GEF PROGRAM FOR THE IMPLEMENTATION OF PRIORITIZED ESC PROJECTS IN THREE MEXICAN CITIES

PROGRAM (ME-G1012) 
Compliance with the Public Utilities Policy (GN-2716-6) 
	Conditions 


	Description 
	Comments

	Financial sustainability
	For each operation, it will be verified that the relevant service will generate or receive sufficient funds to meet its financial commitments and cover the operating and maintenance costs of the systems related to the operation. When a Bank operation involves contributions of budgetary funds to subsidize the provision of a public utility service, it will be verified that: 

a. the budgetary allocation of such contributions is transparent; and 

b. its purpose corresponds with one of the following objectives: 

i. Expansion of capacity to provide greater access 

ii. Increase in the quality of the existing services 

iii. Improvement in process administration and adoption of technology for the services to contribute to climate change mitigation or to the management of natural disaster risks. 

When the budgetary funds represent rate subsidies, it will be confirmed that progress is made on the design and implementation of the subsidy targeting instruments that grant priority to the most vulnerable and lowest-income groups 


	Solid Waste. For Component 1, a historical and projected financial analysis (2010-2015) was carried out for the Municipality of Xalapa highlighting: (i) a positive fiscal balance in the former years; (ii) high dependence on federal contributions and transferences within their income sources; and (iii) low debt levels. Also, the annual credit report of the municipality carried out by two rating agencies, has been improving throughout the years. The municipality of Xalapa allocates part of its budget annually to pay for the solid waste activities in the municipality; the resources are transferred each fiscal year to the agency that provides the service, “Dirección de Servicios Municipales. It is estimated that for the biodigester, the revenue generated by energy savings, the sale of Clean Energy Certificates (CEL), and the sale of composting, will exceed the operational and maintenance costs of the facility. The contract will include a clause to ensure that the works to be financed are operated and maintained in a timely and adequate fashion.

	
	
	Energy. The case of Component 2, the State of Baja California Sur, which will execute all procurement processes, enjoys a healthy balance sheet, low debt levels and an improving credit rating after a debt restructuring in 2015. Regarding the intervention, a financial analysis was performed for each one of the self-supply PV solar energy systems to be installed on the roofs of public buildings. All projects show positive Interest Return Rate (IRR) values in a range between 4.8% and 13.1% (aggregated IRR of 7.7%) and also positive Net Present Value (NPV) with a payback time of 13 years when all projects are grouped into a single intervention. The savings to the public budget of the self-supply plants will amount to US$190,000 per year on average during the lifetime of the project. An interagency agreement will be signed between Banobras, the municipalities, and the State of Baja California Sur. It will include the requirement to adequately and timely operate and maintain the works to be financed. Previous to this, the Bank must accept that both entities have the adequate operating capacity.  It is foreseen that the initial operation and maintenance of the facilities will be carried out by an experienced operator, at least during a reasonable amount of time while the capacity of the institutions is being reinforced and strengthened to develop this activity on an independent basis. The savings produced by the systems exceed by far maintenance costs.

	Economic Evaluation
	Public utilities projects will be economically viable in accordance with the cost-benefit and cost-effectiveness evaluation methodologies used and accepted by the Bank. 


	Solid Waste. The evaluation of Component 1  shows that the biodigester is economically viable, with an Economic Rate of Return (ERR) of 26.6% and, using a discount rate of 12%, an Economic NPV of US$3,490,182. The analysis was complemented by an appropriate sensitivity assessment of the main assumptions and of the investment costs, and demonstrates that the project

is viable even under a conservative scenario.

	
	
	Energy. In the case of Component 2, in order to review the intervention’s economic feasibility, the economic analysis considered all solar systems as a single project, quantifying additional benefits to society, resulting in an IRR of 12.6% and an economic NPV of US$49,135 (at a 12% discount rate). Therefore, the undertaking of this intervention is justified from an economic perspective. This ERR is considered a lower bound value since: (i) the non-quantified project benefits are likely to exceed the non-quantified project costs; (ii) many of the assumptions, such as the increase of fossil fuel prices in the long term remain conservative; and (iii) other benefits such as savings in electricity subsidies were not taken into account.


	Objectives of the Policy

	Description 
	Comments

	1. Promote Access
	The Policies should promote access to the service by the entire population, including the most disadvantaged communities and groups, in both urban and rural areas.
	Solid Waste. With the biodigester, the whole urban area of Xalapa will be benefited with the improvement of the solid waste disposal, the reduction in greenhouse emissions, and the production of compost.   

	
	
	Energy. The self-supply PV power plants in public buildings and schools are to be located in urban settings so improvement electricity access is not applicable in this case. However lessons learned from this program in PV systems in schools may be replicated in Mexican electrification programs for off-grid schools.


	2. Deliver a reliable, quality service
	It is important to ensure that the service provided to the user meets minimum quality and reliability standards that are viable and consistent with a cost-benefit or cost-efficiency analysis, in keeping with the nature of the service and the supply conditions.
	Solid Waste. Considering the fulfillment of hierarchical strategy for municipal solid waste management, and that Mexico has set a goal of reducing emissions, it is justified the use of efficient and economical technology to achieve both emissions reductions and energy efficiency.

3 options / technologies were considered: a) The Waste to Energy Plants (incineration or equivalent), b) bio digesters, and c) landfill gas. Option a) it is much more expensive than the other two (with a gate fee several orders of magnitude higher). C) This option is simpler but more inefficient in terms of gas collection (about 50% of biogas is not collected). Option b) is more efficient in terms of capturing the gas  generated in the biodigester, and the amount of waste that reaches the landfill is reduced, allowing a better performance of the hierarchical strategy and enabling increased useful life of the landfill


	
	
	Energy. The self-supply PV power plants in public buildings and schools will meet technical standards developed by the independent engineer and required during the tendering process and will comply with local grid codes and interconnection rules at the distribution level, assuring the provision of quality service.

	3. Deliver a service efficiently
	It is important to deliver a service efficiently, in terms of supply, while seeking to deliver the service at the least possible cost.
	Solid Waste. The planned tender process will assure that a competitive cost will be provided by suppliers

	
	
	Energy. The planned tender process will assure that a competitive cost will be provided by suppliers.


	4. Create suitable incentives for service demand
	The Policies should create suitable incentives for service demand, so users make use of the services in a manner consistent with their economic, financial, and environmental sustainability.
	Solid Waste. The fulfillment of hierarchical strategy for municipal solid waste management will create a positive environmental and sustainability awareness to the population of Xalapa. Additionally, the project will produce savings on energy consumption, delays of investments (landfill will have a longer life), and even potential benefits, such as the enhancement of compost generation, as well as the establishment of more favorable conditions for recycling of the dry waste fraction.


	
	
	Energy. The self-supply PV power plants in public buildings and schools will create environmental and sustainability awareness to the population of La Paz. Besides of this the PV plants will produce savings to the State and Municipality depending on their energy production thus incentivizing the proper use and maintenance of the systems.


	5. Promote sustainability of the public utilities


	The scope of the sustainability of the public utilities will be promoted based on three pillars:

a. Financial sustainability: ensuring that there are sufficient revenues from provision of the service to the user, with the community contributions and

direct contributions from the government, to cover the efficient costs of service delivery.
b. Environmental sustainability: helping ensure that the selection, execution, operation, and maintenance of the service delivery projects comply with the Bank’s environmental safeguards and contribute to the development of resilient infrastructure, considering viable alternatives to mitigate climate

change.
c. Social sustainability: helping increase access to the service and providing mechanisms to consult with the community on pertinent aspects of service delivery.
	Financial sustainability Solid Waste: For Component 1, a historical and projected financial analysis (2010-2015) was carried out for the Municipality of Xalapa highlighting: (i) a positive fiscal balance in the former years; (ii) high dependence on federal contributions and transferences within their income sources; and (iii) low debt levels. Also, the annual credit report of the municipality carried out by two rating agencies, has been improving throughout the years. The municipality of Xalapa allocates part of its budget annually to pay for the solid waste activities in the municipality; the resources are transferred each fiscal year to the agency that provides the service, “Dirección de Servicios Municipales. It is estimated that for the biodigester, the revenue generated by energy savings, the sale of Clean Energy Certificates (CEL), and the sale of composting, will exceed the operational and maintenance costs of the facility. The contract will include a clause to ensure that the works to be financed are operated and maintained in a timely and adequate fashion.
Environmental and social sustainability Solid Waste: For Component 1, an Environmental analysis was prepared proposing environmental and social mitigation measures for the construction and operation of the biodigester. In addition Banobras will ensure that the request for proposal for the firms constructing and operating the biodigestser will have environmental and social provisions. For more information on how safeguards compliance will be achieve please refer to the Environmental and Social Management Report.
 

	
	
	Financial sustainability Energy: The case of Component 2, the State of Baja California Sur, which will execute all procurement processes, enjoys a healthy balance sheet, low debt levels and an improving credit rating after a debt restructuring in 2015. Regarding the intervention, a financial analysis was performed for each one of the self-supply PV solar energy systems to be installed on the roofs of public buildings. All projects show positive Interest Return Rate (IRR) values in a range between 4.8% and 13.1% (aggregated IRR of 7.7%) and also positive Net Present Value (NPV) with a payback time of 13 years when all projects are grouped into a single intervention. The savings to the public budget of the self-supply plants will amount to US$190,000 per year on average during the lifetime of the project. An interagency agreement will be signed between Banobras, the municipalities, and the State of Baja California Sur. It will include the requirement to adequately and timely operate and maintain the works to be financed. Previous to this, the Bank must accept that both entities have the adequate operating capacity.  It is foreseen that the initial operation and maintenance of the facilities will be carried out by an experienced operator, at least during a reasonable amount of time while the capacity of the institutions is being reinforced and strengthened to develop this activity on an independent basis.
Environmental and social sustainability Energy:  The environmental and social impacts and risks for Component 2 are relatively low. Nevertheless the executing agency will present, prior to first disbursement, an Environmental and Social Management Plan (ESMP) to ensure adequate mitigation measures are in place.  In addition the executing agency will present prior to the last disbursement a plan to dispose adequately of the solar cells. For more information on how safeguards compliance will be achieve please refer to the Environmental and Social Management Report.


	Policy Principles that guide the design of the Bank's operations
	Description
	Comments

	1. Supporting the countries to address basic access needs
	The Bank will support the development of sustainable systems that use the combination of cost-efficiency and the most appropriate technology solutions, given the characteristics of the demand and the public utility, to address the access needs of the population, both urban and rural.
	Solid Waste. Bio digestion is an adequate solution to upgrade the waste management system of a city like Xalapa, where a great part of the waste is organic. The technology requires low operation and maintenance costs, representing a low impact in direct costs to the municipality an in this case no additional economic impact to the users.

	
	
	Energy. The self-supply PV power plants in public buildings and schools are considered as a proven sustainable solution in sites where solar resource is abundant as in La Paz, while offsetting dirtier sources of electricity and reducing air pollution.

	2. Continual improvements in the governance of public utilities will be key for increasing efficiency in service delivery and satisfactorily protecting the interests of users
	The Policy holds that governance for decision-making in public utilities management, as well as the policy and/or regulatory framework that regulates and supervises the utilities are the primary factors determining their performance, quality, and sustainability.
	 See points A to G below:

	A. Promoting integrity, transparency, and accountability
	The Bank will support the development of sustainable systems that use the combination of cost-efficiency and the most appropriate technology solutions, given the characteristics of the demand and the public utility, to address the access needs of the population, both urban and rural.
	Solid Waste. Procurement and implementation of the project will be carried out according to Bank and Banobras procurement policies.


	
	
	Energy. Procurement and implementation of the self-supply PV power plants in public buildings and schools for the State of BCS and the Municipality of La Paz will be carried out according to Bank and Banobras procurement policies.


	B. Analyzing the characteristics and impacts of subsidies.
	The operation and financing of the services addressed by this Policy should efficiently recover service delivery costs through rates charged to users. However, this Policy acknowledges that, occasionally, financial sustainability can be achieved by supplementing the revenues earned through rates charged to users for the service with contributions from the community and direct government contributions. Where subsidies are granted, the Bank will promote both their transparent allocation and use, subject to frequent, effective accountability mechanisms. Such mechanisms will include: (i) identification and analysis of sources and beneficiaries of the subsidies; (ii) analysis of the distributive incidence of the subsidies; and (iii) quantification of the subsidy relative to macroeconomic indicators (for example, gross domestic product, total public sector expenditures) used by the Bank or by the level of government granting the subsidies to report on their fiscal sustainability. In cases where rate subsidies are granted, the Bank will promote their targeting toward the most vulnerable and lowest-income groups. In addition, to the extent possible, the Bank will help countries replace rate subsidies for public utilities with income transfer mechanisms that are more direct and targeted toward the lowest-income population segments.
	Solid Waste. It is not foreseen that the waste management tariffs will increase, but it will rather be an improvement of the waste management system providing environmental benefits for all the users and the population of Xalapa. Current subsidies for residential users come from industrial and commercial users, which will continue after the implementation of the project. However, the city of Xalapa will have a more efficient waste management system and the deferral of the investment in the landfill; it will allow the municipality to invest in other programs, focused in the most vulnerable groups.

	
	
	Energy. As the PV power plants in public buildings and schools are producing electricity for self-supply no utility is involved in energy generation. However the local utility (and therefore the national government) will be benefited as subsidies corresponding to the displaced electricity generated by conventional fossil fuels will be saved.  

	C. Separating institutional roles to improve sector governance
	Experience shows that the most effective organization for the sectors to achieve this Policy’s objective is the separation of the roles of policy-maker, regulator, and service provider. In this context, the sector authority retains responsibility for policy-making and planning, the public agencies determine and oversee compliance with the regulatory system, and public or private entities are assigned responsibility for providing the service. This Policy recognizes, nonetheless, that the institutional organization cannot follow a single model, but must be adapted to the specific features of each sector and country. In several of the region’s countries, responsibility for policy-making, regulation, and delivery of public utilities is based at the local (provincial or municipal) level. In these cases, where it is not necessarily optimal to separate the roles of policy-making and regulation, the Bank will promote homogeneous regulation, with adequate minimum quality parameters, rate-setting principles, supervision and control mechanisms. It will also help develop institutional mechanisms that strengthen appropriate management in the framework of local legislation.
	Solid Waste. The project does not create new rules and regulations, as well as the Municipality of Xalapa will remain in charge of the current local regulations for the municipal solid waste management.

	
	
	Energy. In the case of La Paz the newly created Energy Directorate of the State of BCS under the Secretariat for Infrastructure will be responsible for the implementation of the projects. Both have clear functions and roles according to State regulations. The SECI assessment recognizes the capacity and experience of the existing institutions to carry out this endeavor.

	D. Establishing the most appropriate sector structure given the characteristics of the service and the objectives of the Policy
	Considering the heterogeneity of markets and services in the region, this Policy does not promote a single sector industrial organization for the delivery of public utilities, and emphasizes that regardless of the management model used, there must be good governance practices and a clear, predictable, stable regulatory framework that encourages efficiency and investment.
	Solid Waste. The project constitutes an innovative example in terms of fulfillment of the hierarchical strategy for the municipal solid waste management, through the energy recovery.

	
	
	Energy. The self-supply PV power plants in public buildings and schools constitute an innovative and best practice example in terms of energy efficiency and good management for the public administration.

	E. The role of economic regulation in creating incentives for efficiency, investment, and protection of users’ rights
	The adoption of an effective regulatory system tailored to the specific conditions of each sector in each country is a key factor for achieving the Policy’s objectives. The promotion of users’ rights should be a core objective of the service regulation process. Thus, regulation should ensure that the efficiency gains achieved over time by the service providers are passed on to the users through rate reductions or improvements in service quality. For this to happen, it is essential to prevent the abuse of dominant market power by the provider and strictly apply the standards for quality of service. Regardless of the sector structure and institutional regulation model selected by each country, the Bank will provide assistance in developing information systems that show policy-makers and users the structure and cost and rate levels at all stages of service production.
	Solid Waste. Lessons learned from the procurement and operation of this project could be used by other Mexican LAC and  municipalities, reducing costs and making budgets available for other social purposes.

	
	
	Energy. Lessons learned from the procurement and operation of the self-supply PV power plants in public buildings and schools will be used by other Mexican municipalities, reducing costs and making budgets available for other social purposes.  

	F. Creating the proper conditions so private participation in public utilities service delivery is a viable option
	This Policy recognizes that competition has the potential to increase productive efficiency and quality of service. In markets where production technology does not exhibit characteristics specific to natural monopolies, market competition can be generated by allowing several companies to offer services simultaneously. When the markets are natural monopolies, competition for market can produce the same results as competition in the market, as long as the process of selection and regulation of the company providing the service is open and effective. The Policy also recognizes that private participation (in any of its manifestations, including management contracts, concessions, or mixed-ownership enterprises) is a key tool for closing gaps in the quantity and quality of utilities in the region.
	Solid Waste. The project considers the participation of the private sector as an operator of the plant and its integration with other secondary private actors, such as energy companies, and recycling firms.

	
	
	Energy. Even in this case where electricity won’t be provided by private actors, they will contribute with the delivery of the self-supply PV power plants in public buildings and schools, so new opportunities will be created and experience gained in a new possible market to be developed over the coming years.

	G. Strengthening the management of infrastructure used for public utilities service delivery
	The most pertinent spheres of action for optimizing infrastructure management are: (i) encouraging efficiency in business management; (ii) developing and implementing appropriate, stable asset maintenance policies; and (iii) optimizing the use of the infrastructure through incentives for demand.
	Solid Waste. The solid waste project will reduce the amount of waste that reaches the landfill, allowing an increase of the useful life of the landfill.


	
	
	Energy. The self-supply PV power plants in public buildings and schools constitute a best practice example for the population as the government will deploy a sustainable generation system, reducing GHG emissions and air pollution. Its capacity will also be enhanced as they will learn how to maintain on-grid PV systems for self-supply.


	3. Promoting innovation to foster efficiency, access, and environmental sustainability
	This Policy highlights the role of technology for increasing access with cost-effective solutions, reducing maintenance costs, and managing consumption, while avoiding unnecessary investments in increased capacity. The Policy recognizes that the Bank will help disseminate information on the adoption, financing, and systems for management of the most appropriate technology solutions for each particular combination of public utility and demand characteristics.
	Solid Waste. The projects constitute an innovative way of generating electricity in a sustainable manner. The replication potential of the project is relevant as many other municipalities and cities across Mexico and LAC, could develop similar self-supply systems.

	
	
	Energy. The self-supply PV power plants in public buildings and schools constitute an innovative way of generating electricity in a sustainable manner. The replication potential of the project is relevant as many other municipalities and cities across Mexico could develop similar self-supply systems.


