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Program Concept Note  

SREP Competitive Set-Aside 

 

 
1. Country/Region:  Honduras 2. CIF Project ID#:  

3. Project/Program Title: Strengthening of the ADERC Honduras Renewable Energy Financing 

Facility (H-REFF) 

4. Date of Endorsement of 

the Investment Plan: 

November 1, 2011 

5. Funding Request (in 

million USD equivalent): 

Grant: N/A Non-Grant (equity): 15 

6. Implementing MDB(s): Inter-American Development 

Bank 

X  Private sector arm         

  Public sector arm          

7. Executing Agency: TBD  

8. MDB Focal Point and 

Project/Program Task 

Team Leader (TTL):  

Headquarters- Focal Point: 

Claudio Alatorre 

TTL: TBD 

I. Project/Program Description 

The project consists of the creation of a financing facility to support renewable energy generation 

projects in Honduras described under the ADERC component of the SREP Honduras Investment 

Plan. This facility is in feasibility stage and currently referred as Honduras Renewable Energy 

Financing Facility (H-REFF). 

Currently, there is a consultancy in progress that will support the design of this facility. Its main 

objective would be to play a key role in broadening the offer of financing to the RE sector in 

Honduras.  Although there seems to be fair availability of senior debt financing, most project 

developers agree that early-stage financing, quasi-equity and equity funding is very scarce or 

almost unavailable.  H-REFF intends to fill an important financing gap. 

II. Rationale 

Honduras’ electricity sector is under stress, with high costs for electricity distribution, 

transmission, peak demand and energy consumption.  For heat, it has limited access to natural 

gas, and relies heavily on expensive oil-derived bunker fuel for industrial processing that requires 

thermal energy.  Yet it has ample distributed renewable resources that can be captured to provide 

electrical and thermal energy on-site, which will have many benefits including reducing the strain 

on the electricity and transportation systems, decreasing electricity costs, enhancing energy 

security and improving trade balances. Self-supply and off-grid projects from renewable energy 

systems are increasingly economical as technology costs decrease, fossil fuel prices rise, and new 

business models for financing projects emerge. 

The project is in line with Honduras’ desire to increase renewable energy generation in the 

country, as evidenced by the Congress’ recently approved Decree 138-2013 extending the 
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incentives that the Decree 70-2007 offers to renewable energy projects, such as exoneration of 

income tax, exoneration of import duties, etc. 

The aforementioned Decree 138-2013 (which has been published in the official paper La Gaceta 

and has now become effective) is extending the incentives to off-grid projects for distributed 

generation.  In this sense, it is creating the conditions to stimulate the demand for the H-REFF 

Set-Aside window for off-grid RE projects. 

The IP is envisioning the strengthening of the regulatory environment and the development of 

equity-based solutions to foster renewable energy. If availability of early-stage financing, quasi-

equity and equity funding has been very scarce for grid-connected projects in Honduras, this is 

even more evident for off-grid and self-supply projects. The SREP Set-Aside financing would 

play an instrumental role in creating a financing mechanism that could facilitate financial closing 

for solid, viable RE projects in the country.  

An in-depth market study is currently underway, which has suggested a substantial pipeline of 

viable grid-connected and off-grid/self-supply projects. These projects have not moved forward 

due to the fact the project developers lack both the capital and know-how.  

Based on extensive consultations with developers, investors and banks, and 20 years of lessons 

learned in renewable energy investing in Central America, the proposed project will seek to 

establish a dedicated Honduras-focused renewable energy financing to move the sector forward, 

the H-REFF.  

III. Consistency with Investment Criteria:  

Increased installed capacity from renewable energy sources. As mentioned above, the H-

REFF would be facilitating the installation of additional RE capacity in Honduras 

Increased access to energy through renewable energy sources. H-REFF would be facilitating 

access to RE energy, both through grid-connected and off-grid delivery 

Low emission development. H-REFF financed RE projects would be displacing thermal-based 

generation (mostly bunker and diesel). 

Affordability and competitiveness of renewable sources. Self-Supply projects using RE in 

Honduras are an attractive option for potential clients as prices are high for commercial and 

industrial consumers (around 18 to 25 US$ cents per kWh). Off-grid projects using RE also 

provide an economic opportunity particularly when competing with diesel.  

H-REFF would be investing in RE projects with competitive electricity generation costs.  More 

important than a project’s cost per installed MW is the actual cost of electric generation in MWh.  

The cost of generation takes into account the cost per installed MW and the actual electricity 

generation of the project (as determined by the project’s plant factor). H-REFF shall only invest 

in financially viable and sustainable energy enterprises, which must show competitive generation 

costs in order to be eligible for financing.  Based on substantial experience in Honduras, the RE 

sector has shown its ability to generate at competitive costs, and substantially lower than those of 

generating with diesel or bunker.  
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Productive use of energy. Approximately 60% of the electricity demanded in Honduras is for 

productive uses, whereas 40% is for residential consumption.  Grid-connected projects financed 

should be selling electricity for productive uses in a similar percentage.  On the other hand, 

projects could have a higher percentage for productive uses because there is potentially a linkage 

to support productive activities in the rural area as well in the industrial sector. 

Economic, social and environmental development impact. The H-REFF facility would be 

leveraging approximately US$200mm of third-party financing (in the form of debt and equity 

funding) for RE projects in Honduras.  This would represent approximately US$250mm in 

additional infrastructure investment that has an important effect in facilitating in turn other 

economic activities. The H-REFF portfolio would promote the creation of temporary construction 

jobs and also permanent positions for the operation and maintenance of the projects.  At least 

2,000 temporary jobs and approximately 200 permanent positions would be created by the H-

REFF portfolio.  Off-grid and self-supply projects could especially promote the creation of jobs 

in rural, economically-deprived communities. The H-REFF portfolio, in aggregate would be 

displacing between 152,424 TCO2 – 298,497 TCO2/year. 

Economic and financial viability. Structured similarly to a venture capital fund, the H-REFF 

facility would have a cost-effective project identification, analysis, investment and asset 

management process.  The facility shall appoint a professional management team that should 

attract pipeline projects in an expedite manner. Investments to investee companies would be 

tailored in a flexible manner, yet according to business-like parameters. 

Gender considerations. By promoting the implementation of both grid-connected and off-

grid/self-supply RE projects in Honduras, the H-REFF portfolio will be significantly contributing 

to reducing consumption of thermal-based generation but also and importantly, that of firewood 

for cooking.  Firewood represents ~ 38% of the total energy consumption in Honduras.  It also 

accounts for 87% of the residential energy supply, which stresses how significant firewood 

consumption is in Honduras.  The collection of firewood for cooking, to a great extent is done by 

women.  Cooking with inefficient and polluting firewood stoves represent health hazards for 

women and children and limit quality of life and overall opportunities.  H-REFF could clearly 

contribute to improve quality of life for women and children, especially in poor, rural 

communities. 

Co-benefits of renewable energy scale-up. The scaling-up of renewable energy in Honduras 

shall have a myriad of co-benefits in the country.  The most obvious ones shall be the attraction 

of additional developers and financing to develop more clean energy projects.  This shall 

significantly contribute to diversify the country’s electric generation matrix.   

Other co-benefits include strengthening of the entrepreneurial capacity to develop RE projects in 

Honduras, promotion of additional bank debt and local/regional financing to the sector, increased 

demand for all sorts of technical, engineering, environmental, and other professional services to 

support the RE industry, etc. 

IV. Type of Private Sector Engagement:   
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H-REFF is an initiative that will be targeting private sector projects. Private sector will include 

direct investment from local and international investors, co-investment in specific projects, as 

well as technical assistance and support to private developers.   

V. Innovation:  

H-REFF would be the first the Honduras-focused investment facility for renewable energy.  

Although some local and regional venture capital funds have existed in the past, none has 

considered a multi-window facility with tailored conditions for grid-connected, off-grid and self-

supply projects, along with a TA facility to strengthen investee projects from these sectors.  H-

REFF’s design and features builds on more than 10 years of actual experience in Honduras and 

Central America developing RE projects that have allowed a deep understanding of the financing 

gaps that affect the sector. 

The strong RE project development activity that has been observed in Honduras in the last 10 

years, coupled with the most comprehensive set of incentives and legal framework to promote 

clean energy in Central America, calls for a country-dedicated venture capital financing 

mechanism. H-REFF will be able to offer flexible financing instruments including equity, quasi-

equity and debt financing based on the specific investment needs and opportunities.  

It is envisioned that this facility can help bring renewable energy solutions to Honduras’ Bay 

Islands. 

VI. Technology, Product, and/or Business Model:  

It is expected that in the case of self-supply projects this will primarily be solar PV, due to its 

increasing competitiveness, ubiquitous resource, and low technology risk.  But solar hot water, 

biomass heat and power projects, biogas projects, and small-scale wind projects are also expected 

to be developed. 

VII. Market:  

The IDB has completed detailed engineering feasibility studies with four companies in Honduras 

for self-supply projects, including a commercial building, a hospital, and agricultural mill, and a 

university and several more are under development. The studies to date show include over $8 

million in financially viable projects.  

Despite the existence of a portfolio of RE projects in Honduras which are in the fundraising stage, 

various interrelated barriers in the young RE market in Honduras —including risk and high 

appraisal costs, lack of training, and financial, infrastructure and regulatory barriers— combine to 

prevent projects from reaching construction stage. There are three types of financial barriers. First 

is lack of equity investment. The low level of equity invested in the sector results from poor 

project preparation and a high perceived risk because the industry is relatively new in Honduras. 

Lack of credit —to attract credit the project needs equity investment— if the equity is insufficient 

the project risk is too high. Lack of investment in projects and scarce resources on the part of 

promoters’ leads to an inadequate technical preparation of projects. 
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The facility will be set up to bridge a critical financing gap to provide capital and know-how in to 

bring projects to financial close. The fund would be managed by a professional manager with 

extensive experience in the market and fund operating structure. The precise fund structure would 

be defined during the feasibility study phase. 

VIII. Expected Results and Indicators 

Results Indicators 

Increase in RE generation capacity and supply Additional RE energy in Honduras in next 5 

years (70-135 MW) 
Reduction of GHG emissions Tons of CO2 emissions avoided per year – grid 

connected generation (~152,424 TCO2 – 

298,497 TCO2 /year) 

Employment creation > 2,000 temporary and > 200 permanent jobs 

created 
Development Results(s): Increase in investments in renewable energy and increase in energy security. 

IX. Implementation Feasibility and Arrangements:  

H-REFF shall be reaching feasibility by Q4-2013 – Q1-2014.  After that, the additional 

fundraising process would start and could be completed by Q3-2014.  H-REFF shall be 

operational as soon as ~ US$35mm in capital commitments is secured.  The target is to turn H-

REFF operational by Q4-2014. 

Expected SREP Sub-Committee approval date: June 2014  

Expected MDB Approval date: September 2014 

X. Potential Risks and Mitigation Measures:  

Weakness of the H-REFF investment portfolio: H-REFF shall have a professional 

management team with proven experience analyzing and building RE portfolios in Central 

America. Strong connections to key stakeholders in the energy sector and demonstrated asset-

management track record should also be mandatory. 

Honduras country-political risk: H-REFF will be specifically structured to assume Honduras 

country risk.  A diversified portfolio of attractive projects with solid fundamentals should protect 

the facility against substantial losses. Nonetheless, a political crisis overall affecting the country 

could affect mainly the ability to fundraise for the facility.  In terms of electric demand, even in 

times of political crisis, the country needs electricity and generation plants – RE and thermal alike 

– will continue to be dispatched.   

Competition with other financing facilities: Although H-REFF would be the first of its kind in 

the Central American region; competition could come from other regional or international venture 

capital funds.  Since H-REFF’s funding wouldn’t be available to serve the existing demand for 

financing for all RE projects being developed in Honduras, this is not perceived as a meaningful 

risk. 


