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Summary of the presentation
Introduction

1. Fiscal Policy and Regulation (B1)
2. Grants and Subsidies (E1)

3. FiInancing support instruments (E2)
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Investing in Rural Electrification (1/2 pages):

A Ruralelectrification is often not a profitable businessd there will be limited
Interest to engage in such activities from a purely financial point of view, in
particularif it is requiredthat an uniform (hationwide) tariff beapplied

A Inadequate tariffsas it is politically inopportune to raise them, the tariffs are in
many cases not adequafer financialsustainability(both for national utilities as
for IPPs or SPPs)

The investment capacity of the national utilitisftenlimited
Lack of financing schemes poor implementation of existingchemes

Inadequate size of projectsiost of the time, the programmes are too small to b
attractive to financing institutions and even more so to international private
Investors

To o T

In the following slides it iI@ssumed that the private sectgcan play a
role in rural electrification and especially in mgrids
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Investing in Rural Electrificatio(®/2 pages:
Small powermproducers in rurafacespecific barriers:
A Lackof interest from local bank®r rural electrification, due to a lack of

knowledge and of confidence in trgsctor
Localloans are expensivand the shorterm is notsuitable to financing of these

A
long termassets

A lackof credit enhancement schemes such as different types of bank guarante:
co-financing instruments$or private investment in rural electrification

A Exchangeriskfor imported goods, paid in foreign currencies, while the receipts
in localcurrency

If one wants the private sector to play a role and have financial retu
that make the investment sustainablend

One imposes tariffs that are not financially sustainatiien
Fiscal and financial support mechanisms are necessary
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1. Fiscal Policy and Regulation (B1)
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Africa-EU Renewable Energy
Cooperation Programme

Some fiscal measures:

Abuija, 17 to 19 July 2017

Noincometax during Xnumbersof years

Incometax reducedfrom the beginningor after expiration of
the tax holiday

Equipment for the production of renewable energy Is
exempted from VAT The list can include wind power
generators,hydropower generatorsand solar PV panelsand
other equipment

REtechnologyis exemptedor getsareduction

Investmentin REequipmentand the distribution grid canbe
depreciatedat an higherrate
VATchargeds partially or totally refunded

Fiscal Policy and Financial Support Schemes
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Examples (1/3 pages):

Measure Country Law/act formulation / description

A E-year income tax holiday applies to ‘power

Income tax holiday Sri Lanka . . ,
generation using renewable resources’.

Upon expiration of the tax holiday, income tax is

SriLanka limited to 12%.

Reduced corporate

Income tax In the Tax Code of 2015 investments in renewable

energy can benefit from a reduction in corporate
income tax equivalent to 50% of the investment
undertaken.

Madagascar

Equipment for the production of renewable energy
is exempted from value-added tax. The list of

Reduced VAT Madagascar products exempt from VAT includes wind power
gdenerators, hydropower generators, solar water
heaters, and solar PV panels.

Companies producing electrical energy from wind,

Import tax reduction Brazil : 5
solar, and sea power enjoy reduced import taxes.

Abuja, 17 to 19 July 2017 Fiscal Policy and Financial Support Schemes
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Exampleq2/3 pages):

Measure Country Law/act formulation / description

Supplies imported or bought for the construction
of power-generating plants, as well as certain
eguipment and machinery, are eligible for VAT and
Import duty exclusions under the VAT Act 2013 and
VAT (Amendment) Act 2014

+ Hydro turbines and water wheels are free from
import duty but pay 16% VAT,

+  PVsemi-conductor devices including PV cells

Kenya and light-emitting diodes, together with wind-
powered generating sets (preassembled), are
subject to a 5% import duty and 16% VAT.

+ Solar cells and modules that are not equipped
with elements such as diodes, batteries, or
similar equipment are free from import duty
and exempt from VAT,

+  Wind engines (wind mills) are free from import
duty and exempt from VAT.

Investment in equipment (except for buildings) can
Madagascar be depreciated at an accelerated rate of 30% of net
value.
Abuja, 17 to 19 July 2017 Fiscal Policy and Financial Support Schemes

E xemptions from
import duty and VAT

Accelerated
depreciation




Jeueipdf 7 RECP

EEREEE

) _ / Afl'ica'EU_ Renewable Energy TOWARDS SUSTAINABLE ENERGY
Strategic Energy Advisory Cooperation Programme

\ % 4+ and Dialogue Services

Measure

Exemption from goods
and services tax

VAT refund

Abuja, 17 to 19 July 2017

Country

Seychelles

Nepal

Law/act formulation / description

‘Goods imported to be used in the process

of conservation, generation or production of
renewable or environment friendly energy sources,
as endorsed by the Seychelles Energy Commission
are exempt from Goods and Services Tax'. A similar
exemption for renewable energy technologies is
offered in the 2010 'Promotion of Environment
Friendly Energy Regulations’ under the Trades Tax
Act.

An arrangement has been made to refund VAT to
small-hydro projects developed and operated by
community-based consumers committees that do
not elect to take the zero rate on import tax.

Fiscal Policy and Financial Support Schemes
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2. Grants and Subsidies (E1)
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WHY ?Subsidies are providdaly the government or international partners in order t

ensurefinancial viabilityfor the project developers/investors aradfordabilityfor the
cogumersat the samdime

HOW? Subsidieshould be as low as possible, and as higmasessaryshouldbe
affordable for the country to allow scaling up beyond a few platjects

Abuja, 17 to 19 July 2017 Fiscal Policy and Financial Support Schemes




24
(i/eueipdf 7 RECP
\ K Strategic Energy Advisory v gg%aegldgﬁg?g\é?gﬁnggergy

\ % 4+ and Dialogue Services

Grants or subsidies can be provideduring:

A Theproject planning/pre-investment phase(for feasibility studies,
business plan development, technical planning, capacity building and
transaction costp

A Implementation/construction (e.g. as capital subsidies, connection
subsidies)

A Operation (operational subsidies, tariff topp)

Obs.: Connection costs vs. electrical house installation

Qubsidiescan also be made available to the magnid operator upon
reaching certain milestones (resulsised subsidigs

If possiblesubsidise connection fees for consumersiseresultsbased
subsidies rather than operational subsidies or investment subsidies

Abuja, 17 to 19 July 2017 Fiscal Policy and Financial Support Schemes
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Revenue earned from certified emission reduction (CER) credm®is
a subsidy

A CER credits are payments for the provision of a service by the Si
the reduction of global carbon emissions against a calculated

businessasusual benchmark

A Regulators should adopt the principle that CER revenues should
the SPP developer thauppliesthe equity andassumeshe risk

Abuja, 17 to 19 July 2017 Fiscal Policy and Financial Support Schemes
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Peru: Three Subsidies for Rural Electridgoviders

Initial capital cost subsidy

A Provided to isolated rural mirgrids SPPs (less than 500 kW)

A Provided to small, gridonnected distribution systems (SPDs)

A Selected based on bids for the lowest required subsidy per consumer based-spguiéied
maximum retail tariffs

A Funded by the national budget, international loans, the rural electrification fund, and do
grants

Operating cost subsidy

A Reduces the omgoing generation costs and distribution costs of rural providers
A{dzoaAReé A& oll&aSR 2y GKS NB3IdzZ I d2NXQa Ol ¢
A Funded by urban electricity customers

Consumption subsidy

Ensures that rural customers served by SPPs and SPDs pay tariffs that are similar to com
customers in urban areas

Funded by a 3% surcharge on all consumers whose monthly consumption is 100 kWh or |
per month
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Nigeria- TheGuided Idea Competition is taree stage process:

Stepl. General training on mhugrid project development is offered to private sectot
companies. The training is followed by a call for expressiomgeréest.

Step 2. A number of applicants are selected from the expressions of interest. The
receive indepth training in system simulation and financial modelling of 1gimds
Invited to submit a full business plan under a call for proposals to obtgnaa.

Step 3. The winners of the call for proposals receive individual technical assistan
order to fully develop a proposal aaesentation to investors and banks. The grant
used to finance the distributionetwork. Ownership of the distribution assets lies wi
the government.
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3. Financing support instruments (E2)
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Mechanisms to facilitate lending thatnay be supported by policy and
regulation (1/2 pages):

1. Publiclybacked debt facilitiego eliminate or reduce the need for commercial
lenders. May provide or facilitate lortgnor, lowinterest loans that commercial

lenders would nobffer

2. Loan guaranteesnay be provided by national banks or special facilities to
commercial lenders to compensate the lender in the event of default. Such a
guarantee may include 50% coverage of the loan on a sHassd(rather than
first-loss)basis

Abuja, 17 to 19 July 2017 Fiscal Policy and Financial Support Schemes
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Mechanisms to facilitate lending thatnay be supported by policy and
regulation (2/2 pages:

3. Political risk insuranc€PRI) may protect commercial lenders against the risk «
public utility or other governmental entity failing to perform on its contractual
obligations. Available through several multilateral organisationsfands

4. Currency exchange rate rigkitigationinstruments

5. Broader insurancdo cover commercial and otheaisks
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Hfect of financial support on tariffs for a 300 kW soklnattery-dieselmini-
grid

UsD/kwh| 3| B © | R &8 @ o 3| &
®) (@) (@) O '®) @) O — =
OPTIONS _

Grant

(distribution assets)
Grant + technical
assistance

Source IRENA Policies and Regulations for Mimils, adapted from NESP, 2016
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There are many project development facilities especially targeted to Afric:
Example:

"N\ RECP 775 Africa-EU _
N o B Remeuiie crongy x4 Energy Partnership

Africa-EU Renewable Energy
Cooperation Programme

RECP FINANCE CATALYST

https://www.africa-eu-renewables.org/financeatalyst/
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Other project preparation facilities:

PPFs in Sub-Saharan Africa

and their Project Development Stage Focus Areas

Enabling
Feasibility
Financing

Al Construction

Electrification Finance Initiative (ElectriFl)

Sustainable Use of Natural Resources and Energy Financing (RTAP-SUNREF) v

AIRNEIRNE Concept

Energy and Environment Partnership Program of Southern & East Africa (EEP S&EA)
U.S. Trade and Development Agency (USTDA) v

HE ARG E AR
<

<

U.S.-Africa Clean Energy Finance Initiative (ACEF)

<

Infrastructure Development Collaboration Partnership Fund (DevCo) v
Climate Investor One (CIO)
InfraCo Africa

AN N N N VNN NN Pre-feasibility

Climate Technology Initiative Private Financing Advisory Network (CTI PFAN)
Sustainable Energy Fund for Africa (SEFA)
NEPAD Infrastructure Project Preparation Facility (NEPAD-IPPF)

ARG

A ENENENENENENENENEN Structuring

<

S

Africa Renewable Energy Fund Project Support Facility (AREF-PSF) v
Seed Capital Assistance Facility Phase 2 (SCAF II)

AN N N N N N NN N N NN Development

S| I S Il B Bl S ] Bl [l (R [l B

v

https://www.usaid.gov/sites/default/files/documents/1860/PPF%20Toolbox%20REVISED.|
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