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Editorial Letter

Mark Fulton
Global Head of Climate Change Investment Research

Over the past several years, developing world governments and international organizations have been seeking solutions for
energy access for the und erprivileged, energy scale-up for more dev eloped countries and on top of this, howtodosoin a
clean and environmentally-friendly manner. W herever we have e ncountered this d iscussion, the n eed for private c apital
has always be en a ke y component. T he q uestion is how to ge nerate s caled res ponse throu gh efficient Pu blic-private
Partnerships?

In our view, what is most often lacking is an understanding of the basic issues being faced literally on-the-ground by project
financiers and developers. Hence, we have set out to identify these issues as clearly as possible and then, building on our
own and others’ previous work, provide a potential solution: Global Energy Transfer Feed-in Tariffs - GET FiT.

In essence, GET FiT is simple:

®  International AAA-rated do nors: national governments, develo pment ba nks, and international clim ate-related fund s
provide premium payments for rene wable energy in partnership with developing country governments. The payments
would be structured in a way to support renewable energy technologies’ progress towards grid parity. This is a major
de-risking for investors and can establish fair and sufficient returns;

®  Developing c ountries’ gover nments and utilities admi nister t he process and g uarantee to pa y g enerators at a rate
based on the avoided costs of fossil fuel generation.

B An array of technical and risk mitigation programs will need to be aggregated and coordinated as well.

®  Private investors then deploy capital in renewable energy projects.

However, the execution is complex, which our paper addresses.

We believe that while there are many o ptions available for ren ewable energy d eployment, advanced and well-designed
feed-in tariffs can be a pplied to accel erate the scale-up of on-grid resources, and to prom ote energy access through mini-
grids, while plotting a ¢ ourse to grid parity for the tech nologies. W e have written extensively about feed-in tariffs i n the
developed world c ontext already in our “P aying for Re newable Energy — TLC at the Right Price” whitepaper. Inthe
developing world, a ny suc h pol icy proposal | ike t his would needto be putin th e conte xt of n ational infrastructure
development, energy regulatory frameworks, and plans such as Nationally Appropriate Mitigation Action plans (NAMAs), or
what h ave b een terme d Low Carbon Gro wth P lans. Import antly, Pu blic-private P artnerships can be a daptedto FiT
structures. In turn, these satisf y the k ey investor criteria we believe are critical to private sector i nvestors: Transparency,
Longevity and Certainty — TLC.

As we noted in our r ecently published whitepaper, “Global Climate Change P olicy Tracker — T he Green Ec onomy: T he
Race is On,” the developing world should not be left out of this race, both for the sake of the world’s environment but more

importantly, for the long-term viability of their own economies. The race is on — GET FiT!

We welcome feedback on this “Green Paper.”

5 GETFIT



Summary for Policy Makers

Overview

The world faces two interrelated energy challenges that require serious capital mobilization: global CO2 must be stab ilized
to avoid catast rophic climate change, and access to affor dable, relia ble and cle an en ergy must be e xtended to the 1.5
billion peo ple of the deve loping world i n rural ar eas without gri d con nection to all eviate pov erty and dr ive ec onomic
development. Renewable energies can help achieve these goals, in tandem with complementary efforts focusing on funding
for energy efficiency, other low carbon energy options, and electricity grid expansion. Within this wider context of n ational
plans, the Glo bal Energy Transfer Feed-in Tariffs (GET FiT) Program is a conce pt to specific ally support both re newable
energy scal e-up a nd e nergy acc ess int he d eveloping world thr ough the cre ation of ne w i nternational Pu blic-private
Partnerships. GET FiT would efficiently combine a fund of public money directed for renewable energy incentives with risk
mitigation strat egies a nd co ordinated tec hnical ass istance to ad dress pr oject d evelopment an d fin ancing b arriers. T his
combined approach would catalyze the supply of, and the demand for, private sector financing of renewable energy projects
in b oth middle- an d | ow-income co untries, while also ins uring ma ximum ince ntive ca pture at le ast cost to the funding
partners. Importantly, it would provide what we see as crucial for private investors: Transparency, Longevity and Certainty —
TLC. GET FiT would serve as a bridge to grid parity for r enewable energy both by allowing developing countries to gain
experience with renewable resources prior to break-even scenarios, and by adjusting incentive rates to reflect lower prices
over time. This proposal is written from a standpoint of developers and financiers of renewable energy projects, highlighting
the instrume nts which would help to mobi lize private ca pital. The GET FiT concept could b e flexibly adapted to sp ecific
national contexts, and could be launched on a bilateral, regional, or global basis. The race is on to create gree n economies
and the developing world should not be left out.

Renewable Energy Financing

There is a broad range of policies in place that sup port re newable energy around the world, i ncluding ma ndates and
standards, innovation policies, carbon pricing, and others'. The primary goal of GET FiT is to support renewable energy
policies that reduce or m itigate investment risks, and consequently attract significant private capital to drive markets for
commercially-available technologies. Feed-in tariffs, and similar performance-based incentives, have proven to be effe ctive
and efficient mechanisms for creating investor security and driving rapid renewable energy growth. The Stern Review on
the Economics of Climate Change, for e xample, concluded that feed- in tariffs “achieve larger de ployment at lo wer costs.”

By 2008, fe ed-in tariffs had driven 7 5% of PV ca pacity and 4 5% wind cap acity worldwide. Alth ough ~ 27 d eveloping

countries hav e ado pted fe ed-in tariff pol icies, their desi gns and effectiveness vary widely, and some countries lack the

financial strength, grid infrastructure, and/or regulatory frameworks for fu Il policy implementation. GET FiT would partner
with these and other dev eloping countries to financially support policy structures that ap propriately adapt best practice s to
national contexts, as part of broader, low-carbon development strategies (e.g. NAMAS)Z. Such policies would include:

a) Primaril y, the deployment of advanced feed-in tariff designs that target on-grid, commercialized, renewable resources
at the right price3 and that focus on the most appropriate technologies for local conditions.

b) Power purchase agreements as a pre-FiT regulatory mechanism in countries that fa ce grid integration constraints, or
for technologies that have a limited in-country track record, with the ultimate goal of the implementation of broader
FiTs; and

c) The adaptation of F iT design principles to create p erformance-based incentives for d ecentralized m ulti-user en ergy
generation, especially mini-grids, in rural areas not included in current grid expansion plans.

By supporting a range of policy structures, GET FiT could be tailored to work in different national contexts, including least
developed countries, which may lack the grid infrastructure to initially support full feed-in tariffs. In each of the three cases

L DBCCA (2009). Global Climate Change Policy Tracker: An Investor's Assessment. Available from http://www.dbcca.com/

2 Nationally Appropriate Mitigation Action

% Advanced feed-in tariffs include cost/price discovery processes, the flexibility to respond to markets, and mechanisms to efficiently establish a pathway to grid
parity while still operating within a transparent framework. See DBCCA (2009). Paying for Renewable Energy: TLC at the Right Price - Achieving Scale through
Efficient Policy Design Available from http://www.dbcca.com/
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Summary for Policy Makers

outlined above, the GET FiT Program would contribute public sector funds to s hare the above-market costs of ren ewable
electricity with partner co untries, whereas utilities would commit to purcha sing electricity from generators at market price. 4
This stabilizati on of reve nue streams would attract signifi cant amounts of private sect or c apital from both d omestic and
international sources to build renewable energy projects. The payments would be adjusted to reflect market conditions over
time and chart a pathway to grid parity.

Renewable Energy Risk Mitigation

In add ition to providing dir ect incentiv es fo r rene wable e nergy development, GET FiT would work with n ational an d
international partners to address a v ariety of risks and barriers faced by pr oject developers, investors and financiers,
including development risk, off-take and counterparty risks, political risk, market risk, reinsurance risk and currency risk. As
can be seen in the graphic below, GET FiT would provide premium payments, passed through the national governments
and utilities to independent power producers (IPPs). The utility would pay at least the market rate to the IPP, and there
would be minimal additional burden on the electricity ratepayer. The transfer payments of the FiT premium to the IPP could
be guaranteed b y th e n ational gov ernment, orb yt he GET F iT Program, depending o nth e n ational c ontext an d
creditworthiness of the involved parties. An inter national sponsor would provide an ultimate guarantee for the GET FiT
payments.5 Political risk insurance entiti es, (e.g. MIGA, OPIC, private sector providers, etc.) could play a role in mitigating
sovereign risk € and co uld also backsto p g overnments’ g uarantees of r enewable e nergy payment w here nec essary.
Currency risk is also a concern in the global renewable energy market, and it is envisioned that the GET FiT portion of the
payments would be made in hard currency, thereby significantly minimizing local currency risks.

Legend:
Premium payment

International

Market price payments Sponsor

<« == Guarantees Ratepayers

= Financing Guarantees
Pay H
electricity v
bills Pays portion of
Debt Pays portion of premium

Pays avoided g
Providers é’ost rate premium

National
Government

Provide Independent

GET FiT
Program

Utility

Equity Passes through Guarantees

remium payment | if
Investors . premium pay tOtapgas}s’ggﬁnt,l Guarantees
- - payments to
: n IPP, if required
'IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII.IIIIIIIIIIIIIII:

Insures against Risk
political risks Insurance

(private &
public

* The portion of the renewable energy premium payment borne by GET FiT would vary based on national conditions; a portion of the premium could also be
recovered from national utility ratepayers.

® For decentralized energy generation, in particular mini-grids, a renewable energy service company (RESCO), owned either by the local community or by third
party-developers replaces the utility in the chart shown above. The RESCO might also fully integrate both the independent power producer and utility functions
shown in the graph above into a single entity, depending on the business model.

® The involvement of political risk insurance entities would depend on a wide range of factors, such as coverage eligibility criteria (i.e. national ownership
requirements), each insurer’'s capacity to cover sovereign risk related to project development, government creditworthiness, etc.
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Summary for Policy Makers

Aggregating and Coordinating Existing Capacity Building and Technical Assistance

Direct financial support and risk mitigation strategies can create the financial conditions necessary to attract domestic and
international capital. In the developing world, however, renewable energy projects can also face an array of non-financial
challenges. GET FiT would seek to ad dress these challenges by coordinating existing resources in th e energy sector and
directly involving domestic players in the Pr ogram’s management and transactions. As can be se en in the grap hic above,
GET FiT would maximize the involvement of domestic government and utilities in the management of the program in order
to reinforce the development of renewable energy expertise and capacity. GET FiT would also seek to create the conditions
for private sector actors — such as local banks and energy service companies — to establish track records with renewable
energy finance, develo pment, and op erations. This could be a ccomplished both thro ugh direct partn erships and through
indirect effects, such as structuring feed-in tariff policies that create stable demand for the services of local contractors.

The combinati on of sustain able loca | inv olvement, with focused an d appro priate t echnical ass istance cou Id e nable

developing countries to captur e the full ec onomic and social potential of the GET FiT strategy, in particular with regard to

job creation, the e xpansion of technical know-how, and domestic market development. In ord er to strengthe n demand for

financing and to address the non-financial barriers to renewable energy in the developing world, GET FiT would help source

technical assistance and capacity building focusing on areas such as:

®  Advanced feed-in tariff policy design, including initial rate setting and ongoing review

®  Grid capacity and expansion cost ana lyses, resource assessments, project feasibility studies, and integrated e nergy
planning processes for governments and government agencies,

®  Grid management and renewable energy integration strategies for utilities,

®  Financial due diligence and risk mitigation strategies for local financiers, and

®  Renewable energy project development, system construction, and operation and maintenance services for local private

sector players.

Of this broad menu of activities, GET FiT would directly fund some technical assistance (e.g. fee d-in tariff policy and rate
design), b ut would prim arily focus on ag gregating and c oordinating existing tech nical assistanc e re sources from multi-
lateral, bi-lateral, and private sector partners.

The challenges addressed by the GET FiT Program’s approach are summarized in the table below:

Rapid scale-up of renewable energy may not be GET FiT will support the payment of above-market premiums for
affordable for developing countries, and many renewable energy projects through feed-in tariffs or similar policy
existing policies do not offer sufficient payment mechanisms

levels to generators

Many developing countries face grid or other
renewable energy integration constraints which do
not allow them to implement broad FiTs

In countries that only limited capacity for on-grid resources, GET
FiT will also support the development of transparent “lighthouse”
PPAs in order to build an early in-country technology track record
and prepare for a broader FiT regulation. During the “PPA phase”,
Get FiT will continue to work with governments on grid expansion
and renewable energy integration plans.

Renewable energy projects have trouble accessing
affordable capital because of a broad range of risks

GET FiT will mitigate risks for developers, financiers, and
investors by creating financeable incentives, backed by
appropriate guarantees

There are a wide range of technical, regulatory,
legal, and political barriers to renewable energy
deployment that cannot be resolved through policy
design alone

GET FiT Program will provide and coordinate targeted technical
assistance focusing on feed-in tariff policy design, price discovery,
rate setting, and policy review. The Program will actively
aggregate and coordinate energy-related capacity building efforts
of other public and private institutions

FiTs to date have targeted energy access in a
limited regard (e.g. Ecuador has a FiT for off-grid
systems but it is not fully operational)

GET FiT Program will support the development of off-grid
solutions, such as mini-grids, in remote areas of developing
countries

VvV VvV Vv
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Summary for Policy Makers

Program Impact

Renewable energy investments in the developing world yield lower carbon abatement costs than in the developed world,

while also achieving a broad range of a dditional social, economic, and environmental objectives. Based on a preliminary

analysis, a 3 bn US$ commitment under the GET FiT scheme could facilitate:

®  Qver 1 GW of newly installed on-grid and off-grid renewable energy capacity;

®  The abatemen t of appro ximately 1 00 mil lion tons of C O, emissions over fun ded projects’ | ifetimes, which would
translate into abatement costs of approximately 30 US$ per ton CO,’; and

®  Access to affordable, clean, and reliable electricity for over half a million people in rural areas, assuming that 60 MW of
off-grid renewables are included in the portfolio of funded generation technologies.

= We would expect around 4 US$ billion of project finance capital to be attracted to such an investment program.

Governance and Capitalization

The GET FiT concept is intended to be a flexible, but detailed, program design that could be managed and funded through
a number of different existing and/or new channels. At this stage of concept development, neither capitalization strategies
nor governance structure ar e addressed in detail. To a large e xtent, these issues will be shaped by the way in which the
GET FiT Program is ultimately adopted and implemented. One of the original guiding principles of the GET FiT concept was
that it shoul d serve as a te mplate for p arties seeking near term action on ren ewable energy development in the post-
Copenhagen e nvironment. It is conceivable that the GET FiT te mplate could be d eployed as a trul y global structure as
proposed in re cent conce pt papers from international org anizations. It ma y be challenging, however, to dep loy and fund
such a global structure in the near-term. Alternatively, it is also possible that GET FiT could be implemented in phases, with
the i nitial p hase pri oritizing near-term bi-lateral or re gional im plementation opportunities. T here are currentl y several
ongoing or pr oposed bi- lateral nati onal p artnerships fo cusing on cli mate chan ge and re newable ener gy tec hnology
deployment in developing counties that currently have feed-in tariff policies. South Africa, for exampl e, is exploring working
with Germany, whereas Kenya has announced plans to work Japan. S uch bilateral partnerships could provide an avenue
for depl oying the GET FiT conce ptin ani nstitutionalized way. It might also be p ossible to form sp ecific multi-l ateral
partnerships in support of target regions.

Depending on the ultimate structure of t he GET FiT Program, there are a wide range of potential capitalization strategies
that could be pursued (e.g. fast start fun ds, international carbon mark ets, national donor strategies, bonds, etc.). A key
funding challenge will be how best to secure the funds necessary to guarantee long-term incentive payments to projects. It
is unlikely that national donors would be able to provide the upfront the capital necessary for the e ntire projected incentive
payment. As a result, it may be necessary for the GET FiT fund to explore funding opportunities in bond markets secured by
commitments from donor organizations and other revenue streams through long-term annual commitments.

” Based on preliminary modelling conducted by Deutsche Bank; the results of this analysis will vary, strongly depending on assumptions about baseline
emissions, technology mix, incentive levels, and the split between on-grid and off-grid capacity. Conservative assumptions have been chosen for the
decentralized projects, taking into account required technical assistance and length of implementation process.
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The Challenge of Renewable Energy in the
Developing World: A Project Level Perspective

Chapter Overview: The challenge of renewable energy in the developing world

The world faces tw o interrelated energy challenges that require serious capital mobilization: global CO, must be
stabilized to avoid ca tastrophic c limate c hange, and access to a ffordable, re liable and c lean e nergy must be
extended to the 1.5 billion people of the de veloping world in remote areas without grid connection to allev iate
poverty and dri ve economic dev elopment. Rene wable energies can help ach ieve these goals, in tandem w ith
complementary efforts focusing on funding for energy efficiency, other low carbon energy options, and electricity
grid expansion. Although there is a vast potential f or renewable energy in the developing w orld, large-scale
renewable energy deployment faces significant challenges and barriers. When looked at from the perspective of a
developer an d financier, these can gene rally be grouped into f our categories: (1) cost competiti veness, (2)
technical a nd e ngineering c oncerns, (3 ) proje ct dev elopment, a nd (4 ) fi nancing. Th is Cha pter pro vides a n
overview of these barriers and details their characteristics, their interactions, and types of potential solutions.

Renewable energy can play a ke y role in addressing the challenges of climate chan ge and energy access in the
developing world.

B CO; levels must be stabilized in order to avoid catastrophic climate change.

® 1.5 billion people do not have access to electricity in the developing world.

®  Developing countries are seeking to e xpand on-grid ge neration capacity to serve growing load, and to electrify rural
and remote areas.

B Renewable energy can, through efficient policy design that includes Public-private Partnerships:

B Meetrising e nergy d emand, diversif y g eneration portfoli os, reduce d ependency o n (expe nsive) e nergy
imports, and mitigate climate change when integrated into national and regional grids.

®  Provide access to afforda ble, reliable, and clean energy in remote rur al areas to alleviate poverty and drive
economic development.

® Renewable e nergy deployment, ho wever, faces a ser ies of ke y r egulatory, infrastructure, o wnership, and p olicy
barriers, which may vary depending on project size, technology, application, and geography.

B Besides renewable energy scale-up, which is a central theme of this report, efforts will be required to support energy
efficiency, otherlow carbon en ergy options, an d e lectricity grid e xpansion to m aximize th e im pact of ren ewable
energies. | n particular, the e stablishment of intern ationally connected grids c ould miti gate concerns over ren ewable
energy intermittency and reduce installed capacity requirements.

®  There are thre e electricity system structures that need to be considered: large-scale grids, smaller r egional grids and
decentralized micro or mini-grids.

®  Any s pecific proposal lik e this should be p utin the conte xt of an over all plan for a countr y’s energy s ystem, often
expressed as a NAMA or Low Carbon Growth Plan.

Although there is a vast potential for re newable energy in the dev eloping world, large-scale rene wable ene rgy
deployment faces significant challenges and barriers. These can generall y be grouped into four categories: cost
competitiveness, tech nical an d en gineering, project de velopment, an d fin ancing. A sample of th ese b arriers is
included below in the form of questions that might be asked by project developers and investors when considering
renewable energy opportunities in a given country.

(1) Co st Competitiveness
®  Are ren ewable ener gy tech nologies c ost-competitive with tr aditional electricity ge neration t echnologies and/or ar e
incentive programs in place to level the playing field?
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The Challenge of Renewable Energy in the
Developing World: A Project Level Perspective

(2)

12

Technical and engineering concerns

Is there a st able grid that a renewable energy project could connect to? Are grid data readily available to developers
from utilities? Are there incentives in place to encourage utility information sharing with independent power producers
(IPPs)?

Does the grid have the capacity to absorb power from new generation? |Is there a development plan in place to build or
strengthen the grid, especially if the grid is constrained?

Are renewable energy resource assessments available to project developers or must they perform their own?

Are grid o perators able to int egrate and manage renewable energy power plants? Is there arisk tha tarene wable
energy generator will be disconnected as a result of a lack of operator experience with distributed generation or as a
result of power failure?

Are there experienced local plant managers or service providers that can operate, maintain, and monitor installations to
ensure they operate optimally (and generate expected revenues)?

Is renewable energy technology and/or component manufacturing present in the country?

Project development concerns

Do util ities a nd/or loca | pro ject deve lopers have e xperience working w ith fee d-in ta riff polici es, p ower p urchase
agreements (PPAs), and/or standard offer contracts?

Are there legal mechanisms in place for developers during contract negotiations, and in the event of lawsuits/appeals?
Are transparent and clear rules in place for projects to connect to the grid (interconnection standards)?

Does the utility regulatory structure create barriers for project developers, or for c ertain types of ownership structures
(e.g. independent power producers, community ownership, etc.)?

Do project developers have sufficient financial resources to finance the development phase?

Financing concerns

Is the risk-return profile attractive for equity and debt investors? Are risk-mitigating measures in place for the major risk
categories?

Do policies and regulations mitigate off-take risk and offer Transparency, Longevity, and Certainty (TLC) to investors ?
Are project counterparties creditworthy (i.e. are utilities creditworthy, is t he source of i ncentive payments considered
creditworthy)?

Would projects be e xposed to political risk, such as government i nstability? Do investors hav e acc ess to lo w-cost
political risk in surance? To what extent is politica | risk ins urance necessary and available to gu arantee payments for
electricity?

Is corruption a factor in the country?

Is currency risk low enough that it can be readily absorbed? Are hedging instruments, or is inconvertibility insurance,
available?

Are loca | ba nks familiar with rene wable e nergy tech nology a nd p olicy or do the y need assist ance acquir ing this
expertise? Do they have sufficient knowledge of or capacity to deal with regional or international banks? Do local banks
have the necessary knowledge base (valuing, auditing, etc) to evaluat e and fin ance re newable energy projects? Do
local fi nancial institutions hav e the ca pacity to len d to projects? D o they have experience |ending to dece ntralized
energy systems, such as mini-grid applications?

Do international banks provide financing in the country?
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The Challenge of Renewable Energy in the
Developing World: A Project Level Perspective

The barriers to re newable energy proje cts in dev eloping ¢ ountries c onstrain bot h the de mand for,a s wellas
supply of financing. Moreover, the barriers are interrelated and can be mutually reinforcing.

Cost Technical
competitiveness concerns

Access to Project
financing w development

®  The renewable energy market in d eveloping countries is ch aracterized by a lack of access to financing (i.e. supply of
financing) an d limite d pr oject devel opment activit y (i.e. dema nd f or financing), with eac h factor activatin g a nd
compounding the other:

®  Given the | ow proba bility of findi ng inv estors, many pr oject develo pers cannot afford to make the u pfront
investment in feasibility studies and project development activities.

®  Investors that would like to be more active in developing countries are unable to do so because there is a lack
of well-developed projects.

B Few renewable energy technologies are already cost competitive with conventional alternatives. In c ases where they
are cost-competitive (e.g. when replacing diesel generators in remote applications), there is a lack of fina ncial security
necessary to attract capital.

®  Many developing countries’ governments subsidize electricity generation and fossil fuel prices, which further decreases
the potential cost-competitiveness of renewable generators.

®  Since the barriers are interrelated, strategic interventions must be coordinated to change the dynamic. Targeting both
supply and demand for financing will accelerate the development of renewable energy markets in developing countries.
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The Challenge of Renewable Energy in the
Developing World: A Project Level Perspective

Barriers to rene wable e nergy de velopment c an diffe r de pending o n proje ct s ize, te chnology, a pplication, and
geography. The graphs below illustrate how the relative severity of different barriers can vary from the developer
perspective using on-grid and off-grid PV installations as examples. The gra phs, which rank each of t he barriers
on a scale from 0 to 5 (0 = no concern and 5 = serious concern), are based on De utsche Bank surveys of proje ct
developers active in developing world markets.

Example 1: Large, grid-connected PV project

Cost Technical
competitiveness concerns

P4
Access to
financing

Project
development
Large, grid connected PV power plants can operate at an
average LCO E of 20-40$ c/kWh and are therefor e
currently one of the | east c ost competitiv e sources of
renewable en ergies. PV’s hig h costs, ho wever, also
mean that the technology has a su bstantial potential for
cost reductions over the next few years.

Financing is avail able, but man y international gr ant
funding facilities have difficulty investing in PV because
of limited project development pipelines.

Project deve lopment is constrained by high opportunity
costs of inter national developers, and a lack of technical
expertise among local players.

competitiveness

Example 2: PV Mini-grid
Cost Technical
concerns

Access to
financing

Project
development

Mini-grid PV app lications are competitive w ith small
scale diesel-generated electricity.

Such projects however must be well designed to me et
the requirements of local communities.

Substantial | ocal inv olvement is requ ired to secure
community b uy-in. Local proj ect developers lack
technical expertise, and projects are often to o small to
attract attention of international developers.

Financing can be difficult be cause pro ject sizes may
be too sm all for larg e le nders, and/or b ecause local
banks d o not have a track record i n mini- grid a nd/or
PV financing. If local b anks do h ave a n e stablished

renewable energy financing track-record, they may not
want to assume the off-take risk, de pending on off-
taker volume risk and creditworthiness.

The abov e e xample underpins the fact tha t the t ype of s upport re quired to accelerate re newable energy deploymentin
developing countries varies depending on the specific context. While financial support and risk mitigation will be crucial for
large, grid-connected projects, focused capacity building will also have to be brought to bear in order to support both on-grid
projects and the development and realization of mini-grid applications.
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The Challenge of Renewable Energy in the
Developing World: A Project Level Perspective

Renewable energy barriers require coordinated policy, financial and technical assistance strategies. The graphic
below links the challenges described on pages 11 an d 12 with potential fin ancial, risk mitigation, and tech nical
assistance strategies in order to illustrate the mix of solutions that could be coordinated.

« Direct financial incentives, such as FiTs, to level the
playing field with conventional generation

» Proving techno-economic feasibility through pilots
» Technical assistance for local market

providing IPPs with sufficient returns players and for local government to

analyze renewable potential
Cost Technical « Incentives for utilities to provide
competitiveness concerns high quality grid data as a basis

0 e for renewable energy project

development

+ Stable and transparent policies
that provide financiers with ° m e
Transpargncy, Longewtyl, Access to Project
and Certainty, such as FiTs financing developmen

Risk mitigating instruments:
guarantees to mitigate counterparty

risks, political risk guarantees and

» Grant funding/financial support for
feasibility studies

currency hedging instruments
» Capacity building for local banks

» “Streamlined” process for projects approvals by
government agencies and utilities

Targeting each of the four categories of barriers will maximize the outcomes of any broader policy initiatives. The actual mix
of instruments applied to resolve barriers will need to vary from country to country depending on factors such as in-co untry
technical know-how, the m aturity of the domestic renewable energy sector, the strength of national and regional financial
institutions, and the capacity of government and utilities to support and manage renewable energy programs.
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Chapter Overview: The GET FiT Solution

The Glo bal En ergy T ransfer F eed-in T ariffs (GET F iT) Program is a co ncept to ad dress so me o f th e b arriers
described in the preceding Chapter by addressing key risks and making renewable energy projects bankable. The
Program would support both renewable energy scale-up and energy access in the developing world through the
creation of new international Public-private Partnerships. GET FiT would combine a program of public money for
renewable energ y in centives with risk mitig ation stra tegies an d co ordinated existing tech nical assista nce to
address project dev elopment and financ ing barriers. This combined approach would catalyze the supply of, and
the demand for, private sector financing of re newable energy projects in both middle- and low-income countries.
GET FiT would serve as a bridge to grid parity for renewable energy both by allowing developing countries to gain
experience with ren ewable resources prior to break-even s cenarios, and by ad justing incentive rates to re flect
lower prices o ver time. This proposal is written from a standpoint of developers a nd financiers of renew able
energy projects, highlighting the instruments which would help to mobilize private capital. This Chapter describes
the goals of the GET FiT, including a ppropriate a daptation of fe ed-in ta riff be st pra ctices to specific na tional
contexts, the integration of renewable generation into national and regional grids, and support for decentralized
energy solutions.

The GET FiT concept seeks to provide a solution for some of the barriers to renewable energy described in the
previous Chapter. GET FiT envisions a global program that includes public money to support and expand feed-in
tariffs in the developing world, and the adaptation of advanced feed-in tariff best practices to serve national goals
for energy access and re newable e nergy scale-up. GET FiT a dopts a bottom-u p proje ct de velopment / inv estor
perspective and builds off high-level global feed-in tariff program proposals that were developed by international
bodies and NGOs during 2008-2010

To date, global feed-in tariff funds and programs have been proposed by, among others:
®  Ad Hoc Working Group on Long-term Cooperative Action (under the UNFCCC)

®  UN Department of Economic and Social Affairs

European Renewable Energy Council and Greenpeace

World Future Council

World Wind Energy Association

International Renewable Energy Alliance

®  Project Catalyst

®  European Commission Joint Research Centre

B Most of these recent proposals share the following characteristics:

®  They are high-level concepts developed in advance of the Copenhagen conference.

®  The majority recommend providing long-term premium fe ed-in tariff payments, although some also propose
that low-interest loans, technical assistance, and other forms of support be delivered in tandem.

®  Their capital ization strate gies focus on car bon emissions tradin g reve nues (emissions auctions, carbon tax
proceeds), national donations, and/or multi-lateral bank sponsorship.

®  They envision being embedded in the existing international infrastructure (e.g. Global Environmental Facility,
World Bank Climate Technology Fund, etc.).

®  The GET FiT Program bui Ids upo n the hig h-level con cepts contained in prop osals such as these ande xplores

implementation details in a way that reflects the concerns of project developers, owners, and financiers.
®  More detailed summaries of these recent proposals can be found in Appendix I.
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The GET FiT mission is to:

Support rene wable e nergy scale-u p an d energ y access in the d eveloping world throug h the creation of n ew

international Public-private Partnerships.

Catalyze the supply of, and the demand for, private sector financing of re newable energy projects in both middle- and

low-income countries, and create economically viable renewable energy investment opportunities by:

®  Supporting nat ional re newable en ergy policies that miti gate investme nt risks, and attracting s ignificant privat e
capital as part of broader, integrated low-carbon growth plans.

®  Adapting international re newable energy policy best practices to the de veloping country context to supp ort both
on-grid and off-grid development.

®  Strengthening the ability of the local private sector to expand development activity by offering technical assistance.

Serve as a bridge to grid parity for renewable energy by:

®  Allowing developing countries to g ain experience with renewable resources in advance of break-even scenarios;
and,

®  Adjusting premium payments to reflect lower prices over time.

Economically
viable
investments

GET FiT would focus on three strategies to achieve its mission and address barriers:

The creation o f an inter national program(s) that provi des direct i ncentives to rene wable ener gy projects, channeled
through national policies and institutions. The incentives would be structured in partnership with national governments
to reflect advanced feed-in tariff design best practices that are adapted to the national context.

The establ ishment a nd co ordination of risk __mitigation strategies th atdra w ont he stre ngths of inter national
organizations, and maximize the involvement of national and local institutions.

The aggregation and coordination of existing technical assistance programs targeting non-financial barriers.

The GET FiT Program would be structured to address a broad range of risks and barriers faced by investors and
financiers making renewable energy projects bankable.

As seen in th e gra phic below, the GET FiT Program would pay a portion of the fee d-in tariff pr emium, whichis
channeled through the national government and the local utility, thereby relieving ratepayers of a large proportion of the
incremental cost of renewable electricity. We discuss the burden sharing issues for paying the premium in more detail
later in the paper.

The utility would pay IPPs the market prices for power.

The GET Fi T Program would encourage national governments to guar antee utility payments, to the exte nt they are
able to do so.
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®  The GET Fi T Program could also gu arantee utility payments (in add ition to guarante es by the g overnment), or have
this risk assumed by public or private insurers.

B The political risk and breach of contract insurance sector could also secure both the government guarantees of utility
payments and the utility payments themselves, as necessary.

®  Counterparty risk for GE T FiT portion of premium pay ment would be s ubstantially mitigated by the AAA rating of th e
Program’s international sponsor(s).

Legend:
Premium payment International
Market price payments Sponsor
<« == Guarantees Ratepayers
= Financing Guarantees
Pay H
electricity A
bills ] Pays portion of
DI Pays avoided Pays portion of premium

Providers cost rate premium

Independent
Power
Producer

National

GET FiT
Program

Utility

Government

Equity Passes through Guarantees

Investors premium payment total payment, if
- possible Guarantees
n . ayments to
: n IPP, if required
'IlIIlllllllllllllllllllllllIlllll.lllllllllllllll:

Insures against Risk
political risks Insurance

(private &
public

These elements are discussed in further detail in the following sections.

GET FiT will tailor its strategies to support renewable energy development in different contexts. The core focus of
GET FiT is to provide inc entives throug h fe ed-in tariff policies, but the Program would also s upport altern ative
policy structures that meet FiT design best practices (to the extent feasible) as a bridge to the implementation of
full-scale FiTs. Such alternative policies will likely be most applicable to the least developed countries.

GET FiT will support:

a)

b)

c)

Primarily, th e deployment of adva nced fe ed-in tariff designs th at tar get o n-grid, commercia lized, rene wable
resources at the right priceS, and that focus on the most appropriate technologies for local conditions.

Power purchase agreements as a pre-FiT regulatory mechanism in countries that face grid integration constraints,
or for tec hnologies that have a limited i n-country track record, with the ultimate goal of the impl ementation of
broader FiTs; and

The adaptati on of F iT design principles to creat e p erformance-based i ncentives and/or guarantees fo r
decentralized energy generation, especially mini-grids, in rural areas not included in current grid expansion plans.

8 Advanced feed-in tariffs include cost/price discovery processes, the flexibility to respond to markets, and mechanisms to efficiently establish a pathway to grid
parity while still operating within a transparent framework. See DBCCA (2009). Paying for Renewable Energy: TLC at the Right Price - Achieving Scale through
Efficient Policy Design Available from http://www.dbcca.com/
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GET FiT would seek to integrate renewable energy resources into electricity grids of different scales in order to
drive renewable e nergy sc ale-up a nd e nergy ac cess. GET Fi T would ta rget na tional, re gional a nd mini -grids,
recognizing t hat e ach grid ty pe would re quire s pecific te chnological a nd polic y s olutions. The gra ph be low
provides an illustrative comparison of these different grid types according to several key criteria.

Strengthening Existing Grids Rural Electrification

* Broad generation « Often substantial * Small scale diesel
mix comprising also diesel and crude oil generators on single user
"cheap" technologies | generator capacity level
like hydro and coal * No access to utility-

managed grids

* <$0.15/kWh * $0.20-0.40/kWh * $0.35-1.50/kWh

» End user prices * $0.15-0.20/kWh
often subsidized * End user prices often

subsidized
Medium Medium-to-high High
High Medium-to-high Medium
Low Medium H igh
Low-to-medium Low-to-medium High

Note: LCOE data calculated on the basis of simplified assumptions regarding diesel generator efficiency and current diesel prices as well as publicly
available data for other technologies.

®  While large grid-connected renewable energy projects offer the highest absolute abatement potential, mini-grids have a
substantially higher abatement potential per kWh, and are more likely to provide direct social and economic benefits by
enabling energy access and creating new economic development opportunities.

B Population d ensity, projected el ectricity ¢ onsumption, and d istance from the gr id will be among the factorst hat
determine the most appropriate GET FiT strategy for a given country or region.

®  Although GET FiT will s eek to su pport m ulti-user d ecentralized en ergy applications, in antici pation of eventual
connection with national or r egional utility-managed grids, the Program will not directly s upport single-user, off-grid
systems (e.g. stand-alone solar home systems) because these types of installations are more ap propriately served by
other incentive mechanisms.
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Summary of the GET FiT Program Strategies

The graphic below summarizes each of the major barriers that the GET FiT Program would target, as well as the proposed

solution.

GET FiT Solution

Rapid scale-up of renewable energy may not be
affordable for developing countries, and many
existing policies do not offer sufficient payment
levels to generators

GET FiT will support the payment of above-market premiums for
renewable energy projects through feed-in tariffs or similar policy
mechanisms

Many developing countries face grid or other

not allow them to implement broad FiTs

renewable energy integration constraints which do

In countries that only limited capacity for on-grid resources, GET
FiT will also support the development of transparent “lighthouse”
PPAs in order to build an early in-country technology track record
and prepare for a broader FiT regulation. During the “PPA phase”,
Get FiT will continue to work with governments on grid expansion
and renewable energy integration plans.

Renewable energy projects have trouble accessing
affordable capital because of a broad range of risks

GET FiT will mitigate risks for developers, financiers, and
investors by creating financeable incentives, backed by
appropriate guarantees

There are a wide range of technical, regulatory,
legal, and political barriers to renewable energy

design alone

deployment that cannot be resolved through policy

GET FiT Program will provide and coordinate targeted technical
assistance focusing on feed-in tariff policy design, price discovery,
rate setting, and policy review. The Program will actively
aggregate and coordinate energy-related capacity building efforts
of other public and private institutions

FiTs to date have targeted energy access in a
limited regard (e.g. Ecuador has a FiT for off-grid
systems but it is not fully operational)

VvV VvV VvV Vv

GET FiT Program will support the development of off-grid
solutions, such as mini-grids, in remote areas of developing
countries
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Developing World

Chapter overview: Adapting FiT design for the developing world

There is a broad range of policies in place that support renewable energy around the world, including mandates
and s tandards, inno vation pol icies, ¢ arbon pricing, and others. The primary goal of GET FiTis to support
renewable energy policies th at red uce or mitig ate in vestment risks, an d co nsequently attra ct sig nificant private
capital to dri ve markets for commercially -available technol ogies. Feed-in tariffs, and similar performance-based
incentives, have proven to be effective and efficient mechanisms for creating investor security and driving rapid
renewable energy growth. The Stern Rev iew on the E conomics of Climate Change, fo r example, concluded that
feed-in tariffs “ach ieve larger deployment at lo wer costs.” By 2008, feed-in tariffs h ad driven 75% of PV cap acity
and 45% wind capacity worldwide. Although ~27 developing countries have adopted fe ed-in tariff policies, their
designs and effectiveness vary widely, and some countries lack th e financial strength, grid infrastructure, and/or
regulatory frameworks fo r full p olicy im plementation. GET FiT would p artner with th ese and o ther d eveloping
countries to fi nancially support policy structures that appropriately adapt be st practices to national contexts, as
part of broader, low-carbon development strategies (e.g. NAMAs) . This Chapter provides an overview of how feed-
in tariffs can be adapted to the developing world c ontext, inc luding how feed-in ta riff be st pra ctices might be
utilized to structure alternative policy mechanisms in circumstances where countries may not be ready for broader
FiT policies. The key goals for adapting feed-in tariff b est practices are to generate appropriate volume response
and renewable energy scale-up, while driving down costs towards grid parity.

Defining Feed-in Tariffs: TLC at the Right Price

B Feed-in tariffs (FiTs) set a pr emium price for generated renewable electricity and pay for each kilowatt-hour (kWh) of
power fed onto the grid.

®  These minimu m price g uarantees ar e t ypically h igher th an the ¢ onventional el ectricity mark et price to ensur e a
favorable but fair return on investment.

B FiTs can be structured either by setting a fixed price for power generated by eligible sources and fed onto the grid, or
by setting a fixed premium rate, which is paid on top of the market price, for po wer generated by eligible sources and
fed onto the grid.

The core elements of feed-in tariff policies are:

1. A defined set of eligible technologies.

2. Tariff pricing differentiated by technology.

3. Astandar d offer (freque ntly expre ssed th rough a contr act) fora gu aranteed p ayment for rene wable el ectricity
gen eration.

4. Guaranteed interconnection for all renewable generators.

5. Payments over a long timeframe.

Advanced Feed-in Tariffs:

®  Support a mandated renewable energy target by creating Transparency, Longevity and Certainty (TLC) for an investor
with a pathway to grid parity, subject to transparent price discovery.

® A detailed mat rix of advanced FiT design elements, based on DB CCA analysis of deve loped countries, is included
below. A discussion of how these design elements can be adapted to developed countries is then included on page 25.
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lllustration of best practice advanced FiT for developed countries

FIT Design Features Key Factors ‘ TLC at the Right Price
Ili::;:‘ﬁ)éﬁol;;:onomic "Linkage" to mandates & targets Yes
Eligible technologies All renewables eligible
Specified tariff by technology Yes
Core Elements Standard offer/ guaranteed payment Yes

Interconnection Yes

Payment term 15-25yrs
Supply & Demand Must take Yes
Who operates (most common) Open to all
Fixed Structure & Adjustment
Fixed vs. variable price Fixed
How to set price Generation cost vs. avoided cost Generation
IRR target Yes
Degression Yes - ending at LCOE breakeven
How to adjust price Periodic review Yes
Grid parity target Yes
Caps Project size cap Depends on context
Policy interactions Eligible for other incentives Yes - eligible to take choice
Streamlining Transaction costs minimized Yes

Feed-in tariffs can provide the foundation for a strong, transparent, and financeable regulatory framework.
Investors look for 3 ke y po licy elements: Transparency, Longevity and Certai nty. D B Climate C hange Advis ors has
concluded that well-designed feed-in tariffs, which incorporate the design elements listed in the figure above, can efficiently
deliver TLC at the right price. The concept of TLC is discussed in greater detail in DBCCA'’s report, “Global Climate Change
Policy Tracker: An Investor's Assessment.” A detailed analysis of how feed-in tariff policies specifically can be structured to
provide TLC can be found in “Paying for Renewable Energy: TLC at th e Right Price - Achieving Scal e throu gh Efficient
Policy Design.” Both reports, which were published in 2009, are available online from http://www.dbcca.com/research.
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As can be se en in the graphic be low, feed-in tariffs are pre valent a round the w orld, i n bot h dev eloping a nd
developed c ountries. Fe ed-in tariffs have driven a significant prop ortion of gl obal re newable e nergy ge neration
capacity, but the majority of this capacity has been concentrated in the developed world to date, and primarily in
Europe.

/:7//

-

N#e -y

” %///

B Countries with feed-in tariffs
wz Countries with regional feed-in tariffs

K}

.-

Note: This graphic is based on the REN21 global policy update, as well as subsequent interviews with in-country experts.

®  FiTs have been demonstrated to “achieve larger deployment at lower costs,” compared to other policy types, according
to the Stern Report on the Economics of Climate Change.

®  FiTs supported 75% of g lobal PV cap acity and 45% of g lobal wind capacity through 2008. T he large majority of this
capacity is concentrated in developed countries, and particularly in Europe where both Germany and Spain have driven
significant wind and p hotovoltaic market growth using fee d-in tariffs during the past decade. These figures take into
account not only current feed-in tariffs, but also capacity installed under some feed-in tariff regimes which are no longer
in place, such as those in Denmark and in Brazil.” For a breakdown of global wind and PV capacity generated by feed-
in tariffs as of 2008 please refer to Appendix II.

® These figures do not include the Public Utilities Regulatory Policy Act in the United States, as it was implemented in California through Standard Offer No. 4.
Standard Offer No. 4 is frequently referenced as the first example of a feed-in tariff policy (e.g. Mendonga, M., Jacobs, D. & Sovacool, B. (2009). Powering the
green economy: The feed-in tariff handbook. London: Earthscan). Under PURPA 17,172 MW of renewable energy capacity were installed by 1996, including
1,670 MW of wind.
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Feed-in tariffs are in place in ~27 developing countries, but de signs and impact vary widely, as do the economic
conditions in each country. Some of the national policy regimes listed in the table below, for example, target small
portfolios of t echnologies or single technologies. GET FiT would seek to work with these and other countries to
strengthen e xisting policy regimes through dire ct fi nancial s upport a nd t o a dvise go vernments on o btaining
technical assistance.

Low income, Low income, Middle income,
not creditworthy (IDA) creditworthy (Blend) creditworthy (IBRD)

m Kenya ®  Armenia B Algeria B Indonesia W Poland

B Honduras B India B Argentina B Macedonia B Serbia

B Mongolia B Pakistan B Bulgaria B Malaysia m  South Africa
B Nicaragua m Chile B Morocco B Thailand

B Sri Lanka B Dominican Rep.® Peru B Turkey

B Uganda B Ecuador B Philippines ® Ukraine

Source: World Bank, 2010; REN 21, 2010

®  Some countries with feed-in tariffs focus onl y on the che apest renewable energy sources instead of th ose that would
be the most sustain able an d/or appro priate in the mid-ter m. F inancial supp ort for these feed-i n tariffs could al low
countries to expand the menu of eligible resources targeted by their feed-in tariffs.

B See Appendix Il for detailed, representative summaries of developing country FiT designs based on a version of the
Deutsche Bank TLC matrix (see page 25) that has been adapted to take into account policy considerations specific to
developing countries.

Feed-in tariff design best practices can be readily adapted to the developing world context. In addition to providing
direct financial assist ance to suppor t feed-in tariff premiums, GET FiT would also provide FiT design support.
Design support acti vities, ho wever, would take into account the fact that feed-in ta riff policies in dev eloping
countries could re quire des igns diffe rent from thos e in developed c ountries. Examples of des ign elements that
could require tailoring are included below.

B Caps — There is a trade-off between caps and investor security. On the one hand, caps may be necessary to limit
ratepayer e xposure a nd/or t o ackno wledge transmissi on cons traints. In such cas es, caps would require cle ar and
transparent qu euing ru les structured to pr event spec ulative place holding. Caps that are too smal I, however, could
serve as a d eterrent to investment. In this conte xt, the implementation of a pre-FiT environment based on “lighthouse”
PPA projects would be considered and analyzed.

®  Adjusting rates o ver time —In some developed countries (e.g. Germ any) fee d-in tariffs rates are not adjusted for
inflation over time. In developing countries — depending on portion of local input and the level of variable costs — it may
be more appropriate to adjust the rates for inflation annually.

®  Contract length — long-term, fixed price contracts (e.g. 20 years) are not ideal for tec hnologies that face fuel s upply
risk and uncertain fuel prices, such as biomass. Biomass supply risk can be acute in developing countries, and shorter-
term incentive payments may be more appropriate for biomass generators.

®  CDM eligibi lity — T he pote ntial for pr ojects to be eli gible for both fee d-in tariff pa yments an d Ce rtified Emissi on
Reduction (CER) incentives may need to b e taken i nto account as part of the feed-i n tariff design. Some countries’
feed-in tariffs autom atically ad justd ownward if pr ojects qua lify fo r CERs, whereas other c ountries a llow
developers/owners to claim both without any penalty to the FiT rate.
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The tab le b elow c ontains a su mmary o f examp le d esign elemen ts which co uld b e ad apted to th e d eveloping
country context. Those that differ from the table on page 22 are in bold blue text.

FIT Design Features

Policy & Economic

Key Factors ‘

"Linkage" to mandates & targets

TLC at the Right Price

Yes

Framework
Eligible technologies All renewables eligible™
Specified tariff by technology Yes
Core Elements Standard offer/ guaranteed payment Yes
Interconnection Yes
Payment term 1551205;?:
Y3 6 By Must take Yes
Who operates (most common) Open to all

Fixed Structure & Adjustmen

t

Fixed vs. variable price

Adjusted for inflation

How to set price Generation cost vs. avoided cost Generation
IRR target Yes
Degression Yes - ending at LCOE breakeven
How to adjust price Periodic review Yes
Grid parity target Yes

Caps

Project size cap

Depends on context

Policy cap

Based on transmission constraints
and/or ratepayer impact

Policy interactions

Eligible for other incentives

Yes - eligible to take choice

Streamlining

Transaction costs minimized

Yes

CDM linkage

Does the national FiT policy take
CDM into account?

Yes

Interaction with the carbon market

®  CDM revenues for renewable energy projects can be limited because of the transaction costs of the CDM mechanism,
and the comparatively small CER volumes generated by renewable generators. We believe the CER value on average,
but subject to case-b y-case analysis, is be low 5% of initial investment for PV and b elow 10% for wind in d eveloping

countries.

®  Original CDM additionality rules created a disincentive for c ountries to cre ate national renewable energy policy, since
projects funded by national renewable energy policy were not considered “additional.”
®  The CDM Executive Board ruled that national renewable energy policies enacted after 2001, such as feed-in tariffs, do
not violate “additionality” rules; projects can therefore receive national FiT payments and CER revenue.
®  CER revenues could be treated in several ways under GET FiT:
®  Feed-in tariff payment levels would adjust automatically downward to refl ect the val ue of the CER. Ho wever,
this could serve as a disincentive for projects to pursue CERs.
®  Feed-in tariff pa yment levels would remain the same and gen erators would be entitled to the exc ess CER
revenue. However, this might result in excess profit for project developers/owners.
®  There could be CER revenue sharing between the developer/owner and the GET FiT Program.

2 Renewable energy eligibility should be defined according to sustainability criteria. Sustainability criteria may be particularly critical when considering biomass
and large-scale hydro projects, but may also be important to other technologies and project scales when evaluated within the context of broader regional

planning.
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A key question that GET FiT will have to confront when providing incentives to partner countries will be how best
to share the policy costs. In effect, this ad dresses th e “moral hazard” question that is freq uently raised in the
context of international climate finance. In the case of the least de veloped countries, it may be appropriate for the
GET FiT Program to support the full cost of the above-market premium paid to generators. In most cases, however,
it is envisioned that there would be a premium sharing arrangement with the partner country. There are different
approaches to sharing policy cost bur den with the partner country , which can be determined based on c riteria
such as comparative income levels (and/or income distribution), or criteria such as progress towards national low-
carbon energy goals. The graph below uses a h ypothetical example to illustrate some of the considerations
relevant to the latter option.

GET FiT participates in funding
the premium above national

target
20% National renewable energy target
O
c§0$\ Gap = policy
% (5@6 > failure
¢ GET FiT
\?g)c’ participation in
funding the premium
8% | A
. ocke
P‘o\ec‘:\ 60 30/0
o
Time

®  The country in the graph above has a national goal of 20%. In this sce nario, GET FiT would participate in funding the
premium payments for feed-in tariff resources over and above the national goal.
®=  Up until the national goal is reached, the GET FiT Program also participates in funding the premium.
B The degree to which n ational gover nments or ratepa yers would shar e the bur den would b e ad justed based on a
country’s ability to meet its national targets.
® A country whose historical and projected market growth tracked far below the growth required to achieve its goals (e.g.,
8% projected growth in the graph) might receive greater assistance to close the gap, such as:
®  Alarger amount of targeted technical assistance; and/or
® A greater share of the premium covered by the fund.
B Alternatively, burden sharing could be determined based on indicators such as relative income and income distribution.
B |n addition, the expected economic impact of rene wable energy scale-up on the p artner country might be considered.
The private sector in emerging countries is expected to be capable of providing substantial input into renewable energy
project d evelopment under GET FiT, and may be able to b enefit from the creation of new upstream man ufacturing
activities (e.g. wind turbine manufacturing in Brazil) bes ides maintenance and op erations services. Obvio usly, more
developed countries will find it easier to pay part of the premium.
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Burden s haring de signs can address moral hazard problems that could re quire complex n egotiation with client
countries.

Key considerations include:
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®  The variables highlighted in the graphic above —how to set the national target, how to determine projected mark et
growth, ho w t o ide ntify the root of polic vy fail ure, etc. — could crea te disinc entives for nationa | governm ents to
aggressively support renewable energy growth using domestic financial resources. If GET FiT were to propose a higher
premium for ¢ ountries that had ma de slow progress to ward their nat ional go als, for exam ple, thi s might creat e
incentives for countries to decelerate their renewable energy market growth.

®  This example is included for illustrative purposes only and presumes, for example, that the country has set a nationall
target and also has the financial resources to support it. GET FiT, however, would also seek to identify opportunities to
work with least developed countries that have not set targets and do not have the resources to support premium FiTs.

In developing countries that may not meet the conditions for a full FiT, GET FiT would support the development of
lighthouse renewable energy PPAs.

®  The GET FiT program will primarily focus on FiT support as a way to create a stable policy environment.

®  GET FiT will also assist renewable energy projects in countries that have a “pre-FiT” regulatory environment and/or grid
infrastructure constraints that would prevent the implementation of a full FiT policy.

®  Grid infrastructure will likely need to be a ddressed prior to FiT implementation in some countri es (e.g., strengthen ing
and expanding transmission, and/or adding backup power). This will require grid analyses that include assessments of
potential pro jects’ impacts. GET FiT would supp ort such ana lyses, in additi on to p roviding fin ancial sup port to
renewable energy projects.

®  Incountries where ther e ma y b e limite d short-term opportu nity toi mplementa F iT, GET FiT will su pport the
development of renewable energy generation capacity via transparent, stand-alone “lighthouse” PPAs.

®  PPA structures would be us ed to establish a track record for technologies that have lim ited deployment history in the
partner country as a precursor to eventual implementation of broader FiTs.

®  This could be a particularly useful approach for least developed countries, many of which do not have the infrastructure
in place for a full FiT in the near-term.
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Decentralized energy systems can offer energy access to end-users in remote environments at prices comparable
to grid-connected le vels. GET FiT will support d ecentralized multi-user en ergy s olutions, such as min i-grids, in
order to extend access to affordable, clean, and reliable electricity.

Energy access is ke y to pov erty alleviation and multi-us er s ystems such as mini-gr ids are an emerg ing sol ution for

regions with weak (or no) electricity infrastructure.

The adoption of mini-gri ds has the potent ial to be both p opular and ind eed transform ative to local ¢ ommunities and

economies. Access to clean power brings access to many economic opp ortunities. In the way that microfinance has

proved both popular and effective, local communities are likely to embrace this opportunity.

The pace of e xpanding electrification is slow because of the low potential electricity demand in remote areas, the high

cost of transmission infrastructure, and political barriers.

The predominant off-grid en ergy solutions include traditional fuels (e.g. w ood), or fossil fuel s ystems, such as dies el

generators or kerosene. Although renewables can com pete with diesel generators on a life-cycle cost basis, the high

upfront c osts and lack of te chnical expertise h as pr evented widespread deployment of dec entralized re newable

generation.

Integrating renewable energy such as PV, small wind, biogas digesters, biomass gasifiers or micro-hydro power plants

into decentralized energy systems such as mini-gri ds, can improve the reliability and security of energy service, and

create additional social and environmental benefits.

In particul ar in rural e lectrification projects, increasing access to electri city needs to go h and in hand with energy

efficiency efforts and training for the productive use of electricity.

Mini-grid operators provide electricity access in the same way that utilities do, offering inhabitants services comparable

to a grid-connected environment:

®  End customers can pay based on electricity consumption levels (which can also be estimated as a flat access rate
to minimize infrastructure and billing costs).

®  End c ustomers are not burdened with th e in itial u pfront inv estment, an d ar e a Iso not res ponsible f or th e
maintenance and operation of energy generation system.

Decentralized energy s olutions can ad dress rural electrifi cation ch allenges as a prel iminary stage before ful | grid

connection, and the system can be converted into an IPP arrangement in the case of a grid connection. We therefore

believe that mini-grid applications offer advantages over single-user applications:

®  Balancing electricity demand at a community level and easier expansion of generation capacity.

®  Administrative functions can be set up comparably to grid-connected environments.

®  Once mini-grid communities are connected to a natio nal/regional grid, their power stations can b e connected as
well, feeding in electricity into the existing, larger grid.

®  Potential mini-grid transmission and distribution infrastructure can also be integrated into national/regional grids
after successful grid expansion.

FiT principles can be employed to support and finance decentralized energy solutions in the developing world.

Decentralized energy solutions are currently financed primarily by donor grants. Banks usually do not provide financing
because of small pro ject size and/or subst antial off-take ri sks. GET FiT would create t he conditions for mini-gr ids to
receive stable, performanc e-based ince ntives, which would better match loa n terms and p ut a pre mium on pro ject
performance. The stable revenue for renewables under FiTs — in concert with other securitization mechanisms — would
enable financing.
Two options of support for decentralized energy solutions are possible:
®  GET FiT could prov ide off-take g uarantees at the | evelized cost of el ectricity to al low for ba nk fin ancing,
without providing additional incentives where renewable energy is currently cost-competitive; or
®  GET FiT could provide incentive payments to lower the electricity price available from dece ntralized ener gy
(where costs can be high when diesel is used) to a level comparable with electricity prices available from the
national grid.
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While the first option is the m ore cost efficient structure, our view is that e lectricity prices for rural pe ople and those in
grid-connected areas s hould be equal. The second option might create significant demand for mi ni-grids within local
communities, although direct incentives would be more costly than a guarantee. Also, off-take guarantees might cause
inappropriately sized s ystems inste ad of i ncentivizing a n e nergy efficient a nd productive us age of electric ity. W e
therefore believe that perfor mance-based i ncentives rath er than off-take gu arantees and investment incentives can
best address rural electrification challenges.

®  GET FiT would provide and coordinate technical assistance to ensure that

®  Feed-in tariff payments support pragmatic mini-grid administrative and management systems,

®  End customer awareness with regard to energy efficiency and the productive use of electricity increases.
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Chapter overview: Mitigating investment risks to attract capital

In addition to providing direct incentives for renewable energy development, GET FiT would work with national and
international partners to a ddress a variety o frisk s and b arriers faced b y p roject d evelopers, in vestors and
financiers, including dev elopment ri sk, off-take and counterpart y risks, polit ical risk, and cu rrency risk. This
Chapter provides an overview of these risks and discusses the mitigation strategies that can be used to address
them. Some of these mitigation strategi es are provided directly through GET FiT, and some are pro vided through
external organizations.

The GET F iT Pro gram is stru ctured to ad dress ab road ran ge of risks an d b arriers fa ced b y in vestors an d
financiers. The graphic below includes a list o f major project development risk categories. GET FiT would seek to
mitigate these risks th rough direct financial incenti ves, through policy design and technic al assist ance, and
through the use o f external insurance and hedging strategies. These different strategies are described in greater
detail in the pages that follow.

Major risk categories Mitigants

B Development risk

® Construction risk GET FiT Program support and
B Revenue risk feed-in tariff policy design

B Technology risk

B Operational risk

" Regulatory risk External insurance and hedging
B Political/country risk strategies

B Currency risk

Note: A more detailed description of these key risks can be found on pages 39-40.

Renewable Energy Risk Mitigation

In add ition to providing dir ect incentiv es fo r rene wable e nergy development, GET FiT would work with nati onal and
international partners to address a var iety of risks and barriers faced by project developers, inv estors and financiers ,
including d evelopment risk, off-take and co unterparty risks, political risk, market risk, reins urance risk and c urrency risk.
Addressing these risks will help make renewable energy projects bankable. As can be seen in the graphic below, GET FiT
would provide premium payments, passed through the national governments and utilities to ind ependent power producers
(IPPs). The utility would pay at least the m arket rate to t he IPP, an d there would be minimal additional burden on the
electricity ratepayer. The transfer payments of the FiT premium to the IPP could be guaranteed by the national government,
or by the GET FiT Program, depending on the national context and creditworthiness of the involved parties. An international
sponsor would provide an ultimate guarantee for the GET FiT payments. Political risk insurance entities, (e.g. MIGA, OPIC,
private sector provid ers, et c.) could pl ay a role in mit igating sover eign risk, and could also b ackstop gover nments’
guarantees of renewable energy payment where necessary. Currency risk is also a concern in the global renewable energy
market, and it is envisioned that the GET FiT portion of the payments would be made in hard currency, thereby significantly
minimizing local currency risks. These issues are discussed in greater detail on pages 35-38.
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Note: In the context of the payment structure, “utility” shall be defined as the entity collecting the ratepayers’ payments. Depending on the national electricity
market structure, this can be a privatized company or a state-owned entity on the one hand and the transmission company or the power generator on the other
hand. Required payments to local transmission and grid operator companies are not included in the chart shown above. Nor are any potential incentive
payments to local utilities for administration.

Alternatives for funding flows from GET FiT to projects

As seen in the graph above, the GET FiT Program would seek to maximize the involvement of natio nal governments and
utilities in th e policy transactions i n ord er to create greater bu y-in, op portunities for ¢ apacity building, and s ustainable
administrative structures. The flow of FiT payments to independent power producers, however, can involve government and
utilities to different degrees and there are potential trade offs to consider. As can be seen in the graphic below, the options
range from the one sug gested for GET FiT (Option 1), in which funds flow through both the natio nal government and the
utility, to a model under which payment flows directly from GET FiT to the IPP (Option 3).
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Options 1 an d 2 prioritize p rogram o wnership b y n ational instituti ons and i n particu lar in Option 1 introd uce a
sustainable p ayment structure for the “post-incentive,” grid-p arity environment; h owever, these structures ma vy
introduce greater political risk and transaction costs, depending on the context.

Option 3 may be slightly better from a risk perspective of the IPP a nd its financiers (direct payments from GET FiT
instead of guarantees) as well as the risk perspective of GET FiT (e.g. reducing potential for corruption), but minimizes
opportunities for national ownership and capacity building that are at the core of GET FiT.

While we generally prefer Option 1, we acknowledge that there might be countries for which Option 2 or 3 allow for a
faster start of renewable e nergy sc ale-up, such as when utilities | ack the adm inistrative resourc es to mana ge an
incentive pro gram ( which c ould e.g. ¢ ause pa yment de lays) or in circ umstances where there is al ack of trustb y
financiers of the utility or national government. The payment option choice will also depend on the decision as to which
institution / organization should be strengthened.

Mitigating off-take risk for decentralized multi-user generation, such as mini-grids

A similar structure to the one described for on-grid resources in the preceding pages could also be employed to mitigate risk
in off-gri d a pplications. T he grap hics below illustrate how GET F iT coul d pr ovide i ncentives to decentralized p ower
generation (e.g. mini-grids) in order to enable electricity sale at on-grid market prices. T his structure would help to mitigate
revenue risk and could work in situations where the IPP serves the function of both generator and administrator of the mini-
grid, and in situations where the IPP provides power and technical services, but where the local community is responsible
for aggregating and col lecting electricity payments. Providing incentives to enable electricity sale prices comparable to on-
grid market prices would help mitigate off-take risk and ma ke projects bankable because a substantial portion of rev enue
would come from the GET FiT Program, channeled through the government or government agencies.

Example 1
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In the example above, the IPP is responsible for collecting the electricity bill payments.

The premium is channeled through national government.

The GET FiT premium provides incentives to | ower the price of e lectricity s uch that the revenue risk is ¢ alculated
against the on-grid market price of electricity, rather than for full, levelized cost of electricity from the mini-grid.
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B There is counterparty risk in that the IPP is directly responsible for collecting payments from a potentially large number
of ratepayers.

®  In the example below, the local community takes responsibility for collecting electricity payments. The counterparty risk
is therefore only with one party, which is in turn potentially guaranteed by the government.
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GET Fi T miti gates ce rtain proje ct ris ks by a dapting a dvanced feed-in ta riff de sign practices to the dev eloping
world context. Feed-in tariff policies, when properly structured and implemented, can increase the transparency of
the p roject ap proval p rocess an d can mitig ate fin ancial risks fo r IPP in vestors. Sh ort descriptions of how FiT
policy design elements can impact different types of risk are included below.

Increasing transparency and simplifying development processes:

Development risk (contracting)
®  Assured access to an off-take contract reduces the risk of making development investments.

Length of development process

B Transparent government and utility approval processes reduce uncertainty.

®  Standardized feed-in tariff contracts minimize contract negotiation uncertainties.

®  The FiT payment reduces the need to r ely on mu Iti-lateral bank funding, which could shorten project timelines and
decrease development risks.

Contract price risk
B Feed-in tariff price trans parency r educes uncerta inty of fi nal n egotiated contract pric e and ca n sig nificantly | ower
transaction costs.

Easing access to financing
® Increasing attractiveness of the risk-reward-profile of debt and equity investors increases access to financing for project
developers.

33 GETFiT



The GET FiT Solution: Mitigating Investment Risks to
Attract Capital

Reducing revenue risk

®  Long-term, fixed price contracts minimize revenue volatility and allow for transparent evaluation of whether revenues
will provide target returns. This could in turn widen the levels of c ommercial bank finance available at longer tenors,
and attract greater interest from foreign equity.

Reducing carbon price and policy risk
B FiT premiums based on technology generation costs that do not take potential CDM payments into account mitigate the
risk of CDM availability.

GET FiT also recognizes the need to address counterparty and political risks. Some of th ese risks can be targeted
directly through GE T FiT mechanisms, a nd s ome re quire the in volvement of e xternal he dging a nd insurance
strategies.

®  Asseen inthe graphic on page 31,the GET FiT Program p ays a p ortion of th e f eed-in tar iff pr emium, which is
channeled through the national government and the local utility, thereby relieving ratepayers of a large proportion of the
incremental cost of renewable electricity. Alternative funding flow models are described on page 31.

B The utility pays IPPs the market prices for power and potentially a portion of the renewable energy premium if the cost
of this premium would be recovered from ratepayers, rather than taxpayers (per TLC best practice criteria).

®  The GET FiT Program would enco urage national governments to guar antee utility payments. Nation al governments
may be unable to provide such guarantees if they participate in the Heavily Indebted Poor Country (HPIC) and Multi-
Lateral Debt Relief Initiatives (see below).

Heavily Indebted Poor Countries (HIPC) (40 countries)
Completion Point

Pre-Decision Point
(5 countries)

Decision Point
(7 countries)

(28 countries)

Afghanistan Madagascar Chad Comoros
Benin Malawi Cébte d’lvoire Eritrea
Bolivia Mali Democratic Republic of Kyrgyz Republic
Burkina Faso Mauritania Congo Somalia
Burundi Mozambique Guinea Sudan
Cameroon Nicaragua Guinea-Bissau

Central African Republic Niger Liberia

Republic of Congo Rwanda Togo

Ethiopia Sao Tomé Principe

The Gambia Senegal

Ghana Sierra Leone

Guyana Tanzania

Haiti Uganda

Honduras Zambia

Note: Data as of January 30, 2010.

Source: International Monetary Fund.

®  The GET Fi T Program could also gu arantee utility payments (in add ition to guarante es by the g overnment), or have
this risk assumed by public or private insurers (see below).

®  Counterparty risk for GE T FiT portion of premium pay ment would be s ubstantially mitigated by the AAA rating of th e
Program’s international sponsor(s).

B The political risk and breach of contract insurance sector could also secure both the government guarantees of utility
payments a nd the utility payments thems elves, as n ecessary. T here are a broad range of political risk insurers,
including national (e.g. OPIC) and multi-lateral (e.g. MIGA) agencies, as well as private sector entities (see below).
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Mitigating political risk

Any project faces some political risks to its cash flows, and to its assets.

Political risk insurance covers loss of both cash flows and assets due to a range of events, ranging from war and civil
disobedience, to currenc y inconvertibility a nd transfer res trictions, and possibly t o bre aches of contr act by nati onal
governments (i.e. failure to pay for electricity delivered).

Products offered, tenor, and coverage price vary by project, country and agency providing the coverage.

The involvement of political risk insurance entities would depend on a wide range of factors, such eligibility criteria (i.e.
national ownership r equirements), each insurer’s ca pacity to c over so vereign risk r elated to project devel opment,
government cr editworthiness, limitations d ue to concentra tion of e xisting risk in a give n country, national objectives
(applicable to a public risk i nsurer), app etite for risk, and the insurer’s capacity on a p er project basis (i.e., a private
insurer may have a capacity of $80 million per project while OPIC, the entity with the largest capacity, can cover $ 250
million per project).

Projects will likely secure political risk insurance from an already well-established insurance industry, therefore the GET
FiT Program would help coordinate this service.

Three types of political risk insurers

National po litical risk ins urers (pub lic) t ypically cov er i nvestors/lenders from their own country that are investing in
developing countries (Ex: OPIC, a US government insurer for US businesses investing in eligible developing countries).
Multilateral ins urers (public) t ypically cover investments by nationals o f member co untries that are investi ngin
developing co untries other t han th eir o wn (e.g., MIGA, a W orld B ank Group mem ber that prov ides po litical ris k
insurance to nationals of its 175 member countries).

Private p olitical risk ins urers cover a wide rang e of inte rests, inclu ding throu gh c o-insurance with natio nal and
multilateral risk insurers.

Currency risk is a common concern with renewable energy projects in developing countries, and depreciation risk
resulting fro m flu ctuating ex change r ates can h eavily imp act th e eq uity IRR o f in ternational in vestors. One of
several key g uestions re lated to c urrency risk is whether the fe ed-in tariff is paid i n hard currency or loc al
currency.

Devaluation of local curr ency ca nbe as erious conc ern fo r intern ational invest ors in deve loping countries, a nd

especially for projects with high upfront capital requirements and long service lives, such as re newable energy. T his

concern can be particularly acute if FiTs are paid in local currency. This would suggest that it would be beneficial for

feed-in tariffs to be paid in hard currency.

On the other h and, developing countries are often urged to limit hard currency liabilities in the post-HIP C environment

in order to avoid excess levels of debt in hard currency should their own currency devalue.

®  From a developing country’s perspective, there can be advantages if long-term commitments under FiT schemes
are paid in local currency only.

®  However, d ue to the energy sector's dependence onraw materials and com ponents that are pricedinhard
currency, energy projects and policies are granted HIPC exemptions more than other sectors.

The developing countries that current have feed-in tariffs have adopted different current strategies. Some countries,

such as Tanzania, Thailand and Argentina, pay their feed-in tariffs in local currency; where as some countries, such as

Ecuador, Nicaragua and Honduras, pay their feed-in tariffs in hard currency.

For investments in countries where the feed-in tariffs are paid in local currency, international financiers face the risk of

substantial devaluation of future cash flows

®  Exchange rate fluctuations ¢ an he avily aff ect hard curre ncy d ividend pa yments and hence e quity IRRs to
international shareholders despite high predictability of cash flows in local currency.

B The charts and tables below show the historic devaluation of selected developing countries’ currencies.
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®  Aninternational investor will take into account historic and projected local currency devaluation when analyzing the
risk-return-profile of the investment.
®  The example below illustrates a simplifi ed equity IRR s ensitivity for an internati onal i nvestor d epending on th e
average yearly devaluation of the local currency.
B Based on the required target equity IRR range of the investor, a maximum annual devaluation of the local currency
can be calculated which would still allow the investor to achieve the targeted equity IRR.
B Taking into account its own assessment about th e future development of the ¢ urrency, the investor will decide
whether this maximum annual devaluation provides enough safety cushion or not.

Devaluation of selected currencies over last 20 years

Latin America
LatAM currency moves vs. USD

African currency moves vs. USD

Africa

Asia

Asian currency moves vs. USD
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Note: Due to immense exchange rate fluctuations in the first years, for Brazil and Colombia exchange rate developments are shown for 15 years only. 20 years

accumulated depreciation amount to (x)% and (y)% respectively.

Argentina ARS
Brazil BRL
Colombia COP
South Africa ZAR
Ghana GHS
Nigeria NGN
India INR
Philippines PHP
Vietham VND
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Average yearly appreciation of the US$ against
the local currency based on last

Average yearly appreciation of the € against the
local currency based on last

20 years 15 years 10 years 5 years 20 years 15 years 10 years 5 years

21.5% 9.5 % 14.3 % 4.7 % 14.3 % 10.3 % 174 % 54 %
236.2 % 6.3 % 3.6 % (5.3)% 205.7 % 5.6 % 4.8 % (5.8)%
7.9 % 6.0 % 1.3% (2.3)% 71 % 5.4 % 2.6 % (2.1)%

5.9 % 3.1% 1.5% 2.6 % 51% 2.5 % 2.5 % 24 %

4.2 % 4.9 % 2.5% (1.1% 34 % 3.9% 3.7% (1.7%

9.1 % 3.3% 25% 2.8 % 8.7 % 3.1% 42 % 3.5%

6.6 % 6.9 % 4.4 % 6.9 % 5.3% 53% 41 % 6.3 %
21.3% 19.7 % 15.9 % 9.2 % 19.9 % 18.2 % 16.4 % 9.5%
26.3 % 21.2% 4.0 % 0.8 % 24.4 % 201 % 5.5 % 1.2%
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IRR sensitivity - The impact of currency depreciation on the equity investor

Example: PV power plant Assumptions
®  Technology: grid-connected PV power plant
16.0% B FT term: 20 year lifetime, flat FiT tariff in local
currency

Equity IRR

Note

14.0% ®  Financing structure: 7 0% debt  with 15 years

maturity, 30% equity (both in hard currency)
Target equity IRR range ®  Operating costs: c. 4 % of initial investment volume

12.0%

10.0% —
I p.a. (in local currency)
8.0% .
° : Target equity IRR range of 10-14%
6.0% 1 1 Expected equity IRR assum ing n o loc al ¢ urrency
[ o
4.0% 1 depreciation of c. 12%
[
2:0% 1 H Conclusions
1
9 T T T T T T T T T T T T T T T 1 HHH H
0.0% 02 2 2 2 2 2 2 2 2 2 e 2 2 e = < T Thesensitvit yan alysis sho wst hat an average
S E B8 KIS ELEI S &I B S annual appreciation of the hard currency against the
O O O O v« « v« v 0N N N N O o o o <
. o) .
Average annual appreciation of hard currency against local currency local currency exceedmg approx. 0.65% will result in
: Linear appreciation of US$ over project lifetime assumed. equity IRRs below the target range.

®  The equity IRR will become negative as soon as the
average annual appreciation exceeds 4%.

There are few established mechanisms for fully curing currency risk. It is en visioned that GET FiT would typically
pay th e fe ed-in tariff p remium in hard currency, and thereby at least reduce currency risks. A brief overview of
currency risk mitigation strategies is included below.

Currency risk mitigation
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There are currently no appropriate hedging instruments which cover the full tenor of the feed-in tariffs envisioned under
GET FiT for emerging and developing countries (e.g. 15-20 years).

For free convertible currencies that are traded in volume internationally, there are hed ging instruments available — but
for shorter ter ms than typical FiT payment lengths (up to 5 years vs. 15-20 years). The same applies for instruments
addressing inconvertible currencies, so called non-deliverable forwards or options. Any portion of the project financed
in hard currency could be insulated from FX risk through hedging for a portion of the FiT term only.

A case b y case an alysis of the avai lability of h edging i nstruments will be re quired. F or the curre ncies of ma ny
developing nations it is, however very likely that severe limitations of the FX market in particular with regard to terms
and liquidity will exist.

Against this backgro und, GET FiT envisions that F iT pre miums could be paid in har d currency in order to mitigat e
project exposure to local currency risk. A more detailed discussion of this dynamic is found in the section below.
Importing technology equipment from another country with fluctuating exchange rates change can leave a project with
potential completion risks. This risk can be minimized if the equipment is manufactured in the local country in which the
project is being developed in, and is being paid for in the local currency.

GET FiT
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100% =
total

. B . payment
The gra phic tothe rightill ustrates the e xpected

correlation between the level of hard currency subsidies,
the liqui dity of a currency, and a vailability of hedgin g
instruments. Highe r le vels of GET F iT pre miums are
likely to be paid in ¢ ountries that also have the fe west
available hedgin gi nstruments (inpa rticularlea st Increasing local

developed c ountries). This will have a greater c urrency currency payment

risk mitig ation imp act th an in stances in which a low er >

. . . . Low Middle
GET FiT premium is paid. Status of economic development

Increasing liquidity
of currency and
availability of hedging
instruments

Local currency payment (avoided cost rate +
partner country subsidy)

. Hard currency payment (GET FiT subsidy)

®  The portion of local currency share would likely differ from country to c ountry because of differential burden sharing
arrangements (see pages 26-27).

® | east developed countries would be expected to receive a higher proportion of the required premium from GET FiT. As
a result, the hard currency component of the payment would represent a dominant part of the total payment.

®  The dominance of hard curr ency would translate into a lo wer local curre ncy e xposure for foreig n inve stors and de bt
providers in least developed countries.

B Thereis a strong positive correlation b etween the status of a cou ntry’s eco nomic d evelopment, th e liq uidity of its
currency, and the availability of hedging instruments. Least developed countries tend to have untraded currencies that
cannot effectively be hedged.

®  Similarly, countries with stronger economies, which would receive a lower level of support from the GE T FiT Program
than least developed countries would, tend also to have more hedging options available for their currencies.

® |t should be noted that this risk mitigating effect will become less powerful as technologies approach grid parity and the
level of GET FiT premium is correspondingly decreased.

®  The chart below illustrates the impact of a partial hard currency payment on the maximum annual currency devaluation
which would still allow the investor to achieve the targeted equity IRR.
® A 50% hard currency premium would ceteris paribus increase the maximum acceptable annual appreciation of the

hard currency from c. 0.65% to c. 1.20%.

IRR sensitivity
Portion of
14.0% premium
) paid in hard
12.0% ; currency
10.0% 100%
B 80%- I 75%
2 1
=i o | 1 o
=z 6.0% . 50%
1
4.0% - 1
° I 25%
2.0% | ‘
0.0% T T - T T - T T T T T T T T T T T 1 0%
R XXX R
o [Ye] (=] [Ye) o [Te] o [Te] o [Te] o Yol o Yol o wn o
S 4 B K S ’®B K O QB KOS A& B NS
o o o o ~ ~ ~ ~ N N N N [sp] ™ ™ [3p] <

Average annual appreciation of hard currency against local currency
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The table'" b elow ag ain summarizes renewable en ergy p roject d evelopment risk s fro m a d eveloper / in vestor
perspective by matching specific risks with likely mitigation strategies, detailing the degree that project developers
or investors can manage the risk and then describing the degree to which policy makers can intervene to address
the risks. For example, the risks which rank “High” in terms of policy maker influence can potentially be addressed
through feed -in tariff p olicy d esign and in centive p ayments, whereas risks th at are medium or low will req uire
alternative risk mitigation strategies.

Risk manageable Policy
Mitigation Strategy by the developer/ Maker
investor Influence
Timing B Clearly defined process for
®  Project will be delayed or not siting, permitting and
be completed at all interconnection
® Missed milestones increase |® Off-take contract flexibility in
(1) cost of development commercial operation
capital, risk of achieving
permanent financing; (2) " Medium " Medium
exposure to contractual
Development penalties (liquidated '
risk damages), loss of security,
off-take contract termination
risk
® Time and cost of contract
negotiations
Contracting ®  Assured access to off-take
®  |nvestment in development, contract
proposal development, " |ow ® High
contract negotiations without
yielding off-take agreement
® Delays and cost overruns ®  Fixed-price date-certain
) ®  Later than expected construction contract
Construction . . . . .
risk connection to the grid or ®  Fix cost allocation for ® High " lLow
higher than expected cost interconnection
allocation for grid connection
®  Adequacy of revenues to
provide target returns
Revenue risk (Price risk ®  Long-term supply agreement
® | ower than expected unit with defined prices securing |® Low ® High
price economical viability

Continued on next page.

™ This table is adapted from an analysis developed by Deacon Harbor Financial, KEMA, Meister Consultants Group and Sustainable Energy Advantage
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Mitigating Investment Risks to

Risk manageable Policy
Mitigation Strategy by the developer/ Maker
investor Influence
Volume risk ® | ong-term supply agreement
® | ower than expected with guaranteed supply
demand volumes
= Utility to guarantee Medium Medium
availability of grid for feed-in
Revenue risk or to pay penalties if power
failure does not allow feed-in
Counterparty risk B Entering into contract with
B Off-take countfar.party is investment grade . Medium Medium
unable or unwilling to pay counterparty or securing a
like guarantee
® Technology does not ®  Equipment and construction
'I:echnology perform as expected guarantees and warranties Medium Low
risk ®  Contractual damages for
performance failures
®  Lower than expected output |® Decent resource
or higher than expected assessments (e.g. wind
operating expenses measurements)
. B Shorter than planned lifetime |® O&M contract guarantees
Operational i . .
risk of equipment ®  QOperational performance High Low
flexibility
®  Priority dispatch or
curtailment limitations/
compensation
® |ncentive structure that is ® | ong-term, stable and
short-term focused, transparent incentive
Regulatory- unstable, and not structure Low High
and legal risk transparent
®  Appeals/lawsuits challenging
procurement results
®  Asset loss or reduced ®  Political risk insurance
operational availability of
Political/ asset caused by
. L . Low Low
country risk expropriation or political
instability
® |nconvertability of currency
®  Risk of devaluation of local ® Hedging instruments where
currency and lower than available
BT L expected h?rd curr.ency ® Hard currency PPAs/FiTs Low Medium
returns for international
investors resulting in lower
than expected equity IRR
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The graphic below summarizes the risk mitigation strategies discussed in the previous sections by entity

Mitigation GET FiT Partner . Int’l. Sponsor

Risk/Barrier Third parties

Strategy Program country of GET FiT
Transparent — —
approval (indirect) . Q’ () ()
Development | processes
risk Equity investor . - — — —
O O O O O
economic risk
Transparent — —
approval (indirect) . Q" 9 ) L ,ﬁ
Construction processes
risk Equity in vestor
carries
economic risk
FiT mitigates
price risk
Guarantees
mitigate
Revenue risk | counterparty
risk
Equity investor
carries volume
risk
Hard currency
Currency risk | GET FiT
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Chapter overview: Providing technical assistance to address non-financial barriers

Some barriers cannot be addressed through financial incentives and risk mitigation alone. This Chapter provides a
short overview of the ty pes of tech nical assistance and cap acity b uilding efforts that the GET F iT Program will
work to aggregate and coordinate from existing programs.

Direct financi al support and risk miti gation strategies can creat e t he fina ncial conditions n ecessary to attract

domestic and international capital. In the developing world, however, renewable energy projects can also face an
array of non- financial c hallenges, as des cribed in th e “The Challenge of Re newable Ene rgy in the Dev eloping
World: A Pro ject L evel Pe rspective” se ction. GET FiT would seek to ad dress th ese ch allenges th rough a

combination of accessing existing technical assistance programs and the direct involvement of domestic players
in the Program’s management and transactions. The graphic below lists the primary types of technical assistance
services by target entity. GET FiT could fund and provide some of these services directly such as feed -in tariff
design, but would also aggregate and coordinate the resources of other multi-lateral, bi-lateral, and private sector
efforts. GET FiT would also s eek to c reate the conditions for pri vate s ector actors — s uch as local banks and
energy s ervice co mpanies —to estab lish track r ecords with ren ewable energ y fin ance, d evelopment, an d
operations. This could be accomplished both through direct partnerships and through indirect effect s, such as

structuring feed-in tariff policies that create stable demand for the services of local contractors.

Technical assistance will e nable d eveloping co untries to capture the f ull eco nomic a nd social pote ntial of the GET FiT
strategy, in particular with regard to job creation, creation of technical know-how, and domestic market development. GET

FiT technical assistance will follow a set of guiding principles detailed in Appendix IV.

Governments and

Local private

Target Sector government Utilities Local financiers
. sector players
agencies
= *Advanced feed-in | = Grid management | = Financial due = Renewable
tariff policy design | « *Renewable diligence energy project
and resource energy integration | = Risk mitigation development
leerSIty Strategles Strategies [ System
Focus areas = Grid analyses construction,
= *Resource operation and
assessments maintenance
= Project feasibility
studies
*Direct funding of technical assistance AYYEEEIED GIEEIELD e e, [
lateral, and private sector resources
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There is a b road range of technical assistance services and resources that could be used to address renewable
energy barriers. As can be seen in th e graphic below, GET FiT could adopt different cooperative approaches with
governments to establish and adjust f eed-in tariff policies. The technical assistance tasks on the left-hand s ide of
the graphic would be undertaken by GET FiT, whereas those on the right would be undertaken by the government.
Activities in the middle, such as determining and adjusting feed-in tariff levels, could be undertaken jointly.

Responsible Party

GET FiT National governments

» Provide/establish general framework

* Analyze renewable energy potential (e.g. as part

Aggregate and of NAMAs)

coordinate technical « Establish renewable energy strategy (e.g. as part
assistance by GET FiT of NAMAs)

» Suggest FiT structure (or PPA regulation)

» Determine level of financial support for generators
» Determine level of burden sharing

* Implement FiT/PPA regulation
Financial support » Administrate renewable energy programs
» Commit subsidies towards IPPs

+ Joint evaluation and impact analysis

» Monitoring market conditions and
adjusting FiT incentive levels

Below we present a cas e study which shows how the principles of a GET FiT program coul d be potentially adopted in a
specific context.

Case study — SARI, the South African Renewable Energy Initiative,

a locally grown initiative addressing the challenges of a renewable energy scale up

In the context of renewable energy deployment in South Africa, the high costs of a FiT to local ratepayers are likely
to hold back the ability to scale up rene wable generation and to allo w the country to capture the full economic
potential of rapid renewable energy market growth. Therefore, this represents a situation where an international
subsidization of the premium payments could make sense.

The bullet points below briefly summarize the energy landscape in South Africa and then discuss the potential for

an expanded feed-in tariff.

® Coal dominated power supply: About 90% of South Afric a’s electricity comes from co al fired power stations — and a
significant proportion of its liquid fuels also come from coal.

®  Energy intensive exporters: L arge-scale, energy-intensive primary mineral beneficiation and mining industries dominate
energy use. Thirty-six companies consume around 40% of the electricity sold in South Africa annually.

® |ndustrial development priorities for job creation: Economic development objectives focus on minimizing the impact of the
economic downturn on the ¢ ountry’s productive capacity, as well as cre ating jobs and reducing poverty by identifying
opportunities for new areas of growth and economic participation.

®  South Africa has implemented a feed-in tariff for selected technologies which are already close to grid parity. High costs
of FiT incentives, however, are likely to hold back the ability to scale up renewable generation rapidly.

®  The South African Government is committed to exp loring how to increase the use of rene wables in the national energy
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mix and develop an associated industrial sector.

w the dti

{;ur public enterprises

Dt il
Pugslic Enlemprises

REFUBLIC OF SOUTH AFRICA

Technically and
economically feasible
level of renwables
generation

Affordable lavel of renewables
if export industries are able to
gain competitive advantage
through transition to lower

GHG mix and energy officiency

over time
Level of renewables
generation affordable if
REFIT remains self
financed by ESKOM

Rising levels of
industry contribution

ernational
I support nead for,

transition

already prepared.

Engagement with decision
makers and experts amongst
government, industry,
investors and donors

Initial scoping J Design phase J Set up phase

Detailed
design

Economic modelling

Institutional and regulatory

research
Briefing papers

®  Given South Africa’s development status, and the investment climate, the cou ntry is well positioned to be nefit from in-
country upstream activities in the renewables sector, which could in turn help achieve ecological and economic goals.

SARI stakeholders — public and private stakeholders joining forces

® The analysis done so far is being championed by Trade and Industry Minister, Rob
il Davies and Department for Public Enterprise Minister Barbara Hogan.
\ @J E'fﬁﬂfﬂnm.e., B |tis being le d by Department of Public Ente rprises special projects advisor Edwin

T AEPUBLICOF SOUTHATRICA Richken. The Department of Public Enterprises is share holder representative with
oversight res ponsibility for s tate-owned enterprises including the en ergy util ity
] Eskom.
-~ { ® Phase 1 analy sis has been supported by the Depar tment for International

Development (DFID) and been prepared in association with W orld Wildlife F und
) (WWF) South Africa and AccountAbility.
= ®  Funding for phase 2 research is coming from a DF ID-supported trust managed by

RSA, and from the European Climate Foundation.

The S ARI goal — estab lish a mech anism which would solicit, receive and manage international and d omestically
sourced funds to enable renewable energy FiTs to be rapidly scaled, so as to facilitate a critical mass of demand to
stimulate investment in renewables and related industries.

®  Under the SARI propos al an advanced FiT would be

® |nternational support is in particular required during the

SARI and GET FiT-S ARl is agood example fora thought-through analy sis that could f orm the basis for an
efficient FiT regulation, taking into account the specifics of the South African context and aligning ecological and
economic development considerations. GET FiT could close the remaining financing gap and build on the analysis

2009 2010 2011

Institutional set up
Securing commitment

financed from 1) domestic el ectricity co nsumers, 2)
carbon lev y, 3)gre en p urchase obligations an d 4)
international public finance.

initial p hase. Over time, dr iven by | earning curv e
effects on the pathto grid parity and an increasing
domestic ¢ ontribution, i nternational s upportcanb e
reduced.

® Inline with the conce pt des cribed in this
Green Paper GET FiT could partner with
SARI to provi de cap acity building an d

J technical assistance d uring phas e 2
analysis an d to close the e xisting

Seal the Deal . . .
financing gap for a rapid rene wables
J scale-up.
Demonstration
impacts

Source: SARI briefing pack, April 2010.
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. Chapteroverview:Programimpact

Renewable energy investments in the developing world yield lower carbon abatement costs than in the developed

world, while also achieving a broad range of additional social, economic, and environmental objectives. Based on

a preliminary analysis, a 3 bn US$ commitment under the GET FiT scheme could facilitate the following over the

next five years:

" Over 1 GW of newly installed on-grid and off-grid renewable energy capacity;

" The abatement of approximately 100 million tons of CO, emissions over funded projects’ lifetimes, which would
translate into abatement costs of approximately 30 US$ per ton CO2; and

" Access to affordable, clean, and reliable electricity for over half a million people in rural areas, assuming that 60
MW of off-grid renewables are included in the portfolio of funded generation technologies.

= Approximately 4 bn US$ in total private sector investment volume in project assets.

The scale-up of rene wable energies in de veloping countries equates to substa ntial carbon abatement. In addition,
developing countries will have the chance to benefit from the economic and social impact of such initiatives.

® There are three impact dimensions: ecological, economic and social.
® Ecological impact:
® Carbon abatement.
® Economic impact:
® Direct domes tic job creati on for proje  ct develo pment,
operation, m aintenance, as well as p otentially c omponent
manufacturing and equipment assembly.
® Private s ectordev elopmentan dk now-how/technology

Ecological
impact

transfer.
Social Economic ® Indirect job creation (outside the energy generation segment)
impact impact through improved energy security and reliability.

®  Social impact:
® Providing direct access to electricit y for people inrem ote
areas as part of rural electrification initiatives.
® |ndirect effects of improved e nergy security and reliability on
poverty reduction, education, health and gender equality.

Any impact analysis for a broad range of dev eloping countries must be simplified by necessity. Specific impacts
could vary significantly from c ountry to c ountry. We focus our analysis on the direct effects only, and intend our
findings to be illustrative.

®  The impact analysis depends on a number of factors which vary from country to country. The following GET FiT impact
analysis sho uld be rea d in t he over all co ntext of the co ncept, and the results shou Id not be a pplied to ind ividual
countries. The following drivers will play an important role when analyzing the concrete impacts for specific countries:
B The level of premiums required to m ake r enewable energy pro jects ec onomically vi able depends o n eq uity IRR
expectations and financing costs, levelized costs of electricity, and alternative electricity generation costs.
® Equity IRR expectations and financing costs: D epending on the risk profile of an investment, e quity investors will
have v arying r eturn e xpectations. Risk f actors lik e p olicy, country and currency risks can drive up equ ity return
expectations from 9-11% for typical infrastructure projects to 20-25%, even for commercially-proven, climate-friendly
technologies in middle-income countries. In addition, interest rate levels strongly impact project returns.
® | evelized cost of electricity (LCOE) for renewable energy technologies: Different performance and resources factors
can shape different projects’ LCOEs. For example, LCOE will vary as a result of var ying resource availability (such
as solar radiation or wind availability) across different countries. Also, the availability of infrastructure required for the
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construction of renewable energy projects will vary from country to country. Finally, specific tax climates and import
duties have an impact on project returns.

® Avoided cost rate: Different countries have different g eneration mi xes, electricit y infrastructure, an d regu latory
approaches to electricity rate setting. Electricity price levels are therefore likely to vary from one country to the next in
the d eveloping world. W hile some of the countries heavily depend on fossil fuel im ports for in-c ountry electricity
generation, or import electricity from within their region, other countries might have access to cheap coal resources.

The impact per US$ provided by GET FiT depends on the premiums required, on the one hand, and the level of burden

sharing, supported renewable energy generation mix, and the applied discount rate on the other hand

® Burden sharing: As discussed in the “T he Get F it Solution: Adapting FiT Design for th e Developing World” section,
the leve | of burde n sharing will differ b ased on factors such as the ¢ ountry’s pr ogress with reg ard to nation al
renewable energy targets, or on economic indicators.

® Generation mix: Given the s pread in different renewable technologies’ proximity to grid parity, the target generation
mix drives the impact per GET FiT US$.

® Discount rate: For our impact analysis, we assume a fixed | evel of funding at the begin ning of the GET FiT program
implementation. The discount rate applied to future payments made under a long-term FiT has substantial impact on
the maximum commitments possible under GET FiT. We calculate with a conservative 6% assumption.

Finally, abatement potential is dependent on current baseline assumptions.

Required premiums and GET FiT contribution to total premium

The incentive levels required for different technologies drive the impact analysis. We assume different incentive levels,
depending on the current gap between the market price of electricity and technology generation costs. This gap would
reduce over time to reflect the path to grid parity.

As outlined above, required premiums to bridge the gap to grid parity with traditional technologies (LCOE less avoided
cost rate) will differ substantially from country to country.

For our overall scenario we have assumed the following:

= approx. 7US$c/kWh for the non-PV renewable energy technologies;

= approx. 20US$c/kWh for grid connected PV applications;

B 5US$c/kWh increase of premiums for rural electrification projects.

On average, it is assumed that the GET FIT portion accounts for ap proximately 70% of the total premium required for
viable development.

Assumed renewable energy generation mix under the GET FiT scheme (% of MW installed capacity)

Run-of-river Grid-
hydro connected . ) . i
10% = ®  The actual generation m ix will hav eto be a djusted to the

20% resources available in the respective GET FiT partner countries.
®  Qur conservat ive assum ption on the  proportion of min i-grid
applications is driven b y as sumptions ab out the short- term

PV minigrid . . . . .

5% implementation pote ntial and req uired projectd evelopment
efforts and the necessity of the inclusion of local communities in
the development process rather than a general concern about
the validity of rural electrification projects.

Large hydro
15%

Geothermal
5%

Biomass .
15% Wind

30%

Baseline emissions (in g CO./kWh)

For the impact and abatement cost analysis, “business-as-usual” emissions have been assumed to differ in national grids,
regional grids and off-grid scenarios. The generation mix of national grids in most countries is comprised of a broad range
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of technologies, usually including a s ubstantial share of coal. For regional grids, lar ge diesel and crude oil generators are
assumed to be prevalent, with emissions/kWh exceeding emissions/kWh in nati onal grids. In remote areas, busi ness-as-
usual emissions are assumed to be t he highest, as a res ult of their reliance on inefficient, part-load diesel generators. As
can be seen in the gr aphic below, off-grid systems are assumed to h ave baseline emissions of 2,500 grams CO 2/kWh,
whereas national grids have only 1,200.

Typical grams of CO> per kilowatt-hour by grid type

® Baseline em ission ass umptions hav e be en estimate dbasedo na n
analysis of pu blicly av ailable CDM data an d have b een cross-checked

Off-grid 2,500
with simplified calculations for diesel-generated electricity.
®  Actual baseline emissions will vary substantially from country to country.
Regional 1 500 ® Assumptions have been made with regard to the connect ion between
grids ' certain tech nologies and th e busin ess-as-usual emiss ion, e.g. mini-gri d
PV applications replacing off-grid business-as-usual electricity generation
National technologies.
grids 1,200

Source: DB estimates

Methodology of impact analysis

The analysis aims to provid e an illustr ative overview of the pote ntial impact of GET FiT, assuming a fixed | evel of
funding of US$ 3bn at the start of program implementation with a five year period for new commitments under the GET
FiT scheme.

Target metrics inclu de the amount of ne w rene wable e nergy ge neration capac ity installed, emissio ns abat ement
potential, job creation potential as well as the number of people served through rural electrification programs.

The newly installed renewable energy capacity under the GET FiT scheme is calcul ated on the b asis of the assume d
initial funding and the discounted future commitments, calculated based on the required premium level, and taking into
account the FiT payment term. It is based on the average output (MWh) per installed MW.

The total abatement cost is calculated by dividing the a mount of inc entives paid by GET FiT over the amou nt of
emissions that would be abated.

The number o f people in re mote are as who are e xpected to b enefit from rural electrification pro jects (direct social
impact) is calc ulated based on the e lectricity outp ut of rural el ectrification projects and assumptions about required
energy consumption per person.

The direct job creation potential will heavily depend on the status of the renewable energy sector in the res pective
partner country. W hile we believe that a number of dev eloping countries will have the know-how and capabilities to
provide local inputinto the upstream v alue chain (ma nufacturing), | east devel oped c ountries might only be able to
benefit in the downstream value chain (project development, construction and installation, O&M an d administration).
We have therefore made conservative assumptions and not included upstream job creation potential. The assumptions
are based on a range of market studies'?.

Program impact: Mini-grids under the GET FiT model

Abatement costs are typically calculated by dividing the amount of incentive paid to a given technology by the amount of
emissions that would be abated. In the ca se of mini-grids, or comparable decentralized electricity generation systems, the
incentives are not calculated based on the levelized cost of electricity of the mini-grid, but are instead calculated based on
the rate that would be required to be paid to reduce the price of electricity from mini-grids to th e levels paid for electricity

2 Reference studies include EPRI (2001), DTI (2004), Pembina (2004), EWEA (2009), EPIA (2008), BMU (2008), GEA 2005, EREC (2008), SERG (2007),
SPOK ApS (2008)
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Program Impact

from national grids. The resulting costs per unit emission abatement consequently includes not only abatement costs (which
might be z ero) but also the additional costs to bridg e the d ifference in energy costs bet ween people in remote areas and
people in grid-connected areas. As can be seen in the scenario below, the abatement cost to re place a part-load diesel
generator with a PV mini-grid is zero. However, it would cost ~$0.25/kWh to lower the price of mini-grid electricity to prices
comparable from those on the grid. These additional costs are built into the abatement cost model impacts.

Abatement vs equalizing costs in mini-grids
Abatement
costs Investment
negligible,  into reduction
potentially of imparity
$0.00/kWh  ¢.$0.25/kWh

I }l

2,500 50
=
2
&
Grid LCOE LCOE End

electricity  part-load PV customer

diesel mini-grid mini-grid

generated generated electricity

electricity  electricity price

Assumed emissions in g CO,/kWh

For e very thre e billion US$ in vested through GET F iT, it can be estimated that a pproximately one gigawatt of
renewable electricity could be installed in developing countries, which would attract approximately 4 bn US$ in
private sector investment. The graphic below shows the technology mix assumed under this scenario, whereas the
statistics on the right show the additional impacts that would flow from the investment.

US$3bn Abatement potential

GET FiT fund size = Approximately 100 million tons CO, over

project lifetimes

Technol i
echnology mix = Average abatement costs (including non-

abatement-related incentives for mini-grid

Run-of-river Grid-
e comnected users) of 30 US$ per ton CO,

Rural electrification
Large hydro
19% — = Conservative assumption of 60MW of newly
minigrit . .. . .
I installed mini-grid capacity
Geothermal

5% = Access to clean, affordable and reliable energy

for more than half a million people

Biomass

15% Wind

Wi Economic impact
= Creation of new jobs in GET FiT partner
US$4bn of countries — approx. 50,000 person years
project investment

Note: Based on preliminary modeling conducted by Deutsche Bank, the results of this analysis will vary, strongly depending on assumptions about baseline
emissions, technology mix, incentive levels, and the split between on-grid and off-grid capacity. Conservative assumptions have been chosen for the
decentralized projects, taking into account required technical assistance and length of implementation process.
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Capitalization and Timeline

Chapter overview: Capitalization and timeline

The GET FiT concept is intended to be a flexible, but detailed, program design that could be managed and funded
through a number of different existing and/or new donor channels. At this stage of concept development, neither
capitalization strategies nor governance structure are addr essed in detail. Th is chapter pro vides an o verview of
some of the considerations that need to be taken into account as these questions are explored in the future. This
chapter also contains an illu strative timeline for how the GET FiT Program might be rolled out first on a pilot
basis, and then expanded to a broader set of countries.

The GET FiT concept is intended to be a flexible, but detailed, program design that could be managed and funded
through a numbe r of diffe rent e xisting a nd/or ne w ¢ hannels. To a large extent, go vernance and c apitalization
issues will be shaped by the way in which the GET FiT Program is ultimately adopted and implemented. One of the
original guiding principals of the GET FiT concept was that it should serve as a template for parties seeking near
term action on renewable energy development in the post-Copenhagen environment. It is conceivable that the GET
FiT template could be deployed as a truly global structure as proposed in recent concept papers from international
organizations. It ma y be cha llenging, h owever, to d eploy a nd fu nd s uch a global s tructure in the near-term.
Alternatively, it is also possible that GET FiT could be implemented in phases, with the initial phase prioritizing
near-term bi-lateral or re gional implementation opportunities. There are currently several ongoing or proposed bi-
lateral na tional pa rtnerships foc using on c limate c hange a nd r enewable e nergy te chnology de ployment in
developing counties that currently have feed-in tariff polic ies. South Africa, for example, is working closely with
Germany, whereas Kenya has announced plans to work with Japan. Such bilateral partnerships could provide an
avenue for deploy ing the GET FiT c oncept in a n institutionalized way. It might a Iso be possible to form s pecific
multi-lateral partnerships in support of target regions.

Capitalization — T here are a broad range of current and proposed international funding sources that the Program
could actively and entrepreneurially pursue to source premium payments.

Revenues from international climate
policies (current and proposed)

Conventional funds New sources of funds

B Contributions from multi-lateral banks B Emissions auction revenues B Copenhagen Green Climate Fund

m Contributions from national donors — National auctions (“fast start funds®)

m  Contributions from existing — Assigned amount unit (AAU) B Bonds secured by donor country
international funds auctions pledges and/or carbon markets

B Burden sharing with client countries B Carbon tax revenues B |MF Special Drawing Rights

B Transport levies quantitative easing

. . .

B |n order to provide developers/owners and financiers with certainty, the program sponsors will need a AAA bond rating

B [tis envisioned that a AAA-rated international sponsor, such as a multi-lateral bank or a consortium of donor countries, will
guarantee the GET FiT Program

B GET FiT could explore funding opportunities in bond markets secured by commitments from donor organizations and other
revenue streams through long-term annual commitments.
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Capitalization and Timeline

The GET FiT Program capitalization plan should be structured to provide a long-term (e.g. 10-20 year), financeable
payment stream to generators.

It can be challenging to capitalize a global program that is intended to provide a financeable, long-term (i.e. 10-20 year)
payment stream to gen erators. If the ent ire amount to be disbursed by the program must be collected through equity
contributions at the outset, this may be too large a sum to raise. At the national level, this model has previously been
considered, but rejected.

The GET FiT Program will address this concern first by acknowledging that the Program will require a steady ramp up
over time (e.g. through th e use of pilot pr ojects). Donor p artners would be asked to co ntribute a | esser amount in the
near-term, which would increase to a larger amount in later years. This is similar to th e Copenhagen Green Climate
Fund concept, which would start with a $30 billion annual commitment through 2012, and grow steadily to $100 billion
annually after 2020.

A second method for addressing this concern could be to cover the necessary upfront capitalization of the fund through
the issu ance of ab ond (i.e . upfront d ebt, instead of up front eq uity). The GET FiT Program c ould work withits
international sponsor(s) to issue AAA-rated bonds in international capital markets. Donor orga nizations would commit
to annual payments over time, and donor payments would be used to r epay bondholders. A simil ar mechanism is in
place to fund the International Finance Facility for Immunization (IFFIm).

Potential implementation roadmap and timeline

Ascanbes eeninthegr aphicbel ow, GET F iT could be launched inthe ne ar-term, especia lly if an ap proach
involving a limited number of pilot countries is launched first in advance of broader regional or global efforts.

- Invite countries to apply for GET FiT process
Countries to prepare proposals

’ Select 3-4 pilot countries

_ Analyze infrastructure and prepare FiT proposal

Enter into binding agreement with local governments
v Local regulatory environment in place

Action driven by
Il GET FiT Program Initial commitments under the
[ Mational governments GET FiT scheme

scale-up GET FiT, start process

_ with additional countries
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Appendix I: Recent Proposals for Global FiT Funds

Overview of proposed feed-in tariff funds

Name and

Capitalization

| Management structure

Services provided

Proposed screening
criteria

organization
Feed in Tariff Fund
Emissions Trading
model (FFET)

EREC/Greenpeace
International

OECD/Annex | emissions
regime revenues

Auctioning allowances
Taxes on cap and trade
CO2 trading revenues

® Multilateral and regional
banks

B Existing Kyoto
mechanisms

Pays premium
Technology differentiation
20 year contracts

Paid based on actual
generation

Environmental standards
(e.g. CDM)

Guaranteed grid access
Feed-in law
Transparent data access

Clear planning + licensing
procedures

Scaling up Climate
Finance

Project Catalyst

ETS auction revenues

Concessional debt +
government guarantees

Developed country
contributions

International maritime +
aviation levies

Assigned Amount Unit
(AAU) auctions

® Bi- or multi-lateral Climate
Partnerships Agreements

B National trust funds

® Global green fund
targeting public goods
(pre-commercial tech,
market coordination,
regulatory standards,
strengthen safety nets)

® Fast start fund to finance
capacity building

® Global oversight body

Pays premium

In conjunction with debt
guarantees and equity
investment guarantees or
co-financing

Low carbon growth plans
(NAMA and NAPA plans),
commitment of financial
resources, and need for
additional support

Monitoring, reporting and
verification (MRV)

Move from project-based
to programmatic/ sectoral
schemes (broader vision
and strategy)

Renewable Energy
Regulated Purchase
Tariff (RPT)

EC Joint research
centre

® National budgets

Multilateral banks

Varies by ownership/
regulatory structure:

® Rural Energy Service
Company

| |PP model
® Concession model

Pays premium

Fair grid access
Feed-in law
Renewable Energy policy

Clear planning + licensing
procedures

Renewable Energy
Policy Fund

World Future

IMF SDR or

Existing funds : Emissions
auctions, Carbon tax
proceeds, International
transportation levies

International Renewable

® GEF trust fund or

WB Climate Technology
Fund or

Pays premium

Can also be extended to
mini-grids

Sufficient and steady fund
source

Separation of fund from

Council Energy Policy (REP) Fund ® National REP Fund state budget
and State budget/ CDM
tax

Global FIT-

Programme

AWG-LCA ® Pays premium

Global Renewable

Obligatory annual

Large-scaled micro-credit
and soft loan for off-grid

Avoid additionality and

A -
Energy Investment Z?]T;flljizﬁitf;z;n the N/A and non-electrical systems baseline
fund B Alternative integration into
WWEA/ International NAMA
Renewable Energy
alliance
Emissions auctions or ® Guaranteed purchase
REDD prices for existing " iate leaal and
; . ppropriate legal an
. . Levy on carbon market generation units; lower
fGloé)a(l éegld_l:w'l: )tarlff tran)éactions rate for new projects regulatory framework
un -FIT- ; ;
" N/A ® Yearly payments based on ® FiT scheme coordinated

UN DESA

Reallocation of revenues
from fossil fuel subsidies
to renewable energies

Country contributions
based on criteria

actual generation

KWh subsidy reduction
linked to scale and
learning economies

with grid/off-grid
expansion and targeted
subsidies for the poor

Sources: Greenpeace/EREC, 2009; Moner-Girona, 2008; O'Connor & Soltau, 2009; Project Catalyst, 2010; REN21 & AWG-LCA, 2009 UNDESA, 2009; WFC,

2010
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Appendix Il: Global PV and wind capacity generated
under FiTs

Global Wind and PV Capacity Generated by Feed-In Tariffs'® as of 2008

Year FIT Solar PV From % of Total Year FIT | “Wind From FIT % of Total
Created FIT (MW) SlleEl ol Created (MW) el
Capacity (2008)* Capacity (2008)*
Australia® Regional 1.1 0.01% None N/A 0.00%
Austria 2002 30.2 0.23% 2002 500 0.41%
Brazil None N/A 0.00% 2002-2008 319 0.26%
Bulgaria 2007 1.341 0.01% 2007 120 0.10%
Croatia 2007 0.048 0.00% 2007 1 0.00%
Cyprus 2003 2.089 0.02% 2003 0 0.00%
Czech Repub. 2002 54.3 0.42% 2002 150 0.12%
Denmark None N/A 0.00% 1993-2001 2500 2.07%
France 2001 91.155 0.70% 2002 3404 2.81%
Germany 1991 5351 41.16% 1991 23903 19.75%
Greece 1994 18.5 0.14% 1994 985 0.81%
Hungary 2003 0.45 0.00% 2003 200 0.17%
India Regional 5 0.04% None N/A 0.00%
Ireland 2006 0 0.00% 2006 458.09 0.38%
ltaly 1992 317.5 2.44% None N/A 0.00%
Kenya 2010 0 0.00% 2008 55 0.01%
Latvia 2008 0 0.00% 2005 23 0.02%
Lithuania 2002 0.05 0.00% 2002 65 0.05%
Luxembourg 1993 24.41 0.19% 1993 35 0.03%
Portugal 1999 67.95 0.52% 1999 2862 2.37%
Slovakia None N/A 0.00% 2003 5 0.00%
Slovenia 1999 2.15 0.02% 1999 0.019 0.00%
South Korea 2003 352 271% 2002 348 0.29%
Spain 1994 3404.76 26.19% 1994 16740 13.83%
Switzerland 1991 47.9 0.37% 1993 14 0.01%
Thailand 2006 6.2 0.05% 2006 0 0.00%

Turkey” None N/A 0.00% 2005 313 0.26%
——
Total 9,778.10 75.22% 52,950.61 43.75%

'3 These tables were created using a review of published data from international and national sources and follow-up interviews with national experts where
possible to confirm capacity figures.
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Appendix lll: Summary of Developing Countries FiT

Designs

Applying TLC criteria to developing countries: Kenya

FIT Design . .
Rey Factors ILC at the Kight Frice
Features Key Factors TLC at the Right Price
ol e &. "Linkage" to mandates & Yes, co-generation for sugar; mandate to
Economic targets Yes romote RE
Framework 9 p
Eligible technologies Appropriate technologies Wind, Hydro, Blomass, Geothermal, PV,
targeted Biogas
Specified tariff by technology Yes Yes
Core Elements Standard offer/ guaranteed Yes Ye s
payment
Interconnection Y es Yes
Payment term - all 15-25yrs 15 Years
Biomass only 5-10 yrs
Supply & Must take Yes Yes
Demand Who operates Private entities Open to all
Fixed Structure & Adjustment
Fixed vs. variable price Peg o inflation for Fixed

How to Set Price

generators with high O&M*

Generation cost vs. avoided

impact or transmission

cost Generation Rates are a price ceiling, not a price floor
IRR target Yes No
Degression Y es No
ﬁﬁ(";’eto S Periodic review Yes Yes, every 3 years
Grid parity target Yes No
Depends on context Wind (50MW); Biomass (50MW); Hydro
Project size cap P (10MW); biogas (7OMW); PV (available for
500kW-10MW only)
Caps Based on ratepayer

Volume Cap constraints
No
Policy Interactions Eligible for other incentives Yes - ellglple o take -
choice
Electricity Market - L
Structure IPPs eligible for participation Yes No
Transparency Develo_pers/owners able to Yes No
navigate the process
Social Adder Bonus paid for local project N o
support and involvement
Ability for projects to receive
Eligible for CDM carbon offsets in addition to Yes ---
FiT
Streamlining Transaction costs minimized Yes Yes, by eliminating conventional bidding

process

Source: MCG Research, 2010
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Appendix lll: Summary of Developing Countries FiT

Designs

Applying TLC criteria to developing countries: Sri Lanka

FIT Design
Features

Key Factors

TLC at the Right Price

Sri Lanka

Policy &
Economic
Framework

"Linkage" to mandates &
targets

Yes

Yes, 10% by 2015

Eligible technologies

Appropriate technologies

Wind, Hydro, Biomass, Geothermal, PV,

targeted Biogas
Specified tariff by technology Yes Yes
Core Elements Standard offer/ guaranteed Yes Ye s
payment
Interconnection Y es Yes
Payment term - all 15-25yrs
Biomass only 5-10 yrs 15-20 years for all

Supply & Must take Yes Yes

Demand Who operates Private entities Privafe entities

Fixed Structure & Adjustment

Fixed vs. variable price

Peg to inflation for
generators with high O&M*

Choice of Fixed or Variable

How to Set Price

Generation cost vs. avoided

Generation Generd

fion

cost

cost
IRR target Yes No
Degression Y es No
ﬁﬁ(";’eto S Periodic review Yes Yes, Yearly
Grid parity target Yes No
Project size cap Depends on context 10 MW
Caps Based on ratepayer
Volume Ca impact or transmission .
P constraints
Policy Interactions Eligible for other incentives Yes - ellglple to take -
choice
Electricity Market . T
Structure IPPs eligible for participation Yes Yes
Transparency Develqpers/owners able to Yes Yes, by statute
navigate the process
Social Adder Bonus paid for local project N o
support and involvement
Ability for projects to receive
Eligible for CDM carbon offsets in addition to Yes Ye s
FiT
Streamlining Transaction costs minimized Yes Yes (statute calls for streamlined permitting

process)

Source: MCG Research, 2010
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Appendix lll: Summary of Developing Countries FiT

Designs

Applying TLC criteria to developing countries: South Africa

FIT Design
Features

Key Factors

TLC at the Right Price

South Africa

Policy &
Economic
Framework

"Linkage" to mandates &
targets

Yes

Produce 10,000 GW of electricity per year
by 2013

Eskom (utility company) must derive 30% of]

new RE power from IPPs

Eligible technologies

Appropriate technologies

Wind, solar (PV & CSP), hydro, biomass,

Who operates

targeted biogas, landfill gas
Specified tariff by technology Yes Yes
Core Elements Standard offer/ guaranteed Yes Ye s
payment
Interconnection Y es Yes
Payment term - all 15-25yrs 20yrs
Biomass only 5-10 yrs -—-
Yes — up to specified limits within the
[S)upplyd& Must take Yes National Integrated Resource Plan (IRP1)
eman

Private entities

Rules for selection under consultation

Fixed Structure & Adjustment

Peg to inflation for

Volume Cap

Fixed vs. variable price generators with high O&M* Fixed
How to Set Price Generation Zgzi vs. avoided Generation Generafion
IRR target Yes No
- Degression Y es No- to be revtiﬁ\évie:itic;? )z;\ena?Snnual basis in
Eﬁ(\;\;to Adjust Periodic review Yes Yes
Grid parity target Yes No
Project size cap Depends on context No
Caps Based on ratepayer

impact or transmission
constraints

Yes, set within IRP1

Yes - eligible to take

Policy Interactions Eligible for other incentives choice Not defined
Electricity Market - S
Structure IPPs eligible for participation Yes Yes
Transparency Develo_pers/owners able to Yes Ye s
navigate the process

Social Adder Bonus paid fo.r local project —Yes

support and involvement

Ability for projects to receive
Eligible for CDM carbon offsets in addition to Yes Ye s
FiT

Streamlining Transaction costs minimized Yes Unknown at present

Source: MCG Research, 2010
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Appendix lll: Summary of Developing Countries FiT

Designs

Applying TLC criteria to developing countries: Thailand

FIT Design
Features

Key Factors

TLC at the Right Price |

Thailand

Policy &
Economic
Framework

"Linkage" to mandates &
targets

Yes Ye

S

Eligible technologies

Appropriate technologies

Biomass, Biogas, Waste, Wind, PV, Micro-

constraints

targeted hydro
Specified tariff by technology Yes Yes
Core Elements Standard offer/ guaranteed Yes Ye s
payment
Interconnection Y es Yes
Payment term - all 15-25yrs 10 Years
Biomass only 5-10 yrs 7 Years
Supply & Must take Yes Yes
Demand Who operates Private entities Open to all
Fixed Structure & Adjustment
. . . Peg to inflation for .
Fixed vs. variable price generators with high O&M* Fixed
How to Set Price Generation 223 vs. avoided Generation Generafion
IRR target Yes Yes
Degression Y es No
Hc_)w to Adjust Periodic review Yes No-but W|I_I review if having a “significant
Price impact on ratepayers
Grid parity target Yes No
Project size cap Depands on context Yes, 10 MW
Caps Based on ratepayer
Volume Cap impact or transmission No

Policy Interactions

Eligible for other incentives

Yes - eligible to take

Yes, tax holiday and tax credits

choice
= ey e IPPs eligible for participation Yes Yes, PURPA-like laws in place
Structure
Transparency Develqpers/owners able to Yes Ye s
navigate the process
Social Adder Bonus paid for local project —Yes
support and involvement
Ability for projects to receive S
Eligible for CDM carbon offsets in addition to Yes Yes, up to individual developer/owner to
FiT pursue
Streamlining Transaction costs minimized Yes Yas, devalopers/ownars only need to

interact with the two distribution utilities

Source: MCG Research, 2010
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Appendix lll: Summary of Developing Countries FiT

Designs

Applying TLC criteria to developing countries: Tanzania

FIT Design
Features
Policy &
Economic
Framework

Key Factors

"Linkage" to mandates &
targets

TLC at the Right Price

Yes No

Tanzania

Eligible technologies

Appropriate technologies

All renewables

targeted
Specified tariff by technology Yes No
Core Elements Standard offer/ guaranteed Yes Ye s
payment
Interconnection Y es Yes
Payment term - all 15-25yrs 1 Year
Biomass only 5-10 yrs 1 Year
Supply & Must take Yes Yes
Demand Who operates Private entities Priva entities

Fixed Structure & Adjustment

How to Set Price

Fixed vs. variable price

Peg to inflation for
generators with high
O&M*

Pegged to inflation

Generation cost vs. avoided

Generation Avoide

cost

cost

IRR target Yes No

Degression Y es No
Eﬁ&to R Periodic review Yes Yearly

Grid parity target Yes No
Project size cap Depends on context Yes, 10 MW
Caps Based on ratepayer
Volume Ca impact or transmission No
P constraints
Policy Interactions Eligible for other incentives Yes - e(l;ﬁg:;;ato take Yes
Electricity Market - L
Structure IPPs eligible for participation Yes Yes
Transparency Develo_pers/owners able to Yes Ye s
navigate the process
Social Adder Bonus paid for local project - Yes for mini-grids
support and involvement
Ability for projects to receive
Eligible for CDM carbon offsets in addition to Yes Ye ]
FiT

Streamlining Transaction costs minimized Yes Yes

Source: MCG Research, 2010
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Appendix IV: Guiding principles for GET FiT

GET FiT will contribute to the achievement of the Millennium Development Goals and follow the aid effectiveness
principles of the Paris Declaration.

®  There are 8 Millennium Development Goals (MDGs) for the international community to achieve by 2015: End poverty
and hunger, u niversal e ducation, ge nder e quality, c hild h ealth, mater nal health, comb at AIDS/HIV, enviro nmental
sustainability and global partnership.

®  Energy is not a specific MD G, but t he importance of energy access and renewables in MDGs is clear and a key
driver for the other goals.

®  The Paris Declaration seeks to streamline and improve aid effectiveness through 5 guiding principles, which GET FiT
weaves into its program design.

Principle GET FiT model

Ownership. Developing country takes | GET FiT will work with developing countries that are seeking assistance in
active role in development planning meeting renewable energy and energy access goals through their national
development planning. For energy access efforts, GET FiT will work to
encourage ownership at the community level

Alignment. Donors align efforts with GET FiT support will be accessible to countries that have already or want to
recipient development strategies and | implement or strengthen FiTs as a national renewable energy strategy. FiT
local resources design will be flexible to work within the context of the country

Harmonization. Create adequate GET FiT will help aggregate and coordinate existing capacity building efforts,
networks for transfer of know-how, risk insurance and hedging services, and private sector initiatives that
collaboration and to minimize complement the GET FiT mission. GET FiT will offer technical assistance on
duplicative efforts feed-in tariff design when needed

Managing for results. Indicators are GET FiT will work to ensure that the Program and the developing country are
identified and results measured achieving joint goals through measurement of key indicators and monitoring of

program results

Mutual accountability. Donors and GET FiT will coordinate with developing country governments, local financiers
recipients are accountable for results | and developers/owners, and (especially in the case of mini-grids) civil society,
to establish transparent policies, joint expectations and accountability for
achieving results
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