
 
 

 
BACKGROUND NOTE 

BLENDED GRANT LOAN FINANCE MECHANISM 

 

BELIZE ENERGY EFFICIENCY PILOT FINANCING FACILITY FOR 

INVESTMENTS IN RENEWABLE ENERGY (RE) AND ENERGY EFFICIENCY 

              

 

INTRODUCTION 

 

Grant finance leverage can range from an initial demonstration where the finance of a new 

technology perceived to have risks or requiring special attention is softened through partial grant 

funding. This has a negative effect on the market place because it is perceived then as not ready 

for normal business and there will be a reluctance to further purchase the technology without grant 

incentives. Since many energy efficiency and renewable energy technologies are cost effective, 

this sends an inappropriate signal to the market. The other extreme is to use the grant to capitalize 

a risk fund that is drawn down only in the event of a loss in one of the guaranteed investments. 

The guarantee process and fund management process however creates additional rules and 

procedures that cause overheads to rise and while a worthy mechanism for some larger 

international financial agencies and projects to consider, is inappropriate for smaller grants as are 

anticipated in the national subprojects (~100,000 – 400,000 range).  

 

An intermediate option is to take the normal buildings finance offering and the normal business 

finance offering of the institution involved and reinforce the finance in a way that does not cause 

significant market distortion over the medium term. It is preferable to extend this through national 

development banks that have a development mandate congruent with the donor grant objectives 

and not purely a profit motive. The national development banks may syndicate or be syndicated 

with private banks overseen by the central bank structure applying to their country or as required 

by their own board. 

 

By lending the grant funds at cost of operations (1%?) excluding risk factor, inflation and profit as 

normally included in the interest rate charged; blended with a majority of the institutions own 

finance, the cost of finance for the new technology is reduced. The institution gains experience 

and actuarial data on the risk associated with energy efficiency and renewable energy investments. 

Any incremental profit from better performance of the institutions own finance will justify the 

institutions own contribution to establishing the energy efficiency and renewable energy in 

buildings finance products. The grant funds, because they are heavily discounted will erode over 

time through normal write-offs and operational cost. During the project duration the financial 

institution must demonstrate the revolving nature of the grant by producing the loan documents 

and documenting the financial product they are offering. The initial investments will be identified 
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by the project through feasibility studies and support to both recipient and finance agency 

deliberations. Subsequent use of the partial grant lending will be for listed eligible technologies, 

service providers and building energy rating levels specified by the project steering committee 

during the project and ready before the first revolution of the grant funds. Following the first 

revolution or reinvestment of any reflows the financial institution, will become their responsibility 

under their normal rules and procedures and board oversight.  

 

Rules and procedures will be reviewed prior to engagement with heavy reliance on the Caribbean 

Development Bank’s current status in relation to the national development banks, central bank 

status, and any other financing such as European Union’s Development Funds. 

 

Any additional advisory structure (including government ministries responsible for energy or 

environment) deemed appropriate and sustainable at the national level can also be considered so 

as to be able to evolve the rules for the grant based funds toward new technologies, better target 

them while they remain active, seek additional finance for the same mechanism, consider carbon 

finance pooling at national level, or oversee a wind up of the mechanism when the amount of funds 

becomes insufficient.  

 

PROPOSED DEVOLUTION OF THE MECHANISM 

 

1. UNEP, CCCCC and national focal points agree to initial proposal for grant loan blending 

and propose to National Development Banks (NDBs). 

 

2. NDBs provide letters of intent to avail finance for EE&RE in buildings, subject to their 

normal procedures for business and buildings finance. NDBs express interest in the 

mechanism proposed – to be negotiated further during the project – an estimate that their 

finance for EE& RE investments during the next 4 years could be [some volume of finance 

3 to 5 times the grant they are proposed to receive] 

 

3. GEF funds come to UNEP once approved. 

 

4. CCCCC strikes agreements with national banks while liaising with the CDB, and other 

possible donors. Agreements and first tranche of funds approved by UNEP transferred 

through CCCCC for onward engagement of any NDBs participating. 

 

5. National Steering Committees, with project consultant support provide feasibility of initial 

investment(s). 

 

6. NDBs process initial loans, and demonstrate revolving nature within their loans documents 

and procedures. 

 

7. Balance of grant loan finance funds transferred to CCCCC by UNEP and on to NDBs. 

 

8. Once all grant loans are placed, with revolving nature demonstrated in the loan documents 

and procedures of the NDB, financial reporting on the grant to UNEP-GEF is over. The 

national and regional project monitoring teams follow the performance during the project 

period and up to terminal project evaluation. 

 

9. NDBs and national advisory committees continue to monitor as appropriate. 
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ENERGY SERVICE COMPANY (ESCO) MECHANISM 

 

The Government of Belize lacks adequate funds for investing in energy efficiency upgrades of 

buildings and could therefore benefit from the involvement of Energy Service Companies 

(ESCOs), which would determine the required energy efficiency upgrades and make the 

corresponding investments while the ESCOs would be repaid from (part of) the energy savings. 

Standard contracts need to be prepared together with the Development Finance Corporation of 

Belize to provide specific financial support and guarantees to ESCOs for this purpose. ESCO staff 

would need to be adequately trained and ESCOs would need to meet certain capacity criteria to 

qualify for such support.  Projects in which ESCOs could become involved include lighting 

retrofits, upgrades of air-conditioning systems, overall energy efficiency upgrades of buildings, 

and development of renewable energy installations.  

 

Belize is too reliant on outside resources for energy efficiency implementation.  Sales people, 

service providers (electricians, engineers, building managers, and so on), financiers, and public 

entities do not have the skills to sell and deliver energy efficiency.  Public entities lack the labor 

force to implement and monitor regulations related to efficiency. Initial demand for products and 

services can be satisfied with outside support.   

 

By lending the grant funds at cost of operations excluding risk factor, inflation and profit as would 

normally be included in the interest rate charged; blended with a majority of the institutions own 

finance, the cost of finance for the new technology is reduced. The national development bank in 

Belize is the Development Finance Cooperation (DFC) which has confirmed that the business of 

the bank includes finance of suitably qualified loan applications for business operations, equipment 

vendors, building construction and renovation.  The bank is prepared to enter discussions on a 

finance mechanism with leveraging of approximately 4:1; the proposed grant being 200,000 USD 

and approximately 800,000 USD would be required over the project period.  The ratio of 4 to 1 

could be increased to say 6 to 1 for installations that are highly cost effective and low risk like 

lighting while for others the ratio could be increased for such installations as photovoltaics. The 

portfolio should average 4 to 1. Reducing the exposure to energy price fluctuations through energy 

efficiency is in keeping with the development mandate of the DFC. 

 

Capacity building will be implemented through training of the ESCO stakeholders.  A Consistent 

mechanism will need to be established to facilitate continuous EE of buildings through ESCO.  An 

analytic tool is necessary to generate the base lines and the extent of savings which would be 

realized for each project. 

 

Standard contracts will be developed and comprehensive optional payment from savings will be 

established.  The contract shall also address the legal aspect of ‘change of ownership’ of a building 

during the payback period.  Similar contractual arrangement will be included if there arises a 

change in the use of the building since the new usage may not generate the level of energy saving 

that were previously agreed upon.  Additionally, the ownership and routine maintenance of the 

equipment during and after the payback should be clearly stated and agreed upon, with specific 

liability for accidental or intentional damages to the equipment. 

 

Model contracts will include for private buildings, equity from the building owner, sweat equity 

from the ESCO installation effort and liens on equipment could form suitable security in keeping 

with DFC policy. Another model or use of the loans could be for stocking high efficiency lights 

and equipment for residential buyers – if this would lead to price reductions and volume marketing. 


