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	1. Country/Region: 
	Nicaragua
	2. CIF Project ID#:
	(Trustee will assign ID)

	3. Source of Funding:
	(  FIP
	(  PPCR
	(  SREP

	4. Project/Program Title:
	Nicaragua Geothermal Exploration and Transmission Improvement Program under the PINIC

	5. Type of CIF Investment:
	(  Public
	(  Private
	(  Mixed

	6. Funding Request in million USD equivalent:
	Grant: 
5.25
	Non-Grant 
(contingent recovery grant):
6.75

	7. Implementing MDB(s):
	Inter-American Development Bank (IDB)

	8. National Implementing Agency:
	Ministry of Energy and Mining (MEM), with the support from the Nicaraguan Electricity Company (Empresa Nicaragüense de Electricidad, ENEL), and the National Electricity Transmission Company (Empresa Nacional de Transmisión Eléctrica, ENATREL)

	9. MDB Focal Point and Project/Program Task Team Leader (TTL): 
	Headquarters- Focal Point:
Claudio Alatorre (calatorre@iadb.org)
	TTL:
Hector Baldivieso (hbaldivieso@iadb.org)

	10. Project/Program Description (including objectives and expected outcomes):

	Fit with Nicaragua’s Investment Plan

The SREP Investment Plan for Nicaragua (PINIC) included the following two programs:

SREP Nicaragua: Original Financial Plan

Program
SREP-IDB

SREP-World Bank

Grant

Non-grant

Grant

Non-grant

1. Development of Nicaragua’s Geothermal Energy

0.75

6.75

8.25

6.75

2. Integral Development of Rural Areas

7.50

In order to make a more effective use of the available financial resources, including those from IDB and other sources, the Government of Nicaragua and the IDB suggest reallocating USD 4.5 million from Program 2 to Program 1.
 The financial plan after the proposed reallocation is as follows:
SREP Nicaragua: Financial Plan after Proposed Reallocation
Program
SREP-IDB

SREP-World Bank

Grant

Non-grant

Grant

Non-grant

1. Development of Nicaragua’s Geothermal Energy

5.25

6.75

8.25

6.75

2. Integral Development of Rural Areas

3.00

The proposal that we are now submitting covers only the IDB’s Program 1 (with a total of USD 12 million, including grant and non-grant resources). Program 2 is scheduled to be submitted separately during the first semester of calendar year 2017.
Program Description

In 2015 electricity demand reached 665.4 MW, and it is projected to reach 896 to 1,038 MW by 2026. Around 80% of all electricity is produced by the private sector in Nicaragua and geothermal power for electricity production is solely developed by the private sector through exploration and exploitation concessions granted by the government. Despite having a good legal framework for geothermal energy, there is uncertainty regarding the availability, long-term durability, and cost of extracting it for power generation, that limit private investment, especially in the initial stage of exploration. Financing mechanisms need be developed to mitigate this risk and to stimulate competition in the development of the resource, in order to bring in private investors. 

The IDB has developed this Program with two components. The first one seeks to diversify Nicaragua’s energy matrix by developing additional geothermal capacity through supporting early exploration activities; and the second component seeks to increase access to electricity and improve service reliability by increasing the national and regional transmission capacity through network reinforcements.

SREP resources are requested to support only the first component. In addition to SREP resources, the Government of Nicaragua and the IDB are simultaneously requesting an additional amount of USD 10 million from the Clean Technology Fund, under the Dedicated Private Sector Programs, for the same component (a separate submission is being sent to the CTF Trust-Fund Committee).

The Geothermal Development component consists of feasibility exploration activities at the Cosigüina geothermal field, including drilling of 5 commercial diameter explorations wells, road infrastructure and a feasibility evaluation report, all to be carried out by the Ministry of Energy and Mining (MEM). In case the field, with an expected capacity of 40MW, is considered feasible for further development, this component will also support the MEM in designing and implementing an international bidding process to award an exploitation concession to a private investor for the commercial development at the Cosigüina geothermal field.  In addition, the design of an early exploration risk mitigation mechanism will be financed to attract private investment for the implementation of future geothermal projects. The revenues from the bidding process will provide the funding for this mitigation mechanism.

The Nicaraguan Government will repeatedly reinvest the resources from the mitigation mechanism in subsequent projects during a period of 30 years.

	11. Consistency with SREP Investment Criteria:

	(a) Increased installed capacity from renewable energy sources
	The feasible capacity for geothermal energy will be 40MW[a]. However through the implementation of a new risk mitigation scheme the installed capacity is expected to be higher.

	(b) Increased access to energy through renewable energy sources
	N/A

	(c) Low Emission Development
	As of 2015 Nicaragua’s electricity matrix was composed of 50.6% renewable based generation (total generation is: 49.4% oil and products, 19.1% wind, 15% geothermal, 10% biofuels and waste, and 6.5% hydro). This project will help Nicaragua stay on a low emission development pathway by providing baseload renewable energy which also facilitates future integration of variable renewable energies like solar and wind.

	(d) Affordability and competitiveness of renewable sources:
	In case exploration activities confirm availability of the geothermal resource and the concession is awarded, the minimum price of electricity for the project would be 102 USD/MWh, which is around 13% lower than San Jacinto (an existing geothermal project), thus providing affordable and competitive renewable electrify to the grid.

	(e) Productive use of energy
	The electricity generated by the potential geothermal power plant would be fed into the grid and therefore serve residential, commercial and industrial consumers.

	(f) Economic, social and environmental development impact
	The project will have a positive effect on the local economy by creating 45 jobs[a] during the exploration phase. In case the exploration activities confirm availability of the geothermal resource and a concession is awarded an additional 160 jobs will be created during construction and 68 for operation and maintenance. Geothermal power also reduces imports of fossil fuels used for generating electricity and has positive environmental impacts as it is an almost emission free renewable energy technology.

	(g) Economic and financial viability
	A cash-flow analysis was done comparing scenarios with and without the project using a discount rate of 12%. An additional sensitivity analysis included the following factors (social cost per ton CO2 emitted, fuel price of Bunker oil IFO 380, investment costs, etc.). The project results in a positive NPV and an IRR of 13-29%.

	(h) Leveraging of additional resources
	See below (section 15)

	(i) Gender
	See below (section 13)

	(j) Co-benefits of renewable energy scale-up
	See paragraphs above

	12. Stakeholder engagement:

	1. On March 17, 2016, the workshop “Development of Geothermal Energy in Nicaragua” was organized by MEM and IDB, with the participation of public and private sector organizations active in Nicaragua’s geothermal sector, as well as international organizations. The objective of the workshop was to receive feedback on the proposed SREP/CTF program regarding funding amounts, timing, management and sustainability models, mitigation of impacts and the possibility of scale up. 

2. On April 27 and 28, 2016, information about the scope of the Project was provided to cooperatives, representatives of the municipality in the area of influence of the project, and to the Ministry of Environment and Natural Resources (MARENA).

3. On June 2, 2016, a public consultation about the Project was carried out with the participation of residents of the municipality in the area of influence of the project, representatives of the municipalities’ environmental management unit, the Cosigüina natural reserve management committee and MARENA.

	13. Gender considerations:

	The project will include a gender perspective by integrating activities that promote job creation and training among women. Also, incentives for access of women to technical careers or technical studies with career opportunities in the field of geothermal energy and / or creation of partnerships with technical schools and universities to promote internship programs for female students will be created. The institutions responsible for coordinating the geothermal project will be strengthened in order to include a gender perspective in the project.

	14. Indicators and Targets (consistent with results framework):

	Core Indicator
	Target

	(a) GHG emissions reduced or avoided over lifetime (tons of CO2-eq)
	3,236,629[a]

	(b) Annual GHG emissions reduced or avoided (tons of CO2-eq/year) 
	107,888[a]

	(c) Feasible capacity of renewable energy (MW)
	22[a]

	Development Indicator(s):

Jobs created
	25[a]

	15. Co-Financing:

	
	Amount (in USD million):
	Type of contribution:

	· Government
	1.219[a]
	

	· MDB (IDB)
	12.14[a]
	Loan

	· Private Sector (please specify)
	
	

	· Bilateral (please specify)
	
	

	· Others (please specify)
	(CTF co-financing excluded to avoid double-counting)
	

	Co-Financing Total:
	13.359[a]

	16. Expected Board approval date:

	September 2016


NOTES:

[a] Note on the attribution of results between CTF and SREP:

Since the Program is requesting both CTF and SREP resources, in order to avoid double-counting in CIF-level reporting, the expected and actual results of the program will be divided between both funds commensurately to the amount of funding (USD 10 million from CTF and USD 12 million from SREP). The expected results are therefore as follows:

	Indicator
	Total
	Attributable to CTF
	Attributable to SREP

	Capacity (MW)
	40
	18
	22

	Emission reductions over lifetime of 30 years (tons CO2e)
	5,933,820
	2,697,191
	3,236,629

	Annual emission reductions (tons CO2e / year)
	197,794
	89,906
	107,888

	Jobs created
	45
	20
	25

	IDB co-financing (USD million)
	22.25
	10.11
	12.14

	Government co-financing (USD million)
	2.234
	1.015
	1.219


� 	This amount corresponds to 15% of total IP resources. The SREP has no rules to guide the reallocation of resources. However, for these cases, the CTF Guidelines for management of pipeline and revisions to Investment Plans establish that “endorsement from the Trust Fund Committee will be sought … for … shifting resources between sectors or sub-sectors by more than 15 percent of the funding envelope of an Investment Plan…”.





