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REMOVING BARRIERS TO THE RECONSTRUCTION OF PUBLIC LIGHTING SYSTEMS IN SLOVAKIA

Brief description

The project has three outputs. The first will set-up the Investment Facilitation Department (IFD). The outcome of this output will be a fully operational business unit with the capabilities to identify and broker public lighting investments. The second output will set-up a project fund to enable the IFD to build an initial portfolio of investment successes. The sole-purpose of the fund is to help attract initial investors and enable the IFD to gain the experience, expertise and credibility to operate as a sustainable business entity, independently of project resources. The third output is designed to, promote the IFD more widely in the Slovak Republic, and based on early project success expand its client base. As such it will be important to make independent measurements of energy savings, and present these with investment profiles to demonstrate payback periods and the full scale of positive financial returns. This promotional material will be accompanied by lessons learned from project implementation to create the option for international transfer of best practice.
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Carbon Dioxide
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Department for Foreign International Development
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European Bank for Reconstruction and Development
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Energy Centre Bratislava
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PL 
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PM 
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SEA
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Sectoral Operational Programme 
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United Nations Environmental Programme
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United Nations Development Programme
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United Nations Framework Convention on Climate Change 

USD
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Association of Slovak Towns and Municipalities

SECTION I : ELABORATION OF THE NARRATIVE
PART I: Situation Analysis

Please see pages 13-18 in the project document.

Note that since the project proposal document was written the GEF Operational Focal Point partner at the Ministry of Environment has changed. The GEF Political Focal Point remained the same.

PAR T II: Strategy

Please see pages 18-23 in the project document.

PART III: Management Arrangements
The project will be executed by the Slovak Energy Agency and implemented by the Energy Centre Bratislava. The executing agency will be accountable to UNDP for achieving project objectives and for the use of UNDP resources. The executing agency will appoint a National Project Director (NPD). He/she will assume the overall responsibility for the project (i.e. accountability of the use of funds and fulfillment of the overall objectives of the project). 

The IFD will be established within the management structure of Energy Centre, which will play the role of Implementing Agency. The project manager will manage the investment facilitation department (IFD). He/she will work under supervision of National Project Director and will be responsible for preparation of the yearly work plans, setting up the project steering committee and elaboration of self-sustainable strategy for IFD. Tendering of the IFD staff will be done according to UNDP rules. The IFD staff will include internal as well as external experts. The Project manager, technical experts, financial experts and the assistant will be project staff. technical consultant, public relation expert, auditor and financial consultant, will be subcontracted as needed.
The Project Manager will be responsible for the day-to-day management of the project activities according to the work plan. The Energy Centre, Bratislava will carry out all financial management activities such as budget management and payments and prepare the necessary financial reports for certification by the NPD. All project activities, including recruitment, procurement activities and reporting will be conducted in a manner consistent with UNDP rules.

A Project Steering Committee will be established to oversee project implementation, and will be responsible for strategic guidance, and co-ordination of the project with other national activities. It will approve annual work plans and review and comment on project independent evaluations. It will also play an important role in further resource mobilization for the project. Members of The Steering Committee will include following institutions: Energy Centre, Tatra Banka a.s, ZMOS, IFD, Slovak Energy Agency, Slovak Technical University, UNDP and IFC, Ministry of Environment, Ministry of Economy, and municipal investors. Each institution will nominate a senior representative to sit on the steering committee. The steering committee shall meet at least annually. UNDP, the Executing Agency or the Project Manager may call extra-ordinary committees as necessary.

The Project Evaluation Committee will be responsible for final approval of project investments from the project fund. They will meet regularly and at the request of the Fund Manager.  The members of Project Evaluation Committee will be represented by the Energy Centre, Tatra Banka a.s., Kommunal Kredit, and the Slovak Environment Fund. These arrangements will continue to operate after closure of the project, and as long as the project fund remains operational. 

"In order to accord proper acknowledgement to GEF for providing funding, a GEF should appear on all relevant GEF project publications, including among others, project hardware and vehicles purchased with GEF funds. Any citation on publications regarding projects funded by GEF should also accord proper acknowledgment to GEF. The UNDP logo should be more prominent -- and separated from the GEF logo if possible, as UN visibility is important for security purposes.”

PART IV: Monitoring and Evaluation Plan and Budget 

The project team and the UNDP Country Support Team will conduct project monitoring and evaluation with support from UNDP/GEF in accordance with established UNDP and GEF procedures. An inception workshop will be conducted with the full project team, relevant government counterparts, co-financing partners and the UNDP-CST. During this workshop, stakeholders will prepare an M&E program that is integral to project implementation, which would include an impact measurement table with a simple baseline for relevant measurement indicators as included in the logical framework in order to enable measurement of progress from baseline situation.  A detailed schedule of project review meetings will be developed by project management, in consultation with project partners and incorporated in the Project Inception Report. Such a schedule will include: (i) tentative time frames for Tripartite Reviews, Steering Committee Meetings, (or relevant advisory and/or coordination mechanisms) and (ii) project related Monitoring and Evaluation activities.  Based upon the priorities established in the logframe and the impact measurement table, the project team will prepare the final workplan as part of the inception report. Day-to-day monitoring of implementation progress will be the responsibility of the Project Manager (PM) based on the project's annual work plan and its indicators. Annual Monitoring will be conducted by way of the Tripartite Review (TPR), which is the highest policy-level meeting of the parties directly involved in the implementation of a project. The first such meeting will be held within the first twelve months of project implementation. The terminal tripartite review (TTR) is held in the last month of project operations. The Project Manager is responsible for preparing the Annual Project Reviews/Project Implementation reports and for Terminal Report and submitting it to UNDP-CST and the RCU. The PM in conjunction with the UNDP-GEF extended team will be responsible for the preparation and submission of the following reports that form part of the monitoring process: Inception report; Annual Project Review/Project Implementation Report (APR/PIR)
; quarterly reports on progress of the project. The project will be subject to at least two independent external evaluations, the Mid-Term Evaluation and the Final Evaluation. An independent Mid-Term Evaluation will be undertaken at the mid-point of implementation. The Mid-Term Evaluation will determine progress being made towards the achievement of outcomes and will identify course correction if needed. An independent Final Evaluation will take place three months prior to the terminal tripartite review meeting. The Mid-Term and Final Evaluations
 should specifically focus on the following issues: an assessment of relevant outcomes and objectives, including global environmental objectives; assessment of sustainability of outcomes; completeness of evidence and convincing substantiation and use of ratings; report consistency; presentation of actual project costs. The final evaluation will also look at impact and sustainability of results, including the contribution to capacity development and the achievement of global environmental goals. Audit: The project will be subject to financial audits as required according to UNDP/GEF rules and regulations. 

PART V: Legal Context
This Project Document shall be the instrument referred to as such in Article I of the Standard Basic Assistance Agreement between the Government of Slovak Republic and the United Nations Development Programme, signed by the parties on 18 November 1993.. The host country implementing agency shall, for the purpose of the Standard Basic Assistance Agreement, refer to the government co-operating agency described in that Agreement.

The UNDP Resident Representative in the Slovak Republic is authorized to effect in writing the following types of revision to this Project Document, provided that he/she has verified the agreement thereto by the UNDP-GEF Unit and is assured that the other signatories to the Project Document have no objection to the proposed changes:
a) Revision of, or addition to, any of the annexes to the Project Document;

b) Revisions which do not involve significant changes in the immediate objectives, outputs or activities of the project, but are caused by the rearrangement of the inputs already agreed to or by cost increases due to inflation;

c) Mandatory annual revisions which re-phase the delivery of agreed project inputs or increased expert or other costs due to inflation or take into account agency expenditure flexibility; and

Inclusion of additional annexes and attachments only as set out here in this Project Document

SECTION II : STRATEGIC RESULTS FRAMEWORK
PART I : Logical Framework Analysis
Table 1: Objectively Verifiable Impact Indicators

See approved MSP proposal in Section IV, Annex II. 

Table 2: Indicative Outputs, Activities and quarterly WORKPLAN
	GEF Outcome
	Activities
	Amount (USD)         Year 1
	Amount (USD)     Year 2
	Amount (USD)     Year 3
	Amount (USD)     Year 4

	 
	 
	Q3
	Q4
	Q1
	Q2
	Q3
	Q4
	Q1
	Q2
	Q3
	Q4
	Q1
	Q2
	Q3
	Q4

	OUTCOME 1: An effective and sustainable advisory service created to catalyze public lighting investment
	Establishment of project management and IFD
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	Capacity Building of IFD
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	Technical and Financial Assistance
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	PL research
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	OUTCOME 2:                  Finance technical demonstrations with the support of a concessional fund
	Financed pipeline projects
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	OUTCOME 3:                  Support investment in energy efficient public lighting through information dissemination
	Capacity building in regions
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	Information dissemination and media campaign
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 

	
	Monitoring & Evaluation
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 


NOTE : Outputs and activities will be verified and confirmed during Inception and yearly meetings/workshops.

SECTION III : TOTAL BUDGET 

	Award ID:

	Award Title: PIMS 2144 CC MSP: Removing barriers to the reconstruction of the public lighting systems in Slovakia 

	Project ID:

	Project Title: PIMS 2144 CC MSP Removing barriers to the reconstruction of the public lighting systems in Slovakia: 

	Executing Agency: Slovak Energy Agency (NEX)

	GEF Outcome/Atlas Activity
	Responsible Party (Implementing Agent)
	Source of Funds
	Atlas Budgetary Account Code
	ERP/ATLAS Budget Description/Input
	Amount (USD)         Year 1
	Amount (USD)     Year 2
	Amount (USD)     Year 3
	Amount (USD)     Year 4
	Total (USD) 

	OUTCOME 1: An effective and sustainable advisory service created to catalyze public lighting investment
	Slovak Energy Agency
	62000
	74100
	Manag. services
	2 140
	9 000
	9 000
	8 260
	28 400

	
	
	62000
	71600
	Travel
	470
	1 640
	1 640
	1 700
	5 450

	
	
	62000
	71300
	National experts
	10 280
	68 730
	68 730
	68 730
	216 470

	
	
	62000
	72100
	Service contracts
	0
	32 280
	17 600
	5 600
	55 480

	
	
	62000
	72200
	Equipment
	13 310
	28 960
	4 320
	3 910
	50 500

	
	
	62000
	74100
	Professional Services
	2 500
	9 800
	9 800
	9 800
	31 900

	
	
	62000
	74500
	Miscellaneous
	3 510
	5 690
	5 800
	5 380
	20 380

	
	
	62000
	
	sub-total
	32 210
	156 100
	116 890
	103 380
	408 580

	OUTCOME 2:                  Finance technical demonstrations with the support of a concessional fund
	Slovak Energy Agency
	62000
	72600
	Grants
	0
	156 500
	160 000
	150 000
	466 500

	 
	 
	62000
	
	sub-total
	0
	156 500
	160 000
	150 000
	466 500

	OUTCOME 3:                  Support investment in energy efficient public lighting through information dissemination
	Slovak Energy Agency 
	62000
	71200
	Int. Consultant
	0
	10000
	0
	10000
	20 000

	
	
	62000
	71600
	Travel
	460
	1 360
	1 210
	1 210
	4 240

	
	
	62000
	71300
	National experts
	1 000
	2 420
	2 420
	2 420
	8 260

	
	
	62000
	74200
	Printing and Production costs
	4 650
	21 120
	17 680
	18 970
	62 420

	
	
	
	 
	sub-total
	6 110
	34 900
	21 310
	32 600
	94 920

	 
	 
	
	 
	TOTAL
	38 320
	347 500
	298 200
	285 980
	970 000


SECTION IV: ADDITIONAL INFORMATION

Medium-sized Project proposal
Request for GEF Funding      
PART I: Approved MSP  proposal

	Financing Plan (US$)

	GEF Project/Component

	Project
	970,000 

	PDF A*
	25,000 

	Sub-Total GEF
	995,000

	Co-financing

	PDF A In-kind contribution
	3,000

	National Contribution – Tatra Banka (for project fund establishment - bank administrator)
	1,001,000

	Sub-Total Co-financing:
	1,004,000

	Leveraged Resources
	

	Co-financing by municipalities
	239,000



	Austrian East Ecofund/Energy efficiency fund
	230,000

	Other financial contributions (structural funds, commercial loans etc.):
	738,000

	Total Project Financing:
	3,206,000


Agency’s Project ID: PIMS # 2144

GEFSEC Project ID: 1557

Country: Slovak Republic

Project Title: Removing barriers to the reconstruction of public lighting systems in Slovakia

GEF Agency: United Nations Development Programme (UNDP)
Other Executing Agency(ies): Slovak Energy Agency

Duration: 4 years

GEF Focal Area:  FORMDROPDOWN 

GEF Operational Program: O P 5: Removal barriers to energy efficiency and energy conservation

GEF Strategic Priority: Strategic Priority 2: Increased access to local sources of financing
Estimated Starting Date:  August 2005

Implementing Agency Fee: 146,000

(GEF contribution – 30% of total budget)
* Indicate approval date of PDFA: 3 March 2002
Record of  endorsement on behalf of the Government:

Ivan Mojík, GEF OFP, Ministry of the Environment of the Slovak Republic             Date: September 2001
	This proposal has been prepared in accordance with GEF policies and procedures and meets the standards of the GEF Project Review Criteria for a Medium-sized Project.



	[image: image1.png]wld




Frank Pinto

Executive Coordinator

Global Environment Facility, UNDP

Date: 7 March 2005
	Project Contact Person:

Geordie Colville,

UNDP-GEF Regional Coordinator

 Tel. and email:

+421-2-59337408

geordie.colville@undp.org

	
	


Project Details

A - Summary

Objective: The objective of the project is to avoid 63,993 tonnes of carbon equivalent (or 234,641 tonnes of CO2)by catalyzing investments in energy efficient public lighting technology, over the 20 year lifecycle of those investments. 

Rational: 
· Most municipalities have not developed their financial engineering skills. While municipalities are allowed to borrow by law, in most cases they have instead deferred investment, extended the operational life of facilities and equipment and supplemented their budgets through the sale, and privatisation of state assets;

· In the cases where (usually larger) municipalities have sought to enter into energy savings contracts, third party financing or project financing results have been mixed. As a result there is a mixed perception in the country about the benefits of such approaches. Municipalities that do not fully understand the implications of these types of financing, are reluctant to experiment with non-traditional means of financing for public services;

· In most cases municipalities have established procurement procedures and equipment suppliers, and use standard designs for public lighting. During a period of intense change and increasing demands on municipal staff time as the country enters the EU, it is unlikely they will invest time to test new suppliers, or equipment, without encouragement or successful examples to follow;

· Neither national nor EU law require municipalities to meet energy performance standards in public lighting. National and EU law only require municipalities to meet minimum health safety and service standards in the provision of their public lighting services.

· The first costs of more efficient public light configurations are higher than the less efficient configurations. Most municipalities are not familiar with the financial profile of such investments, or over what period the costs of investment can be completely recovered through energy savings, or what financial surplus can be generated. 

The majority of the Slovak Republic’s public lighting is now at the end of its useful life and in need of replacement. The expectation in the absence of this project is that the technology will gradually be replaced by similar systems, rather than more efficient technologies (sodium lamps, efficient ballast, more effective reflectors and a reduction in electricity supply to public lighting systems (KWh)). If municipalities invest in the inefficient public lighting configuration the opportunity for replacing it with a more efficient configuration will be lost until this equipment reaches the end of its useful life. In some cases this will be 20 years.

The project proposes to pioneer a new business model in Slovakia, in the shape of an Investment Facilitation Department (IFD). As such it will need to have a unique skills-set bridging finance, project management and construction; and public lighting technologies. The niche of the IFD will be to charge a fee for brokering deals between the financiers; investors (in most cases municipalities) and; service providers, in the form of ESCO’s, equipment suppliers, installation and maintenance teams, to calatyse energy efficient public lighting investments.

Under the aegis of the Energy Center Bratislava, the IFD already has an established relationship of trust with many municipalities, and its market niche as a broker, continues to give it an impartial status. However to convince municipalities to make investment in energy efficient public lighting, the IFD first needs to build a portfolio of successful investments that it has brokered and which make clients cost savings. The project will set-up a fund, to help the IFD attract initial investors and enable it to build a successful business track record. Both during and after the project the IFD will become increasingly independent of the project fund, until it relies on non-project resources for its business.  
Project Outcomes: This project aims to avoid carbon emissions by building a sustainable entity, who’s business model is to catalyse investment in energy efficient public lighting. The role of the IFD will be to;

· become a trusted center of expertise in energy efficient public lighting;

· provide support in the procurement, installation, operation and maintenance of energy efficient public lighting technologies;

· Broker concessional and other sources of financing for municipalities in need;

· Demonstrating to municipalities that in the Slovak context energy efficient public lighting recover costs and generate savings.

This in turn will build experience and expertise in the Slovak Republic with the financing, installation, operation and maintenance of energy efficient public lighting, particularly with small and medium-sized municipalities. As municipalities establish their own relations with new suppliers, financiers and service companies, and fully realise the savings from their investments, the catalytic effect of the IFD is expected to create a permanent shift in public-light technologies municipalities buy in the future.

There are a number of factors and events taking place within the Slovak Republic that are likely to support the uptake of this objective:

· Liberalization and privatization within the energy sector will impose greater discipline on municipalities to pay their utility bills on time, hence the operating costs of public lighting will become a more important cost factor for municipalities;

· The importance of public lighting operating costs will be further heightened as the costs of electricity continue to rise to the actual cost of production;

· The introduction of EU structural funds will be a helpful financial boast to municipalities, to meet deferred investments; 

· Emerging changes in local government laws are expected to increase financial predictability of municipal revenues, municipal autonomy in expenditure and is expected to encourage municipalities to pool their expertise through inter-municipal cooperation.

B - Country ownership
1. Country Eligibility

Slovakia ratified UNFCCC on 23 November 1994, and is listed as an economy in transition under Annex 1 of the UNFCCC.

2. Country Drivenness

The strategy and goals of the project are in accordance with:

· National priorities described in the National Environmental Action Plan (NEAP II) – Sector A: Air Protection and Earth Ozone Layer Protection - to develop and implement national strategies for GHG emissions mitigation. 

· Mitigating GHG emissions through implementing energy efficient measures is among the short- and medium-term goals of Slovakia’s proposed national strategy for sustainable development, and in its strategy for implementing Agenda 21 [Ref. 1].

· The Kyoto Protocol to the UNFCCC. Slovakia signed the Kyoto Protocol on the 26th of February 1999 and ratified it on the 31st of May 2002. According to this protocol, Slovakia must reduce its GHG emissions by 8 % of 1990 emissions levels by the years 2008-2012 [Ref. 1, Ref. 2].  

· The Sectoral Operational Programme SOP4 “Basic infrastructure” prepared for accessing the EU structural funds for the years 2004-2006 defining GHG emissions reduction measures through installation of technology reducing emission production, [Ref. 3].

· Actual policy, regulatory and economic measures to reduce GHG emissions defined in the Third National Communication on Climate Change, which are already included in the current Energy Act, where the present policy and measures for the reduction of CO2 emissions include [Ref. 1]:

-
Policy and mitigation measures from the Second National Communication on Climate Change (measures resulting from the energy strategy and policy of the Slovak Republic until 2005); 

-
Protocol of Energy Charter on Energy Efficiency and Related Environmental Aspects, defined in the international context as the most important tool to support an energy efficiency policy in the creation of conditions for rational production, distribution and utilization of energy;

-
Measures in transportation, industry, residential, commercial, and institutional sectors; fugitive emissions of CO2, agriculture, land use change and forestry, and total impact measures focused on CO2 emissions reduction;

· SR’s goals for its energy policy, specifically priorities like sustainable development of the energy sector and its emphasis on reducing GHG emissions by decreasing the total demand-side energy consumption.

C – Program and Policy Conformity

1. Program Designation and Conformity

The project objective is to avoid GHG emissions by catalyzing investment in energy efficient public lighting in Slovakia, and as such the project conforms to the GEF Operational Program 5 “Removal barriers to energy efficiency and energy conservation”. The project aims to achieve the avoided emissions by catalyzing USD 2.63 million in investments, much of which will be from local sources and therefore it conforms with the GEF Strategic Priority 2, in the climate change focal area “Increased access to local sources of financing”. 
2. Project Design

Sector Issues

Summary of energy sector: At 9 tonnes of CO2 emissions of per capita Slovakia is among the twenty countries with the greatest per capita GHG emissions in the world. Total CO2 emissions in 1999 (according to Third National Communication on Climate Change, 2001) were 49,734Gg CO2 equivalent, of which 90% comes from the energy sector, including power generation. A recent study by the World Bank suggests there is potential for a 44% reduction in energy intensity from investments with a payback period of 7 years or less. Of the areas assessed by the World Bank study, the district-heating sector had the greatest potential for reduction in energy consumption, by around 15%. By comparison investment in public lighting has the potential to generate 40% energy savings [Ref. 4]. 

Energy legislation and policy: Slovakia has a general legal framework for the energy sector
, but this focuses largely on supply–side issues. Very little attention has been paid to demand side and energy savings issues. For example, the current national energy policy approved in 2000 aims to meet national commitments negotiated under the energy chapter for accession to the European Union. These revolve around three main priorities [Ref. 6]:

· preparation on integration into European Union internal market;
· security of energy supply; and

· and sustainable development.

The first priority is of most relevance to public lighting, and the area in which most progress has been made. Four main areas of work fall under this priority: restructuring and privatisation of energy companies; the establishment of an independent regulatory body; setting energy prices at actual cost of production for all consumer categories; and completion of an energy legislative framework
. The Slovak energy sector can now be described as partially competitive. Increasing energy prices are expected to create stronger incentives for energy efficiency, while privatisation in the sector is expected to introduce stricter utility payment discipline amongst municipalities, including energy bills for public lighting.

There are currently few laws to pro-actively encourage energy efficiency measures in either the private or public sectors. The laws that do exist relate to building codes and appliance labeling for washing machines, electric dryers, refrigerators and freezers. There are no energy efficiency standards of norms for municipalities or public lighting and no obligation for local authorities to meet energy efficiency public lighting standards
. Having said this municipalities can already keep the savings they make from efficiency gains, and a new Energy Efficiency Act is expected to enter into law in 2004, along with a raft of Acts on heat production, energy management and regulation.

Institutional Context: The Ministry of Economy negotiated the Slovak Republic’s energy chapter and conditions, for entry to the European Union. The Ministry of Agriculture, The Ministry of Construction and Regional Development and the Ministry of Economy have been responsible for managing national programmes for supporting energy efficiency and renewable energy sources. The Ministry of Economy, through the Slovak Energy Agency, is also responsible for management and dissemination of energy information, and the development of policy recommendations. Recent analysis of the government institutional arrangement in Slovakia for energy suggest the capacity for policy development and role-out by the energy unit in the Ministry of Economy needs to be strengthened; that the Slovak Energy Agency is heavily under funded and unable to meet its existing responsibilities; and that there is a greater need for inter-ministerial coordination in the development of energy policy. All of these factors underlie the relatively nascent progress in energy efficiency in Slovakia today. However while there are few regulatory requirements for energy efficiency, as mentioned above, rising electricity prices and payment discipline are expected to provide impetus for investment in energy efficiency by municipalities, and new energy legislation is expected soon. 

Municipalities: As part of the government decentralization process starting in the 1990’s, municipalities now have the responsibility of providing an increasing number of public services. New and additional functions include: town planning, trade and industry, roads, transport, ports, education, social services, health care, housing, fire and civil protection, parks, cultural institutions, and tourism. This is in addition to public lighting and other public services they already provide. However municipalities in Slovakia are fragmented and most are small and ill prepared to absorb these additional functions
. For example over half of all municipalities serve a population of 500 people or less. As a result most municipalities have a small carder of staff, and in some cases as few as 2 employees, to provide public services
. To compound the problem municipal financing has not kept pace with the decentralization of public responsibilities. In 2000 the expenditure of municipalities in the Slovak Republic was 3.6% of GDP, similar to that in 1994, and the lowest of all accession countries (the average for central Europe being around 10%.) [ref 13]. Secondly around 30% of municipal revenues come from central government transfers and shared taxes. The government defines these allocations annually, which makes it difficult for municipalities with the capacity, to make effective financial plans, or borrow on the strength of future transfers. 

It is important to note that with the exception of a few large city municipalities, most municipalities have not borrowed extensively to finance current or capital expenditures, even though the law allows. This is in part because they are small and have little expertise to plan financially and because during the 1990’s municipalities have supplemented municipal budgets through the gradual privatization of state business and the sale of assets
 [ref. 12]. As a result the budgets of most small and medium sized municipalities are in surplus, but this has been at the expense of capital investment and maintenance programmes (see the section on the state of public lighting in Slovakia below).

Recent trends and expected changes are likely to improve municipalities financial and capacity problems. Both DFID
 and the World Bank
 are supporting the Ministry of Finance to undertake a number of measures. To increase the predictability of financial transfers the Ministry of Finance is experimenting with a multi-year financial planning framework. The Ministry of Finance is also expected to move away from earmarked grants to block grants in 2005, providing municipalities with greater autonomy in developing their own expenditure plans. Regarding capacity building (1) the GoS is encouraging inter-municipal cooperation (rather than municipal amalgamation which is politically unpopular), where for example a number of node municipalities take on and specialize in certain municipal functions, such as administration or procurement; (2) it plans to re-enforce merit based staff recruitment in municipalities; (3) the EU is providing a technical assistance grant of USD 24 million (2004-2006) to support the efficient use of structural funds for basic infrastructure investment. Part of this grant will go to building the administrative capacity of regional self-government, who in-turn will be in a better position to support municipalities. Finally the GoS amended the law on public procurement in 2003, under which municipalities are able to select the most ‘economically advantageous’ tender (which means municipalities can use life-cycle costing to derive investment costs). Taken together with the fact that municipalities can retain savings from efficiency gains makes these types of investment both attractive and possible. 

The state of municipal public lighting in Slovakia The majority of Slovakia’s public lighting system was installed in the 1970’s and 1980’s. It is now exceeding its design life, and an increasing number of segments are due for replacement. In most of the towns and villages about 10% of the lighting systems are broken or beyond repair, and about 20% are disconnected to save energy. From an energy efficiency perspective, 41% of the luminaries are still mercury discharge lamps.  By replacing these with sodium lamps more than 40% in energy savings could be made. Low quality optical covers (becoming opaque quickly) and reflectors (which lose their reflective characteristics quickly) mean brighter bulbs are need than necessary to meet lighting norms. Furthermore low quality ballast components consume more electricity than newer designs, and some segments receive higher levels of electricity that needed. However the capital costs of the more efficient configuration are higher than standard low efficiency configurations. When replacing their public lighting infrastructure, municipalities will have the choice of installing efficiently configured designs (at an estimated cost of USD 48,000,000 for the whole country) or by continuing to maintain the current configuration, at an estimated cost of USD 4,218,750
. If municipalities take the first option, according to audits summarised in Annex VX the simple payback for their investment of the energy efficient component will on average 2 years, for the energy efficient component of the investment.

Financing for public lighting: In a recent survey in 2000, the following means of financing were used for energy efficient public lighting reconstruction: supplier credit (Siemens); PHARE grants; project financing from Dexia, and municipal bonds. PHARE grants are no longer available, while only the largest municipalities have attracted commercial financing. The section below explores some financing options, which could support public lighting investments, in addition to municipal budgets.

· National programmes: Public lighting became eligible for grant financing in 2002, under the government’s programme to reduce energy consumption. The annual budget of this programme is around USD 750,000 and covers energy savings in residential buildings, industry, use of renewable energy sources (construction of small hydro power plants, use of biomass, installation of solar collectors, use of geothermal energy, use of wind energy, use of heat pumps), and supports energy efficiency under which public lighting would be covered. However in 2003 these funds became available only to the private sector, and not municipalities or government agencies. 

· Energy Savings Fund: Following the National Energy Efficiency study prepared in 2002, there are government plans to set-up an energy savings fund. Although the size of the fund has not yet been made public the expectation is that it would be made available under the Energy Efficiency Acts expected in 2004.

· Kommunalkredit: The environmental funding programme for neighbouring countries of the Austrian Federal Ministry of Agriculture, Forestry, Environment and Water Management, administrated by The Kommunalkredit Austria AG, is administering an environmental programme, for the Austrian Federal Ministry of Agriculture, Forestry, Environment and Water Management. The programme aims to reduce pollution and greenhouse gas emissions from neighbouring countries (including Slovakia), and having an impact on the Austrian environment. Companies and public authorities are eligible for grant funds of upto Euro 1.5 million for a project
. The project has a letter of interest from the fund and has listed USD 230,000 in leveraged resources on the cover page. The project will seek an ongoing financial partnership to stimulate investment in public lighting, and has asked the fund to be part of the project evaluation committee.

· Commercial financing
: In 2001 the Government of Slovakia completed privatisation of the banking sector, and financial services are now nearing those available in the European Union. For example banks provide municipalities with loans of up to 15 years and there is a growing practice with financing of energy efficiency projects (See Annex XI for an overview of loan conditions offered by Slovak banks in 2002/2003 for investment in public lighting). Dexia Banka the main communal bank and municipal banking partner provide’s loans
 of up to 30 years, and project financing for public lighting. For creditworthy municipalities and municipalities prepared to make pledges, commercial financing is an option. For less creditworthy municipalities a Bank guarantee from the IFC CEEF program may be an option.

· ESCO’s: The legislative framework exists for third party financing, although to date there has been around Euro 13.2 million [Ref. 10] energy efficiency related investments through ESCOs. ESCO experience tends to have been the most creditworthy municipalities, and for larger contracts with lower transaction costs.  Two options for encouraging ESCO’s to work with small and medium-sized municipalities exist. The first would be to bundle small projects and reduce transaction costs. The second option would be to encourage existing municipal service companies to offer performance tied and guaranteed services. In taking steps in this direction the Energy Center Bratislava is currently implementing the EU funded project “Clearcontract’. This project is designed to introduce third party financing through ESCO’s into Central European countries including Slovakia. The Energy Center will be able to use experience, contacts and contractual models developed under this project, to foster ESCO investment in public lighting. However in doing so the Energy Centre must overcome the mixed perception in the Slovak Republic connected with third party financing, and energy performance contracts in this region. 

· EU funding: A study by the World Bank estimated the cost to Slovakia’s of meeting EU air, water and waste management requirements at USD 5-6 billion. Starting in 2004 Slovakia will access EU structural funds
. Operational programme 4 on basic infrastructure for 2004-2006 earmarks USD 422 million in investments for meeting EU requirements and particularly a backlog of large municipal capital investment needs. While public lighting is eligible it is not specifically identified for financing, in the 2004-2006 period. 

· Development funding: The IFC is planning a Commercial Energy-Efficiency Finance Program (CEEF), designed to guarantee the loans of financial intermediaries in energy efficiency, including public lighting. This initiative would be particularly applicable to small and medium sized municipalities. Other investment banks such as the EBRD and EIB generally find that except for the largest municipalities public lighting investments would generally be too small to be of interest to them, unless these investments are bundled. Other development banks and agencies do not currently have substantial loan programmes in Slovakia.

Summary of Barriers to Investment in Public Lighting

Without this project it is likely few municipalities will not replace their public lighting with energy efficient equipment in the near future. This is because:

· Most municipalities are small, and have a very small number of staff, who are often ill equipped to meet their growing public service mandate, particularly in relation to financial engineering; 

· Despite growing public responsibilities, indicators of municipal expenditures remain the lowest in the region. While small and medium sized municipalities have not borrowed heavily to meet their obligations, and are in budgetary surplus they have built up a considerable arrears in capital investments, which they will need to finance in the years to come.

· Few small and medium sized municipalities are aware of the short simple payback period from energy efficient public lighting investments;

· There are mixed perceptions as to the benefits and costs associated with third party financing, project financing and energy savings contracts. Typically these types of financing modalities have been pushed by equipment suppliers keen to sell their brand, rather than giving the investor a range of technology options in which to invest

Brief Project Description

The project has three outputs. The first will set-up the Investment Facilititation Department (IFD). The outcome of this output will be a fully operational business unit with the capabilities to identify and broker public lighting investments. The second output will set-up a project fund to enable the IFD to build an initial portfolio of investment successes. The sole-purpose of the fund is to help attract initial investors and enable the IFD to gain the experience, expertise and credibility to operate as a sustainable business entity, independently of project resources. The third output is designed to, promote the IFD more widely in the Slovak Republic, and based on early project success expand its client base. As such it will be important to make independent measurements of energy savings, and present these with investment profiles to demonstrate payback periods and the full scale of positive financial returns. This promotional material will be accompanied by lessons learned from project implementation to create the option for international transfer of best practice.

The project objective 

Avoid 63,993 tonnes of carbon equivalent by catalysing investments in energy efficient public lighting technology. 

Output 1: An effective and sustainable advisory service created to catalyze public lighting investment
The project will fund the costs of setting up an Investment Facilitation Department (IFD) within the Energy Centre Bratislava. A core staff will be hired who, together with external consultants will draft necessary operating documents for the department including, a business plan and financial projections for the department, a marketing strategy, staffing requirements and development requirements. The IFD will provide a number of services including to (1) promote awareness of the financial and intangible benefits from investment in energy efficiency public lighting and; (2) facilitate investment by municipalities in these technical opportunities. This will include support in (i) auditing, (ii) financial assessment, (iii) investment, (iii) procurement, (iv) installation and maintenance. 

Financing from the project fund under output 2 is designed to provide an initial incentive for municipal investment, to generate good technical demonstration examples and the opportunity for the IFD to build experience, expertise and credibility. As part of their Business Plan the IFD will develop a strategy to become self-sustaining in the services they provide, and in particular become financially independent of GEF resources. GEF financing will make up 35% of the public lighting investments, while the IFD will support municipal investors to secure the remaining financial from other sources listed in the section ‘financing for public lighting’. 

In addition the project has set a separate target for the IFD to identify a further USD 880,000 in public lighting investment projects without any GEF financing. 

The IFD will be a department of the Energy Center Bratislava, and will be able to draw upon the experience of the center in commercial, technical and financing activities. 

A number of municipalities have already expressed interest in investing through the project, and on the basis of rapid audits undertaken during the PDF A. Investment examples from the PDF A audit are documented in Annex XV.

Indicators:

by end of year 1(annual target)

· The IFD will have a pipeline of projects with signed legal contracts:

· USD 350,000 in projects identified for financing through the project fund
;

by end of year 2 (annual target)

· The IFD will have a pipeline of projects with signed legal contracts:
· USD 700,000 in projects identified for financing through the project fund;

· USD 440,000 in project independently of the project fund.

by the end of year 3 (annual target) 

· The IFD will have a pipeline of projects with signed legal contracts:

· USD 700,000 in projects identified for financing through the project fund;

· USD 440,000 in project independently of the project fund.

Cumulative project indicators
· The IFD will have a pipeline of projects with signed legal contracts:
· combined value of USD 1,750,000 in projects identified for financing through the project fund;

· combined value of USD 880,000 in project independently of the project fund.

· IFD revenues, independent of the project, will be equal or greater than its expenditures.
Output 2.  Finance technical demonstrations with the support of a concessional fund. 

A fund will be created under the administration of Tatra Banka, as per the details in Annexes VI, VII and VIII and the memorandum of understanding in Annex XVI. The purpose of the fund will be to provide cost effective financing to catalyse municipal investment for energy efficient public lighting. Terms and conditions of the loan are based on a willingness to pay assessment among municipalities. Minimum loans of around USD 100,000 will be offered at an interest rate of 5.6%, for up to 15 years. Based on these terms and conditions 3 municipalities have signed contracts in principal to enter into an investment through the project. 

To provide these terms and conditions, and cost effectively use GEF resources, the GEF will capitalize the fund with USD 500,000 in GEF funds (@ 1% interest, while Tatra Banka has committed USD 1,000,000 (@ 8% interest). Borrowers will need to raise 30% of the investment from their own and other sources, to further leverage GEF funds. In summary the GEF will contribute up to 35% of the total investment, and this is roughly equivalent to the energy efficient component of most investments (see Annex XV). The section above on financing for public lighting summarizes possible other sources of financing including the Austrian Kommunal Kredit, the Slovak Energy Agency, and the IFC
, all of whom have provided letters of interest in Annex XVI.

Finally as administrator Tatra Banka will screen proposals presented by the IFD, as per the criteria in Annex VIII and submit eligible proposal for a funding decision by the projects evaluation committee. They will also submit quarterly financial statements to the project manager of fund activity and charges. 

Indicators:

By end of year one (annual target)

· Revolving fund capitalised as per the cash flow analysis in Annex IV

· USD 300,000 disbursed in loans from the project fund for PL demonstration projects 

· 80% of full repayments made on time

By end of year 2(annual target)

· USD 600,000 disbursed in loans from the project fund for PL demonstration projects

· 90% of full repayments made on time

By end of year 3(annual target)

· USD 600,000 in loans disbursed from the fund for financing two demonstration projects

· 90% of full repayments made on time

By end of the project (cumulative project target)

· USD 1,500,000 in loans disbursed from the fund for financing two demonstration projects during the 3 years project duration
· 90% of all scheduled repayments made
· Performance contracting, equipment leasing and third party financing arrangements employed in project fund loans and in financial engineering for larger investment PL projects.

Output 3. Support investment in energy efficient public lighting through information dissemination

The project expects to generate useful information as a catalyst for continued investment by municipalities in public lighting, in the following areas: (1) project identification and evaluation procedures; (2) sources of financing and negotiation strategies; (3) technology suppliers, technologies and pricing; (4) details on energy service contractors, the quality and type of services they provide and experiences in working with them; (3) different contractual models and lesson from working with them, (4) approaches and lessons from project management, including installation, operation and maintenance; and (5) actual examples of financial, tangible and intangible benefits resulting from public lighting investment and implementation.

Section 6 sets out the steps the project will take to measure financial and energy savings from public lighting investments. For the other areas of information the project will regularly cull and refine experiences, methodologies models and data and disseminate them through the Energy Center’s web-site, seminars, workshops, and publications. The primary target audience for these materials will be industry practitioners (municipal decision makers, procurement agents, energy managers and energy contractors.)

Indicators:

· 200 enquiries logged by the IFD by the end of the project, from municipalities and other investors, on topic listed above.

· A 2% increase in public procurement of sodium lamps (independent of project loans).

3. Sustainability (including financial sustainability)

The project is designed to be sustainable from a number of perspectives. The IFD is expected to develop a track record of successful operation over the life of the project, providing municipalities with demonstrated savings from their investments. Based on these demonstrated values the IFD is expected to develop a financially self-sustaining business model either by charging for services, or continuing to seek donor support for their operations. The project will support the IFD in setting itself up, and provide supporting capital to help the IFD broker ist first deals. After project closure the IFD will need to sustain its operartional costs enmtirely from the fees it generates from its services. However it will continue to have access to the project fund to support it in brokering investments. However as the IFD expands its business and generates more than 80% of its turn over from non-project fund sources, the project fund will be wound-up.

The ultimate test of sustainability for this project is the extent to which small and medium sized municipalities continue to invest in energy efficient technologies for public light following closure of the project. The rational is that many small and medium sized municipalities barely have the capabilities to provide the public mandatory services given to them, but with the financial and technical support –  offered by IFD - a number will means and reasons to invest in energy efficient public lighting technologies. 

The operation of the IFD after the lifetime of the project is based on the project´s demonstration and catalytic effects. The Business Plan explains in more detail the business model of the IFC, but in essence;

· In the second project year the IFD will begin attempts to generate business outside of the project fund; the consultations, technical services and brokering for the investments outside the proejct fund will be charged and not covered from the GEF project budget;

· Following project closure the IFD will be able to continue utilizing the project fund to generate business;

· However it is expected that the IFD will gradually increase the business it does outside of the fund as it gains experience, brings in clients and grows its business; 

· The annual volume of cca. 1 mil USD investment  (similarly to the investment achieved in the second and third project year) is expected to be supported after the lifetime of the GEF project; this amount of investments corresponds with the volume of the investment needed to break even as calculated in the income projection of the Business plan;

· The IFD has set out three options in the Business Plan for income generation. These all depend, in one form or another in charging for services: 1) fees for consulting based on hour rate, 2) success fee from the financial resources brokered for clients – either from commertial loans or energy saving supporting programs, and 3) income for the services of non-colsulting nature such as energy audits, technical project documents, procurements documents, etc.; 

· As Slovakia has now entered the European Union it can expect a decrease in donor grant resources, with the exception of the European Union itself. The IFD therefore anticipates to generate an increasing amount of business, by brokering non-grant (or commercial) resources, including banks. Annex X presents an analysis of the different banks in Slovakia, and the types of financial services they offer.

A number of activities are taking place that are expected to support this hypothesis. The financial situation of small and medium sized municipalities is expected to gradually improve over time. Over a period of time EU structural funds are expected to finance a significant part of the backlog of capital investment needs. An increasing number of commercial financial services are becoming available to municipalities from the banking sector. Project financing is already available, and municipalities are gradually expected to take more advantage of these services experience is gained. The national government is expected to move to multi-year financial plan and issue block grants to municipalities, which will make municipal revenues more predictable and give municipalities greater freedom in how they spend their resources. ESCO’s are expected to be reassured by changes to municipal financing, and activity is expected to pick-up gradually over the coming years, which would provide additional sources of investment capital for municipalities. 

4. Replicability

There are two elements of replication: the first is the continued investment by municipalities in energy efficient public lighting; and the second is replication of the business model of the IFD. With regard to the first the PDF A audit estimated that 40% of all Slovak public lighting systems still use mercury lamps. Much of the country’s equipment was installed at the same time as in similar in design. Hence the savings from the project demonstration investments are likely to be highly applicable to other municipalities throughout the country. It is expected that as the IFD continues to operate after the life of the project, it will continue to catalyse investments throughout the Slovak Republic. Hence it is the catalytic and sustainable nature of the IFD’s business model that is expected to generate replication of investments. With regard to the second, output three of the project will collect and distil lessons learned from project experience. These materials will be made publicly available. This together with evidence of the IFD’s profitability and sustainability is expected to generate interest in replication. The project itself does not plan to replicate the business model in other countries, however there is the possibility that the IFD could expand its own business to other countries also. 

The decision for creating a project fund, instead of a grant mechanism, was made for two main reasons: 

· a soft loan more closely mimics commercial conditions, and therefore enables the IFD to demonstrate financial savings on investments;

· with a relatively small amount of capital the fund gives the IFD a greater amount of time to build its reputation, credibility and expertise.

5. Stakeholder Involvement

The following include a brief description of the stakeholders in this project: 

· Small and medium-sized municipalities and regional governments: are the owners of and responsible for the provision of public lighting. They are the main target beneficiaries of project technical and financial support. 

· Municipal tax payers: These are the ultimate beneficiaries of well managed public lighting. They stand to benefit from lower costs and a better quality of service. Although investments above a certain threashold  are put to referendum, this is not established practice in Slovakia and project therefore has not plans to undertake a public consultation process.

· Association of Slovak Towns and Municipalities (ZMOS): ZMOS represents 90% of all municipalities in Slovakia, and supports inter-municipal communication and cooperation, and lobbying functions in defense of municipal autonomy. ZMOS is expected to be valuable conduit for the dissemination of useful materials generated by the project.

· Equipment manufactures and service companies: these stakeholders stand to gain contracts through the project. They will be engaged through a transparent and competitive process, defined by UNDP procedures.
· Energy Centre Bratislava: The ECB has developed the project and is also expected to implement the project. It is a non-governmental, not-for-profit information and consulting organisation whose mission is to promote the rational use of energy and the utilisation of renewable sources of energy. 

· Slovak Technical University, Faculty of Electrical Engineering and Information Technology  (FEI STU): has expertise in PL systems, audits analysis, and data processing, auditing methodology developers, which was used during project development

· Banks and project donors: Tatra Banka a.s. is both a cofinancier of the project and administrator of the fund. Tatra Banka was selected due to its capabilities (See Annex XIII. Profile of Tatra Banka a.s.) and the package of services it has offered to the project. Other potential donors have been identified as sources of financing for public lighting investment. The IFC, Kommunal Kredit Austria and the national energy efficiency programme have all be consulted and have signed letters of interest in working with the project.

Public involvement plan

Project preparation: The project undertook a number of awareness raising activities to get interest and develop an understanding of the project. These included the distribution of 700 leaflets at a range of fora, 2 articles in municipal newspapers, and radio interviews. These were followed-up with 4 workshops with municipalities to present the project, gauge interest in the project and solicit advice on project design. Based on interest, 40 municipalities signed formal expressions of interest in investing with the project. Following audits the project has signed agreements in principal with 3 municipalities to invest through the project.

Project Implementation: The project will use the steering committee to inform, solicit advice from and coordinate operations with national stakeholders. Representatives of the committee are listed in section E. The project will also have a project evaluation committee to reach consensus on which projects will be financed through the project fund. The members of this committee are also listed in section E. 

Regarding consultation with other stakeholders, it will be the function of the IFD to solicit, consult and continually broker investment propositions between municipalities and financiers for public lighting. Ultimately both municipalities and financiers will only be persuaded to participate in project activities if the IFD can make a convincing case for investment. Throughout the project the IFD will develop and disseminate promotion materials through publications and for a to raise awareness engage stakeholders. Little direct consultation will take place with the public, since municipalities represent the interests of their electorate.

6. Monitoring and Evaluation

Monitoring and Evaluation activities will consist of annual progress reports and a terminal report to assess the performance and achievements of project implementation, and an independent evaluation at the end of the project, to assess relevance, effectiveness, efficiency, impact and sustainability of the project, and validate CO2 emission reduction calculations. The project manager will be responsible for ensuring the timely preparation of all high quality monitoring and evaluation reports. A financial consultant will be responsible for preparing quarterly financial reports on the status of GEF funds. These reports will use the annual progress indicators set out under the project outputs in section 2.6 to help measure actual progress and achievements, against planned progress and achievements. 

The monitoring and evaluation plan also include a number of activities being funded under the project to: 

· measure energy and financial savings from project supported investments;

· monitor disbursements and repayments into the project fund;

· measure changes in the public lighting sector regarding utilization of energy efficient technology and the beginning and the end of the project.

Energy Savings: The following energy savings are expected:

· Direct project savings: 12,255 tonnes;

· Direct post project savings: 16,945 tonnes; and 

· Indirect post project savings: 34,793 tonnes
.

At the time of negotiating project investments with municipalities the project manager will agree the roles and responsibilities for data collection on energy and financial savings. While municipalities receiving concessional financing through the project fund will be expected to collect collate and submit baseline and project energy and financial savings data to the Project Manager. For other investments brokered by the IFD, the project manager will establish responsibilities for energy consumption data collection. Electric supply meters, and utility billing, will be used to measure energy consumption. GHG emissions reduction will be calculated as the difference between average electricity consumption prior to installation of the new equipment and the average consumption after installation, multiplied by emissions factors
 for the electricity sector. The project will calculate the financial savings from current applicable energy prices and by comparing the costs of operation and maintenance prior to installation with the costs of operations and maintenance after installation. Municipalities will report energy consumption by public lighting annually, as well as the cost of maintenance operations. IFD will review submitted reports. 

Revolving fund activity: Tatra Bank will submit quarterly reports of project fund activity to the project manager, who will present relevant finding at the project committee.

Public Lighting sector changes in the utilization of energy efficient equipment: The IFD will conduct a sector survey at the beginning and end of the project to measure the levels of energy efficient technology being used in new investments.

Finally the IFD will continue to measure CO2 emissions reductions in the following two years after the closure of the project as an in kind contribution. They will send this data to the UNDP focal point annually.

The total cost of these above activities has been budgeted at USD 27,000.

D - Financing

1) Financing Plan

	Resource Category
	GEF
	Cofinancing
	Leveraged

	Activities
	Totals

(USD)
	GEF

(USD)
	Tatra

Banka a. S.
	Munici-palities* 
	KK 
	Others **

	Output 1

	Establishment of project management and IFD
	95,850
	95,850
	 
	 
	 
	 

	Capacity Building of IFD
	26,610
	26,610
	 
	 
	 
	 

	Technical and Financial Assistance
	255,380
	255,380
	 
	 
	 
	 

	PL research
	28,930
	28,930
	 
	 
	 
	 

	Output 2

 
 
 
 
 
 

	Financed pipeline projects
	2,704,000
	500,000
	1,000,000
	236,000
	230,000
	738,000

	Output 3

	Capacity building in regions
	14,030
	14,030
	 
	 
	 
	 

	Information dissemination and media campaign
	26,200
	26,200
	 
	 
	 
	 

	Monitoring & Evaluation
	27,000
	23,000
	1,000
	3,000
	
	

	Total MSP project budget
	3,178,000
	970,000
	1,001,000
	239,000
	230,000
	738,000


* at least 10% of cofinancing by municipalities is a prerequisite to get the loan from RF

** structural funds, commercial loans, etc.

Estimated budget (in US dollars  or local currency):

PDF A (US$)

  GEF:


25,000

In-kind contribution: 


3,000

MEDIUM-SIZED PROJECT  (US$)
GEF 
970,000 

Cofinancing resources

Tatra Banka (for project fund establishment - bank administrator): 


1,001,000
Leveraged Resources

Co-financing by municipalities 






  239,000 

Austrian East Ecofund/Energy efficiency fund: 




 230,000

Other financial contributions (structural funds, commercial loans etc.): 

 738,000 

TOTAL (including PDF-): 


3,206,000
2) Cost Effectiveness

The GEF intervention by creating a financial mechanism, institutional capacity and demonstration examples catalyzes over 15 years an investment, which summed over the lifetime of the investments, results in the emission reduction of 63,993 tons of carbon equivalent. These savings are broken down as follows:

· Direct project savings: 12,255 tonnes in direct project savings, resulting from the full life cycle of investments secured by the IFD during the 3 year life of this project. During the project lifetime the project will disburse loans amounting to 1.5 million USD plus the additional minimum 10% co-financing coming from the municipalities or other sources. In the second and the third project year, the IFD will also catalyse a further 0.88 million USD from outside the project fund, through the provision of its services. Thus the project is catalyzing the investment of 2,63 million USD during the project lifetime. 

· Direct post-project savings: The project creates a project fund, which will be in operation after the implementation life of the project. In the next 12 years after the project lifetime the fund is able to provide loans amounting to 3.85 million USD, and this will generate 16,945 tonnes in direct post project savings.

· Indirect-post project savings: By creating the IFD as an investment catalyst, and supporting it to build a record of expericne, the project expects the IFD to catalyze at least 1 million USD in investments annually. And indirect post project savings of 34,793 tonnes
, secured by the IFD by investments from outside of the project fund.  

E -  Institutional Coordination and Support

1) Core Commitments and Linkages

UNDP has identified the environment as one of its four priority areas for global activity. This project will also serve as a new approach to energy projects, an important part of the UNDP-GEF portfolio. In addition, the project addresses barriers to sustainable development at the local and regional level, and is therefore congruent with the sustainable development related programmes that UNDP supports in Slovakia and other countries in the region.

2) Consultation, Coordination and Collaboration between and among Implementing Agencies, Executing Agencies, and the GEF Secretariat, if appropriate.

The Commercial Energy-Efficiency Finance Program of IFC will provide partial guarantees for loans in energy-efficiency (EE) investments initiated by participating financial intermediaries (FIs) in the Czech Republic, Slovakia, Estonia, Latvia and Lithuania. The purpose of the project is to build experience of the banking sector in energy efficiency and reduce their perceived risk in lending to this sector. The project will compliment the focus of this proposal whose focus is directed primarily at building capacity and the experience of municipalities. 

IFC is already preparing to launch CEEF in Slovakia (the CEEF conditions are described in more detail in the study [Ref. 4] carried out during the PDF-A), and has signed a letter of interest (see Annex XVI), to work with this project. The IFD has every incentive to realize as much synergy by broker a range of financing opportunities under this project. 

UNEP/GEF is implementing project Energy Management and Performance Related Energy Savings Scheme (EMPRESS) in the Czech and Slovak Republic. This project is promoting an industrial energy management tool, Monitoring and Targeting (M&T).  The project will remove barriers to large-scale application, implementation and dissemination of least-cost energy-efficient technologies, and promote more efficient energy use, while bringing in private sector financing for energy efficiency improvements. While this project is focusing on establishing the M&T ESCO companies. Where these ESCO’s can support procurement, installation and implementation of energy efficient public lighting technologies, the project will utilize them on an ad hoc basis.
Implementation arrangements

The project will be executed by the Slovak Energy Agency and implemented by the Energy Centre Bratislava. The executing agency will be accountable to UNDP for achieving project objectives and for the use of UNDP resources. The executing agency will appoint a National Project Director (NPD). He/she will assume the overall responsibility for the project (i.e. accountability of the use of funds and fulfillment of the overall objectives of the project). 

The IFD will be established within the management structure of Energy Centre. The project manager will manage the investment facilitation department (IFD). He will work under supervision of National Project Director and will be responsible for preparation of the yearly work plans, setting up the project steering committee and elaboration of self-sustainable strategy for IFD. Tendering of the IFD staff will be done according to UNDP rules. The IFD staff will include internal as well as external experts. The Project manager, technical experts, financial experts and the assistant will be project staff. technical consultant, public relation expert, auditor and financial consultant, will be subcontracted as needed.
The Project Manager will be responsible for the day-to-day management of the project activities according to the work plan. The Energy Centre, Bratislava will carry out all financial management activities such as budget management and payments and prepare the necessary financial reports for certification by the NPD. All project activities, including recruitment, procurement activities and reporting will be conducted in a manner consistent with UNDP rules.

A Project Steering Committee will be established to oversee project implementation, and will be responsible for strategic guidance, and co-ordination of the project with other national activities. It will approve annual work plans and review and comment on project independent evaluations. It will also play an important role in further resource mobilization for the project. Members of The Steering Committee will include following institutions: Energy Centre, Tatra Banka a.s, ZMOS, IFD, Slovak Energy Agency, Slovak Technical University, UNDP and IFC, Ministry of Environment, Ministry of Economy, and muniicpal investors. Each institution will nominate a senior representative to sit on the steering committee. The steering committee shall meet at least annually. UNDP, the Executing Agency or the Project Manager may call extra-ordinary committees as necessary.

The Project Evaluation Committee will be responsible for final approval of project investments from the project fund. They will meet regularly and at the request of the Fund Manager.  The members of Project Evaluation Committee will be represented by the Energy Centre, Tatra Banka a.s., Kommunal Kredit, and the Slovak Environment Fund. These arrangements will continue to operate after closure of the project, and as long as the project fund remains operational. 

The project implementation structure


IFD


       

Project staff


       Sub-contracted staff




1   Steering Committee will include following institutions: IFD/ECB, Tatra Banka a.s., ZMOS, Slovak Energy Agency, Slovak Technical University, UNDP and IFC, Ministry of Environment, Ministry of Economy, and other representatives of stakeholders

2  The Project Board//Evaluation Committee will consist of following institutions: Ministry of Economy, Energy Centre, IFD/ECB, Tatra Banka a.s. and UNDP and relevant independent financial or technical experts

3 Tatra Banka a.s. will be the bank administrator (for further details see Annex VI)

4 As the Implementing Agency for „Programme for the Support of Energy Efficiency and the Use of Alternative Energy Sources 

5 Environmental Funding Programme of the Austrian Federal Ministry of Agriculture, Forestry, Environment and Water Management 

6 Potential contributors to the project - energy related financing mechanisms, like structural funds, EPC, bank loans, commercial financing programme of IFC, local and other international institutions

Response to Reviews

A - Convention Secretariat

RESPONSE TO GEF SECRETARIAT COMMENTS

	To:  Zhihong Zhang, GEF Secretariat
	Date:  21 February 2005

	From:  Geordie Colville, UNDP-GEF
	Extension:  

	Subject:  Project Resubmission Removing barriers to the reconstruction of public lighting systems in Slovakia


	File:  


Please find attached a resubmission of the above project. The revised proposal responds to issues and concerns raised in your ‘GEF Secretariat Medium-sized Project Agreement Review’, dated 21 December 2004. The review raises 5 clusters of questions, and this cover note summarizes our responses and changes made in the project document under each cluster of questions. 

1. IFD Sustainability: The IFD Business Plan is now attached and includes a description of the IFD and its services, a market and competition analysis together with the IFD’s market strategy, and a cash flow analysis under a range of scenario’s. We hope the business plan will answer the questions you have raised under this cluster in some detail, however summary responses are also included below:

· Transforming from the IFD facilitator role: The IFD will remain a facilitator or a catalyst for generating investment in energy efficient public lighting. Slovak banks have little experience with investment in public lighting; municipalities have little financial expertise; municipalities are reluctant to contract the advice of energy service companies, who in the past have often been tied to a single source technology provider. We therefore expect the IFD to attract business since would be the only organisation in Slovakia with the combined areas of expertise to make energy efficient public lighting investments, namely: public light technologies; project management skills; and financial skills; and be able to provide independent advice, since it will not take public lighting construction, or maintenance contracts.  The IFD will become sustainable by charging for these services. The driver of business for the IFD will ultimately be the cost savings (through energy savings) municipalities can make by investing in energy efficient public lighting, compared the standard less efficient alternative. 

· Will the IFD have exclusive access to the project fund? The project is specifically designed so that the IFD will have sole access to the project fund. The only purpose of the project fund is to attract first investments so the IFD can generate a track record of business success and credibility. We believe the business model for the IFD to be sustainable, The main barrier remains for the IFD to build a reputation for doing solid trustworthy business, against a history of technology suppliers posing as independent consultancies, while pushing tied brands;

· How will the IFD generate its revenue from the provision of services?: The business plan looks at three approaches to charging for services: (1) an hourly consulting rate; (2) a standard fee for service categories; and (3) and a success fee. The IFD will work with all three approaches during start-up and refine the most suitable approach;

· Will the ESCO (IFD) survive without grant support from donors? As already mentioned the IFD will not operate as a typical ESCO, however it could be characterized as an ESCO, since it will be providing services in energy savings. Regarding donor funding, the expectation is that as Slovakia is now an EU member it will receive increasingly less development donor funds, with the exception of the EU. The EU is expected to put considerable resources into new member states through its Structural Funds. There is some expectation that some of these resources will be used for investment in public lighting, and if this happens, it could become a big source of business for the IFD (even though the funds will go directly to the municipality). In summary the IFD will seek to source the cheapest sources of capital for its clients, however in the worst case scenario the IFD business model is projected to be sustainable supported by full commercial sources of financing. Please see the Business Plan for more details.

2. The Revolving Fund.

· How will the revolving fund sustainably revolve? The fund is in fact not revolving, but will decline very slowly, and we have removed all references in the project brief to a revolving fund. It is important to restate the purpose of the fund, to explain why is does not need to sustainably revolve for the project impact to be sustainable. A primary function of the fund is to get the IFD up and running, as an independent market driven catalyst of energy efficiency public lighting. Since the project design team felt there is scope for a business providing services in the Slovak market place (lack of trust for energy service advisors, banking sector with little expertise in energy efficiency investments; municipalities with little financial expertise, but with a growing backlog of investment needs in public lighting), the main barrier is seen as the start-up issues associated with a new business model. The project design team took a look at both equity and grants to help the IFD start-up. Equity was considered too complicated, whilst a grant of USD 500,000 was considered to be too small a sum to enable the IFD to establish a reputation for itself. A project fund was therefore considered the most suitable alternative. The solution combines a relatively simple approach, the fund is managed separately from the IFD, hence can be recalled in the worst case, and finally the idea of a blended loan, with a requirement for an investor contribution makes the GEF resources go further, and engenders ownership by the investor.

· What is the exit strategy?: It has now been agreed that the project fund will be terminated, when the IFD does 80% of its business turnover independently from the project fund. At this point the IFD will be deemed financially independent of the project. When this happens, the fund will be given as grant to the smallest Slovak municipalities to upgrade the efficiency of their public lighting.

· What is the arrangement with Tatra Banka after the project closes?: Tatra Banka will continue to manage the project account, as it normally does for its clients so long as it is requested to do so by the Slovak Energy Agency as the account holder. This will include disbursing funds as requested by the account holder and reporting on account activity. Since resources from the account will be lent together with the Tartra Banka’s own resources, they have agreed to administer the GEF portion of the loans to the client in the same way it manages its own portion of the loan. In this way Tatra Banka will supervise the loan on behalf of the GEF. Tatra Banka has a published a list of costs for the services it provides, and these will continue to apply to the account so long as it exists. The account will be closed when all the funds are disbursed from the account, either as part of the above exit strategy or the resources are exhausted.

3. Replication 

· The project is expected to generate a replication in investments through the continued operation of the IFD, and therefore the sustainability of the IFD is key to the replication value of the project. We have now also included estimates of direct project savings, direct post-project savings; and indirect post project savings. The methodology for each is now explained in Annex IV.

4. Cofinancing

· The project implementation agency the Energy Centre Bratislava got expressions of interest from 40 municipal clients in 2002. The fact that this project has not been approved yet has been damaging to their reputation. They stand by the investment targets in the project brief, but are reluctant to go back now to municipalities to get more letters of co-financing commitment, since good relations with municipalities remains an important element of their business. 

5. 
Cost effectiveness

· This project expects to avoid 63,993 tonnes in carbon equivalent from direct, post project and indirect savings. This works out at around USD 15/ tC (or USD 4.2/tCO2) for the GEF. Given that carbon allowance are trading in Europe at around USD 13/ tC we hope you agree that this is an appropriate cost effectiveness ratio for a development project.
B - Other IAs and relevant ExAs

RESPONSE TO THE WORLD BANK COMMENTS

UNDP thanks the World Bank for its praise and positive criticism of the above project. We feel that all the World Banks points are very valid and we would like to explain how the project developers have designed the project to address each point.  

Crowding Out: The IFD’s Busniess Plan explains there is still limited activbity in the market place, with only 7 ESCO’s active in Slovakia at the moment. PDF A analysis suggests one reason for this a reluctance because of the unfamiliarity of municipalities in working with the private sector. An important part of the project design strategy is that the IFD will facilitate between investors, financiers and contractors. That includes supporting deal flow, acting as an honest broker between parties and providing impartial advice and guidance to municipalities in particular, but also ESCO’s. To help make this happen the revolving fund has been designed in such a way that (1) the municipality is expected to contribute part financing itself to reduce the problems of moral hazard and create a sense of ownership of the investment; (2) a third party will contribute a minimum of 20% of the investment, while half the revolving fund contribution comes from a commercial bank. Note that the IFD can not contract itself to install the public lighting equipment. The project design therefore expects to encourage ESCO activity not crowd-it-out. 

As stated by the exit strategy the IFD does plan to become self-sustaining in the future through any combination of revenue sources. The nature of the IFD is as an independent energy service company. However the initial service lines are designed around brokerage not energy performance contracting. Even if the IFD’s business model did evolve to be come a typical ESCO, the question is would it dominate the public lighting sector, and reduce levels of competition which are good for promoting efficiency. We believe this is HIGHLY UNLIKELY. The IFD Business Plan identified seven active players currently in the ESCO market in Slovakia. These are: Dalkia; Energo Controls; Jonson Controls; Raden; Siemens; Brandtner; and intech. Dalkia and Siemnes are backed by a significant financial base, which they can bring to bear when they see the market place pick-up. By contrast the IFD has access to a USD 1 million concessional fund, half of which is the finances of a commercial bank. We really do not see that the IFD will assume an overly dominant position in the market place because of this. More to the point it would be a huge bonus if the IFD because a vigorous and active leader of EPC and third party financing. As the IFC reminds us where market leaders lead, other actors will follow. All of this is complemented by the fact that the IFD also has the task of catalayzing investment completely independently of the project’s concessional fund, which places a much greater emphasis on resource mobilization, of which ESCO’s are and obvious source.

Another element of the project’s strategy is for the IFD to catalyze an increasing mix of financing independently of the concessional fund, and in this way to “graduate’ the market from concessional financing to commercial (and other non-gef intermittent concessional funds), and create a level playing field in which small as well as big firms can compete. This is another project design feature intended to foster competition.

Exit strategy: Attached is a copy of the IFD’s framework Business plan. The plan anticipates that the IFD will become financially independent, after which it will be spun off completely from the Energy Center. In essence it will become an independent ESCO in its own right. The Business Plan includes the following possible sources of revenues in its search to become financial sustainable: concessional financing; grants; loans; and revenue from services rendered. Since the ESCO market is nascent the IFD will maintain a highly flexible approach in the business it pursues with the primary objective to become sustainable. The IFD will pursue all business opportunities around its own core business strengths. This could include government and donor concessional and grant funds, and EU structural funds as and when they area available (the nature of government and donor grants and concessional financing is that they are often intermittent), and as the IFD grows in experience and reputation to rely more on the revenue from services rendered, whether these are in brokering or EPC for example.

Another dimension of the exit strategy is for the IFD to catalyze an increasing proportion of public lighting investment independently of the project concessional fund. This helps to strengthen and build credibility of the IFD’s skills to become a self sustaining and independent entity, and will also create business opportunities for ESCO’s and level the playing field for smaller ESCO’s in particular.

 

Reformulation of Output 3: Output 1 may look like just the creation of the IFD, however it also includes the operation of the IFD as well. The IFD operation will be covering precisely the activities of supporting investment in public lighting. This becomes clear when one reviews the success indicators for Output 1. This are: 

Indicators:

by end of year 1(annual target)

The IFD will have a pipeline of projects with signed legal contracts:

· USD 350,000 in projects identified for financing through the project fund[1];

by end of year 2 (annual target)

The IFD will have a pipeline of projects with signed legal contracts:
· USD 700,000 in projects identified for financing through the project fund;

· USD 440,000 in project independently of the project fund.

by the end of year 3 (annual target) 

· The IFD will have a pipeline of projects with signed legal contracts:

· USD 700,000 in projects identified for financing through the project fund;

· USD 440,000 in project independently of the project fund.

From this one can confirm the central role of the IFD to catalyze investment in public lighting. We believe therefore that the project’s outputs do not need adaptation at this point.
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ANNEX I
Incremental cost analysis

Incremental cost analysis 

Under the baseline a minimal maintenance and mecury bulb replacement programme is estimated to cost USD 211,225 over the life of the project. Under this scenario electricity consumption is estimated at 14,611 MWh over 3 years. Under the alternative the project expects to mobilize USD 2.63 million
 from the project fund during the life of the project towards upgrading public lighting in the Slovak Republic to higher energy efficiency standards. Under the project alternative energy consumption will be approximately 5,917MWh over 3 years. Based on this and the electricity sector emissions factor, the project expects to reduce carbon equivalent emissions by 1209 tonnes over 3 years (see annex IV for annual estimated energy savings). Over the full life of the equipment these savings are estimated at 63,993 tonnes in carbon equivalent emissions.

Baseline

Output 1: An effective and sustainable advisory service created to catalyze public lighting investment

No new comparable institutions to support energy efficiency investment will be set-up, however the Slovak Energy Agency and Slovak Energy Center do provide basic guidance on what donor funding sources are available and how to apply for those funds. There are however no government sources of advice on how to access commercial financing for energy efficiency. Individual banks do provide basic guidance to customers on how access financing, although this is not specific to energy efficiency. The costs of these activities are therefore not included in the baseline.

Output 2: Finance technical demonstrations with the support of a concessional fund.

Capital investment in public lighting by project municipalities from their own budgetary sources and during the project,  has been estimated at USD 211,225 to cover minimal maintenance and investment rehimes. DFID and the World Bank are funding technical assistance programmes to help improve public financial management. Over the medium to long term this is expected to improve municipal financing and improve revenue opportunities, however since the programmes themselves have not contributed directly to public lighting investment they have not been valued in the baseline.

The IFC is planning to start a programme to provide partial Bank Guarantees under the GEF funded CEEF programme to encourage national commercial banks to lend for energy efficiency projects. The project expects to leverage USD 40 million in investments over a four-year period in the Slovak Republic, and while investment in public lighting could be a possibility, because of the long payback period it is unlikely much investment will be made in public lighting without the support of the current proposal. The costs of this activity have not been included in the baseline.

Output 3: Support investment in energy efficient public lighting through information dissemination
A number of activities will take place during the life of the project to improve the capacity and enabling environment for energy efficiency investment. This includes preparatory work of energy efficiency legislation and policy framework at an estimated cost of USD 900,000 over the life of the project. 

Finally the continued policy and institutional development within the Government of Slovakia will over time help to build incentives, standards and sound guidance to promote energy efficiency investments to organizations in Slovakia, in public lighting. This will include harmonization of technical standards with EU directives at an estimated cost of USD 600,000 over the life of the project, and preparation for use and management of EU structural funds by Slovak Government (for OP4, priority “Environmental Infrastructure“) at an estimated cost of USD 600,000 over the life of the project.
Alternative

Output 1: An effective and sustainable advisory service created to catalyze public lighting investment

The project will set-up a investment facilitation office to, build capacity and provide financial advice to municipalities on how to access financing for public lighting investments, at an estimated cost of USD 406,770. This will fill a gap in the baseline by providing financial advice on energy efficiency investments.

Output 2: Finance technical demonstrations with the support of a concessional fund.

The project will set-up a project fund partly capitalized by the GEF and partly capitalized by Tatra bank and others. This is expected to provide the needed incentive to catalyze investment activity by municipalities in public lighting to demonstrate the savings and improved environment that modern energy efficient public lighting can bring, and will cost 2,630,000 USD. 

Output 3: Support investment in energy efficient public lighting through information dissemination

A number of activities will take place in the baseline to build awareness, capacity and an enabling environment for energy efficiency in general, but few measures specially aimed at energy efficient public lighting. The project will disseminate information on, the financial and other local benefits coming from energy efficiency, methodologies for project identification and ranking, and funding sources, at a cost of USD 67,230.

	                                                                                  
	Total Costs

US$
	Domestic Benefits
	Global Benefits



	BASELINE
	
	
	

	Output 1 Investment facilitation department established 

· No center of excellence to support energy efficiency PL investment exists, nor are there plans to set one up
	0
	· An estimated energy consumption of 14,611 MWh at the project investment sites over the three-year project period.

· An estimated energy consumption of 107,394 MWh at the project investment sites over the 20-year useful life of the project investments

· 
	· Estimated emissions of 14,174 tonnes in carbon equivalent from the project investment sites over the three-year project period.

· Estimated emissions of 91,763 tonnes in carbon equivalent from the project demonstration sites over the 20-years. 



	Output 2 Financing mechanism demonstrated

· Minimal maintenance and invetsment regime 


	211,225

0
	· 
	

	Output 3 Awareness and capacity built to support ongoing investment in public lighting sector 

· Preparatory work of energy efficiency legislation

· Harmonization of technical standards with EU directives

· Preparation for use and management of EU structural funds 
	900,000

600,000

600,000

Total: 2,100,000
	· 
	

	Total baseline costs
	2,311,225
	
	

	ALTERNATIVE INTERVENTION (A):
	
	
	

	Output 1 Investment facilitation department established 

· Set up an investment facilitation office to built capacity and provide financial advice to municipalities on energy efficiency investments
	Baseline: 0 Cofinancing: 0

Increment: 406,770

Total 406,770
	· EU technical norms and standards met.

· Growing capacity built for grant applications in Slovakia

· An estimated energy consumption of 43,495 MWh by the project investment sites over the three-year project period.

· Improved lighting conditions

· a growing body of experience in energy efficient public lighting investments

· Dissemination of positive experiences and examples on the financial and other benefits coming from energy efficiency
	· Reduction of emissions by 1,209 tonnes of carbon equivalent from the project investment sites over the three-year project period.
· An estimated reduction in emissions of 63,993 tonnes in carbon equivalent 

	Output 2 Financing mechanism demonstrated

· A project fund partly capitalized by the GEF and partly capitalized by Tatrabank and others to catalyze investment activity by municipalities in public lighting
	Baseline: 211,225

Cofinancing 

Tatra Bnk: 1,000,000

Leverage

KK: 230,000

Munic: 236,000

Others: 738,000

Increment: 500,000

Total: 2,915,225
	· 
	

	Output 3 Awareness and capacity built to support ongoing investment in public lighting sector (ACB)

· Dissemination of information about financial and other local benefits coming from energy efficiency, methodologies for project identification, ranking and funding sources
	Baseline: 2,100,000 

   Cofinancing: 4,000

Increment: 63,230

Total: 2,167,230

	· 
	

	Total alternative costs:
	5,489,225
	

	Baseline:
	2,311,225
	

	Incremental cost:
	970,000
	

	Cofinancing:
	1,004,000
	

	Leverage:
	1,204,000
	

	PDF A (GEF+ in-kind):
	28,000
	

	Total Project Costs:
	3,206,000
	


ANNEX II
Logframe  matrix
	OBJECTIVES
	INDICATORS
	MEANS OF VERIFICATION
	ASSUMPTIONS AND RISKS

	Project Objective:

Avoid 63,993 tonnes in carbon equivalent greenhouse gas (GHG) emissions by catalysing USD 2.63 million in investments in energy efficient public lighting.
	At project completion:  

· Reductions in carbon equivalents by 1,209 tonnes over the three-year project (through energy saving of 2,634 MWh), 
· A life time reduction of 63,993 tonnes of emissions in carbon equivalent 
	· Project investment monitoring

· GEFSEC Cluster reviews
	· That government decentralisation reforms continue in the current direction of fiscal federalism

· That electricity prices continue to tend towards EU norms



	Output 1: An effective and sustainable advisory service created to catalyze public lighting investment


	by end of year 1(annual target)

· The IFD will have a pipeline of projects with signed legal contracts:

· USD 350,000 in projects identified for financing through the project fund
;

by end of year 2 (annual target)

· The IFD will have a pipeline of projects with signed legal contracts:
· USD 700,000 in projects identified for financing through the project fund;

· USD 440,000 in project independently of the project fund.

by the end of year 3 (annual target) 

· The IFD will have a pipeline of projects with signed legal contracts:

- 
USD 700,000 in projects identified for financing through the project fund;

- 
USD 440,000 in project independently of the project fund.
	· Signed loan agreements with municipalities.

· Contracts with other cofinancers

· Signed service contract on technical and financial services

· External evaluation
	· That the IFD can generate municipal interest in the services offered by them
· That the IFD can convince municipalities to invest their own funds in energy efficient public lighting
· That concessional financing will continue to be available to Slovakia 

	Output 2: Finance technical demonstrations with the support of a concessional fund.


	By end of year one (annual target)

· Revolving fund capitalised as per the cash flow analysis in Annex IV

· USD 300,000 disbursed in loans from the project fund for PL demonstration projects 

· 80% of full repayments made on time

By end of year 2(annual target)

· USD 600,000 disbursed in loans from the project fund for PL demonstration projects

· 90% of full repayments made on time

By end of year 3(annual target)

· USD 600,000 in loans disbursed from the fund for financing two demonstration projects 90% of full repayments made on time
	· Tatra Banka financial reports

· External evaluation
	· That the concessions offered by the project fund will be of a sufficient incentive for municipalities to invest in energy efficient public lighting.



	Output 3:  Support investment in energy efficient public lighting through information dissemination

	· 200 enquiries logged by the IFD by the end of the project, from municipalities and other investors, on topic listed above.
· A 2% increase in public procurement of sodium lamps and timer switches (independent of project loans).
	· Enquires log

· Market evaluation results
	· Lack of information on energy efficiency projects and their benefits.


	PROJECT ACTIVITIES

	Output 1. An effective and sustainable advisory service created to catalyze public lighting investment

	Activity 1.1 Establishment of project implementation system, including steering committee and investment facilitation office of ECB, contracting of staff, implementation of work and reporting procedures
Task 1.1.1 Hire Project Manager 

Task 1.1.2 Finalise detailed annual work plan

Task 1.1.3 Finalise Project steering Committee arrangements with UNDP

Task 1.1.4 Hold project inception meeting

Task 1.1.5 Finalise the IFD business plan and operating documents 

Task 1.1.6 Finalise the staff organigram 

Task 1.1.7 Identify, develop and implement staff an ongoing staff training programme to build the needed skills and expertise of IFD staff

Task 1.1.8 Develop and implement marketing strategy for the IFD including the design of a corporate identity and project logo, interactive CD‘s describing IFD‘s services and expereince, IFD publications and lessons learnt from project implementation, and a media campaign through outlets such as Municipal news – a weekly journal of Slovak municipalities, Energy – a professional magazine for energy experts published quarterly,  national and regional newspapers radio  TV and press conferences, conferences, festivals and exhibitions.

	Activity 1.2 Develop sources of financing and performance contracting for municipal public lighting investment

Task 1.2.1 Review national procurment rules governing PL equipment
Task 1.2.2 Develop contacts and working relations with public light investors and service providers and maintain a worksheet of the terms and conditions under which they are prepared to invest, procedures and formats for investment applications, and for service providers the types of contracts they would be prepared to provide services under (including performance contracts). 

Task 1.2.3  Prepare and organise annual workshops for municipalities and service providers on how to secrure loans and structure financing
Task 1.2.4 Prepare and conduct annual workshops for municipalities, financiers and service providers, on risk assessment of energy efficiency projects and performance contracting

Task 1.25  Organise roundtable meetings between municipal decision makers, technology suppliers, service providers, financial institutions, and other PL market actors to catalyse discussion and investment.

	Activity 1.3 Advise investors in Public Lighting investments (audits, feasibility studies, business plan, legal assistance, negotiation assistance, assistance by realization etc.)

Task 1.3.1  Periodically refine understanding of financial characteristics and build typical financial models of public lighting from pl inventory, audits and feasibility studies

Task 1.3.2 Develop methodology and formats for data collection and complete public lighting inventories and advise municipalities on potential financing opportunities

Task 1.3.3 Standardise methodologies and formats and conduct audits, feasibility studies, environmental and risk assessments for street lighting projects, and prepare investment plan 

Task 1.3.4 Provide legal, financial and support in negotiating and drafting contracts and arranging project financing, including the development and submission of invetsment proposals to the project’s  fund.

Task 1.3.5 Prepare model PL equipment procurement, and performance related installation and maintenance contracts 

Task 1.3.6 Provide legal, financial, operational and negotiation support to municipalities in PL equipment procurement, installation and maintenance contracting 

	Output 2. Finance technical demonstrations with the support of a concessional fund.

	Activity 2.1 Establish a project fund to capitalize public lighting demonstration projects.

Task 2.1.1 Finalise contract with Tatra Banka as administrator of the Revolving Fund

Task 2.1.2 Finalise representation, rules and procedures of the Evaluation Committee

Task 2.1.3 Tatra Banka, and Project Manager will jointy select fund manager

Task 2.1.4 Prepare and advertise application rules and procedures for application to the fund

Task 2.1.5 Finalise lending criteria for Revolving Fund with Tatra banka a.s.

Task 2.1.6 Advertise for application, review and select eligible applications and finance public lighting investments
Task 2.1.6 Monitor and report fund activity quartely, and against project success criteria to project manager, UNDP and project steering committee

	Output 3:  Support investment in energy efficient public lighting through information dissemination

	Activity 3.1 Raising awareness of different target groups on project concepts, and the development of energy efficient PL projects

Task 3.1.1 Organise and hold annual workshops on the benefits and means for investing in energy efficient public lighting expected trends in the energy and public lighting sector in Slovakia, and targeted at municipalities and PL service providers. The workshop will include an assessment of savings that can be made from energy efficienct public lighting, futuer trends for public lighting and energy prices in Slovakia, given its entry to the EU. The workshop will provide municipalities and service providers with training on financial assesment and loan application, and on the costs and benefits of different tyeps of service contracts.

Task 3.1.2 Undertake study tours for PL operators, municipal decision makers, investors to successful demonstration projects to demonstrate the viability of PL investments, and especially cost savings, environmental benefits and other assets of PL reconstruction.

Task 3.1.3 Review assess, publish and present an assessment of outstanding barriers facing energy efficient investment, based on project experience, and proposals for remedy.

	Activity 3.2 Information dissemination

Task 3.2.1 Publish information leaflets showcase successful project demonstrations and a technians handbook on how to develop PL reconstruction projects, including questions to ask, data requirements model contracts, tools for financial assessment and examples if project finanancial structuring, audit and feasibility study, business plan loan application templates and examples,  

Task 3.2.2 Publish a monthly magazine to keep ZMOS, cities and municipalities, ESCOs, energy experts, technology suppliers, financial institutions, donors and ministries abreast of lessons emerging from the project, policy changes and their implications, financial opportunities, product development and procurement opportunities, as well as advertising the services and market opportunities of the target audience

Task 3.2.3 Develop and launch a  web site to explain and promote the IFD’s services, advertise technology suppliers, financial products, contractual models, and business opportunuties and emerging lessons from the IFD’s experience.

	Activity 3.3  Monitoring and Evaluation

Task 3.3.1 Develop a monitoring protocol and assign responsiblities to measure financial, energy savings and GHG emissions reduction from demonstration and investment projects, bearing in mind that this activity will last beyond project closure.  For example The IFD may agree a methodology for CO2 emissions reduction estimation with investing municipalities, and which investing municipality will follow, including a baseline assessment at time of investment, and annual savings estimates thereafter.

Task 3.3.2 Develop a monitoring protocol and assign responsiblities to measure changes in sector invetsment in energy efficienct public lighting equipment, and resulting emissions reduction bearing in mind that this activity will last beyond project closure. This will include a baseline and an annual assessment of change in the procurment of energy efficienct public lighting equipment

Task 3.3.3 Along with the mid-term and final project evalution team,  review project successes and failures, and synthensys importnat lessons lfor futuer public lighting investors. earned 

Task 3.3.4 Tatra Bank will provide the project management with the annual costs and performance of the project fund, including loans made, loan structure, including other financing, fund management costs, repayments made.

Task 3.3.5 Project management will prepare quaterly and annual progress reports

Task 3.3.6 carryout a midtern and final indpendent evaluations




ANNEXES III to XVII
available upon request

PART II : Terms of References for key project staff and main sub-contracts
Project Manager

As a leader of the Project and in consultation with the Executing Agency, Project Steering Committee and UNDP, the Project Manager (PM) is responsible for day-to-day management, coordination and supervision of the implementation of the project activities. In specific, his/her responsibilities are:

· Operational management of the project according to the project document and the procedures in the official NEX Operational Guidelines;

· Strategically planning and keeping of IFD’s mission in line with the project document

· Preparation of detailed budget (annual budget for IFD and business plan), keeping expenditures accordingly

· Selection, recruitment and supervision of project staff;

· Organizing and managing project activities according to the work plan in order to produce the outputs;

· Updating and regular reviewing of the project work plan;

· Timely preparation and submission of the Annual  Project Report (APR) and any other required progress reports and ensuring that reports prepared by project personnel or participants are prepared as required; 

· Reporting to the NPD on a regular basis.

· Controlling the expenditures and ensuring otherwise an adequate management of the resources provided for the project;

· Liaising with the relevant ministries, national and international research institutes, NGOs, or other relevant institutions in order to involve them in project activities, and to  gather and disseminate information relevant to the project;

· Preparation of system inventories and advising municipalities when performing inventory work;

· Negotiating investment contracts and arranging project financing, including legal assistance; 

· Submitting of prepared investments to evaluation committee (project board) for approval

· Searching for other financial sources for investments.

· Reporting to the ECB board on regular basis 

· Proceeding in compliance with internal rules of ECB and Slovak legislation, namely the Commercial Code 

Requirements

The Project Manager should have:

· University degree in economics or technical field

· Practical experience with management and project implementation in the technical field 

· Experience with project management, knowledge of budgeting and financial calculations

· Experience in team work

· Excellent communication and presentation skills and strong motivation

· Computer knowledge

· Familiarity with PL technology and management of PL reconstruction or other energy efficiency investments

· Familiarity with financial mechanisms, namely experiences in management of the revolving fund

· Excellent knowledge of Slovak language and fluency in English

· Good writing/reporting skills are desirable

· Strong leadership abilities

Technical expert

· Preparation of forms for data collection and quality control of data collected;

· Development of template format for conducting audits and studies;

· Conducting audits and technical feasibility studies for street lighting projects, including preparation of an investment plan in cooperation with external technical expert;

· Finalising the technical criteria for the selection of investments by Revolving Fund, including the criteria for the clustered projects in cooperation with external technical expert;
· Preparation of model procurement documents and model project implementation contracts; 

· Legal assistance for procurement, contracting and investment design;

· Conducting the procurement for municipalities;

· Assessment of technical and environmental proposal, including risk management; 

· Supervision of implementation of PL reconstruction projects; 

· Development of monitoring indicators on energy savings and emissions reductions;

· Monitoring and evaluation of implemented projects; 

· Monitoring of benchmarks / indicators;

· An assessment of real gained energy savings and GHG emission reduction;

· Identification of additional barriers to PL reconstruction project development and how to remove them, as well as documentation and dissemination of information and experiences from PL reconstruction implementation.

· Preparing internal reports

Requirements

· University degree in Power Engineering 

· Will be familiar with the full range of energy efficient public light technologies, including manufactures, costs and cost savings

· Will have demonstrated experience in managing the construction and retrofitting public lighting to generate demonstrated energy savings. 

· Knowledge of PL technologies 

· Overview of technical, economic, institutional, and other requirements for PL reconstruction in municipalities

· Experience in PL reconstruction application

· Experiences in public procurement according to Slovak legislation

· Familiarity with management of PL reconstruction

· Team work 

· Computer knowledge

· Advanced presentation skills

· Fluency in English and good writing/reporting skills are desirable

Financial expert

· Cost-benefit analysis of PL investments;

· Development of investments - financing plan and financial structure of the investments;

· Finalisation of financial criteria for Revolving Fund together with Tatrabanka;

· Administration, contracting and negotiation of financial conditions of PL investment projects;

· Monitoring account activity,   terminating borrowing and initiating court action in the event of loan default, on behalf of the executing agency, the account holder. Permanent search for new possible financial sources available for the financing of energy efficient PL projects;

· Collection of data needed for investors, financial evaluation by financial institutions, and. submitting applications for financing to other financial sources;

· Supervision of implementation of PL reconstruction projects; 

· Monitoring and evaluation of implemented projects; 

· A statistical evaluation of public lighting market research;

· Monitoring of benchmarks / indicators;

· Identification of additional barriers to PL reconstruction project development and how to remove them, as well as documentation and dissemination of information and experiences from PL reconstruction implementation.

· Monitoring of changes in legislation

· Financial expert will be responsible for control of accounting of IFD and statement of finances

· Preparing internal reports

Requirements:

· Master in financial economics or business administration 
· At least 5 years experience in the banking sector or business administration
· Demonstrated success in closing commercial investments in the energy sector

· Demonstrated success in commercial investment in the municipal sector

· Fully familiar with project financing

· Experiences with project financing through supporting programmes would be an advantage

· Familiarity with professional relevant legal regulations

· Familiarity with Slovak procurement procedures

· Good understanding of economic situation in the SR and of requirements for implementation of investment projects

· Team work 

· Advanced presentation skills

· Computer knowledge

· Fluency in English and good writing/reporting skills are desirable

· Strong motivation

PR expert

· Development of promotion materials and tools of IFD;

· Development of internet portal with information on the IFD, successfully implemented projects, discussion forum, non-commercial advisory;

· Preparing media campaign, including series of articles and delivering presentations at public events (exhibitions, conferences and seminars);

· Publication of informational leaflets, handbook on how to develop PL reconstruction projects, and regular Slovak PL news dedicated to municipal and private business sector;

· Organising project workshops for different stakeholders (ie. for PL operators, municipalities, investors on energy efficiency in the PL sector, for ESCOs on project financing, etc.);

· Organising study tours to successful demonstration projects for PL operators, municipal decision makers and potential investors;

· Organising roundtable meetings for PL operators, municipal decision makers, technology suppliers, ESCO, financial institutions, and other PL market actors on energy efficiency projects in Slovakia.

Requirements:

· Education to masters degree level

· Minimum of 5 years of professional experience

· Proven experience in the public and press relations

· Proven experience in the development and dissemination of technical information

· Experience of PL or other energy efficiency programmes and technologies would be an advantage

· Good interpersonal skills and skill in comprehensibly presenting complex technical information, strong communication skills

· PC skills

· Knowledge of the English language

Fund manager of the Revolving Fund in Tatrabanka

The IFD together with Tatra banka bank will establish the revolving fund. Tatra banka will be appointed as the fund administrator. The bank in consultation with IFD will select the fund manager.

Responsibilities of the Fund Manager are:

· To prepare the revolving fund (RLF) application rules and financial conditions, ie. credibility, investment needs, pay-back period etc; 

· To administrate, monitor and evaluate the revolving fund capital;

· To evaluate the loaner’s credibility, to prepare the loan documentation (credit rating, needed reimbursement of credit, installment calendar, interest rate, credit limit and other credit terms) and to monitor the financial side of the loans;

· On quarterly basis, to submit quarterly reports on the actual disbursement of RLF, based on which the GEF budget will be transferred;

· To prepare regular reports on capital development in the RLF according to submitted loan applications.

Based on the approval of evaluation committee, the bank will transfer the quarterly payments to awarded investments.

ENDORSEMENT LETTER
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PART III

Financial management and financial reporting arrangements, audit requirements

Financial accountability
The executing agent is responsible for the management of all UNDP resources  allocated to a nationally executed programme or project.  In this capacity, Governments are accountable to UNDP for the entirety of UNDP programming resources under their management.

The executing agent is responsible for maintaining an accounting system that contains records and controls sufficient to ensure the accuracy and reliability of programme or project financial information and reporting. The accounting system must also ensure that the receipt and disbursement of UNDP funds is properly identified and that budgetary categories approved are not exceeded.

The system of accounting and/or recordkeeping must track the advances received and disbursed, expenditure records by implementing agents and direct payments made by UNDP.  The accounting system maintained by the executing agent must also be kept current.

The executing agent must maintain an inventory recording the acquisition and disposition of property and equipment used. This inventory contains information on all property and equipment, whether purchased directly by the executing agent from funds advanced to it by UNDP or purchased by others (implementing agent, contractor) on behalf of the executing agent.

The UNDP country office must maintain an internal control system designed to ensure that the UNDP Resident Representative can adequately monitor the financial activity and budget of a programme or project within the scope of her/his responsibilities. The UNDP Resident Representative is accountable to the UNDP Administrator and is responsible for the financial monitoring of programmes and projects, for ensuring proper use of UNDP funds and for providing advances of funds based on appropriate financial reporting.

Advances of funds
The standard means of funding the programme or project is through quarterly advances to the executing agent by the UNDP country office.  Monthly advances may be provided if local conditions warrant.  In order to ensure optimum use of UNDP resources, advances are based on a forecast of quarterly or monthly expenditures, in accordance with the programme or project workplan.  Advances must not exceed funds required for the next quarter.

All requests for advances are submitted to the UNDP country office by the executing agent through the Financial Report. The Financial Report replaces the request for advances of funds, the government disbursement report, and the reconciliation of outstanding advance previously required to be completed by the executing agent.

At least each quarter, the executing agent prepares Table A of the Financial Report in the current advanced to record the current quarter period expenditures against any previous advances, to calculate the remaining advance and to request the advance for the next quarter based on the programme or project budget. Table B of the Financial Report in US dollars is also prepared, which translates the advance currency Financial Report into US dollars and calculates any exchange gain or loss on outstanding advance balances. 

The request for advance in the Financial Report specifies the cash required for the next quarter in two components: 

(a)
Outstanding obligations. Outstanding obligations are any inputs that have been contracted for and are received, en route or in progress, but for which a check has not yet been written. Only obligations that will be paid in the next quarter are included ; and

(b)
Planned expenditures. Planned expenditures are the new inputs that will be procured and paid for during the next quarter.  

The executing agent submits the signed Financial Report, including both advance currency (Table A) and US dollars (Table B) components, to the UNDP country office within 15 days after the end of the quarter. Where possible, a diskette or Email containing the Financial Report electronic files is submitted with the Financial Report.

Advances of funds will be made by the UNDP country office only on the basis of the completed and signed Financial Report containing the details of the expenditures made against the previous quarter advance. UNDP country offices must, upon receipt of the Financial Report, verify that resources are available in the budget and ensure that the amount requested does not exceed the amount of funds reasonably required to cover disbursements for the next three months. 

UNDP does not make advances of funds to an implementing agent, other than a United Nations agency.  Funds required by an implementing agent are provided to them directly by the executing agent from their advanced funds or through the form of a Request for Direct Payment. With respect to United Nations  agencies acting as implementing agents, funds are transferred to them by UNDP headquarters (Treasury section).

Normally, a separate bank account for the receipt and distribution of UNDP funds by the executing agent is required. Where the Government has confirmed in writing that local conditions prohibit the opening of a separate bank account, the UNDP Resident Representative may approve the utilization of a consolidated central bank account provided that the use of UNDP funds can be easily traced and audited.
Any unutilized advance of funds at the end of a programme/project is to be credited to UNDP programme funds, in order to clear the Operating Fund Account at UNDP headquarters, and any interest earned is recorded as miscellaneous income through a UNDP Government Inter-Office Voucher (IOV).
Direct payments
UNDP may be requested by an executing agent to make direct payments to other parties for goods and services provided to the programme or project.  When UNDP makes a payment on behalf of an executing agent, the latter must forward to the UNDP country office a standard form “Request for direct payment”, duly completed and signed by the executing agent. Original documents are kept by the executing agent.  Documentation of payment by the country office (inter-office vouchers, disbursement vouchers, copies of cheques, and other documents) must be made available to the executing agent by UNDP. 

Financial reporting
The executing agent must submit the Financial Report to the UNDP country office no later than 15 days after the end of the quarter. The Financial Report presents quarterly expenditures; separate monthly totals are no longer  required.  If more frequent advances are given, the Financial Report must be submitted each time with the next request for advance. In other words, each Financial Report principally represents expenditures relating to a single advance with any ending balance revalued at the current exchange rate. 

Any funds transferred by the executing agent to an implementing agent are considered as expenditures and are recorded  against the appropriate budget lines.  The executing agent is responsible for ensuring the performance of the implementing agents on all contracts and agreements.

United Nations agencies acting as implementing agents issue quarterly expenditure statements in accordance with the letter of agreement entered into between the executing agent and the United Nations  agency. The statements reflect all expenditures by component/budget line and are submitted to the executing agent through the UNDP Resident Representative within 30 days after the end of each quarter.

The Financial Report is produced in both the currency advanced and US dollars to facilitate communication and the reconciliation of budgets, disbursements and outstanding balances between the executing agent and UNDP.

The calculation of foreign exchange gain/loss is part of the Financial Report. The UNDP country office advises the executing agent of the UNDP exchange rates at the beginning and end of every quarter and the exchange rate used for advances of funds. When expenditures are made in local currency during the quarter, these are converted into US dollars at the United Nations rate at the date of the advance (usually the exchange rate in effect at the beginning of the quarter).  Any outstanding advances at the end of the quarter are revalued at the end-of-quarter rate and the foreign exchange gain/loss is calculated. 

The submission by the executing agent of the Financial Report at least every quarter is mandatory. If the UNDP country office does not receive the Financial Report from the executing agent within 15 days of the end of the quarter, it ensures follow up with the executing agent.  If an advance is outstanding for two quarters and either  the Financial Report is not received or the Financial Report reflects no spending against the advance, the UNDP Resident Representative must follow up with the executing agent.  The programme or project implementation strategy must be reviewed to decide on measures to be taken to solve any difficulties with execution or implementation. The UNDP Resident Representative also informs UNDP headquarters (Country Programme Accounting) of all decisions taken.

Upon receipt of the Financial Report, the UNDP country office reviews it and verifies the exchange rates.  If required, corrections are made by the executing agent and then returned to the UNDP country office. The report is then sent to the Country Programme Accounting Section at UNDP headquarters, where it is recorded.

All payments made by UNDP country offices for nationally executed programmes or projects are recorded on a UNDP-GOVT IOV and forwarded to the UNDP Country Programme Accounting Section each month. These payments include both advances made to the executing agent and direct payments made by the UNDP country office.

UNDP headquarters/Country Programme Accounting Section issues a Combined Delivery Report (CDR) four times a year. The CDR for each nationally executed programme or project is sent to the executing agent through the UNDP country office. The report contains disbursements made by the executing agent, UNDP country offices, and UNDP headquarters for the periods ending 31 March, 30 June, 30 September, and 31 December.  Where United Nations  agencies act as implementing agents, the report will also contain United Nations agency expenditure for the periods in which agencies report.

After review, UNDP country offices must forward the CDR immediately to the executing agent. The CDR must be verified and certified by the executing agent within 30 days of receipt, and returned to the UNDP country office for filing.  If the executing agent informs the UNDP country office that there are errors in the CDR, the UNDP country office will contact UNDP headquarters (Country Programme Accounting Section) to determine jointly how to correct the CDR. The year-end CDRs must be given to the designated auditors as soon as possible to facilitate their completion of the audit by the 30 April deadline.

AUDIT REQUIREMENTS  
Objective of audit
All nationally executed programmes and projects must be audited once in their lifetime, at a minimum. The government coordinating authority, in consultation with the UNDP country office, draws up an annual plan by November.  The audit plan lists the programmes and projects scheduled to be audited on that given year, considering whether the programme or project has previously been audited, the volume of funds, number of programmes and projects, workload, among other things . The Office of Audit and Performance Review (OAPR) is kept informed about audit plans. 

The objective of the audit is to provide the UNDP Administrator with the assurance that UNDP resources are being managed in accordance with:

(a)
The financial regulations, rules, practices and procedures prescribed for the programme or project ; 

(b)
The PSD or the project document and workplans, including activities, management and implementation arrangements, monitoring, evaluation, and reporting provisions ;

(c)
The requirements for execution in the areas of management, administration and finance.

Scope of audit
The audit of nationally executed programmes or projects must cover, but may not necessarily be limited to, the following:

(a)
Assessment of the rate of delivery;


(b)
Financial accounting, monitoring and reporting ;

(c)
Management systems for recording, documenting and reporting on resources utilization 

(d)
Equipment  use and management;  and 

(e)
Management structure, including the adequacy of appropriate internal control and record-keeping mechanisms.

The audit must confirm and certify that:

(a)
The disbursements are made in accordance with the activities and budgets of the programme support or project document ;

(b)
The disbursements are supported by adequate documentation ; 

(c)
The financial reports are fairly and accurately presented ; 

(d)
An appropriate management structure, internal controls and record-keeping systems are maintained ;

(e)
The executing agent and the UNDP country office have undertaken and have prepared reports for monitoring and evaluation of the substantive activities and of the management systems of the programme/project ; and 

(f)
The procurement, use, control and disposal of non-expendable equipment are in accordance with the Government’s or UNDP requirements.

The audit  is normally carried out at the level where the original documentation is held. It shall cover the funds channelled through the government by advances of funds. Expenditures incurred on behalf of the programme or project by United Nations  agencies acting as implementing agents or by the UNDP country office providing support to national execution, shall be covered by the appointed auditors of these organizations.  In this case, the auditors of the programme or project, as described in paragraph 9.3.3, provide a scope restriction to the audit, stating that the audit opinion is limited to the  funds received and expenditures incurred by the Government, and that the opinion does not cover  expenditures incurred by United Nations organizations, including UNDP. 

The audit process
The audit must be conducted in conformity with generally accepted common auditing standards
 and in accordance with the professional judgment of the auditor. The standards applied are normally referred to in the audit report.

The audit may use for information the standards and terms of reference established for the United Nations Board of Auditors. (See the UNDP Financial Regulations and Rules : Article XVII and XII and Information Annex).

The audit is normally conducted by the legally recognized auditor of the Government. However, in instances when such arrangements are not feasible, the audit may carried out by a commercial auditor engaged by the executing agent. The audit authority must be mentioned in the PSD or project document. It is the executing agent’s responsibility to identify and appoint the auditing body, to ensure that the audit is performed in accordance with generally accepted common auditing standards and to ensure that the report, duly reviewed and responded to, reach UNDP Headquarters (OAPR) via the UNDP country office by 30 April of the following year of the audit.

Governments are responsible for funding the costs of audit. However, the UNDP Resident Representative may exceptionally approve the use of the programme or project funds for audit costs if the audit is carried out by a commercial auditor. In that case, adequate financial provision for the audit must be included in the programme or project budget. 

The UNDP country office must organize briefings with the auditors before the audit exercise and upon the completion of the audit. The briefings must occur even if the auditors have prior experience of auditing UNDP programmes or projects.

The findings of the draft audit report must be discussed in detail with the executing agent, including appropriate programme or project management staff, the government coordinating authority and the UNDP Resident Representative. Their comments are included in the final report. 

The executing agent is the recipient of the final audit report. The executing agent forwards it to the UNDP Resident Representative. The UNDP country office reviews the audit report from its perspective and forwards the report to UNDP headquarters. The audit report is to reach UNDP headquarters (Office of Audit and Performance Review) no later than 30th April to enable the United Nations Board of Auditors to comment on the report and incorporate their comments in their report to the General Assembly and the Executive Board of UNDP. The executing agent also shares the audit report with the government coordinating authority and other concerned parties, as appropriate.

The “UNDP Procedures for National Execution” provides guidance on the audit process, such as the audit plan, standard terms of reference and contract for the auditor, standard outline audit report, as well as issues and documentation to assist the audit. 
PART IV 

Sample M&E Plan and Budget for FSP and MSP
Project monitoring and evaluation will be conducted in accordance with established UNDP and GEF procedures and will be provided by the project team and the UNDP Country Office (UNDP-CO) with support from UNDP/GEF.  The Logical Framework Matrix in Annex 1 provides performance and impact indicators for project implementation along with their corresponding means of verification. These will form the basis on which the project's Monitoring and Evaluation system will be built. 

The following sections outline the principle components of the Monitoring and Evaluation Plan and indicative cost estimates related to M&E activities. The project's Monitoring and Evaluation Plan will be presented and finalized at the Project's Inception Report following a collective fine-tuning of indicators, means of verification, and the full definition of project staff M&E responsibilities.

1.
Monitoring and Reporting
1.1. 
Project Inception Phase 

A Project Inception Workshop will be conducted with the full project team, relevant government counterparts, co-financing partners, the UNDP-CO and representation from the UNDP-GEF Regional Coordinating Unit, as well as UNDP-GEF (HQs) as appropriate.

A fundamental objective of this Inception Workshop will be to assist the project team to understand and take ownership of the project’s goals and objectives, as well as finalize preparation of the project's first annual work plan on the basis of the project's logframe matrix. This will include reviewing the logframe (indicators, means of verification, assumptions), imparting additional detail as needed, and on the basis of this exercise finalize the Annual Work Plan (AWP) with precise and measurable performance indicators, and in a manner consistent with the expected outcomes for the project.

Additionally, the purpose and objective of the Inception Workshop (IW) will be to: (i) introduce project staff with the UNDP-GEF expanded team which will support the project during its implementation, namely the CO and responsible Regional Coordinating Unit staff; (ii) detail the roles, support services and complementary responsibilities of UNDP-CO and RCU staff vis à vis the project team; (iii) provide a detailed overview of UNDP-GEF reporting and monitoring and evaluation (M&E) requirements, with particular emphasis on the Annual Project Implementation Reviews (PIRs) and related documentation, the Annual Project Report (APR), Tripartite Review Meetings, as well as mid-term and final evaluations. Equally, the IW will provide an opportunity to inform the project team on UNDP project related budgetary planning, budget reviews, and mandatory budget rephasings.

The IW will also provide an opportunity for all parties to understand their roles, functions, and responsibilities within the project's decision-making structures, including reporting and communication lines, and conflict resolution mechanisms. The Terms of Reference for project staff and decision-making structures will be discussed again, as needed, in order to clarify for all, each party’s responsibilities during the project's implementation phase.

1.2.
Monitoring responsibilities and events 

A detailed schedule of project reviews meetings will be developed by the project management, in consultation with project implementation partners and stakeholder representatives and incorporated in the Project Inception Report. Such a schedule will include: (i) tentative time frames for Tripartite Reviews, Steering Committee Meetings, (or relevant advisory and/or coordination mechanisms) and (ii) project related Monitoring and Evaluation activities. 
Day to day monitoring of implementation progress will be the responsibility of the Project Coordinator, Director or CTA (depending on the established project structure) based on the project's Annual Work Plan and its indicators. The Project Team will inform the UNDP-CO of any delays or difficulties faced during implementation so that the appropriate support or corrective measures can be adopted in a timely and remedial fashion. 

The Project Coordinator and the Project GEF Technical Advisor will fine-tune the progress and performance/impact indicators of the project in consultation with the full project team at the Inception Workshop with support from UNDP-CO and assisted by the UNDP-GEF Regional Coordinating Unit.. Specific targets for the first year implementation progress indicators together with their means of verification will be developed at this Workshop. These will be used to assess whether implementation is proceeding at the intended pace and in the right direction and will form part of the Annual Work Plan. The local implementing agencies will also take part in the Inception Workshop in which a common vision of overall project goals will be established. Targets and indicators for subsequent years would be defined annually as part of the internal evaluation and planning processes undertaken by the project team. 

Measurement of impact indicators related to global benefits will occur according to the schedules defined in the Inception Workshop and tentatively outlined in the indicative Impact Measurement Template at the end of this Annex. The measurement, of these will be undertaken through subcontracts or retainers with relevant institutions (e.g. vegetation cover via analysis of satellite imagery, or populations of key species through inventories) or through specific studies that are to form part of the projects activities (e.g. measurement carbon benefits from improved efficiency of ovens or through surveys for capacity building efforts) or periodic sampling such as with sedimentation. 

Periodic monitoring of implementation progress will be undertaken by the UNDP-CO through quarterly meetings with the project proponent, or more frequently as deemed necessary. This will allow parties to take stock and to troubleshoot any problems pertaining to the project in a timely fashion to ensure smooth implementation of project activities. 
UNDP Country Offices and UNDP-GEF RCUs as appropriate, will conduct yearly visits to projects that have field sites, or more often based on an agreed upon scheduled to be detailed in the project's Inception Report / Annual Work Plan to assess first hand project progress. Any other member of the Steering Committee can also accompany, as decided by the SC. A Field Visit Report will be prepared by the CO and circulated no less than one month after the visit to the project team, all SC members, and UNDP-GEF.

Annual Monitoring will occur through the Tripartite Review (TPR). This is the highest policy-level meeting of the parties directly involved in the implementation of a project. The project will be subject to Tripartite Review (TPR) at least once every year. The first such meeting will be held within the first twelve months of the start of full implementation. The project proponent will prepare an Annual Project Report (APR) and submit it to UNDP-CO and the UNDP-GEF regional office at least two weeks prior to the TPR for review and comments.

The APR will be used as one of the basic documents for discussions in the TPR meeting. The project proponent will present the APR to the TPR, highlighting policy issues and recommendations for the decision of the TPR participants.  The project proponent also informs the participants of any agreement reached by stakeholders during the APR preparation on how to resolve operational issues. Separate reviews of each project component may also be conducted if necessary.  

Terminal Tripartite Review (TTR) 
The terminal tripartite review is held in the last month of project operations. The project proponent is responsible for preparing the Terminal Report and submitting it to UNDP-CO and LAC-GEF's Regional Coordinating Unit. It shall be prepared in draft at least two months in advance of the TTR in order to allow review, and will serve as the basis for discussions in the TTR. 

The terminal tripartite review considers the implementation of the project as a whole, paying particular attention to whether the project has achieved its stated objectives and contributed to the broader environmental objective. It decides whether any actions are still necessary, particularly in relation to sustainability of project results, and acts as a vehicle through which lessons learnt can be captured to feed into other projects under implementation of formulation.  

The TPR has the authority to suspend disbursement if project performance benchmarks are not met. Benchmarks are provided in Annex …/will be developed at the Inception Workshop, based on delivery rates, and qualitative assessments of achievements of outputs. 

1.3. 
Project Monitoring Reporting 

The Project Coordinator in conjunction with the UNDP-GEF extended team will be responsible for the preparation and submission of the following reports that form part of the monitoring process. Items (a) through (f) are mandatory and strictly related to monitoring, while (g) through (h) have a broader function and the frequency and nature is project specific to be defined throughout implementation.

(a)
Inception Report (IR)
A Project Inception Report will be prepared immediately following the Inception Workshop. It will include a detailed Firs Year/ Annual Work Plan divided in quarterly time-frames detailing the activities and progress indicators that will guide implementation during the first year of the project. This Work Plan would include the dates of specific field visits, support missions from the UNDP-CO or the Regional Coordinating Unit (RCU) or consultants, as well as time-frames for meetings of the project's decision making structures.  The Report will also include the detailed project budget for the first full year of implementation, prepared on the basis of the Annual Work Plan, and including any monitoring and evaluation requirements to effectively measure project performance during the targeted 12 months time-frame. 

The Inception Report will include a more detailed narrative on the institutional roles, responsibilities, coordinating actions and feedback mechanisms of project related partners.  In addition, a section will be included on progress to date on project establishment and start-up activities and an update of any changed external conditions that may effect project implementation. 

When finalized the report will be circulated to project counterparts who will be given a period of one calendar month in which to respond with comments or queries.  Prior to this circulation of the IR, the UNDP Country Office and UNDP-GEF’s Regional Coordinating Unit will review the document.

(b) Annual Project Report (APR)

The APR is a UNDP requirement and part of UNDP’s Country Office central oversight, monitoring and project management. It is a self -assessment report by project management to the CO and provides input to the country office reporting process and the ROAR, as well as forming a key input to the Tripartite Project Review.  An APR will be prepared on an annual basis prior to the Tripartite Project Review, to reflect progress achieved in meeting the project's Annual Work Plan and assess performance of the project in contributing to intended outcomes through outputs and partnership work.  
The format of the APR is flexible but should include the following: 

· An analysis of project performance over the reporting period, including outputs produced and, where possible, information on the status of the outcome

· The constraints experienced in the progress towards results and the reasons for these

· The three (at most) major constraints to achievement of results

· AWP, CAE and other expenditure reports (ERP generated)

· Lessons learned

· Clear recommendations for future orientation in addressing key problems in lack of progress

(c) Project Implementation Review (PIR)
The PIR is an annual monitoring process mandated by the GEF. It has become an essential management and monitoring tool for project managers and offers the main vehicle for extracting lessons from ongoing projects. Once the project has been under implementation for a year, a Project Implementation Report must be completed by the CO together with the project. The PIR can be prepared any time during the year (July-June) and ideally prior to the TPR.  The PIR should then be discussed in the TPR so that the result would be a PIR that has been agreed upon by the project, the executing agency, UNDP CO and the concerned RC.   

The individual PIRs are collected, reviewed and analysed by the RCs prior to sending them to the focal area clusters at the UNDP/GEF headquarters.  The focal area clusters supported by the UNDP/GEF M&E Unit analyse the PIRs by focal area, theme and region for common issues/results and lessons.  The TAs and PTAs play a key role in this consolidating analysis.

The focal area PIRs are then discussed in the GEF Interagency Focal Area Task Forces in or around November each year and consolidated reports by focal area are collated by the GEF Independent M&E Unit based on the Task Force findings.

The GEF M&E Unit provides the scope and content of the PIR. In light of the similarities of both APR and PIR, UNDP/GEF has prepared a harmonized format for reference. 

(d) Quarterly Progress Reports
Short reports outlining main updates in project progress will be provided quarterly to the local UNDP Country Office and the UNDP-GEF regional office by the project team. See format attached.

(e) Periodic Thematic Reports  

As and when called for by UNDP, UNDP-GEF or the Implementing Partner, the project team will prepare Specific Thematic Reports, focusing on specific issues or areas of activity.  The request for a Thematic Report will be provided to the project team in written form by UNDP and will clearly state the issue or activities that need to be reported on.  These reports can be used as a form of lessons learnt exercise, specific oversight in key areas, or as troubleshooting exercises to evaluate and overcome obstacles and difficulties encountered.  UNDP is requested to minimize its requests for Thematic Reports, and when such are necessary will allow reasonable timeframes for their preparation by the project team.

(f) Project Terminal Report

During the last three months of the project the project team will prepare the Project Terminal Report.  This comprehensive report will summarize all activities, achievements and outputs of the Project, lessons learnt, objectives met, or not achieved, structures and systems implemented, etc. and will be the definitive statement of the Project’s activities during its lifetime.  It will also lay out recommendations for any further steps that may need to be taken to ensure sustainability and replicability of the Project’s activities.

(g) Technical Reports (project specific- optional)

Technical Reports are detailed documents covering specific areas of analysis or scientific specializations within the overall project.  As part of the Inception Report, the project team will prepare a draft Reports List, detailing the technical reports that are expected to be prepared on key areas of activity during the course of the Project, and tentative due dates.  Where necessary this Reports List will be revised and updated, and included in subsequent APRs.  Technical Reports may also be prepared by external consultants and should be comprehensive, specialized analyses of clearly defined areas of research within the framework of the project and its sites. These technical reports will represent, as appropriate, the project's substantive contribution to specific areas, and will be used in efforts to disseminate relevant information and best practices at local, national and international levels. 

(h) Project Publications (project specific- optional)

Project Publications will form a key method of crystallizing and disseminating the results and achievements of the Project.  These publications may be scientific or informational texts on the activities and achievements of the Project, in the form of journal articles, multimedia publications, etc.  These publications can be based on Technical Reports, depending upon the relevance, scientific worth, etc. of these Reports, or may be summaries or compilations of a series of Technical Reports and other research.  The project team will determine if any of the Technical Reports merit formal publication, and will also (in consultation with UNDP, the government and other relevant stakeholder groups) plan and produce these Publications in a consistent and recognizable format. Project resources will need to be defined and allocated for these activities as appropriate and in a manner commensurate with the project's budget.

2.
Independent Evaluation

The project will be subjected to at least two independent external evaluations as follows:

(i) Mid-term Evaluation

An independent Mid-Term Evaluation will be undertaken at the end of the second year of implementation. The Mid-Term Evaluation will determine progress being made towards the achievement of outcomes and will identify course correction if needed. It will focus on the effectiveness, efficiency and timeliness of project implementation; will highlight issues requiring decisions and actions; and will present initial lessons learned about project design, implementation and management. Findings of this review will be incorporated as recommendations for enhanced implementation during the final half of the project’s term.  The organization, terms of reference and timing of the mid-term evaluation will be decided after consultation between the parties to the project document. The Terms of Reference for this Mid-term evaluation will be prepared by the UNDP CO based on guidance from the Regional Coordinating Unit and UNDP-GEF.

(ii) Final Evaluation

An independent Final Evaluation will take place three months prior to the terminal tripartite review meeting, and will focus on the same issues as the mid-term evaluation.  The final evaluation will also look at impact and sustainability of results, including the contribution to capacity development and the achievement of global environmental goals.  The Final Evaluation should also provide recommendations for follow-up activities. The Terms of Reference for this evaluation will be prepared by the UNDP CO based on guidance from the Regional Coordinating Unit and UNDP-GEF.

Audit Clause
The Government will provide the Resident Representative with certified periodic financial statements, and with an annual audit of the financial statements relating to the status of UNDP (including GEF) funds according to the established procedures set out in the Programming and Finance manuals.   The Audit will be conducted by the legally recognized auditor of the Government, or by a commercial auditor engaged by the Government.

3. Learning and Knowledge Sharing

Results from the project will be disseminated within and beyond the project intervention zone through a number of existing information sharing networks and forums.  In addition:

· The project will participate, as relevant and appropriate, in UNDP/GEF sponsored networks, organized for Senior Personnel working on projects that share common characteristics. UNDP/GEF shall establish a number of networks, such as Integrated Ecosystem Management, eco-tourism, co-management, etc, that will largely function on the basis of an electronic platform.

· The project will identify and participate, as relevant and appropriate, in scientific, policy-based and/or any other networks, which may be of benefit to project implementation though lessons learned.

The project will identify, analyze, and share lessons learned that might be beneficial in the design and implementation of similar future projects. Identify and analyzing lessons learned is an on- going process, and the need to communicate such lessons as one of the project's central contributions is a requirement to be delivered not less frequently than once every 12 months. UNDP/GEF shall provide a format and assist the project team in categorizing, documenting and reporting on lessons learned. To this end a percentage of project resources will need to be allocated for these activities.
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� The APR/PIR is a UNDP/GEF requirement and part of UNDP central oversight, monitoring and project management. It is an essential management and monitoring tool and is the main vehicle for extracting lessons from the project’s ongoing work. APR/PIR is the key input to the Tripartite Project Review.


� Extensive guidance on these, including sample TOR for evaluations, is available at the UNDP-GEF M&E website (� HYPERLINK "http://www.undp.org/gef/undp-gef_monitoring_evaluation/sub_me_policies_procedures.html" \o "http://www.undp.org/gef/undp-gef_monitoring_evaluation/sub_me_policies_procedures.html" �www.undp.org/gef/undpgef_monitoring_evaluation/sub_me_policies_procedures.html�).


� Energy Act 1989


� An independent energy regulator now exists while its roles and functions are being refined and its capabilities strengthened. The National Electric Company has been unbundled into 3 joint stock companies, and 3 energy distribution companies have been partly privatized. Larger consumers are now free to choose their electricity supplier. Electricity prices range from 0.07 to 0.11 euro/Kwh in 2003, and they are expected to rise in 2004 to the EU norm.


� Energy consumption norms were phased out in the 1990’s as the country deregulated. The EU does not require consumption norms for accession. In the mean time municipalities continue to use their ordinance which are based on laws dating from the 1970’s, including for example: Views on Operation and Maintenance of Public Lighting 1972; Methodology for the creation of Conceptions and Reconstruction planning 1975; and Rules for Lighting on Streets, Roads and Highways 1971. These technical norms are related to service provision. For example technical standards specify lighting levels according to zoned uses. For example fast highways are required to have higher lighting levels than slower roads.


� The highly fragmented nature of municipalities in Slovakia stems from a legacy of the 1960’s when mandatory municipal consolidation and the relocation of populations, was a widely adopted approach for stimulating development. Today both Municipal Councilors and the electorate strongly defend the size of their municipality. From the Councilor’s perspective this is seen as a strategy for maintaining a high level of authority and autonomy, while electorate, particularly those in smaller villages perceive that they are better served by a small municipality who’s attention is not diverted to the development of larger and more prosperous towns (and with a larger electorate.


� A law passed in 2002 limits the size of newly split municipalities to 3,000 people or more. While this has contained the problem of further municipal fragmentation, it has not solved the problem of small municipalities.


� The sale of state assets to finance operating costs became illegal in 2001. This is at a time as a renewed impetus in the transfer of state property to municipalities.


� See DFID’s web site describing their measures under the project support to public Administrative Reform, at http://www.dfidspar.sk/ 


� See the World Bank’s web site describing measures under their Public Finance Project at http://www-wds.worldbank.org/servlet/WDS_IBank_Servlet?pcont=details&eid=000012009_20030521143532


� The PDF A estimated the costs of this type of replacement.


�-  If no additional funding is given by any other international funding institution (World Bank, EBRD, EU-Phare / ISPA and others) the fund can meet 10 % of the environmental relevant investment costs, and all non-material costs needed for the project (planning, supervising, monitoring, etc.). 


- If additional funding is given by at least one other international funding institution, the fund can meet 15 % of the environmental relevant investment costs. 


Projects are only supported for projects with investment costs of EURO 150.000 or more.(ATS 2.064.045,-).


� Dexia is the premiere communal bank in Slovakia today. Their website gives an indication of current lending conditions. See http://www.dexia.sk/www/home.nsf/en/home


� Long term loans of Skk 500,000 and up are available, These can be secured by municipal property, securities, bank or financial guarantees, (but not from future revenue streams). Interest rates vary from 8.3 to 14% depending on the creditworthiness of the municipality and the investment.


� Investment in public lighting will not be eligible from EU Cohesion funds.


� See Annex V for revolving fund loan structure.


� The Commercial Energy-Efficiency Finance Program of IFC will provide partial guarantees for loans in energy-efficiency (EE) investments initiated by participating financial intermediaries (FIs) in the Czech Republic, Slovakia, Estonia, Latvia and Lithuania. The purpose of the project is to build experience of the banking sector in energy efficiency and reduce their perceived risk in lending to this sector, and as such the project will compliment the focus of this proposal whose focus is directed primarily at building capacity and the experience of municipalities. IFC is preparing to launch CEEF in Slovakia (the CEEF conditions are described in more detail in the study [Ref. 4] carried out during the PDF-A). Although this PL reconstruction project and the IFC-CEEF have their own targeted beneficiaries, (this project – mainly municipalities; and IFC – private sector) IFC shows the willingness to develop projects on a common basis, whereas projects will be considered on a case-by-case basis. Cooperation with IFC has been established with the Regional Program Management of IFC, to develop sustainable sources of financial.


� These savings categories are defined, and methodologies are elaborated to calculate them in the GEF priblicaiton:  Anon (2005) -  Manual for calculating GHG benefits of GEF projects, GEF Washington





� Emissions factors developed as part of the National Communication process, will be used by the project in calculations to estimate CO2 emissions reductions.  


� These savings categories are defined, and methodologies are elaborated to calculate them in the GEF priblicaiton:  Anon (2005) -  Manual for calculating GHG benefits of GEF projects, GEF Washington








� Of which USD 500,000 will come from the GEF sources.


� See Annex V for revolving fund loan structure.


� "International Standards on Auditing (ISA)”,  published by the International Federation of Accountants  (IFAC). Information may be obtained at OAPR upon request.
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