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September 27, 2013 
 

Comments from Germany on CTF Dedicated Private Sector Programs - draft 
document for comment 

 
Dear Patricia,  
 
thank you very much for the opportunity to comment on this draft.  
 
Pls find attached some thought, questions and suggestions. 
 
Kind regards,  
Annette 
 
Dr. Annette Windmeisser 
Division for Climate Policy and Climate Financing 
deputy head of division 
Federal Ministry for Economic Cooperation and Development
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CTF Proposal for Dedicated Private Sector Programs (DPSP) 
German comments, 26

th
 September 2013  

 

General Comments and Questions 

 

We appreciate the efforts made in elaborating the DPSP proposal in further detail and in presenting 4 

distinct sub-programs for further consideration.  

 

We especially welcome that governance and ownership issues which were discussed during the last 

TCF meeting have been addressed in the revised paper. 

 

In general terms, GER continues to be supportive to the establishment of private sector programs 

under the CTF. As we noted that the proposed programs involve a very broad variety of sometimes 

complex and risky financial instruments, we would like to reiterate the importance of applying certain 

basic principles to the potential implementation of any of the sub-programs under the DPSP: 

- A long term investment perspective should be adopted with a view to ensure sustainability and 

avoid crowding out/market distortions; 

- To ensure the effective supervision and control of CTF portfolio risk, all DPSP sub-programs 

should feed into the consolidated financial risk management system of the CTF (yet to be 

established);  

- In the absence of a well defined ERM framework financial products shouldn’t be too complex in 

nature in order to keep the financial risk involved manageable.  

- Investments in broader programs should be managed by a professional fund manager against 

recognized benchmarks for asset classes and overall investment returns managed across the 

portfolio; 

- All DPSP sub-programs should be closely monitored and reported upon on at least a semi-annual 

and preferably on a quarterly basis; 

- All DPSP investments should be fully in line with CTF investment criteria, all sub-programs and 

projects should be evaluated and monitored accordingly. 

 

Given the funds currently allocated for the DPSP (USD 150 million), we would appreciate to have the 

four proposals prioritized for the selection of maximum 3 proposals, which could then be further 

developed. Our preference (as can be deducted from the specific comments below) is with program 1 

and 3, followed with some caution by program 2. 

 

We would also like to point out - already at this early commenting stage - that we understand any sort 

of endorsement of the proposal to be limited to phase 1 (existing resources in existing pilot countries). 

Expansion of activities in subsequent phases in our understanding requires approval by the TFC. 

 

Specific Comments and Questions to the general part (I. to VII.) 

 

Ad para 10.: We consider the proposed regional concentration limits and a funding cap for the 

individual projects/sub-programs in a certain amount as useful.  

 

Ad para 13.: Procedures - The relationship between para 13 (e) and para 15 is not quite clear. Does it 

mean that TFC approval per project is not required in the case where a single MDB implement the 

program or sub-program? 

 

Ad para 18./19.: Reporting and Monitoring - We would prefer semi-annual reporting as long as the 

senior risk manager has not been recruited.Specific comments and questions to the 4 proposals 
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Proposal 1: Utility-Scale Renewable Energy: 

 

We very much welcome support especially to private sector involvement in the development of the 

geothermal potential further (we suggest to reconsider the title of the program as it is somewhat 

misleading: it is in fact at least for the foreseeable future a proposal targeting geothermal projects 

only). From our experience mitigation of exploration and drilling risk is crucial in crowding in more 

private sector investment, even if that means that a substantial amount of grant funding is necessary. 

 

With respect to the proposed program, we have the following questions/comments 

 

Target countries: Given the fact that Mexico is in the forefront of developing its geothermal potential, 

we are wondering, if further support is needed? Given the huge and completely unused potential in 

Chile we would rather suggest to focus on this country . With respect to all the proposed countries it 

would also be helpful to understand, if the necessary regulatory framework is in place to support 

private investments in geothermal resources?  

 

Financial instruments: We consider the proposed financial instruments as too broad and some of the 

instruments quite risky especially given the absence of the ERM framework and an appropriate risk 

management in place. We would therefore strongly prefer, if the proposed instruments could be 

reduced and refocused to address the key risks: 

 

a) Direct financial support to private concession holder 

- Loans convertible to grants in case of drilling failures: This can be an opportunity to save grants, but 

also increases the requirements for the financial risk management. In addition, as experience shows, 

the difficult determination of “drilling failures” has to be addressed properly.  

- Maybe grants, which have to be repaid in case of success, might be easier to manage.  

- Equity or quasi-equity would only be acceptable under a professional external fund management. 

b) First loss guarantees to commercial banks: we doubt that there will be a larger scale demand for 

such a product.  

Since Equity or quasi-equity and first loss guarantees involve a high level of risk for the CTF, we 

suggest to defer a decision on this until  a sound ERM framework is in place. 

 

c) Exploration Risk Insurance is in our view an option worthwhile exploring further and that applies 

also to structures such as the GRMF, which both focus on the mitigation of exploration and drilling 

risks. 

 

 

Proposal 2: Risk Capital to address Regulatory Risks for Renewable Energy 

 

GER agrees that regulatory risks are indeed an issue for private developers of renewable energy 

projects. We do, however, see a number of fundamental challenges with this proposal. 

 

High risk of moral hazard (para 49.): We consider it crucial that the governments of the respective 

countries provide some kind of guarantee against the change in regulatory conditions. If such a 

guarantee is not in place the risk of moral hazard becomes prohibitively high.  

 

Target countries: We consider some of the target countries proposed such as Nigeria and Ukraine 

especially difficult with respect to regulatory and governance issues (see e.g. the regulatory risk in the 

IP of Ukraine is set “high”). Protecting investors against regulatory risks might set inverse incentives 

to the respective governments, once it is known that a project has protection in place against changes 

in the regulatory environment. 

 

The structure of the financial product is highly complex and risky, since it involves e.g. unfunded risk 

mitigation guarantees etc. and ex-post subsidies which might be drawn over the whole lifetime of a 
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project. Again, we would suggest to further develop the risk management structures of the CTF to 

manage the risks involved in such a project/program.  

 

Considering this program for approval would require that the CTF will only cover part of the fees, if 

the project wants to obtain cover from MIGA or another PRI company against the risk of the 

government/public off-taker “Non-honouring its sovereign obligation”. 

 

 

Proposal 3: Renewable Energy Mini-Grids and Distributed Power Generation  

 

Given the substantial efforts made under the SE4All Initiative to achieve universal Access to modern 

and sustainable energy, GER very much welcomes the opportunity to explore the approach of this 

proposal further.  

 

We encourage the MDB’s to clearly emphasize the potentially huge contribution to directly tackling 

poverty.  

 

GER has the following questions/comments: 

 

In our experience, , when developing a sustainable project pipeline for mini-grids, finding not only 

project developers, but especially long-term operators is often far more challenging then funding. 

Could you therefore, pls elaborate further to what degree a project pipeline is already available?  

Are diesel generator sets and/or storages designated as backup capacity? More details about balancing 

concepts could be of interest (maybe this will be provided with each concrete project/sub-program?).  

 

Financial instruments: We would prefer to limit the financial products to loans given the specific 

requirements on risk management for equity and mezzanine products (reference is made to the ERM 

discussion). 

 

An appropriate level of concessionality needs to be defined given e.g. the high feed-in tariffs existing 

e.g. in the Philippines to avoid market distortions. 

 

para 93, F. Funding: Given the indicative funding for phase I of the program, pls. provide indicative 

cost per MW and/or kWh for the proposed program. 

 

 

Proposal 4: Climate Finance Equity Investments:  

 

GER suggests that the current proposal still has to be developed further and we would require a higher 

level of detail in order to make an informed decision on such a program. In addition the financial 

instruments proposed involve a high level of risk, which, again, cannot be handled properly with the 

current financial risk management.  

 

However, if this proposal should be pursued, we would recommend to pay close attention to the 

following issues: 

 

Fund management: Given the specific risks of such a product and the close attention that is necessary 

to prepare and monitor every single project, GER considers it of crucial importance to have a 

dedicated and experienced fund manager in place for any such program, if to be approved under the 

CTF. In our experience it will be necessary that such a fund manager is well connected in the target 

market and should also have a strong focus on developing the necessary project pipeline.  

 

Market Demand: Given the fact that there are quite a number of private equity funds already existing, 

it would need to be clarified, if sufficient market demand is available for yet another program/fund?  

In this context it could also be helpful, if MDBs (especially AFDB and ADB having invested in 20/40 
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PEFs) could elaborate on their experience with respect to demand, leverage and speed of 

disbursements. 

 

If such an instrument should be implemented at all, the authors of the DPSP might want to consider 

investing in existing private equity funds such as the Global Climate Partnerships Fund (GCPF). This 

fund is already in place, with a professional fund management and risk management in order to 

minimize potential risks for the CTF. 


