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l. Introduction

1. The UN Commission for Sustainable Development will focus on the themes of energy for
sustainable development, air pollution and atmosphere, climate change, and industrial
development in its current two-year cycle from 2006 to 2007. The first year of the
implementation cycle will be a Review Session devoted to the collection of information and
exchange of experience. The second year will be a Policy Session and will have a greater focus
on negotiating intergovernmental agreements on the way forward.

2. Stakeholder Forum’s Energy and Climate Change Roundtable Series, funded by the
Department for Environment, Food and Rural Affairs (DEFRA), aimed to prepare inputs from a UK
perspective for the fourteenth session of the Commission for Sustainable Development (CSD), the
Review Session.

3. The 4th Roundtable in the series was held in London on 6 March 2006 in collaboration with
the Sustainable Energy Finance Initiative (SEFI) and the World Business Council for Sustainable
Development (WBCSD), with additional financial support from UNEP Fl. This meeting
concentrated on the obstacles and constraints to mobilising finance for renewable energy, with
an emphasis on developing countries. The report details the salient issues that emerged from this
meeting. This report will also be circulated to member states of the UN CSD.

1. Lessons Learned and Challenges for the Future

Research and Development

4. Current trends in research and development point towards a difficulty in products progressing
through to the market. If the economic implications of investment are not as attractive as
alternatives, then the finance will usually not be forthcoming, even where a new technology is
seen as a breakthrough.

5. Current research and development policies that concentrate on large scale, proven energy
sources can lead to the oversight of important small scale research projects. Increased
government intervention in this area, through both direct investment and mitigation of risk for
private investors, could secure the required increase in funding for small scale research projects.
These interventions need to be focussed on the right areas, such as infrastructure development,
to ensure the maximum long term benefits. This problem is especially acute in developing
countries, where increased research and development is essential to building long term, self-
sufficient energy sectors.

6. The focus of new research and development should be on both renewable energy and energy
efficiency. While investment in developing renewable energy is paramount to increase its cost
competitiveness with more carbon intensive energy sources, the cost savings possible from
increased energy efficiency, both through more efficient technologies and stricter regulations on
energy use should be at the forefront of policy development on energy. Further work also needs
to be done to make investments in energy efficiency more attractive.



7. Research and development needs to be better focussed on appropriate technologies for
different countries. Examples include thermal energy research in Kenya and Iceland, and biofuels
in Brazil. The promotion of south-south technology development should be supported financially.

8. Research and Development needs to influence policy as well as technology development.
This would help to provide a better enabling environment for future renewable energy projects,
and would act as a spur to long-term growth in the sector.

9. Developed country governments and International Financial Institutions (IFIs) should make
available grants for demonstrations of new technology to further stimulate investment and
innovative programmes, especially at the local level, to encourage the development of locally
owned, and therefore more secure, renewable energy technologies.

10. Different technologies and markets have different characteristics which require different
approaches to Intellectual Property Rights (IPR). Developments within IPR need to be further
studied to ensure the best results are achieved from the capital invested. Opportunities for
collaborative projects between countries/companies could provide access to greater pools of
knowledge, but potentially put at risk a stifling of innovation that can often be found in a free
market. Competitive markets drive greater innovation but potentially risk duplication of outcomes,
and the wasting of resources and capital. IPR frameworks need to be strengthened to foster the
development of both systems.

Technology and Information Transfer

11. Current global policies and regulations can create barriers to the transfer of technologies,
particularly North to South. Incentives need to be developed at intergovernmental, regional and
national levels to increase the flows of such technologies where possible at the lowest cost. To
further these flows, the transfer of small scale, simple technologies, such as low energy light
bulbs, should be encouraged due to the ease and speed with which this could occur. Action must
also be taken now to help promote larger scale renewables and complex technologies. Transfer
should be encouraged through export promotion policies.

12. South to South transfers should also be encouraged. Transfers between countries at similar
levels of development can assist technologies to achieve successful commercialisation and
integration. Barriers to North — South trade of renewable energy and energy efficiency
technologies and products should also be assessed and removed.

13. This is also true of information sharing and dissemination. Developing country markets often
display obstacles and constraints to financing renewables that are not necessarily found in
developed countries. The opportunity for developing countries to leapfrog various stages of
energy technology development and deployment now in use in the developed world emphasises
the need for cooperation between developing countries, both at the governmental level and
between individual companies.

Capacity Building

14. Capacity building is required at all levels — global, regional, national and local — to both
encourage and direct investment in renewable energy.



15. There is a need for joined up policy, incorporating mechanisms and instruments such as
targets, taxes and incentives. These mechanisms and instruments need to be meaningful,
measurable and transparent, as well as being well publicised by governments at all levels, with
help from NGOs and other stakeholders. This will serve to enhance stable economic environments
for investment. Without such stability, the long-term viability of investments cannot be
guaranteed.

16. Lessons learned in the developed world — which has had a focus on energy security — could
instruct policy frameworks and regulation for developing countries. Policies can come from a
number of levels — local, national and regional are all options.

17. Local and Regional governments have a large role to play in the future development of
renewable energy. They can facilitate and support local and regional markets and industries.
They have control or a role in implementing local and regional level planning, policy and
regulation, but need stronger support from central governments, the donor community and IFls.

18. Renewable energy targets should be long-term, global, time bound and underpinned by
specific climate change indicators, as well as having incentives for meeting them. There is also
the need for a review mechanism to ensure renewables targets remain relevant, realistic and
achievable.

19. The setting of renewables targets needs to be carefully assessed. If they are too low the
underlying benefits that are sought will not be fully achieved, if they are too high economies,
especially those of developing countries, could be put under too much pressure and no benefit at
all will be had. A balance needs to be achieved between creating an atmosphere of ‘required
action’ while not creating a sense that the problem is insurmountable, and result in poor decision
making.

20. The under-developed state of energy infrastructure in the developing world allows for clear
opportunities for ‘leapfrogging’ carbon intensive energy sources to more modern stages of
renewable energy infrastructure. Due to rapid industrialisation in many parts of the developing
world, this opportunity will not last indefinitely. Without increases in investment, initially for
research and development, but essentially for infrastructure and specific projects, developing
countries will often defer to the proven, cheap, and reliable option but which carries an
environmental cost.

21. International Finance Institutions (IFIs) have an increasing role to play in the development of
renewable energy resources in developing countries, through identifying potential opportunities
and providing seed capital, as well as through the mitigation of risk. IFIs need to implement clear
and sustainable investment policies if they are to be able to fill this role.

22. IFls invest heavily in fossil fuels projects. This approach needs to become more balanced in
favour of renewable energy projects by providing both increased direct funds for renewables and
giving a clear sign to markets and investors to invest likewise.

23. Greater awareness and understanding of these issues and risks is needed within the
investment decision-making process. For example, only a handful of IFls presently require energy
efficiency audits as part of the investment decision-making process. If clear and sustainable
investment policies and mandates are implemented by IFls they are more likely to be given
greater profile in the investment decision-making and capital allocation process.



Making Markets Work Effectively for Sustainable Development

24. Developing countries suffer from a lack of energy for development, necessitating a focus on
the quantity of energy, rather than the quality. This problem is exacerbated in some countries by
ever increasing populations and rapidly growing economies. Renewable energy is often an option
that many developing countries are unable to consider due to its perceived higher up-front costs.

25. Current energy subsidies provided to fossil fuel industries do not reflect the true costs of
producing that energy. Governments agreed at the World Summit for Sustainable Development
(WSSD) to ‘take action, where appropriate’to phase out energy subsidies that inhibit sustainable
development. This is important to redress the balance to allow renewable energy to become
financially competitive.

26. At present there is no real cost signal being given to the markets with regards to climate
change. The introduction of a long term price for carbon would give a much more distinct cost
signal to business, and encourage further investment in renewables. Policies must send economic
signals which engage capital markets. While a price for carbon is emerging (through the EU
Emissions Trading Scheme, and the Kyoto Protocol's flexible mechanisms), this is not yet
sufficiently strong to stimulate investment in renewable energy technologies. This means that
additional, specific policies are required in the near term.

27. The short-term view of markets is further hindering a step change to new technologies like
renewable energy. Company performance is increasingly judged on short-term indicators,
reducing the attractiveness renewable energy projects, which need long-term, patient finance to
ensure success.

28. The positioning of some non-renewable energy industries, such as clean coal and nuclear
power, as ‘next generation’ solutions to climate change and CO2 emissions problems presents a
further barrier for investment in renewables. A recent UK Sustainable Development Commission
publication on the UK need for Nuclear Power concluded by a majority that the UK could reach its
CO2 targets and provide energy through renewables and energy efficiency alone.

29. The ubiquitous centralised energy infrastructure model is at odds with a decentralized
renewable energy system. There is a requirement for a move away from this model to allow for
real growth in renewables.

30. There is no clear indication on which renewable energy sectors will make the transition to
large scale production in the future. This uncertainty is holding back large scale investment. Risk
factors need to be underwritten or mitigated by governments and IFls to stimulate markets to
invest in renewable energy.

31. When attracting investment, renewable energy projects are not only competing against other
renewables and other energy projects, but against all other possible investments. This should be
tempered by further incentives set by governments to drive investment in renewables. Regional
and international IFls could help here by providing seed capital to stimulate further investment.

32. Private sector investment is also needed as government investments are not sufficient to
meet the needs for investment. This should come from the business sector and private
investment through innovative finance schemes backed with government finance or guarantees
or Foreign Direct Investment complimented by inter-governmental funds and Official
Development Assistance.



33. The small scale, decentralised nature of most renewable energy projects means an increase
in fixed costs, such as planning and risk assessment, as a percentage of total investment. The
option for a portfolio approach to renewables investment, whereby investments are made that
share a certain percentage of fixed costs, reducing overall costs, and making them more
competitive with larger scale, centralised projects, needs to be further explored.

34. The current trend whereby obsolete products/appliances and technologies are sold on to
developing countries further exacerbates the problems surrounding renewable energy. There is a
need for investment in more energy efficient appliances. Enforced redundancy of inefficient
products/appliances and technologies will allow more efficient products to fill the gap. How this
would be done in developing countries where the goods are manufactured needs further
research.

1. Specific Examples of Best Practice

35. Spain — Renewable Energy Plan 2005-2010 — A framework to ensure stability and
profitability of renewable energy investments. Its aim is to achieve its targets through over 97%
private investments. Precise forecasts and targets have been published, based on exhaustive
research into current technologies, barriers to their implementation, and concrete solutions to
overcoming these barriers.

36. Two such measures being implemented are a premium on the price renewable energy
producers get, and tax exemptions for renewables projects. The results can already be seen, with
Spain’s wind power sector growing to be the second largest in the world. The certainty and
increased quality of information has brought in new investment. This technique could be
replicated in developing countries.

37. United Nations Industrial Development Organization — International Centre for
Hydrogen Energy Technologies (UNIDO — ICHET). The centre aims " ...to provide the
necessary environment, expertise and leadership to ensure that Hydrogen Energy System and
the related technologies will replace the fossil fuel system and its technologies by the end of this
century™®. It works as a conduit for knowledge and technology flow between developed and
developing countries. It undertakes demonstrations of hydrogen based technologies to increase
awareness of its advantages. Stakeholders noted that though the establishment of such centres
was essential to future renewable energy development, further work and investment is needed to
improve their effectiveness.

38. European Bank of Reconstruction and Development (EBRD). This is the only IFI to
employ energy efficiency audits on potential investments, as well as being the only one to have a
dedicated Energy Efficiency Team that works to develop specialised energy efficiency investment
mechanisms as well as to identify and implement industrial energy efficiency opportunities.

39. E and Co. This organization aims to bring together small scale funding, technologies and
local entrepreneurs to build renewable energy infrastructure in the developing world. Through an
innovative approach to financing, providing advice, business services and small amounts of seed
funding for the start-up of renewable energy enterprises. They also help with locating further
funding if and when this is needed. Its holistic approach to financing, based on a sound analysis
of the investment, should be seen as a role model for others.

! Summation of ICHETs aims by the founding director of the Centre, Professor Nejat Veziroglu.



40. The New Energy and Industrial Technology Development Organization (NEDO).
Japanese efforts in Research and Development for renewable energy are far ahead of other
countries. This organization has many innovative functions, such as providing 100% grants for
new technology demonstrations of transport using on renewable energy. Further, cooperation
between NEDO and developing countries in research and development should be seen as a
model for others.



About Stakeholder Forum

Stakeholder Forum is a multi-stakeholder organization which has been working to further the
implementation of the sustainable development agenda since 1992. The organization operates
at the national, regional and international level by providing space for dialogue and policy
development between stakeholders and governments. This includes: local government, trade
unions, industry, NGOs, women’s groups, youth, education groups, scientists and academics,
media and regional governments. In addition, we work closely with UN agencies to address
environment and development issues by conducting activities that build capacity among
stakeholders and raise public awareness. These agencies principally include: the UN Commission
on Sustainable Development (CSD); UNEP; WHO.

Stakeholder Forum's core activities are:
1. Promoting multi-stakeholder processes
2. Researching and influencing policy development
3. Providing and disseminating information on the intergovernmental agenda
4. Training and capacity building

Stakeholder Forum has played an important role in the development of stakeholder dialogues at
the global level. It has been the facilitator of multi-stakeholder dialogues at a number of
international meetings, including:
e The WHO London European Health and Environmental Conference (1999)
The Second World Water Forum (2000)
The Informal Environmental Ministers Meeting (2000)
The Bonn International Freshwaters Conference (2001)
The Implementation Conference (2002)
The Bonn International Renewable Energy Conference (2004)

It communicates the work of sustainable development to a wide network of decision-makers,
scholars and practitioners though a monthly on-line newsletter Network 2005 and a daily bulletin
circulated during UN meetings, Outreach 2005. Also, in partnership with Earthscan / James &
James (UK), Stakeholder Forum has published nine books:

The Way Forward (1997)

Earth Summit I1: Outcomes and Analysis (1998)

Poverty in Plenty: A UK Human Development Report (1999)

Earth Summit 2002: A New Deal (2000)

Multi-stakeholder Processes on Governance and Sustainability: Beyond Deadlock and
Conflict (2002)

How to Lobby at Intergovernmental Meetings (“Mine is a Café Latte™) (2004)

Plain Language Guide to the World Summit on Sustainable Development (2005)
Governance for Sustainable Development (2005)

Human and Environmental Security: An Agenda for Change (2005)
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