with and without the CER revenues. Provide the financial rate of return at the expected CER price above and at EURO equiv. of 3/ tCO2e. 
	The expected Internal Rate of Return (IRR) for the shareholder in US dollars have been estimated by the investment banking to be between 14% and 16%, depending on the scenarios, for period of 20 years.

When the cash flow generated by carbon trading is considered, the IRR increases to rank between 15% and 17%.  Most important, the coverage of the debt service increases from 1.34 to 1.50 helping to to the financial strength of the project.


