May 2, 2000

FROM:  The President

First Report on Prototype Carbon Fund Implementation

and

Proposed Amendments to the Instrument Establishing the Fund

1.
I submit for your consideration, the First Report on the Implementation of the Prototype Carbon Fund, which is attached (as Attachment 1).  Included in the report is a description of certain proposed amendments to the Instrument Establishing the Prototype Carbon Fund. These amendments are being proposed to reflect certain changes unanimously approved by the Participants in the Fund, at  the Organizational Participants' meeting.  (Attachment 2)

Recommendation:

2.
I recommend that, in the light of the foregoing, the Executive Directors adopt the Resolution provided in Attachment 3 to this memorandum, amending the Instrument Establishing the Prototype Carbon Fund.

James D. Wolfensohn

President

By Zhang Shengman

Attachment 1

First Report on Prototype Carbon Fund Implementation

and

Proposed Amendments to the Instrument Establishing the Fund

A.
Background

3.
On July 20, 1999, the Executive Directors of the International Bank for Reconstruction and Development (IBRD)  approved Resolution 99-1 to establish a Prototype Carbon Fund (PCF).  The minutes of the meeting record that several speakers asked that the Executive Directors receive:


Semi-annual reports on lessons learned by the PCF; and  


A report, after the Fifth Conference of the Parties (COP-5) to the United Nations Convention on Climate Change (UNFCCC) and before the first closing of the PCF, focusing on PCF modifications resulting from COP-5, Host Country consultations, and projects in the pipeline. 

4.
Management responded that it would report:


to the Executive Directors every six months during the three-year investment phase, as requested. (the first report to the Executive Directors after COP-5 would cover the issues requested by the Executive Directors); and 


to the following bodies: the GEF Council; the UNFCCC Subsidiary Body on Implementation; and the UNFCCC Subsidiary Body on Science and Technology.

5.
On April 7, 2000, immediately prior to the Organizational Participants' meeting of  April 11-12, 2000, and the first meeting of the Host Country Committee on April 13, 2000, Management, in a Technical Briefing, provided the Executive Directors with an informal update on the status of PCF.  It was anticipated that Participants then would discuss the issue of a second closing of the PCF and any required adjustments to the Instrument Establishing the Prototype Carbon Fund, and that resolutions arising from these discussions could also be provided to the Executive Directors in  the semi-annual report.

B.
Planned Briefings of Participants in GEF and Parties to UNFCCC

6.
During the period of the next GEF Council Meeting (the week of May 8, 2000) in consultation with Mr. El-Ashry, the GEF CEO,  management will provide GEF Council members with a comprehensive report on the status of PCF implementation. This will be a lunch time event on May 10th, 2000.

7.
The PCF's Fund Management Unit will organize a side event during the upcoming June meetings of the UNFCCC Subsidiary Body on Implementation, and the UNFCCC Subsidiary Body on Science and Technology SBSTA/SBI meetings on PCF status and lessons-learned to date. 

C.
Progress with PCF Implementation

C.1
Status of PCF Subscription 

8.
At the first closing of the PCF on April 10, 2000, the PCF had reached a size of subscription stood at US $135 million, with a total number of 21 participants. In addition, a number of companies registered their interest with the Fund Management Unit to participate in a second closing if this is approved by the IBRD's Executive Directors.

9.
Participants at First Closing: Participating in the PCF as of  April 10, 2000 are six countries and fifteen companies bringing the total committed contributions to US $135 million. These are: Canada, Finland, the Netherlands, Norway, Sweden  and the Japan Bank for International Cooperation (JBIC) for Japan. And, from the private sector: the utility companies Chubu, Chugoku, Kyushu, Shikoku, Tohoku and Tokyo Electric Power (Japan), Electrabel (Belgium), RWE (Germany); the energy companies, BP-Amoco (UK), Norsk Hydro and Statoil (Norway), Gaz de France (France), the Japanese trading houses Mitsubishi and Mitsui, and the financial institution Deutsche Bank (Germany).

10.
Companies Registering for Second Closing ("named companies"): Shell (Canada), Daimler Chrysler (Germany), Hydro Quebec (Canada), Environment Banc and Exchange (USA), Sumitomo Corporation and Nippon Mitsubishi Oil Corporation (Japan), Espoon Sahkö and FORTUM (Finland) and Rabobank (the Netherlands).

11.
The level of interest and resolve to participate in the PCF grew markedly after the global public launch of the Fund on January 18, 2000.  PCF subscription stood at US $85 million on that date. At First Closing, participation had become well balanced between Japanese and European investors, and the additional public sector investors had broadened participation beyond Europe to Japan and North America.  North American corporate investors remain unrepresented although strong interest exists from at least three companies seeking to decide on participation in a possible second closing.

C.2.
Governance and the Result of Elections

12.
The Participants Committee was elected by the Participants on April 11, 2000. This first  group of members will serve through June 2001. Government members comprise Finland, the Netherlands, Canada, and Japan. Corporate members comprise RWE, the German power utility, Gaz de France, and Tokyo Electric Power Company. At its first meeting on April 13, 2000, the Participants Committee elected Mr. Maurits Henkemans of the Netherlands as its Chair. The Committee reviews and advises the Trustee on business plans and budgets, the project portfolio, and has veto over projects at the concept stage. There is some thought amongst Participants that with greatly expanded corporate membership, the Participants Committee membership should be changed to reflect the changing balance and therefore enlarged. This issue may be raised in the annual Participants' meeting in June 2000. 

13.
The Host Country Committee (HCC) also met on April 13, 2000 for the first time.  The countries represented included Brazil, Guatemala, Honduras, Mexico, Latvia, Senegal, Togo, and Zimbabwe.  Additional members who could not attend included Costa Rica, El Salvador and Nicaragua.  Membership will expand over time as will the project portfolio and the opportunity to advise and learn from PCF implementation directly through membership of the HCC.  The HCC elected Mr. Eduardo Dopazo (Guatemala) as its Chair through June 2000, and elected Ms. Ieva Saleniece (Latvia), Mr. José Luíz Samaniego (Mexico), and Mr. Ajavo Ayite-Lo Nohende (Togo) as observers to the upcoming Participants' meeting next June. Mr. Eduardo Dopazo was also elected as the observer to the Participants Committee through June 2000. The HCC advises the Trustee on the direction and modus operandi of PCF implementation and members are able to attend workshops and seminars at the country and global level on PCF projects and processes seeking to generate environmentally credible emissions reductions.

14.
Internally, the Fund Management Committee responsible for overseeing the operations of the Fund, and comprised of a Fund Manager and four other members of IBRD's management, has been appointed by the President of the IBRD.  The Fund Management Unit that will conduct the day-to-day operations of the Fund, will include five staff members  with more than 75% of their time allocated to the PCF core management function, and secondees. Most work for the PCF will be contracted on an as-needed week-by-week basis from other Bank and IFC units.

C.3
Outcomes of the Organizational Participants' meeting

15.
Key decisions of the meeting included review and approval of the business plan and budget through June 2000, and compensation of the IBRD for project preparation costs incurred to the date of the meeting and for US $2 million of Fund development costs. These decisions were passed by formal resolution without amendment. Important also was review of the operational policy and strategy notes prepared as PCF Implementation Notes determining how the PCF should prepare high quality emissions reductions and what should be the profile, source and phased development of the PCF’s project portfolio.  The business plan and budget are attached to for reference (please see Attachment no. 3 to this memorandum). PCF Implementation Notes are publicly available on the PCF website (www.prototypecarbonfund.org).

16.
Participants also discussed amending the Instrument Establishing the Prototype Carbon Fund in order to advance the date of a second closing and to accommodate unmet demand from the corporate sector for PCF participation, as well as to ensure PCF’s operational effectiveness. These items of business were resolved per Resolution 2000-6 of the Participants' meeting (please see Attachment no. 1 to this memorandum). Amendment of the said instrument is subject to approval by the Executive Directors and to prior unanimous consent of participants. Given the nature and significance of the measures concerned (see below), Participants unanimously requested Fund Management to put these before the Executive Directors for review at their earliest convenience. 

C.4
Quality Assurance Measures

17.
In adopting processes to achieve high quality emissions reductions, the PCF  has been working closely with UNFCCC Secretariat staff, consulting researchers and NGO's, and seeking guidance from analysts and negotiators from amongst the Parties.  The PCF is also committed to comply with the IBRD’s safeguard policies for all its projects. In advance of the June PCF Participants Meeting, Fund Management will prepare a PCF Implementation Note on the specific processes and requirements for assuring compliance in PCF projects with Bank/IFC safeguard policies.

18.
A series of PCF "lessons learned notes" will be published for public review starting with those arising from the experience gained with development and negotiation of the Latvia Liepaja Solid Waste Management Project. This will support the ongoing review by the Conference of the Parties to the UNFCCC of good practice in Kyoto Protocol implementation and will strengthen the quality of PCF operations. 

C.5
PCF Projects and Portfolio

19.
The PCF's Participants Committee met on April 13, 2000. The committee reviewed and endorsed the proposed Liepaja Solid Waste Management Project and reviewed the pipeline of other PCF prospective projects.  Latvia's Liepaja Solid Waste Management project is the first PCF project to reach the appraisal and negotiations stage.  Technical discussions took place  during the week of April 10, 2000 and negotiations are expected to be completed later this year.  Early development of this project allowed the PCF to pioneer the first baseline validation process, leading to a validation protocol and the first validation opinion for a project under Article 6 and Article 12 of the Kyoto Protocol (Joint Implementation or Clean Development Mechanism, respectively).  Lessons learned and emerging good practices in achieving credible emissions reductions will be published on the PCF’s website.

20.
The second PCF project, supporting a local fund for renewable energy in Costa Rica, will likely be proposed to the PCF Participant’s Committee during May 2000. 

21.
Project ideas under review (without naming the country concerned) include:


Coal to geothermal switch in district heating in Eastern Europe


Wind power displacing oil, coal or gas in grid supply in Central America and North Africa


Municipal refuse-derived fuel replacing coal-fired power in Africa


Transmission and distribution efficiency measures to reduce coal-fired power needs in South Asia


Demand-side management energy efficiency through ESCOs in Eastern Europe


Sugar-cane biogas power expansion to displace coal or oil power in South America 


Small hydropower replacing diesel power generation in rural areas in Africa


Solar water heating displacing bottled gas domestic water heating in Central America


Gas flaring reduction and supply of gas for power and other uses such as household cooking replacing coal and wood-fuels in Africa and the Middle East

C.6
Communications and Outreach

22.
The PCF website (www.prototypecarbonfund.org) is outside the IBRD’s "firewall" on a contracted server.  It has gained considerable traffic already, averaging over 1000 hits per day.  It is the main vehicle for information and knowledge dissemination for the PCF to the general public worldwide and also the means for Participants, Host Governments and the PCF technical advisory group to review work in progress and post their comments for each other’s review.

D.
Proposed Amendments to the PCF Instrument

23.
This section outlines the context and justification for the proposed amendments to the Instrument establishing the PCF: (1) enabling the PCF to advance the date of the second closing to mid-Summer, 2000; (2) raise the maximum size of the Fund to accommodate a limited number of participants that have expressed an interest in joining at this closing; (3) limiting the premium that such additional participants would be required to pay, and  (4) ensuring and clarifying that the PCF can purchase project-based emissions reductions from host countries  and work through established intermediaries. In compliance with the Instrument Establishing the Prototype Carbon Fund, these proposed amendments have received prior unanimous consent from Participants at their Organizational meeting in April last (please see Attachment no. 1 to this memorandum).

D.1. Second Closing and Maximum Size

24.
Demand for participation in the PCF from the corporate sector has been unexpectedly high, especially as knowledge of the PCF opportunity spread with the January public launch.  Of more than twenty companies who have recently expressed interest in the PCF but who had not subscribed to it by the first closing of April 10, 2000, nine have requested that they be registered as PCF second closing candidates so that they may finalize their decision-making and have the opportunity to take advantage of PCF’s learning-by-doing in the near term. Management proposes that the Executive Directors agree to adjust the maximum size of the Fund to enable these “named” companies (see section 16  above) to participate in the PCF if they so decide, primarily because:

· Participation of these companies would increase both sector and geographic diversity amongst PCF Participants. Currently, North American companies, brokers and the transport sector are not represented at all, and European and banking interests are underrepresented in the Participant group.

· PCF is a risky and unique public-private partnership with significant implications for corporate strategy, public image of corporate Participants, and public perception of the practicability of the Kyoto Protocol. Hence, it behooves the Bank to be flexible in the face of these concerns by providing the named companies sufficient time to finalize their decision on PCF Participation with their top management.

25.
PCF Participants agreed to lower to 2.5% the ten percent premium on the Contribution payable by  Participants that join the PCF in a second closing. Participants felt it was equitable that there remain a first movers advantage in PCF participation, but that the premium should be adjusted in proportion to the advancement of the date of second closing.

26.
During informal discussions, the staff of several Executive Directors’ Offices has noted that they perceive one or more of the following risks for PCF in expanding subscription beyond US $150 million to the proposed level. Bank staff responded to these concerns as noted:


A larger PCF means more projects and may lower project quality 

Staff noted that PCF project size is proportional to capital subscribed hence no increase in overall project number is implied by a growth in subscribed capital. In addition, increased funding enables a modest but important increase in administrative costs to enhance quality in PCF implementation, even though the proportion that administrative costs would comprise of fund capital would fall.


Increasing the maximum size of the Fund may increase the Bank’s ability to

dominate the carbon emissions market, contrary to the Executive Director’s

wishes 

Staff indicated that a maximum of nine or ten additional companies and a US $30-35 million increase in Fund size is unlikely to have a material impact on the PCF's ability to dominate the market or  the IBRD’s exit strategy.


Increasing the maximum size of the Fund will encourage a new marketing effort by

PCF staff which will be diversionary and at odds with the prototype nature of the

Fund

Staff noted that there could be no new marketing under the proposed arrangement as subscription would only be open to companies which had registered by a cut-off date (April 21, 2000), which would be prior to submission for review by the Executive Directors of a the proposed amendments.  Staff also indicated that they were keen to move forward with implementation and to only deal with known companies who were well informed about the PCF. 


A second closing would maintain the Bank’s exposure to Securities and Exchange

Commission rules on private placement, which restrict the Bank’s ability to discuss the PCF in pubic places, especially where prospective American investors may be present 

Staff noted that this constraint applied to the existing second closing provision and would be eliminated by allowing only “named companies” to participate which had registered prior to the opening of a possible second round of subscriptions.  

D.2.
Purchases of  Project-Based Certified Emissions Reductions

27.
As the first commercial contracts for emission reductions emerge, it is clear that an  effective means of conducting the PCF business will be to provide project resources by payment on delivery for certified emissions reductions from projects which fully conform to PCF quality requirements. In such instances however, project sponsors may wish substantial pre-payment in order to gain liquidity to complete project-financing needs. 

28.
While the PCF Instrument permits the purchase of emission reductions, it does so in the context of projects for which there has also been some investment component. The PCF Instrument refers only to the “financing” of specific projects.  Since the approval of the Instrument Establishing the Prototype Carbon Fund by the Executive Directors in July 1999, the feedback that Management has received from outside the Bank, including from Host Countries and the Participants, some of whom are actively involved in the carbon emission business already, is that this single model of business will be too constraining for the activities of the Fund.  

29.
At the Organizational Participants' meeting in April 2000, Participants expressed the view that the PCF, as an innovative mechanism intended, inter alia, to model and learn about how the emerging market could function, should be able to utilize a variety of funding models. They approved a resolution that the Instrument Establishing the Prototype Carbon Fund be amended accordingly (please see Attachment no. 1 to this memorandum).  

30.
The models which were discussed by the Participants included:


Providing project resources through the purchase of emission reductions from specific projects which have been approved by the Participants (as in Latvia) and which meet all the PCF quality criteria --such purchase agreements are likely to be the main commercial vehicle for the private sector; and


Working through established intermediaries (such as local commercial and development banks, energy service companies, renewable energy funds) and paying for emission reductions only on delivery.  This would the model for the Costa Rica project that is next in the project pipeline.

31.
Hence, through the proposed amendment to the Instrument Establishing the Prototype Carbon Fund, Management is seeking to remove any possible ambiguity there may be in the instrument and to provide the PCF with the flexibility it will need to meet some of the IBRD's strategic objectives in establishing the Fund, namely to demonstrate how project based transactions in emission reductions can promote sustainable development, and to gain and share knowledge during the Fund's operations.

Attachment 2

PROTOTYPE CARBON FUND

ORGANIZATIONAL PARTICIPANTS’ MEETING

11-12 April, 2000

Resolution No. 2000-6

On Changing the Terms of a Second Closing and On Certain Other Amendments to

the Instrument Establishing the Prototype Carbon Fund

Whereas, the Trustee is currently engaged in discussions with a number of entities that have expressed their interest in the Prototype Carbon Fund but were unable to complete internal decision making processes before the First Closing; and

Whereas, the Participants consider it desirable that the operations of the Fund be able to conform with emerging market practices;

RESOLVED:

(A)
That the Participants hereby approve the following amendments to the Instrument Establishing the Prototype Carbon Fund:

(i)
To increase the maximum size of the fund above US $135 million by the aggregate possible subscription of those eligible entities registering their interest in writing in participating in a Second Closing with the Trustee by April 21st 2000.  

(ii)
To bring forward the Second Closing to a date on or about eight weeks following approval of this amendment by the Executive Directors of the International Bank of Reconstruction and Development (from the current date which is on or about February 1, 2001);

(iii)
To reduce the premium payable by additional entities that become Participant in the Fund on the Second Closing to 2.5 % of their required contribution (from 10%);

(iv)
To provide clarifications to the Instrument specifying that the operations of the Fund may include the provision of project resources in the form of the purchase of Emission Reductions, either directly or through intermediaries, from Projects that have been reviewed by the Participants Committee.

(B) 
That Participants hereby authorize the Trustee to submit the amendments under paragraph (A) for approval to the Executive Directors of the International Bank for Reconstruction and Development and, if they are approved, make the necessary changes to the Instrument reflecting said amendments. 

Attachment 3

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT

RESOLUTION NO. [________]

ON CHANGING THE TERMS OF A SECOND CLOSING AND 

ON CERTAIN OTHER AMENDMENTS TO THE 

INSTRUMENT ESTABLISHING THE PROTOTYPE CARBON FUND 

WHEREAS in accordance with Section 15.3 of the Instrument Establishing the Prototype Carbon Fund ("the Instrument"), the Instrument may be amended by the Executive Directors of the International Bank for Reconstruction and Development with the prior unanimous consent of Participants;

WHEREAS the Participants in the Prototype Carbon Fund by Resolution 2000-6 of their Organizational meeting, have given prior unanimous consent to amend the Instrument in accordance with the terms set forth in that resolution;

NOW THEREFORE IT IS HEREBY RESOLVED AS FOLLOWS:


The Executive Directors hereby amend the Instrument in the manner provided in Annex I to this Resolution.

Attachment 3 (cont.d)

ANNEX I to Resolution [_________]

Amendments to the Instrument Establishing the Prototype Carbon Fund

1.
Paragraph (A) of the Preamble is hereby replaced by the following:
"(A)
The International Bank for Reconstruction and Development desires to promote project-based mechanisms that will help countries to reduce global concentrations of greenhouse gases and therefore minimize the adverse impacts of climate change on developing countries through the establishment of a Prototype Carbon Fund to be administered by the IBRD to provide Participants in the Fund with the opportunity to provide resources to finance projects in developing countries and countries with economies in transition to generate greenhouse gas Emission Reductions which could be transferred to the Participants, thereby assisting them in satisfying their obligations under the United Nations Framework Convention on Climate Change and related international agreements and domestic legislation;" 

2.
Article I, Definitions, no. 46 ("Project"), no. 56 ("Second Closing"), and no. 59 ("Underlying Project") are hereby replaced by the following, respectively:

" 46) “Project” means an activity for which the Trustee has agreed to provide financing under Project Agreements, or project resources in the form of the purchase of Emission Reductions,  to Recipients under Project Agreements;

 56) “Second Closing” means the additional closing of the Fund that may occur on a date on or about February 1, 2001[___________]_
_ , or such later date as may be determined by the Trustee in consultation with the Participants;

 59) “Underlying Project” means a project financed by the IBRD, the IFC or a third party for which the Fund agrees to provide supplementary financing or resources through a Project;".

3.

Section 2.3  is hereby replaced by the following:
"Section 2.3.
Authority to Enter into Participation Agreements; Maximum Size of Fund.  The Trustee may enter into Participation Agreements with Initial Participants during the period commencing on a date to be determined by the Trustee but not earlier than November 15, 1999, and ending on and including the date of the First Closing.  The Trustee may, thereafter, at its discretion, enter into Participation Agreements with Additional Participants during the period commencing after the First Closing and ending on and including the date of the Second Closing; provided that the aggregate amount of contributions to be provided under all of the Participation Agreements shall not exceed U.S.$180 150 million.  Except as otherwise provided in this Instrument, the Trustee shall not enter into any Participation Agreements or accept any new contributions from any Participant after the Second Closing.".

4.
Sections 3.1 and 3.2 are hereby replaced by the following, respectively:

Section 3.1.
Operational Principles.  The operational principles of the Fund are: (i) to provide resources for finance Projects which are intended to generate High Quality Emission Reductions; (ii) to endeavor to effect an equitable sharing between the Participants and the Host Countries of any Emission Reductions and other benefits arising from Projects; and (iii) to disseminate broadly the knowledge gained by the Trustee in the development of the Fund and the implementation of Projects.

Section 3.2.
Operations of the Fund.  The Fund shall finance Projects designed to achieve GHG Reductions in return for (i) the exclusive right as against any third party, other than a person authorized under the regulatory framework of the UNFCCC and/or the Kyoto Protocol, to have an Independent Third Party certify the quality and quantity of any GHG Reductions generated by the Projects; and (ii) the right to have transferred to Participants an agreed amount of any Emission Reductions generated. The operations of the Fund may include the provision of project resources in the form of the purchase of Emission Reductions from Projects, either directly or through intermediaries.  The Trustee shall facilitate the processes of Validation, Verification and Certification whereby an Independent Third Party certifies the quality and quantity of any GHG Reductions achieved by the Projects in accordance with relevant standards and/or criteria to be developed under the regulatory framework of the UNFCCC and/or national laws.  The Trustee shall also facilitate the transfer of an agreed amount of any Emission Reductions achieved by each Project from the Recipient to the Participants, on a pro rata basis."

5.
Sections 4.1 and 4.2 are hereby replaced by the following, respectively:

"Section 4.1.
Payment of Contributions.  The target size of the Fund is U.S. $100 – 120 million  Each Public Sector Participant will be required to contribute U.S.$10 million to the Fund and each Private Sector Participant will be required to contribute U.S.$5 million to the Fund.  Each Initial Participant’s and Additional Participant’s required contribution to the Fund will be paid at the First Closing and the Second Closing, respectively, through the issuance and delivery of a promissory note made payable to the Trustee on demand. At the First Closing and Second Closing, the Trustee will provide Participants with an anticipated schedule of demands for payment of their respective promissory notes.  However, such schedule of payments will remain at the sole discretion of the Trustee, having regard to the financial requirements of the Fund including the anticipated requirements for payments to Recipients under Project Agreements.  The Trustee will make demands for payment by Participants under the promissory notes on a pro-rata basis; provided, that the failure of any Participant to make any such payment when due shall not relieve any other Participant of its obligation to make its respective payment.  Participants will be entitled to prepay up to the entire amount of their required contribution.  No interest will be payable by Participants on any portion of the required contribution not yet demanded by the Trustee or by the Fund on any prepaid portion of the required contribution.  The first payment from Initial Participants will be due within 30 days following the First Closing, and the first payment from Additional Participants and a further payment from Initial Participants, if any, will be due within 30 days following the Second Closing. The Trustee will provide Participants with at least 30 days’ notice of all subsequent payment demands.

Section 4.2.
Payment of Premium.  All Participation Agreements entered into after the First Closing shall provide that the Additional Participants shall, in addition to their required contribution, pay a premium in an amount equal to 2.5 10%of the amount of such contribution.  The premium shall be payable on the same terms as the contribution.  The premium shall not be taken into account in determining the Participant's interests in the Fund or in the calculation of the size of the Fund. ". 

6.
Paragraph d) of Section 8.1 is hereby replaced by the following:
"d)
The Trustee may, at any time and with the approval of Participants holding not less than two-thirds of the votes cast at any meeting of Participants, solicit an amount of voluntary supplementary contributions from Participants. No Participant will have any obligation to contribute such additional amount. Any such voluntary supplementary contribution made by a Participant will be taken into account in determining the Participants’ pro rata interests in the Fund, and the pro rata interest of a Participant may be reduced or increased depending upon the amount, if any, of such voluntary supplementary contributions.  No premium (as described above) will be payable by Participants in respect of any supplementary contributions.  The aggregate amount of contributions to be made to the Fund, including any voluntary supplementary contributions under this Section, will under no circumstances exceed U.S.$ 180 150 million (exclusive of any premium paid by Participants)."

7.
For ease of reference only, the deleted text has been included above and the changes made to the original text have been underlined. 
Attachment 4

PROTOTYPE CARBON FUND

BUSINESS PLAN AND BUDGET

APRIL 1 – JUNE 30, 2000
Reviewed and Approved at the PCF Participants Meeting,

April 11-12, 2000, Washington D.C.

The Prototype Carbon Fund (PCF) is a private-public partnership that aims to mobilize new and additional resources to address climate change and promote sustainable development.  The PCF is capitalized at US$135 million as of April 10, 2000, with six governments and fifteen companies participating.  While project identification and preparation activities have been well underway for the past two years, PCF operations formally start as of April 3, 2000.


I.
Fund Objectives and Strategy


A.
Business Objectives 

The PCF has three primary strategic objectives (adapted from the Information Memorandum, p. 11):

1. Show how project-based emissions reduction (ER) transactions and trade can promote and contribute to sustainable development and lower the cost of compliance with the Kyoto Protocol;

2. Provide the Parties to the UNFCCC, the private sector, and other interested parties with an opportunity to “learn by doing” in the development of policies, rules and business processes for the achievement of emissions reductions under CDM and JI;

3. Demonstrate the potential for public-private partnership in mobilizing new resources for addressing global environmental problems through market-based mechanisms.

In fulfilling these objectives the PCF seeks to create shareholder value through two products:

· high quality emissions reductions at or below a price of $20/ton/Carbon, or $5/t/CO2;

· knowledge and information about business processes, good practice, and policy that help both the private and public sector efforts for developing a market in emissions reductions under the Joint Implementation (JI)/Clean Development Mechanism (CDM) framework.

If these objectives and products are achieved, the PCF should also demonstrate, inter alia, that:

· the economies of Bank client countries can benefit from capturing substantial resource rents from trade in green-house gas emissions reductions;

· the profitability of cleaner more efficient technologies in energy, industry and transport will increase, stimulating transfer of these technologies to the energy, industrial and transport sectors in Bank client countries; and that

· there are important local and regional environmental, health and welfare benefits associated with investments that achieve greenhouse gas emissions reductions.


B.
Business Strategy for Achieving High Quality Emissions Reductions

Emission Reductions: CERs and ERUs 

The primary product of the PCF is emission reduction units (ERUs) from JI projects between Annex I Parties under Art. 6 of the Kyoto Protocol (KP) and certified emission reductions (CERs) from CDM projects in non-Annex I countries under Art. 12 KP. In PCF business terminology, these are collectively referred to as Emissions Reductions (ERs).  PCF ERs are to be high quality and reasonably priced, bearing in mind the Participants’ expressed willingness-to-pay and the availability of cost-effective low risk projects to achieve emissions reductions.

Until further guidance from Parties and Participants, the PCF does not intend to differentiate its procedures between CDM and JI projects. Instead, based on current knowledge and remaining uncertainty of the emerging modalities for Art. 6 and 12 KP, the PCF has developed a common approach to project development and validation, monitoring and verification that is expected to meet future KP modalities and produce emissions reductions of high quality.  PCF Practice Notes on establishing baselines and environmental additionality, and on the process of verification and certification, are available on the PCF website and in Organizational Meeting documentation.


i.
Meeting the Quality Objective for PCF ERs 

High quality ERs are defined as being of a sufficient quality so that in the opinion of the Trustee at the time a project is selected and designed, there will be a strong likelihood, to the extent it can be assessed, that Participants may be able to apply their share of ERs for the purpose of satisfying the requirements of the UNFCCC, related international agreements or applicable national legislation. 
To ensure this dimension of ER quality requires:

· first, a definition of quality criteria and indicators that appropriately reflect the requirements for JI and CDM projects in Art. 6 and 12 KP respectively and, 

· second, the establishment of a formalized process to objectively assess whether the project and resulting ERs meet those criteria and requirements. 

While awaiting further guidance from the Parties, the PCF will collaborate with host governments and others to explore and apply satisfactory criteria for additionality and sustainability for each PCF project, and indicators to conservatively estimate baseline emissions and ERs, and report on sustainable development outcomes.

Concerning process, some comfort can be taken from the consistency between the approach emerging from the UNFCCC discussions about Art. 6 and 12 KP modalities and the PCF’s own approach:

1. Development and explanation of the project baseline in a baseline study to be undertaken as part of the feasibility study for the project.

2. Development of a Monitoring and Verification Protocol (MVP) for each project that specifies observable indicators and defines the method to determine achieved emission reductions.

3. Validation of the project’s design, in particular baseline and MVP by an independent third party. The PCF currently uses professional certification companies, for instance Det Norske Veritas for the Liepaja project. 

4. Periodic verification of emission reductions by a different independent third party through a professional audit and verification process.

The PCF’s project agreement ensures that the project entity monitors the specified indicators and calculates emission reductions as defined by the project MVP. The agreement also ensures that the PCF, and any independent third party selected for this purpose, has access to the project documentation, and all relevant information. The PCF receives detailed validation and verification reports and a formal statement (certificate) by the validator/verifier about their findings. The PCF will report this information to the UNFCCC and register the project in accordance with UNFCCC requirements. 

Although the modalities for the generation of ERUs and CERs have not been defined and decided yet by the Parties to the Kyoto Protocol, it is apparent that they will differ markedly for the two mechanisms.

ERUs can be expected to feature less stringent requirements as regards the baseline for the JI project and the verification of emission reductions from that project, because the transfer of ERUs by a project host country will lead to an equivalent reduction in the transferring Party’s budget of assigned GHG amounts (AAUs). Whether ERUs will be equivalent with AAUs has not yet been determined. However, no objections are expected to obtaining AAUs from the first commitment period budget of a host country for emission reductions achieved by a JI project before the first commitment period. The PCF will negotiate the transfer of AAUs for pre-commitment period reductions in its JI projects.

It is expected that this process will be sufficient to meet future Art. 6 and 12 KP standard.  PCF staff will maintain close contact with the Parties and the UNFCCC Secretariat, the CDM Executive Board and other designated entities, to ensure that every necessary adjustment will be made to bring all ERs obtained and held by the PCF in line with new guidance and UNFCCC requirements.

In the April through June, 2000 period the PCF will:

· Complete the process and finalize technical documentation used to establish and validate the baseline and prepare the Monitoring and Verification Protocol (MVP) for the Latvia Liepaja Region Solid Waste Management project; and

· After Board approval of the Project, publish the Liepaja project baseline, MVP and the validation opinion from Det Norsk Veritas;

· Providing baseline validation justifies further processing of the project,  complete project negotiations and finalize and make available to Participants the related legal documents, including the carbon purchase agreement, as well as process documentation for procuring and contracting the services of specialized consultants for the process of baseline preparation and validation, and monitoring for the Liepaja project; 

· If and when the Board of the Bank has approved the underlying Bank projects, PCF documentation will be released to the general public and posted on the public access domain of the website;

· Actively participate in the June pre-SBI/SBSTA workshops, and other informal consultations organized by the UNFCCC Secretariat and Parties to ensure that every necessary adjustment will be made to bring all ERs obtained and held by the PCF in line with emerging guidance and UNFCCC requirements, and
· Revise and reissue any affected PCF Implementation Notes as required for Participant, Host Country and other stakeholder review.
· In consultation with the participants and relevant stakeholders, draw up the portfolio development strategy in line with the general guidance contained in the instrument.

ii. 
Meeting the Price Objective for ERs 

The price objective pursued by the PCF has a quantitative and qualitative dimension. The quantitative dimension pertains to the average dollar amount (price per ton of CO2) eventually
 paid by the PCF for each valid ER from a particular PCF project. The qualitative dimension pertains to the equitable sharing of benefits from PCF projects between hosts and PCF participants and is defined by the satisfaction of both sides with the final outcome of the project, of which price is an important factor. 

Following guidance from the Participants, the PCF attempts to negotiate a purchase agreement which will result in an effective price for ERs obtained for Participants from specific projects of not more than $20 per ton of Carbon (or $5 per ton of CO2)  in year 2000 prices. This is regarded as price ceiling and every attempt will be made to identify and develop projects and approaches to PCF investment, including competitive bidding for PCF ER financing, which could lower the price of ERs to the Fund. 

The PCF attempts to ensure a fair and equitable, hence durable outcome of price negotiations by assisting the client in preparing for its negotiations with PCF. To date, this process has included a pre-negotiations workshop in which both PCF and host country representatives participate and present their analysis. In addition, the host country has access during and after the workshop to independent experts of its choice, who provide appropriate assistance to the host country negotiation team. 

Finally, to enhance the transparency and quality of the process of  ER price negotiations over time, post-negotiations workshops will be hosted by government and the project sponsor wherever feasible. Such workshops will enable Participants and Host Countries to review the resulting agreements, business processes, and the associated issues and remedies. Post-negotiations workshops should also capture advice and experience from Participants and host governments, and provide valuable experience for later PCF projects and non-PCF projects. 

In the April-June period, the Fund Management Team will:

· Complete and publish the independent assessment of project risks in advance of negotiations for the Liepaja project;

· Oversee negotiations for the Liepaja project carbon purchase agreement;

· Subject to government approval, make arrangements for a small number of Participants to attend on a first come first serve basis negotiations of the Latvia and Cost Rica projects;

· Finalize arrangements and invite Participants and Host Country Committee members and selected others for the Latvia post-negotiations workshop planned in Riga around July 2000.

Portfolio Development

The Information Memorandum of  the PCF provides general guidance on project selection such as achieving a broad balance in the number of projects undertaken in economies in transition and in developing countries (JI and CDM), and emphasis on development of renewable energy and energy efficiency projects. Similarly, the resource allocation guidance provided would result in 15-20 PCF projects being prepared and approved by the mid 2003, depending on the level of Fund capitalization. 

An initial set of projects is being identified and prepared by the World Bank. In addition, the International Finance Corporation (IFC), the private sector arm of the World Bank Group, has started due-diligence on projects proposed by the private sector. A number of third party projects, including those proposed by the Participants in the PCF, are anticipated in the PCF’s portfolio. However, these broadly defined criteria for portfolio development need better definition  to support the process of project identification, which is now a priority activity for the Fund Management Team. As much as 75% of the projects PCF will invest in must be identified and cleared for further development by the end of FY2001 if PCF funds are to be placed in approved investments by mid-2003.

A portfolio development strategy for PCF investments will be discussed with Participants at the Organizational Meeting with a view to obtaining Participant preferences and guidance on an operational interpretation of the project selection criteria agreed for the Fund. The outcome of this consultation will be used to guide project identification during the ensuing months. A separate PCF Implementation Note on the portfolio development strategy and preferences for portfolio composition will be sent to Participants for review in advance of the Organizational meeting to enable a better informed discussion on this subject during the meeting.

The current pipeline of the PCF consists of Host Country endorsed projects in Latvia (Liepaja Region Solid Waste Management Project) and Costa Rica (Fund for Renewable Energy Resources). Early project identification work is in progress in Uganda, Guatemala, India, Poland, Slovak Republic, and the Czech Republic. However, many project ideas are being submitted to the PCF team now in anticipation of PCF implementation.

In the period between April and June, 2000

· The level of effort in project identification will increase substantially in line with the preferred portfolio development strategy (to be discussed in the Organizational Meeting);

· All approval processes for the Liepaja Region Solid Waste Management Project will be completed assuming the validation process for the project is successful. Negotiations on the project, including the carbon purchase agreement, are expected in the second half of April assuming the validation process goes according to plan. Currently, the Bank-financed component of the project is to be presented to the Board of the World Bank on July 16, 2000.

· Participants Committee clearance of the Cost Rica FRER project will be sought at the Participants Committee meeting on April 13th;

· A number of Project Concept Notes (PCNs) will be reviewed and completed in this period. These may include the following:

· Uganda: Rural Electrification - mini-hydropower displacing diesel power in the North East;

· India: Upgrading Efficiency of Electric Power Distribution in Orissa

· Poland and/or other Eastern European Countries - ESCO Energy Efficiency Project. Private entities and intermediaries to diversify their businesses by including generation and sale of emissions reductions;

· Czech Republic: Geothermal heat displacing coal in district heating

PCNs will be posted on the web for review by Participants as they are prepared. 


II.
Maximizing the Value of the Knowledge Asset


A.
The PCF’s Website

A key role of the PCF is to capture and disseminate  the knowledge, information and lessons learned gathered from its experience to a wide group of stakeholders globally.  At the same time, the PCF has an obligation to provide high value to its shareholders from the development of the knowledge asset in which they have invested. 

PCF’s website at www.prototypecarbonfund.org was designed as the primary information and knowledge delivery vehicle for stakeholders globally, regardless of bandwidth and connectivity levels. It is maintained on a server outside that of the World Bank in order to improve public access.  Activity on the website has averaged 2000 hits per day since the public launch in January 2000, and several PCF project ideas have been posted by third party project sponsors registering on the site.

The PCF’s website is currently being tested as the primary channel for exchanging views between the Fund Management Unit and the Participants, and likewise for Host Country Committee members, and the Technical Advisory Group. Participants are encouraged to register and facilitate knowledge capture and dialogue through this vehicle wherever practical. PCF staff will monitor the effectiveness of the Internet for this purpose and report to the next Participants Assembly and Host Country Committee (HCC) meeting on the experience and to obtain advice on possible improvements.

During the April-June period the following improvements are planned for the website as an informational and interactive tool:

· Systematize posting and notification for Participants of eligible PCF project ideas, summarizing feedback and outcomes, and archiving ideas reviewed;

· Experiment with “open forum” dialogue sites on issues in implementation and on specific project proposals;

· Provide a “portal” for all interested Participants for their own kiosks in the website on their climate change and environmental management programs with hyperlinks to their corporate home-pages;

· Upgrade capacity to provide timely feedback to Participants, Host Country Committee representatives, technical advisory group representatives, and other key stakeholders;

· Developing a system of notification on the website and a standard email response for email inquiries on PCF business from the general public that clarifies that PCF has limited capacity to respond to individual emails from the general public and is making every effort to publish key transactional documents and lessons learned for public consumption as PCF implementation proceeds.


B.
Publications

The PCF Instrument Article X, Section 10.4 (p. 25) defines the formal reporting arrangements by Fund management to Participants and the public. In addition to an Annual Report available to the public, twice-yearly status reports on PCF implementation are to be made to PCF Participants. These reports will reflect on progress in implementation in accordance with the approved annual Business Plans and Budgets, which will also be made publicly available. The Participants Reports will not be made available to the general public. The following outlines for discussion at the Organizational Meeting the proposed arrangements for preparation and publication of these reports, and the related work program for the April-June period.

· Annual Report: We propose to publish the Annual Report in early October following the availability of the audited statement of accounts in September. The format will be similar to the existing formal documentation of the PCF, such as the Information Memorandum. It will also be available electronically on the PCF website.

· Participants Reports: We propose to produce these status reports for Participants by the end of January and July in each year and to publish them only in electronic form, distributing them through the registered domain of the PCF website to Participants, Host Country Committee members and the informal Technical Advisory Group (TAG).

· Business Plans: With the exception of the first Business Plan which covers the remainder of the Bank’s fiscal year 2000 from the point of first closing to end-June, 2000, we expect to publish the annual Business Plan and Budget within a month of each Participants Assembly meeting. These will be lightly formatted formal documents for public distribution and will also be available on the website.

In addition, we propose to produce three series of publications to guide and increase the transparency of the PCF business and improve the public outreach and dissemination of lesson learned through implementation:  PCF Implementation Notes, PCF Lessons Notes, and PCF Occasional Papers.

· PCF Implementation Notes: this series will record consensus positions on the interpretation of the requirements of the PCF Instrument and its adjustment over time to ensure consistency with UNFCCC rules and procedures covering flexibility mechanisms. As required, revised versions of specific Notes will be issued in the series to accommodate emerging guidance from the Parties and Participants, and adjustments required through experience of implementation;

· PCF Lessons Notes: these will capture for dissemination good practice and lessons learned from PCF implementation and will cover all dimensions of PCF business;

· PCF Occasional Papers will include background papers on the emerging policies, procedures, and market development, which provide the framework and market context for PCF business. These series would include research outputs funded under PCFplus and papers arising from workshops and seminars conducted in support of PCF implementation.

In the April-June period, the Fund Management Unit will:

· Publish within a month of the Participants meeting the agreed FY2000 Business Plan and Budget;

· Prepare and submit to Participants 30 days before the first annual PCF Participants Meeting in June the draft Business Plan and Budget for FY2001;

· Publish Implementation Notes on the PCF’s approach to baselines, and to validation, verification and certification, portfolio development strategy and making use of market-based intermediaries the PCF portfolio development strategy, a note on the parallel program of research to enhance the quality of PCF operations called PCFplus; and

· Prepare the first version of the PCF Operations Handbook.


C.
Product Improvement

The PCF has, during its gestation phase, benefited tremendously from research undertaken as part of other World Bank programs, in particular the AIJ Program implemented in partnership with the Government of Norway. After its establishment, the PCF will have its own, limited research capacity and will continue to have access to World Bank research.

Research funded though the PCF budget will be limited to the development of legal and operational procedures, model templates, handbooks, guidelines, policies etc. that help reduce risks and transaction costs. These activities will in all cases have a direct relationship with existing or planned projects. A case in point are the guidelines and handbooks that will have to be developed to assist PCF supported financial intermediaries in meeting the PCF requirements and delivering high quality ERs.

In addition the PCF will support and have access to the results of a parallel research and training program (currently developed under the name of PCFplus) that will be funded with additional resources (reference: PCFplus concept paper). The PCF’s involvement in this parallel program will be limited to obtaining funding for the program through contacts with PCF participants and other stakeholders. In return, the PCF will have significant influence on the research program. The PCFplus research program is expected to engage in collaborative research with interested institutions with the objective to promote the GHG market through project-independent research, which is likely to lead to risk and cost reductions. Fields of research may include JI/CDM methodology, project cycle, the GHG market etc. The program will support relevant conceptual research as well as empirical work, to which the PCF will contribute experience and project data.

Finally, as a service to PCF Participants, the PCF team will have a limited budget and capacity to undertake, or arrange for, reviews and analysis to meet specific needs of Participants that have a direct relationship to their involvement in the PCF.  Guidance on the extent of this service will, as necessary, be sought from Participants through the appropriate channels.


D.
Outreach, Consultation and Collaboration 

In addition to internet-based knowledge and information sharing, the PCF management team intends to take opportunities, which represent a cost-effective means of disseminating experience and discussing emerging good practice in market development for ERs. These will include opportunities designed specifically for Participants as co-financiers of the PCF as a means of exchanging views and maximizing synergies in learning between Participants and partners in Protocol-related activities.

During the April-June plan period, the following activities will be completed:

· PCF staff will present lessons learned and insights from PCF implementation, and exchange views with participants in UNFCCC scheduled workshops on policies and procedures during this period
. PCF’s contributions to these meetings will be posted for participants and archived subsequently for future reference;

· As co-financiers of PCF projects, PCF Participants will be invited to participate in PCF project missions and related activities (Chubu Electric Co. and Electrabel have already taken this opportunity in the Latvia project case);

· PCF staff and collaborating specialists will respond on a first-come-first-serve basis to requests by Participants to provide seminars and consultations on PCF-related business issues and lessons learned through PCF implementation;

· PCF staff will participate in conferences and workshops which offer important opportunities for dissemination of lessons learned and feedback on PCF practice;

· The Technical Advisory Group (TAG) will be convened either before or at the June SBSTA/SBI meetings and asked to provide feedback on issues of portfolio development, baselines and additionality;

· Discussions on collaborative research and demonstration activities with bilateral agencies in France, USA, Germany, and the Nordic countries are expected to take place and outcomes reported to Participants;

· Sources of third party PCF deal supply will be explored, as will potential collaboration with private sector emissions brokers and the insurance industry, to enhance the value of PCF ERs. 


III.
PCF Business Administration


A.
Corporate Governance

Participants Assembly and Committee

The role of the Participants Assembly and Participants Committee are defined in Articles V and VI, respectively, of the PCF Instrument. At the organizational meeting, the Trustee will facilitate the election of the seven members of the Participants Committee. The Participants Committee will have its first formal meeting on April 13th and will elect its Chairman. The members of both bodies will be asked their opinion on the modalities for interaction between them and the Fund Management Unit in the course of PCF implementation and the schedule and nature of their meetings.

In the April-June period:

· Guidance will be sought from Participants on the date and place of the first annual meeting of the Participants Assembly;

· The Participant’s Committee will meet before the First Participants Assembly meeting to review the draft Business Plan and Budget and make a recommendation on the performance payment to the Trustee. Guidance will be sought at the Participants Committee meeting on the modalities and dates for formal meetings and for regular information exchange with the Fund Management Unit.

Host Country Committee

Article 7 of the PCF Instrument defines the functions of the Host Country Committee (HCC).  The HCC will meet the day after the Participants Assembly meeting and three observers selected by the Trustee will attend the Organizational Meeting. At their first meeting, the members of the HCC will select a Chairperson, one observer to the Participants Committee for the period through June 2001, and three to the First Participant’s Assembly. At the Organizational Meeting, the Participant’s views will be sought on the preferred size and composition of the HCC, and implications for PCF overheads versus the “learning-by-doing” and capacity building functions of the HCC. In their first meeting, HCC members will be asked to consider the same issues, as well as the modalities for effective feedback and advice to the Participants and Fund management, as well as modalities for efficient exchange of information and knowledge between them and the Fund Management Unit on PCF implementation.

Current members of the HCC include Latvia, Mexico, Costa Rica, Guatemala, Brazil, El Salvador, Nicaragua, Honduras, Senegal, Togo, and Zimbabwe. In late March, the Governments of Burkina Faso, Uganda, Russia, and Argentina were actively reviewing the membership  opportunity. As letters of endorsement are received for PCF projects in Host Countries, these automatically ensure membership by the country in the HCC. Hence membership is expected to grow on this basis over the next three months.

Fund Management Committee

The Trustee has established a Fund Management Committee (FMC) responsible for overseeing the operations of the PCF.  The functions of the FMC are outlined in Article 8.8 of the PCF Instrument.  The FMC consists of five individuals, including the Chairman, which is the Fund Manager.  The President of the World Bank has appointed the other four members of the FMC from among high-level managers who are likely to have the greatest contribution to make to the quality of PCF implementation. These four members are a director from the Environmentally and Socially Sustainable Development Vice Presidency, a director from the Private Sector and Infrastructure Vice Presidency, and two directors from Regional Vice-Presidencies in regions where the PCF expects to make early investments. These appointments will be in place through June 2001.

The FMC will meet during the plan period to clear project proposals for Participants Committee review, and the FY2001 Business Plan and Budget for presentation to the Participants Committee and Assembly.

Technical Advisory Group (TAG)

In order to acquire objective review of technical aspects of fund operation, Technical Advisory Group (TAG) is established outside of fund’s corporate governance structure.  It is made up of individuals from NGOs, who are selected based on their technical expertise and who in their individual capacity, provide feedback and input on technical issues around PCF projects.  Current TAG members are:

· Christiana Figueres, Center for Sustainable Development in the Americas (CSDA)

· Jake Werksman, Foundation for International Environmental Law and Development 

· Grace Akumu, Climate Action Network (CAN)-Africa

· Saleem ul-Huq, CAN-South Asia

· Ned Helme, Center for Clean Air Policy (CCAP) 

· Zhou Fengqi, Energy Resources Institute, China

· Jim Leslie, International Institute for Sustainable Development (IISD)

· Eduardo Sanheuza, CAN-Latin America

· Asger Garnak, CAN-Europe and Inforse, Denmark

· Geir Sjoberg, UNDP (as of March, returned to Government of Norway)

· Lee Solsbery, World Business Council for Sustainable Development (WBCSD)

B.
Human Resources

The PCF is administered as a Trust Fund of the World Bank.  Subject to general policy and strategic guidance from the Participants and agreed upon project selection criteria, the Trustee is responsible for managing the day-to-day operations of the PCF through the establishment of a Fund Management Unit (FMU), headed by the Fund Manager, as per Article 8.7 of the PCF Instrument. The Fund Manager selects other members of the FMU. 

The FMU will be a small business unit comprising a core of 3-4 full-time professional staff enabling the Fund Manager to procure on contract the services of  specialists needed for diverse business purposes.  To date PCF has drawn on more than 30 specialists throughout the Bank’s operations, research, legal, climate change, private sector, energy and infrastructure, and the IFC.

Emphasis is also being placed on staff exchange with Participants to maximize knowledge sharing and access to leading thinking and practice in market development in the framework of the Protocol. To date, staff exchange agreements have been executed with Tokyo Electric Power Company, and the Governments of the Netherlands and Finland. The Government of France has proposed secondment of an environmental economist to the PCF Team. Discussions are also in train with the UNFCCC Secretariat for short-term staff exchanges. Of these, only the proposed Finnish Secondee is to work full-time on the PCF.

The core staff of the FMU include, besides proposed secondees
:

· Ken Newcombe, Senior Fund Manager 

· Senior Financial Specialist (Vacant)

· Odil Tunali-Payton, Business Operations Officer

· Christina Reinhard, Information and Knowledge Analyst  (as of May 2000)

· Maritza Bojorge, Team Assistant

· Junior Support staff (Vacant)

Specialized staff spending approximately half of their time on PCF business and function as members of the PCF core team include:

· Johannes Heister, Economist and Specialist in Verification and Certification;

· Chandra Shekhar Sinha, Engineer and Energy Specialist;

· Ikuo Nishimura, Engineer and Urban Planning Specialist.

The PCF’s day-to-day management team includes its legal advisors specialized in international environmental law and the UNFCCC. This team is led by the Legal Advisor for Environment, David Freestone and includes Hanneke van Tilberg, Dutch Government Secondee and international lawyer. The team is also advised by economists from the Development Economics Group, including Don Larson, Financial Economist and Ken Chomitz, Environmental Economist.

In the April-June period, FMU staff capacity will be augmented as follows:

· Recruitment of the Principal Financial Specialist and Deputy Fund manager;

· Selection and secondment of the UNFCCC Bodies liaison and policy advisor (Finnish Secondee);

· Subject to preferences of Participants, and logistical constraints, the FMU will explore with Participants and Host Governments, short term business specialist assignments with the FMU as well as exchanges with Participant programs;

· Temporary junior office staff and short-term internships will be deployed as needed to meet business cycle peaks, and maintain and expand the PCF knowledge


C.
Financial Resources 

The estimated budget proposed for review and approval by Participants for this first quarter of PCF operation (April 1 – June 30, 2000) is attached to this Business Plan.  

The proposed administration budget is consistent with one quarter of the estimated administrative overhead costs of the Fund foreseen in the Information Memorandum for a full year, i.e. $1.4 million. However, based on the information available at the time of preparation of the budget, administrative costs were estimated in 1999 costs, and for a total fund size of $130 million. The final size of the PCF is likely to be larger in subscription level and number of Participants. 

A breakdown of the administration budget in percentages is provided in the table below:

Salaries and Benefits for FMU
32 %

Contracted Services, including policy, technical and legal advice
33 %

Outreach to Participants, UNFCCC and other stakeholders (includes travel)
17 %

Meetings of the Participants, Participants Committee and Host Country Committee
6 %

Overheads, Reporting and Communications
12 %

At the Organizational Meeting, Participants will be asked to:

· Approve the proposed budget for the April-June, 2000 period as presented below;

· Approve the proposed reimbursement to the Bank for Fund development costs and project and portfolio preparation and development costs up to the date of first closing (circulated under separate cover);

· Provide guidance on the extent to which the administrative budget should be expanded to meet the higher business volume of a larger fund. Fund Management proposes that any expansion for the July-June 2000-2001 period (FY2001) would be proportionately less than the growth in the size of the Fund over the design level of $100 million;

· Agree to preparation of a paper for review by the Participants Committee and at the First Annual Participant’s Assembly Meeting on requirements and mechanisms for contingency budgeting for the administrative budget and the investment funds.










PROTOTYPE CARBON FUND

ESTIMATED BUDGET: APRIL 1-JUNE 30, 2000


EXPENSES



SOURCES


Administration Expenses
US$ 


Draw-downs from Participants
3,510,000

Salaries and Benefits 
112,363


6 Public Sector Participants (@$260K each)
1,560,000

Fund Manager
47,109


15 Private Sector Participants (@$130K each)
1,950,000

Principal Financial Officer1
22,969





Business Administration Officer
16,944





Information and Knowledge Analyst
14,487


Investment Income 
29,250

Team Assistant
10,854


at 5% average annual interest rate10
29,250

Contracted Services
117,433





Operational Policy and Economics Expertise 2
32,070


TOTAL SOURCES
3,539,250

Project Technical  Appraisal 3
20,510





Legal Services
30,000





External Consultants4
10,000





Fund Management Committee members5
10,000





Summer Interns6
4,540





Temporary Office Assistant
10,313





UNFCCC Events:  Travel and Workshops7
30,000





Other Travel:  Outreach to Participants
30,000





Meetings8
20,000





Reporting, Knowledge Dissemination, Communications
5,000





Overheads, Supplies and Equipment
35,200





Sub-total of Administration Expenses9
349,996















































PROTOTYPE CARBON FUND

ESTIMATED BUDGET: APRIL 1-JUNE 30, 2000


EXPENSES



SOURCES


Project-Related Expenses
US$



US$

Project Preparation






4 Project Information Notes (@$25K each) 11
100,000





3 Project Concept Notes (@$50K each) 12
150,000





1 Project Appraisal Document (@$50K each) 13
50,000





Project Development Expenses by IFC
5,000





Project-related Knowledge Capture & Dissemination14
30,000





Sub-total of Project-Related Expenses
335,000












Reimbursement of Fund Development Costs to IBRD15
400,000





Reimbursement of Early Project Development Costs16
513,505





Institutional Administrative Fees for Trust Funds17
3,500












TOTAL EXPENSES
1,602,001


TOTAL SOURCES
3,539,250








1   Joining in mid-May.

2   J. Heister, plus D.Larson and K.Chomitz at 2 staff weeks each .

3   C.S. Sinha, I. Nishimura.

4   R. Heintz, K. Poore, others.

5   Three Level G-H staff @ 1 day/month for 3 months.

6   One full-time PCF intern, plus another shared with the Climate Change Team, starting on June 1.

7   5 staff X 7 days @ $300/day. Plus, airfare @$3000 per ticket. Plus, $4500 for events hosted by the PCF.

8   Events and catering at the April and June 2000 Meetings of the Participants, Participants Committee, and the Host Country Committee.

9   Administration costs for the April-June period include some annual costs being incurred in a short timeframe, and costs of two annual meetings in one year.

10   For May and June

11   e.g. Uganda, India, Poland, and Czech Republic.

12    e.g. Uganda, India and Poland.

13   Costa Rica.

14   Latvia Post-Negotiations Workshop.

15   To be paid in equal tranches over five years.

16   An itemized statement will be circulated under separate cover.

17   1% of administrative budget charged on disbursement.












































�  This date is to be inserted after approval by the Executive Directors of this amendment and will be the date eight weeks following that approval.


� The actual price paid for PCF emissions reductions will be known only at the end of the period of the project in which the PCF has an interest.


� In the June 4- 16, 2000, period, the PCF Team expects to participate in the series of informal workshops prior to the SBSTA/SBI meetings as well as having staff available to interact with Parties and stakeholders in the week of formal meetings. In this period, there will be a formal presentation on the status of PCF implementation and issues arising. 


� Fund Management Committee members are: Denis Clarke (PSI), Robert T. Watson (ESSD), Susan G. Goldmark (LAC), Mark Tomlinson (AFR), Ken Newcombe, Chair of FMC. Alternates are John W. Flora (PSI), Oscar Avalle (LAC), Christophe Crepin (AFR). David Freestone is Legal Advisor to FMC and representatives of the IFC regularly observe FMC meetings.


� At the end of March 2000, none of the core staff were full-time PCF employees. As recruitment for vacancies proceeds this situation will change.
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