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Can Microfinance Institutions Help in Reducing Carbon Emissions?
MFIs should involve themselves in extending loans to clean energy sources including individual households and businesses to motivate them to ‘switch’ from non sustainable to sustainable energy sources. 
Clean energy sources are those that leave no ‘carbon footprint’. Energy produced from biogas, mini micro-hydral and solar are examples of these types of sources.

The significance of providing credit to a clean energy source for an MFI is that it generates new direct income. Clean energy loans are a new loan product category for MFIs.  Acceptance of which requires an MFI to approve a loan beyond their traditional loan products i.e. agriculture, farming and micro businesses. Business management capacity building is a prerequisite step not only to provide a successful clean energy loan but also for the financial health and stability of the concerned MFI.
Nepal faces a unique challenge due to the limited access of the commercial banking system to finance clean energy loans. MFIs should bridge the gap of credit needs particularly in rural areas.

The Alternative Energy Promotion Centre (AEPC), Clean Energy Development Bank Ltd and others have made several attempts to encourage and train MFIs to develop clean energy loan practices. Much more is needed. 
A new initiative that has been developed to build MFI business capacity with the objective of encouraging  clean solar energy lending is the Centre for Microfinance’s ‘Clean & Green Microfinance Project’ proposal which is now under consideration by several donor organizations. 

Clean & Green Microfinance!
Introduction:
MFIs should extend loans to clean energy sources including individual households and businesses to motivate them to switch from non sustainable to sustainable and environmentally friendly energy sources. 
Clean energy sources are those that leave no ‘carbon footprint’. Energy produced from biogas, mini micro-hydral and solar are examples of these types of sources.

The business significance for an MFI of providing credit to a clean energy source is that it generates new direct income. Clean Energy Loans are a new loan product category for MFIs.  Acceptance of which requires MFIs to approve loans beyond their traditional loan products i.e. agriculture, farming and micro businesses. Business management capacity building is a prerequisite step not only to provide a successful Clean Energy Loan but also for the financial health and stability of the concerned MFI.

Why Action is relevant?
Background: 

Clean Energy Loans are instrumental in providing an environmentally clean supply of power. They save forests, the burning of fossil fuels and contribute to a pollution free environment. Clean Energy Loans make a substantial environmental contribution “to the use of goods and services that respond to basic needs and that brings a better quality of life, while minimizing the use of natural resources (including energy and water), toxic materials and emissions of waste and pollutants over the life cycle”.
 
The Government of Nepal (GoN) in its three (3) year Interim Plan (2007-09) recognizes alternative energy as a clean energy and a longer term substitute for fossil and traditional carbon based fuels i.e. wood. Clean energy use reduces CO2 emissions, and has a measurable positive impact on climate change mitigation. 
By providing Clean Energy Loans MFIs will conform to the Kyoto protocol on the use of water, energy and the reduction of CO2 emissions. As a consequence these loans will help to contribute to the achievement of the UN Millennium Development Goals (MDGs): 1. Reduce Poverty & Hunger; 3. Promote Gender & Empower Women; and 7. Ensure Environmental Sustainability.
What are the Specific National Problems that ‘Clean Energy Loans’ will help address?
Load Shedding: 
Nepal faces a substantial energy deficit despite an abundance of hydro power resources due to the rapid expansion of consumer and industrial demand for energy; and the time, financing and infra structure required to establish new hydro power facilities. Over the last six (6) years power cuts have averaged ten (10) hours a day during the winter and spring months (November to May). 

In 2008/2009, power cuts increased to an average of sixteen (16) hours a day forcing SMEs to use increasingly larger quantities of high carbon (CO2) emitting energy sources i.e. kerosene, firewood and other petroleum based fuels to maintain their production of goods and services. The Government of Nepal has confirmed that this large energy deficit will continue for the foreseeable future. 
Clean Energy Loan Access:
Due to the small size (5-100 employees) and lack of collateral, Nepalese SMEs can not now access either commercial banks or microfinance institutions (MFIs) to provide loans to purchase reliable and clean alternative energy technology. 
Who will Benefit from Clean Energy Loans?
 Microfinance Institutions (MFIs) 
The significance of providing credit to a clean energy source is that it   generates new direct income. Clean Energy Loans are a new loan product category for MFIs.  Acceptance of which requires MFIs to approve loans beyond their traditional loan products i.e. agriculture, farming and micro businesses. Business management capacity building is a prerequisite step not only to provide a successful Clean Energy Loan but also for the financial health and stability of the concerned MFI.

          Small and Medium-sized Enterprises (SMEs) 
          Due to their key role in economic development SMEs are substantial contributors to air and water pollution. By helping them reduce their consumption of high carbon fuels, SMEs can make the transition to more environmentally friendly energy sources. 
Solar Energy Systems Consumers 
SME business end users will derive financial and environmental benefits due to the “multiplier/ trickle down effect”. 
Nepalese Population, Social Structures and National Authorities 
Intermediaries, NGOs and Government institutions 
All of the associations and institutions will benefit by the strengthening of their individual and collective capabilities to respond positively to the environmental pollution and power supply problems facing Nepal.
What do MFIs need to do now?
MFIs must develop adaptive financial services as well as business loan practices to help SMEs and other potential individual entrepreneur's purchase clean energy systems. MFIs are the key actors as Nepal faces a unique challenge due to the limited accessibility of the commercial banking system to finance Clean Energy Loans. MFIs should bridge the gap of credit needs particularly in rural areas.

MFIs nationally should take advantage of the capacity building trainings offered by the Center for Microfinance (CMF) and various donor organizations to provide adaptive financial services and loan practices in a professional and transparent manner.

The Alternative Energy Promotion Centre (AEPC), Clean Energy Development Bank Ltd and others already have projects to train MFIs to develop Clean Energy Loan practices. Much more is needed. 
Recently, a new initiative has been developed by the Center for Microfinance (CMF) to build the business capacity of MFIs with the objective of encouraging clean solar energy lending.  This initiative is called the ‘Clean & Green Microfinance Project’ proposal and is now under active funding consideration by several donor organizations. 

Clean & Green Microfinance Proposal: The Way Forward
Partnerships between MFIs, energy users and their stakeholders that can provide a scale of project measurable under a carbon emissions scheme have the opportunity to attract financing, to subsidize interest rates, or provide guarantees for more risky and innovative lending. The carbon credits purchased from renewable energy projects are sold to provide individuals or companies with a means of offsetting their own carbon emissions by purchasing them (often online). These are referred to as ‘hard’ offsets as they neutralize a measurable and independently verified quantity of CO2.

CMF after considering these facts has developed an integrated project proposal where the willingness and ability of MFIs nationally to offer Clean Energy Loans to SMEs is pivotal for success. 
The Proposals specific objectives are:

· Short term,

To create market demand for solar thermal and photovoltaic products.
To create an enabling environment for solar energy policy formulation and to globally promote sustainable production and consumption patterns and behaviors on solar energy use.

To demonstrate that solar energy systems are one of the pure sources of clean energy in selected SMEs.

· Medium term,

To enhance the capacity of SMEs, Microfinance Institutions (MFIs) and their networks, so that Nepalese SMEs are encouraged to make the transition to sustainable modes of production and energy consumption through the use of solar energy systems.

To increase the sales of solar thermal and photovoltaic energy systems to small and medium enterprises (SMES) and as a consequence to switch them to a clean mode of energy production and consumption thereby reducing carbon emissions and benefiting the environment. 
· Long term, 

To apply the revenue generated from the - to be - established Clean Development Mechanism (CDM) toward solar institutional and end user SME sustainability.

To enhance the economic and environmental stature of the SME sector by increasing its overall level of business competency; and by promoting the adoption of sustainable environmental production and consumption practices.

To create a legal framework and national enabling policy for solar energy by obtaining political support and policy conditions that will make solar energy a viable renewable energy option for Nepal.
Microfinance Institutions (MFI) Involvement
The capacity of individual MFIs to respond to the Project's objectives will require their participation at workshops, seminars and district meetings. Five hundred (500) MFIs nationally will be mutually selected to receive business capacity building training including modules on marketing; financial services; financial risk management and ICT. The exact content, timing, number of sessions, and number of participants per session are yet to be finalized. The numbers indicated below are meant to be indicative only. The Project will also employ appropriate modern training methodologies to ensure knowledge and skill competency retention.
Microfinance Institutional Support workshops 

Twenty (20) twenty (22) day workshops for a minimum of five hundred (500) MFIs located nationally to help them develop loan and adaptive financial services.

MFI District seminars 

Five (5) one (1) day seminars in five (5) high MFI density districts to assist MFIs target local polluting SMEs for the provision of loans and financial services, and to encourage these SMEs to - SWITCH - by purchasing a solar or other clean energy system; 

To further incentivize MFIs to be active participants in the Project CMF will provide an:

Interest Rate Subsidy 
To encourage the purchase of  solar applications by offering to partially subsidize the interest rate of SME solar application loans from MFIs provided that the SME has attended the Project sponsored Economic Intervention workshop and Supply Management seminar, or has been separately certified as being loan criteria compliant (meeting CEDBL lending criteria).
⁯Reward Program (RP) 
To be conducted during the Project to generate a healthy competition for solar installation loans among MFIs having similar organizational profiles. Project trained MFIs will be group either by type of MFI model (Cooperative; FINGO; Grammen Bank; or SFLC) or by size (number of overall loans provided) into four groups. There will be a competition each year (4).
The top 3 loan performers (number of solar loans provided) in each group will each receive a fully equipped laptop computer. Each award winning MFI will also be invited to attend the Annual Project meeting or a similar venue to receive this award recognition. The MFIs names will also be publicized on the Project web portal and in other materials. There will be no repeat MFI computer awards. MFIs repeating will be recognized but the next ranked MFI will receive the laptop.

Project Expected Results

a. Micro Finance Institutions (MFIs) have developed adaptive financial services/ business loan practices;

b. Technical Assistance (TA) has been provided to select SMEs;
c. National Solar Energy Secretariat/ Resource Center is operational;

d. Local/national authorities and stakeholders have been sensitized; 

e. Usage of solar energy applications have increased; 
f. Clean Development Mechanism (CDM)
 is operational; and
g. Interest Rate Solar Promotion Fund (IRSPF) is operational.
Conclusion
Microfinance Institutions can have a substantial impact on the reducing harmful carbon emissions by providing Clean Energy Loans to individuals and small and medium size enterprises (SMEs).

Recommendations

1. MFIs commit to expanding their loan portfolio to include clean energy loans

2. MFIs commit to building  their business management capacity to offer adaptive financial services and loan practices
3. MFIs commit to working within their own community to promote clean energy  practices
� European Union SWITCH-ASIA, Promoting Sustainable Consumption and Production Guidelines, 2008, Page 6.


�  To be located


� The Clean Development Mechanism (CDM) is an internationally approved public/private sector mechanism to covert substantiated CO2 emissions savings into beneficiary income. 
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