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Preface

At the 21st Conference of the Parties (COP 21) in 2015, 
the Parties to the UN Framework Convention on Cli-
mate Change (UNFCCC) formulated the Paris Agreement 
with the aim of pursuing efforts to limit the average in-
crease in global temperatures to well below 2 °C above 
pre-industrial levels and pursuing efforts to limit the 
temperature increase to 1.5 °C. According to the Inter-
governmental Panel on Climate Change (IPCC), a major 
reallocation of the global investment portfolio is needed 
to make finance flows consistent with a pathway towards 
low greenhouse gas (GHG) emissions and climate-resil-
ient development, in line with the Paris Agreement. Cli-
mate finance flows have been increasing in recent years, 
reaching approximately 600 billion annually (CPI, 2018). 
Nevertheless, they still fall far short of the estimated av-
erages of 3 and 5 trillion USD per year needed to stay in 
line with the Paris Agreement 2°C and 1.5 °C targets re-
spectively (IPCC, 2018), as well as the estimated adapta-
tion costs of USD 1.8 trillion USD per year (GCA, 2019). 
There is therefore a need not simply to scale up climate 
finance, but also to utilise the limited public resources 
available strategically to catalyse and leverage finance 
from private sources.

Aligning investments with the Paris Agreement’s targets 
is not a burden or threat to economic growth. Research 
shows that climate-compatible investments will support 
economic growth, innovation, public health and employ-
ment, and avoid locking economies into high-polluting, 
low-productivity and deeply unequal pathways (Whitley, 
S. et al., 2018). Given the speed required to make finance 
consistent with the Paris Agreement and the expect-
ed benefits of climate-compatible investments, a wide 
range of actors in the public and private sectors, from the 
local to global levels, urgently need to take action (Whit-
ley, S. et al., 2018).

Acknowledging the importance of technological change 
in reducing emissions of GHGs and adapting to climate 
change, Technology Needs Assessments (TNAs) were 
directly referenced in the Paris Agreement. Conducting 
TNAs and implementing Technology Action Plans (TAPs) 
have become instrumental for developing countries as 
part of the UNFCCC process of identifying and prioritising 
nationally appropriate climate actions. However, devel-
oping countries have cited the lack of financing as the 
most critical barrier to implementing enhanced climate 
actions, in addition to domestic capacity and gaps in co-
ordination, despite the unspent finance said to be avail-
able in international climate funds. This contradictory 
situation partially stems from a gap in understanding 
what is necessary to access finance for climate interven-
tions. There is therefore an increasing demand for capac-
ity-building to turn the TNA/TAP results into financially 
sustainable climate interventions or investments and 
translate these into project proposals to acquire funding. 

This guidebook provides information on how to devel-
op a business case for climate change mitigation and 
adaptation technology inclusive interventions, and to 
present this information in structured proposals to do-
nors and financiers. Chapter 1 provides an introduction 
to the TNA process and the financing required to imple-
ment TAPs. Chapter 2 gives an overview of the phases 
of proposal development, given that actions described 
in TAPs are still at the idea stage. Chapter 3 describes 
how to calculate the financial viability of a business case 
and to analyse risks. Chapter 4 explains how financial in-
struments and principles are applied to ensure the effec-
tive and efficient use of finance and shows how financing 
sources can be blended to enable successful financing 
mechanisms. Chapter 5 describes the building blocks 
of successful funding proposals, while Chapter 6 offers 
guidance in identifying relevant donors and financiers. 
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Table 1: Glossary of financial terms

Aggregation Aggregation of small-scale investments with similar features, e.g. technology, stakeholders, 
business case in a larger portfolio, with the benefit of lowering transaction costs and 
exposure to risks. 

Banking 
institutions

These include commercial banks, credit unions and cooperative banks. They accept 
deposits from the public and provide credit and are normally highly regulated.

Blended finance Blended finance refers to a blend or mix of instruments, e.g. use of grants or concessional 
loans to leverage additional private capital such as commercial loans or equity. Blended 
finance enables finance to be scaled up due to the reduction of risks. Blended finance is 
increasingly used by multilateral development banks and climate investment funds.

Cash waterfall A cash waterfall allows companies to organize the distribution of cash, ensuring that 
each financing instrument is placed in the right order, for instance, from higher to lower 
seniority.

Concessional 
loans 

Concessional, soft or preferential loans are loans provided below the market rate, i.e. with 
low interest rates, long repayment terms and possible grace periods. Concessional loans 
are, amongst others, provided by multilateral development banks and climate investment 
funds.

Credit 
enhancement

Credit enhancement is a strategy used to reduce investor risk by providing reassurance to a 
lender that the debts will be paid. This is done via additional collaterals, diverse guarantees 
or financial product subordination.

Crowd financing Raising capital or finance through the collective effort of a large pool of individuals or peer-
to-peer lending, typically facilitated through social media and web platforms. Can include 
different types of finance, e.g. donations, guarantees, equity etc. 

Debt Debt is an amount of money borrowed by one party from another. The borrowing party 
borrows money under the condition that it will be paid back later, usually on an agreed 
schedule, with interest. Borrowers usually need assets as collateral to provide reassurance 
to the lender. The most common forms of debt are loans, credit, mortgages and leasing.

Debt-service 
coverage ratio 
(DSCR)

DSCR is a measurement of the cash flow available to pay current debts, including interest, 
principal and lease payments. It is used to measure an entity’s ability to cover its debt.

Equity Equity represents the amount of money invested by a shareholder in a company, which 
would be paid back if all the company’s assets were liquidated and its debt had been paid 
off. Equity financing consists of selling a share of the company to investors, who expect to 
share the profits of the revenues created.

Grants Grants are contributions (in cash or in-kind) given by one entity (often a government, 
foundation or trust) for specified purposes. Grants are usually conditional upon specific 
circumstances and purposes.

Green bonds A green bond is debt, where an entity seeks to borrow capital for a specific period of time 
and at a particular interest rate to finance climate and environmental projects. Green 
bonds come from one or many investors and usually benefit from tax incentives to increase 
their attractiveness. A bank may sell a green bond to raise money to finance climate-related 
interventions. 
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Guarantees A credit risk mitigation measure provided by financial specialists to lenders. Governments 
can also provide sovereign guarantees, ensuring that the financial obligation (loan) will be 
repaid, even if the borrower is unable to.

Institutional 
investors

Investments made on behalf of members, e.g. pension funds, insurance companies, hedge 
funds etc. 

Internal Rate of 
Return (IRR)

IRR is calculated by reducing the discount rate of the net present value (NPV) of all 
cash flows from a particular project to zero. IRR provides a metric used to estimate the 
profitability of investments.

Mezzanine loans Mezzanine financing, often divided into junior and senior debt, consists of an agreement 
whereby investors have their loan repaid in a predefined order in case of default. Some 
creditors, such as multilateral development banks and climate investment funds, can 
provide loans with first loss guarantees in order to lower the risk for the other investors, 
allowing additional private capital to be leveraged. 

Micro-finance 
institutions

Financial institutions that provide small-scale loans or financial services to low-income 
business or households. 

Multilateral 
development 
banks

International financial institutions created by countries (shareholders) with the purpose of 
encouraging economic development, using a range of instruments, e.g. loans, grants and 
technical assistance. The most famous MDB is the World Bank, while regional banks such as 
the African Development Bank or Asian Development Bank are other examples.

National 
development 
banks

Established by a country’s government to provide different types of finance for the 
purposes of economic development.

Net Present Value 
(NPV)

NPV is an expression of the time value of money, meaning that current cash flows have 
more value than future cash flows, and where the current value of future cash flows 
is discounted based on a chosen discount rate. NPV is a metric used to estimate the 
profitability of investments.

Performance-
based finance

Finance agreement where the recipient is paid on the basis of performance. REDD+ is a type 
of performance-based payment scheme where reduced deforestation and degradation is 
rewarded on the basis of performance. Another example is ESCO, paid by energy-efficiency 
savings.

Payback period The time required to recover the cost of an investment.

Reimbursable 
grant

Like regular grants, reimbursable grants consist of a financial contribution, but with the 
condition that they should be totally or partially reimbursed, e.g. if the project materialises 
and produces an income or profit. 

Risk allocation Risk allocation is an essential part of project finance and consists in allocating project risks 
to the most suitable participants, depending on their degree of risk aversion. 

Risk mitigation 
instruments 

Financial instruments, such as credit, currency, political and inflation guarantees and 
insurance, to mitigate the risks of investments, helping reduce financing costs and 
mobilizing private capital, which is especially relevant in countries with high investment 
risk environments and low creditworthiness. 

Subsidies Subsidies are benefits usually provided by the government in the form of a cash payment 
or tax reduction. Subsidies are commonly used as financial incentives to promote activities 
or policies regarded as being in the interests of the public.
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Technology Needs Assessments (TNAs) were strongly emphasized in the Paris Agree-
ment, and they play a central role in the UNFCCC Technology Framework. Enhanced 
support to developing countries in conducting and implementing effective TNAs and 
implementing Technology Action Plans (TAPs), which are an integral part of TNAs, are 
instrumental in enhancing implementation of the Paris Agreement. TNAs provide infor-
mation about the potential, ability and scale of nationally selected climate technolo-
gies, and they can play a unique role in the updating and implementation of Nationally 
Determined Contributions (NDCs). They are a highly practical tool that provides an ef-
fective and solid foundation upon which developing countries can both scale up and 
implement action on climate technologies. With their TNAs, therefore, countries can 
pursue both the targets they have agreed under the Paris Agreement and their national 
Sustainable Development Goals. 

TNAs also aim to help countries in developing their project pipelines for the financial 
mechanism of the climate change convention (i.e. Green Climate Fund, Global Envi-
ronment Facility and Adaptation Fund), as well as other potential funds and donors. 
Provided the political environment in countries with a TNA is conducive to climate ac-
tion, the project outputs will also lead to policy changes and financial flows into prior-
ity technology areas. With successful and adequate support mechanisms in place, the 
project can expect to contribute to accelerating the deployment of technologies that 
reduce greenhouse gas (GHG) emissions and/or improve resilience to climate change 
in the target countries. However, to accelerate the implementation of climate technol-
ogies, there is increasing demand from developing countries undertaking their TNAs 
for capacity-building in how to develop project proposals and for more guidance on 
the opportunities for attracting funding by building on their TNAs. In their TNAs, de-
veloping countries have expressed the lack of finance as the most critical barrier to 
implementing enhanced climate actions, in addition to domestic capacity and gaps in 
coordination, despite their apparently being unspent finance available in international 
climate funds. This contradictory situation partially stems from a gap in understanding 
what is required to access finance for climate interventions. The annual climate finance 
flows, comprised of grants, concessional loans, debts at market rates and equity from 
both public and private sources, amounting to USD 579 billion in 2017/18 (CPI, 2019), 
also falls short of the finance needed by developing countries for implementation of 
the Paris Agreement’s goals (IFC, 2016). The TAPs provide strategic direction telling gov-
ernments and the private sector where to focus, although realizing NDCs and TNAs is 
dependent on financing, which will not materialize unless the interventions are appro-
priately designed from a financial point of view and the proposed financing structure 
can be made attractive to potential financiers. 

1.1. The TNA process and technology outcomes

The TNA project provides participating countries with a process consisting of targeted 
financial and technical support to prepare new or updated and improved TNAs, includ-
ing TAPs, for prioritized technologies that reduce greenhouse gas emissions, support 
adaptation to climate change, and be consistent with NDCs and national sustainable 
development objectives.
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The results of the TNA process are available for integration into national planning pro-
cesses and for funding and implementation by interested stakeholders. Participating 
countries gain improved in-country capacity on the methodologies and process of con-
ducting a TNA, including stakeholder engagement, multi-criteria analysis, barrier anal-
ysis and preparation of project concepts, including financial proposals. The outputs of 
the project will be generated using a transparent participatory approach, with strong 
national stakeholder engagement, which will enable national consensuses on priority 
technologies and actions to emerge. 

The TNA project has three main steps (Figure 1) starting with the prioritization of tech-
nologies for mitigation and adaptation using a multi-criteria analysis (MCA) within a 
few sectors based on national and sectoral development priorities and alignment with 
NDCs. The actions needed to implement the prioritized technologies are proposed 
within the TAP. They emanate from the Barrier Analysis and Enabling Framework step, 
which helps identify a wide variety of barriers (economic, legal, institutional, social, cul-
tural, market, technical, etc.) and possible means of addressing these barriers, includ-
ing policy options for creating enabling frameworks. Ways of addressing the barriers 
are then prioritized, high-priority measures being included in the Technology Action 
Plans (TAPs) and referred to as actions. These actions are further broken down into ac-
tivities, some activities in the TAP becoming project ideas. These project ideas can then 
be scaled up further into project concepts and finally into full proposals for submission 
to donors and financiers to enable implementation.

Figure 1: Steps in the TNA Process
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Source: authors.
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1.2. Financing needs of countries implementing TAPs

The total estimated finance required for implementation of adaptation TAPs is USD 4.2 
billion. Generally, for adaptation purposes, lower levels of finance are reported since 
the main focus of TAP adaptation actions is on capacity-building and awareness-raising 
as opposed to capital investments in infrastructure and hardware. The total estimated 
finance required for implementation of mitigation TAPs amounts to USD 8.1 billion. The 
energy sector takes up the major share of the budget at about 90 per cent, the rest of 
the mitigation TAP budgets being made up by transport and agriculture, LULUCF & for-
estry, industry and waste (Figure 4). A large proportion of mitigation financing is need-
ed for infrastructure and capital costs, though financing needs are also highlighted for 
institutional capacity, policy & regulations, and economic & financial incentives.

The financing needs for implementation of TAPs are modest compared to the estimat-
ed investment of USD 23 trillion required for the implementation of NDCs between 2016 
and 2030 (IFC, 2016). One of the reasons is that TNAs focus on only a few sectors within 
countries (typically two each for mitigation and adaptation). 

This guidebook provides information on recent developments in opportunities to at-
tract funding for climate change projects. It seeks to guide TNA practitioners and de-
velopers of climate projects and programmes in designing their interventions from a 
financial point of view, how to identify appropriate financiers for their specific needs, 
and how interventions can be structured to become attractive to a range of potential 
investors and to target a range of financial instruments. 

Source: UNFCCC, 2020a.

Figure 2: Financing needs for implementation of TAPs
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This chapter provides an overview of the phases involved in developing proposals for 
submission to potential finance providers. This represents a continuation of elaborat-
ing on the concept notes that emerge from the TNA process and are outlined in TAPs. It 
provides a description of the financial aspects to be considered in the different phases 
and the central tasks involved in producing a document ready for submission. 

A proposal consists of a plan to do an intervention, combined with a request for re-
sources in the absence of which the intervention’s implementation would not be viable. 
While there is no single formula or template for preparing a successful proposal, there 
are a set of phases that most proposals will have in common, namely concept, devel-
opment and submission.

2.1. Bringing a concept from feasibility to bankability

1. Feasibility is established during the concept phase, which shows that the techni-
cal, regulatory, environmental and political aspects of the project are practicable. 
Assumptions about the potential costs and revenues are established, and an initial 
impression of the market space of the project is confirmed, justifying embarking on 
the concept’s development. 

2. During the development phase, viability is established, determining that under re-
alistic assumptions the project will generate acceptable returns on the investment, 
and is robust against potential challenges and risks. 

3. A project proposal will only be ready for submission to potential financiers when 
the project is structured in such a way that the presented collateral, future cash 
flows and returns during implementation (similar to a business plan) and the gener-
al assumptions and conditions are deemed acceptable for financing by third-party 

Figure 3: Illustration of the process, from concept to implementation
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funders, who must be convinced that the project will generate revenue and provide 
a return on investments. It may also include a market assessment, including iden-
tifying and understanding the competition, if any. This is termed bankability, and 
it implies that the proposal needs to present calculations of the expected financial 
performance of the intervention during implementation and operation throughout 
its lifetime. 

There is a wide range of sources of climate finance that partly or fully grant finance for 
implementation even if full bankability is not established. The financier will need to see 
the need for grants justified (i.e. that there is no possibility of a return, revenue or in-
come from an intervention), be assured of the potential long-term sustainability of the 
project, and be presented with potential approaches to achieve bankability over time. 
In general terms, grants for the implementation of mitigation projects are uncommon, 
mainly being provided for project preparation, scoping and feasibility studies, capaci-
ty-building or support to develop policy and regulation. 

Grants can be provided for adaptation where the additional cost of adaptation is well 
documented and the adaptation intervention does not involve significant revenue 
streams. Some actions do not necessarily require any external investments and needs 
are rather related to technology transfer and capacity building1, for which grants can 
be applied for. Concessional loans are provided to marginally improve the econom-
ic attractiveness of climate interventions and to leverage financing from commercial 
financial institutions (Christiansen, et al., 2012). Chapter 4 presents a more detailed 
description of financing principles and the application of financial instruments.

After approval of the proposal, the proponent, potential implementing partners and 
financiers will go through a series of negotiations and contractual arrangements, 
laying down the final terms for financing and implementation arrangements and 
responsibilities.

2.2. From concept note to targeted proposal

The project ideas in TAPs should be able to provide the necessary inputs to draft the 
first concept notes developed in the concept phase. 

The Concept Phase starts with an assessment of the potential climate actions pro-
posed in TAPs or other national plans and strategies, with regard to aligning them with 
national priorities and the perceived business potential. 

Alignment with national priorities is necessary to source finance from the public sector 
and dedicated climate and development funds, as national approval is a common re-
quirement for receiving funds. Private sources of finance will also be easier to attract 
if the business case is aligned with national priorities and endorsed by the relevant 
national institutions, as this will reduce the perceived risk of the investment. To identify 
initial business ideas, as well as ensure alignment, several sources of official documen-
tation can be used, including: 

1
For an example of a no-regrets 
adaptation measure and how to 
structure an adaptation business 
case and establish adaptation 
scenarios, please consult Calla-
way, J. Et al. , 2016: The Econom-
ics of Adaptation: Concepts, Meth-
ods and Examples. UNEP DTU 
Partnership. Available at: http://
orbit.dtu.dk/ws/files/128724334/
Economics_of_Adaptation_Fi-
nal_Report.pdf

http://orbit.dtu.dk/ws/files/128724334/Economics_of_Adaptation_Final_Report.pdf
http://orbit.dtu.dk/ws/files/128724334/Economics_of_Adaptation_Final_Report.pdf
http://orbit.dtu.dk/ws/files/128724334/Economics_of_Adaptation_Final_Report.pdf
http://orbit.dtu.dk/ws/files/128724334/Economics_of_Adaptation_Final_Report.pdf
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• TNAs and TAPs
• NDCs 
• National development and climate change strategies and policies
• National investment policies
• Relevant sector-specific policies
• Specific laws and regulations that influence financial flows within a sector
• The results of existing feasibility and pre-feasibility studies

At this stage of developing the initial business idea, the specific product or service to 
be offered needs to be identified and described. Current cash flows need to be identi-
fied, i.e. the pattern of income and expenditure and the resulting availability of cash 
relevant to the baseline scenario of the project idea, and alternative scenario (meaning 
proposed future) cash-flows must be visualised. Attracting donors to assist with prepa-
ration from concept to submission and attracting financiers for implementation can 
involve a lengthy process of matchmaking. It is therefore important to scout for appro-
priate support providers and financiers early in the process of proposal development. 
Identifying potential sources of finance already at this stage and starting to reach out 
early in the process can also provide valuable feedback from potential future partners 
and assist in shaping the design. An analysis of the donor’s or financier’s requirements 
and processes for obtaining finance can assist in targeting the proposal early on and 
in making the necessary preparatory arrangements, thus saving time and resources 
throughout the process. Useful information on sources of climate finance and a tool for 
selecting appropriate financing partners can be found in Chapter 6. 

For the reasons mentioned above, TNA practitioners should also consider providing in-
formation about and disseminating TNA results and updates on the development of 
TAPs regularly to relevant multilateral and bilateral donors, especially those that are 
active or represented in the country, e.g. through development partner consultations 
and/or in-country donor groups at the sector or thematic level to gauge potential inter-
est and initiate relationship-building at an early stage. 

Figure 4: Phases of proposal development and related documentation 
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To be able to elaborate further on the business case for the chosen technology-inclu-
sive project, it is, amongst other things, necessary to: 

• Establish a project team 
• Decide on the location, market and setting for implementation of the project
• Visualise implementation modalities, e.g. how the product or service will be pro-

duced, delivered, paid for etc.
• Conduct initial cost estimates
• Consider a budget and a means of obtaining funding
• Identify probable stakeholders, including possible financiers and ways of engaging 

them
• Establish baseline and impact scenarios

Pre-feasibility studies are normally developed at this stage, or in the case of TNA the 
same information is provided through TAPs. Pilot activities may also be conducted to 
further inform the business case development process. All of this may add up into a 
first concept note. With a strong concept note in hand, project developers also have 
a powerful tool with which to present the project to development agencies, regional 
development banks, other financial institutions and a variety of support providers, 
such as accredited entities, implementing agencies and delivery partners of the UNFC-
CC financial mechanism and other climate finance sources. With the concept note, an 
application for project preparation support to support the next steps in the project’s 
development may be granted by some climate funds and other potential sources of cli-
mate finance2. The concept note is also useful as a first outline to engage stakeholders 
in the development phase. 

Depending on the nature of the business case, the Development Phase includes the 
following elements: 

• Financial feasibility analysis, including a business case and financial plan
• Risks and draft risk mitigation plans 
• Technical and impact assessments
• Envisioning potential financing mechanisms 
• Defining the responsibilities of the actors involved
• Obtaining the necessary permits and approvals
• Negotiating and obtaining commitments to enable or leverage other financial com-

mitments in the submission phase

Some of the financial aspects noted above will be described in Chapters 3 and 4. The 
specific steps in this phase will result in an initial draft proposal. The draft financing 
mechanism and sources will mostly depend on the planned business activities, but they 
may change as a result of discussions and consultations with partners and stakehold-
ers. However, one of the common elements will be to outline how the business case 
overcomes the financial barriers identified in the TNA process and how the potential 
risks are addressed. The specific identification of financial barriers in the TNA process 
should guide identification of the appropriate financial instruments and mechanism. 

2
See Chapter 6 for an overview of 
sources of grant finance for readi-
ness and preparatory activities.
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In the Submission Phase, it will be necessary to adjust and align the final proposal to 
the specific financiers’ services and priorities before submitting a proposal. Some fi-
nanciers only offer a specific set of financial instruments. An adaptation intervention 
that is highly dependent on grant finance will not have a high probability of success if 
it targets financiers who mainly provide debt finance. Similarly, if the barrier analysis 
in the TNA process indicates that local banks are reluctant to provide loans to technol-
ogies they are not accustomed to, developers might be more successful if they target 
equity investors with a track record in the given technology or look for banking partners 
with dedicated credit lines for green technologies. Specific climate funds also special-
ize in supporting specific niches, e.g. adaptation interventions, Least Developed Coun-
tries and Small Island Development States, or innovative climate technologies. In any 
case, the careful selection of financial partners and thorough research on their services 
and priorities is usually a good investment in order to increase the chances of financing. 

The process described above is of course simplified. In many cases, especially for ini-
tiatives led by the public sector, the process might not be linear. The identified finan-
cial constraints on implementation might actually be used to inform changes in policy, 
regulation and incentive structures nationally and locally, thus requiring the project 
team to revisit the initial business cases and readjust the calculations and assessment, 
based on potential or actual changes to policy, regulation, budgeting and incentive 
structures. The result of the development phase is an initial draft proposal, to be further 
targeted in the submission phase. 



3.  Preparing the business case 
and financial plan 

Collecting rainwater data on the 
farm Kenya 2016. CIAT Georgina 
Smith
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The basic principles of accounting that are used to structure, analyse and present the 
required information for a business case and central financial indicators are described 
in this chapter. This information provides project proponents with a central tool for un-
derstanding and communicating the expected financial performance of the project, one 
that in fact has multiple purposes. It allows one to analyse and predict how the project 
will perform under different scenarios, thus illustrating the attractiveness and potential 
risks (and robustness) of the intervention. It also allows one to determine whether the 
project is in need of financial support (concessional finance) in order to materialize, 
thus assisting in identifying relevant financial instruments for implementation. 

When investors or potential financiers evaluate a proposal, they will need documenta-
tion on the expected return on investment throughout the implementation of the inter-
vention and information to enable them to assess the risk to their investment. In other 
words, the financial soundness of the intervention throughout implementation needs 
to be proved during the proposal development phase. The financial model and finan-
cial plan, with a clear description of costs and revenues, provides this crucial informa-
tion and forms the backbone of any proposal. In the case of some funders, such as the 
Green Climate Fund (GCF), the funder also needs to understand the key assumptions in 
the financial model and to see an analysis of potential stress scenarios. The chapter will 
show how to develop a financial model, and a simple Excel workbook is also provided 
for developing a financial model. Developing the business case and financial plan is 
part of the development phase.

3.1. How to prepare a business case 

A proposal consists of a “project proponents” plan to do something combined with a 
request to an “enabler” for resources. The resources (i.e. money) are needed for differ-
ent purposes during project development and implementation in order to invest in and 
maintain the project’s income-generating activities. Envisaging, tracking and commu-
nicating the use of money and financial performance is done through “accounting”, that 
is, the set of computations and bookkeeping methods required to record and report the 

Figure 5: Aspects to be included in the construction of a business case 
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inflows and outflows of money. “Finance” describes the management and creation of 
money, banking, credit, investments, assets and liabilities that make up financial sys-
tem.3 These concepts are illustrated in the following sections. 

In order to build a base case, it is helpful to think of activities in terms of blocks of 
time, i.e., Proposal Development Phase, Construction and Pre-Operation Phase, and 
Operation and Maintenance Phase. In each phase different activities are carried out 
which should be identified in their turn, e.g. using a logical framework approach and/
or a theory of change framework. Once we are clear about the activities, the next step is 
to estimate the costs and revenues for the activities that need to be obtained, divided 
into phases. In this section we will use a hypothetical example of a biomass-based com-
bined heat and power plant (CHP) to explain the steps in preparing the base case and 
risk analysis. Table 2 presents the activities envisaged for a biomass-based combined 
heat and power (CHP) plant, the estimated costs, and the start and finish times for each 
activity. At the end of this chapter we present two real-world examples of mitigation 
and adaptation. 

3 
 For more information on the ac-
counting and financing concepts, 
including debt service and pay-
ment plans, see section 2.2 of the 
UNFCCC Guidebook on preparing 
technology transfer projects for 
financing (UNFCCC, 2006).

Activities Estimated cost Month start Month finish

Proposal preparation
P1 Permits 15,000 1 12
P2 Technical analysis 15,000 1 24
P3 Consultancy contracts 15,000 1 24

Subtotal 45,000

Construction & pre-operation
C1 Land acquisition 240,000 6 12
C2 Engineering 110,000 6 12
C3 Machinery 1 2,381 6 12
C4 Machinery 2 200,000 13 24
C5 Machinery 3 111,000 13 24
C6 Machinery 4 22,333 13 24
C7 Testing 1 300,000 25 36
C8 Testing 2 33,334 25 36
C9 Interest payment during construction 50,952 6 36

Total 1,070,000

Operation Phase 
Revenue

R1 Revenue Table 4 37 216
Operating costs

O1 Labour Table 5 37 216
O2 Rent Table 5 37 216
O3 Communication Table 5 37 216
O4 Fuels Table 5 37 216
O5 General & administration Table 5 37 216

Source: authors.

Table 2: Activity table with costs and revenue

https://unfccc.int/resource/docs/publications/pract_guide_06_en.pdf
https://unfccc.int/resource/docs/publications/pract_guide_06_en.pdf
https://unfccc.int/resource/docs/publications/pract_guide_06_en.pdf
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Proponents should go through each activity until every one of the numbers is identified. 
Once this has been done, the costs and revenues have to be distributed over chrono-
logical time. The year when operations start can be designated as 1, whereas activities 
that happen before this can be listed under years 0 and below. A table showing this for 
the example is shown in Table 3. A similar approach can be taken in the construction 
and pre-operation phase.

If the operations phase is to last the entire life of the project, both revenues and costs 
need to be estimated. It is helpful to identify all the different revenue streams from the 
project. For example, in the case of the CHP plant the revenue comes from the sale of 
electricity and heat that the project generates (see Table 4). 

Activities Year -2
months 

1–12

Year -1
months 
13–24

Year 0
months 
25–36

Total

Proposal preparation

P1 Obtaining all permits 15,000 15,000

P2 Technical analysis 10,000 10,000

P3 Negotiating and preparing contracts 5,000 5,000

P4 Negotiating and preparing contracts 10,000 10,000

Total 30,000 15,000 0 45,000

Source: authors.

Table 3: Time period-wise allocation of costs for proposal preparation phase

Revenues Year 1 Year 2 Year 3 Year 4 Year 5 Years 
6-15

Revenue from energy

Units sold 400 550 650 700 700 700

Revenue per unit 200 200 200 200 200 200

R1 Subtotal 80,000 110,000 130,000 140,000 140,000 140,000

Revenue from heat 300 520 520 670 670 670

Units sold 200 200 200 200 200 200

R2 Revenue per unit 60,000 104,000 104,000 134,000 134,000 134,000

Subtotal  180 180 200 200 200

Revenue from residue  150 150 150 150 150

R3 Units 0 27,000 27,000 30,000 30,000 30,000

Revenue per unit 140,000 241,000 261,000 304,000 304,000 304,000

Source: authors.

Table 4: Time period-wise allocation of revenues
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A similar estimate can be made of operating costs, divided into fixed operating costs 
(e.g., rent, administrative cost) and variable operating costs (e.g., fuel, labour, commu-
nications, etc.). In the case of long-term investments, to remain realistic, costs and rev-
enues should increase annually, keeping in mind the rate of inflation in the economy. 
However, for simplicity’s sake we have assumed zero inflation (Table 5).

Once time-wise allocations have been made for all the activities and both costs and 
revenues covering the full range of the project’s phases, we need to consider grants 
and subsidies for the project. For instance, in some cases a capital grant can be applied 
for in the application to the funding organization, and a nominal grant can be applied 
for and received to prepare the base case. In addition, a grant or subsidy can also be 
requested for the first year of operations, when the revenues are low and the costs high. 
Besides seeking grant finance, it is also important to check if there are any other subsi-
dies that the project can tap into, e.g. government or municipal subsidies.

The information presented in Table 2 to Table 6 needs to be complemented with as-
sumptions regarding the interest rate on debt, tenure of debt, discount rate and tax 
rates to develop a base case for a financial plan. Using a financial calculator, we can 
then calculate various financial ratios such as Net Present Value (NPV), Internal Rate of 
Return (IRR), Debt Service Coverage Ratio (DSCR) and Pay Back Period.4 Making these 
calculations using a financial calculator should be a straightforward job for a propo-
nent familiar with financial concepts. In the case of mitigation technologies, there are 
models such as HOMER5 and RETScreen6 that can be used to structure the analysis of 
the business case. The TNA project has developed the FICAM model for such analysis, a 
light version of which is also available to carry out simple financial analyses.

Operating costs Year 1 Year 2 Year 3 Year 4 Year 5 Years 
6-15

O1 Labour 5,000 6,000 7,000 8,000 9,000 9,000

O2 Rent 50,000 50,000 50,000 50,000 50,000 50,000

O3 Communications 5,000 5,000 5,000 5,000 5,000 5,000

O4 Fuel 50,000 50,000 50,000 50,000 50,000 50,000

O5 General and 
administrative costs

12,000 12,000 12,000 12,000 12,000 12,000

Total 122,000 123,000 124,000 125,000 126,000 126,000

Source: authors.

Table 5: Time period-wise allocation of operating costs

Grants and subsidies Year -2 Year -1 Year 0 Year 1 Year 2

1 For planning or construction/ 
pre-operation

50,000

2 For operation 12,500

Total 0 0 50,000 12,500 0

Source: authors.

Table 6: Time period-wise allocation of grant and subsidies

4 
 For more information on these 
financial indicators, see Section 
2.2 of the UNFCCC Guidebook on 
preparing technology transfer 
projects for financing (UNFCCC, 
2006), and the TNA Guidance Note 
Evaluating measures for inclusion 
in a technology action plan (Nas-
wa et. al., 2017).

5 
https://www.homerenergy.com

6  
https://www.nrcan.gc.ca/
maps-tools-publications/tools/
data-analysis-software-model-
ling/retscreen/7465

https://www.homerenergy.com/
https://www.nrcan.gc.ca/maps-tools-publications/tools/data-analysis-software-modelling/retscreen/7465
https://unfccc.int/resource/docs/publications/pract_guide_06_en.pdf
https://unfccc.int/resource/docs/publications/pract_guide_06_en.pdf
https://unfccc.int/resource/docs/publications/pract_guide_06_en.pdf
https://tech-action.unepdtu.org/wp-content/uploads/sites/2/2019/04/tna-guidance-note-evaluating-measures-as-actions-final.pdf
https://tech-action.unepdtu.org/wp-content/uploads/sites/2/2019/04/tna-guidance-note-evaluating-measures-as-actions-final.pdf
https://www.nrcan.gc.ca/maps-tools-publications/tools/data-analysis-software-modelling/retscreen/7465
https://www.nrcan.gc.ca/maps-tools-publications/tools/data-analysis-software-modelling/retscreen/7465
https://www.nrcan.gc.ca/maps-tools-publications/tools/data-analysis-software-modelling/retscreen/7465
https://www.nrcan.gc.ca/maps-tools-publications/tools/data-analysis-software-modelling/retscreen/7465
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In order to complete the financial analysis using the information provided in Table 5, 
we made the following assumptions and made calculations using the light version of 
the FICAM model:

• Interest rate of debt:  8%
• Tenure of debt (years):  10
• Income Tax Rate:  25%
• Discount Rate:  5%
• Debt / equity ratio:  70% / 30%

The financial analysis for the above example shows a post-tax equity IRR of 10.3%, a 
positive NPV and an average DSCR of 2.3. A negative NPV is a no-go for a project. The 
DSCR is of interest to funding entities to establish whether their loan will be paid back, 
so a low DSCR (below 1) would cause them concern. The most common ratio used for 
a project appraisal by a funding entity is the IRR. Among the rules of thumb used in 
interpreting IRR are:

• If the IRR is negative, revenues and existing grants cannot cover the capital and op-
erating costs for the proposal. Without additional revenues, grants or subsidies, the 
proposal is probably not financially viable.

• If the IRR is positive but below the discount rate (5% in this case), the proposal is 
financially self-sustaining but may be of limited interest to the private sector, as it 
does not generate a profit. Specialized impact lenders, investors and donors who 
value development, environmental and market transformation impacts may be pre-
pared to consider such a proposal.

Figure 6: Projected cash flows
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• If the IRR is positive and above the discount rate, in this case 5% per cent, the pro-
posal’s financial details (especially tax implications, debt structure and any addi-
tional revenues) need to be developed further and different financing schemes con-
sidered; the result may or may not be of interest to the private sector. Specialized 
lenders, investors and donors who are interested in blended investments are likely 
to be the targets.

• If the IRR is substantially above the discount rate, e.g. at 10 per cent, the financial 
details need to be developed with a strong view towards engaging private-sector 
investors and lenders.

3.2. Risk/sensitivity analysis and considerations  
for financial structuring 

The base case provides a positive picture of the project, though both equity investors 
and funding institutions that provide grants and loans will always require an under-
standing of the risks to their investment. It is also important to understand how chang-
es to financial structuring, such as grants from donors, loans from lenders and equity 
from owner–investors, will affect the project. 

Table 7: What-if Scenarios

Base Case What-If Scenarios Sensitivity*

Variable Scenario Description IRR NPV Avg 
DSCR

IRR NPV

Construction 
cost

1,115,000 A1 5% higher 9.7% 223,499 2.1 -0.1% -4%

A2 30% higher 7.1% 18,091 1.7

Year 1 revenue 140,000 B1 20% lower 10.0% 244,315 2.2 0.0% 0.3%

B2 30% lower 9.9% 236,705 2.2

Revenue all 
years

4,290,000 C1 20% lower 5.8% 62,620 1.5 0.2% 39.9%

C2 30% lower 3.8% 186.943 1.3

Operating 
costs, all years

1,880,000 D1 15% higher 8.5% 128,906 1.9 -0.1% -7.1%

D2 30% higher 6.7% -8,068 1.7

Cost of debt 8.5% E1 75% increase 10.3% 261,800 2.1 - -0.1%

E2 80% increase 10.3% 260,362 1.9

Discount rate 5.0% F1 6% increase 10.3% 192,947 2.2 - -27.8%

F2 8.5% increase 10.3% 59,061 2.2

Project IRR 
Pre-tax (IRR)

10.3% H comb. A1+B1+C1+D1+ 
E1+F1

3.3% -267,065

NPV 263,237

Average DSCR 2.2
* Sensitivity values show the percentage change in dependent variables (IRR, NPV) to a percentage change in different input variables.
Source: authors.
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To do this analysis, we can run a few “what-if scenarios” and check the sensitivity of IRR 
and NPV to the different variables (Table 7). For each variable we have scenario 1 with a 
small variation and scenario 2 with a more significant variation. “Revenue all years” ap-
pears to be the most significant variable, one that shows greater sensitivity regarding 
the project IRR and the NPV. Discount rates are another variable which can make sig-
nificant changes to the project’s NPV. However, it is important to note that if combined, 
even small variation in variables, can make the project unviable (Scenario H).

Next we present two real-world examples, one related to the financial structuring of a 
mitigation project, the other to an adaptation project.

Financial structuring for mitigation programme: Green Bus Rapid Transit, Karachi, Pakistan

Key Costs and Revenue US $ Financial Ratio Value

Construction cost 563 million Project Pre-tax IRR -7.4%

Revenue, all years 650 million NPV -292 million US $

Operating costs, all years 455 million Average DSCR 0.4

Source: authors’ estimate

Table 8: Financial ratios for the project without any grants or concessional loans

The Green BRT project aims to build a 30 km bus rapid tran-
sit (BRT) system in Karachi, utilising biomethane-hybrid 
buses and including low-emission mobility features, such 
as cycle lanes, bike-sharing facilities and 25 bus stations, 
resulting in a GHG reduction impact of 2.6 MtCO2 e over 30 
years. The project is being financed by an ADB senior loan 
of USD 442 million, with a tenure of 25 years at 3.89%; a 
GCF concessional loan of USD 37.2 million, with a tenure 
of 20 years at 0.75%; and a GCF grant of USD 11.8 million. 
The project has a total capital cost of USD 583.5 million, of 
which USD 297 million is for core infrastructure for the BRT; 
USD 93 million for buses, non-motorized transport, a fare 
collection system and a bio-methane plant USD 22 million 
for environmental and social management requirements; 
and USD 59 million for effective management of the BRT. 

The rest is to cover contingencies and taxes. The BRT sys-
tem generates revenues in three ways: 

i) fares, 
ii) advertising, and 
iii) rent on concessions and shops in stations and depots. 

In 2021, fare revenues, the largest revenue source, is esti-
mated to be USD 19.46 million and is expected to increase 
over time with increases in ridership. Advertisement rev-
enue is estimated at US $2.65 million per year, while rent 
revenue from concession stands is estimated at US $4.35 
million. This revenue will be used to cover all O&M expens-
es, as well as the procurement of new buses to keep up 
with projected increases in demand and fleet replacement 
costs.

The project’s financial analysis was carried out using a 9% 
discount rate and assuming a two-year project implemen-
tation period starting in 2019 and twenty years of econom-
ic life after that (2021–2041). It was clear that the project 
could not be funded as a purely commercial project due 
to the high capital costs and relatively low revenues gen-
erated. Financial analysis assuming a financing structure 

similar to the CHP example and a loan at a rate of 3.89% 
shows that the project is not financially viable (Table 8). 
However, the BRT system is a priority for Pakistan, as iden-
tified in its Technology Needs Assessment (TNA) for 2016. 

For the city of Karachi, the project is vital in order to pro-
vide a credible public transport option. Accordingly, the 
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Financial structuring for mitigation programme: Green Bus Rapid Transit, Karachi, Pakistan

Financial structuring for an adaptation programme: promoting climate-resilient agriculture by engaging 
private-sector companies in Nepal

Climate change is threatening agricultural production in 
Nepal, which is already challenged by the limited use of 
stress-resilient, quality seeds, poor farming practices, and 
high dependence on precipitation patterns. The IFC Pilot 
Project for Climate Resilience (IFC-PPCR) aims to improve 
crop productivity and capacity utilization of agribusiness-
es in five selected districts of the Terai region. The project 
has three components: 

i) building technical skills of agribusinesses, which in 
turn transfer these to farmers and improve the latter’s 
access to improved seeds, irrigation technologies and 
fertilizers; 

ii) establishing risk-sharing mechanisms and helping 
local banks to design financial products suited to the 
agricultural supply chain; 

iii) creating SMS-based dissemination platforms to deliv-
er weather forecasts and advice on agronomic prac-
tices, as well as market information to farmers.

provincial government of Sindh has provided a grant of 
USD 92.5 million. In addition, given previous bad experi-
ences with BRT projects in Pakistan not being able to repay 
the capital costs, the executing agency (TransKarachi) is 
exempt from having to replay the capital costs, being re-
sponsible only for operational and maintenance costs and 
replacing buses after twelve years. 

The Asian Development Bank (ADB) has advanced a loan 
of USD 442 million at 3.89% with a tenure of 25 years and 
waived the required use of a financial rate of return for 
the project, instead allowing an economic IRR (EIRR) to be 
used. The EIRR calculation monetizes other non-financial 

impacts such as travel time savings, safety savings, CO2 

savings and NOx savings. The base case EIRR comes in at 
a healthy 20%, well above the ADB hurdle rate of 9%. GCF 
is providing a concessional loan (USD 37.2 million at 0.75% 
with a tenure of 20 years) and a grant of USD 11.8 million 
for the bio-methane plant. This will enhance the climate 
credentials and economic benefits by shifting away from 
CNG for buses. The financial structure of the Green BRT 
system allows the ADB to deliver funds to Pakistan’s public 
entities, while the GCF funds will be blended with the other 
co-financiers’ funds. The loans by ADB and GCF are agreed 
separately with the government.

Figure 7: Project approach for the IFC-PPCR project in Nepal
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Financial structuring for an adaptation programme: promoting climate-resilient agriculture by engaging 
private-sector companies in Nepal

For this example, we will examine the business case of one 
sugarcane business with the involvement of 567 farmers. 
The sugar-processing company is running its plant at 75-
80% of its capacity due to insufficient supplies of sugar-
cane, resulting in revenue losses. The case assumes that 
if 567 farmers are trained and take up improved practices, 
they could increase their productivity by 20%. The sugar-
cane-processing company could then expect to increase its 
net revenues by at least USD 12,000 a year. The sugarcane 

business will invest between USD 32,000 and USD 95,000 in 
staff time, facilities and demonstration plots. The payback 
period for the company is 2.6 to 7.9 years, when IFC-PPCR 
will bear 70% of the cost. Therefore, there is a business 
case for investing in the project if PPCR support is avail-
able. Sugarcane businesses have an interest in engaging 
in the project, as it will reduce their vulnerability to cli-
mate-induced risks, which directly impact their profitabil-
ity and returns.

Productivity increase scenario Payback period with 70% payment from PPCR as a grant

Upper estimate of costs Lower estimate of costs

Low 10% 15.7 years 5.3 years

20% (base case) 7.9 years 2.6 years

High 30% 5.3 years 1.8 years

Source: Trabacchi & Stadelmann, 2016.

Table 9: Payback time for sugarcane businesses in the IFC-PPCR project

Farmers will not be asked to pay for the training activities, 
but they will have to pay the costs of investing in improved 
and climate-resilient farming practices. A restrictive factor 
are the high interest rates on loans accessible to farmers, 
varying from approximately 20% for commercial banks to 
33% for informal lenders, and the fact that farmers find 
it difficult to obtain loans from commercial banks. There-
fore, commercial banks were involved in the project and 

provided with inputs on how to improve risk management 
and design financial products, thus enabling them to ex-
tend lending to farmers for innovative agricultural practic-
es. Furthermore, a risk-sharing facility providing loan guar-
antees was designed together with the IFC, bringing down 
loan interest rates to around 11.5%.
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This chapter introduces general global trends in climate finance. It provides a descrip-
tion of central financial instruments and their providers and, through practical exam-
ples, shows how they are applied and blended into successful financial mechanisms. 
Finally the chapter describes the two central financial principles of concessionality and 
incremental cost, both relevant in constructing arguments explaining why financial 
support for a given climate intervention is needed. 

When preparing a proposal for a climate intervention, developers must strive to design 
the business case in the most effective way, targeting the most appropriate financial 
instruments, keeping in mind the specific financial barriers and financial risks the in-
tervention or technology is facing. This chapter presents financial instruments and re-
lates them to the principles of climate finance in the context of different climate finance 
providers. 

4.1. Global trends in climate finance and the application of 
financial instruments 

Climate finance flows have been increasing in recent years, now standing at approxi-
mately 600 billion annually (CPI, 2018). A review of global climate finance flows reveals 
certain tendencies: 

1. Private investments from project developers, corporations and commercial banks 
account for by far the major share of climate finance flows (CPI, 2019). This high-
lights the need for climate interventions to seek to be bankable to be successful in 
attracting considerable amounts of private finance and emphasizes that it is diffi-
cult to mobilize grant-based climate finance. 

2. Investments in renewable energy (RE) are the largest beneficiary of total climate 
finance flows. RE used to be the largest beneficiary of public investment, but in 
recent years it has been outpaced by investments in transport (CPI, 2019). This 

Figure 8: Aspects of risk and financing during proposal development
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development illustrates how the decreasing costs of RE have led to a shift in financ-
ing from the public to the private domain, and how public investments are mainly 
directed towards sectors or technologies in need of more risk-willing support to be-
come bankable. 

3. Adaptation finance is eclipsed by finance for mitigation (CPI, 2019), public sources of 
finance for adaptation being by far the largest proportion (CPI, 2019). This illustrates 
that adaptation interventions do not provide many options for 100% bankable in-
vestments yet, many cases still being dependent on public and grant financing for 
implementation. 

4. Most financing comes from within the country itself, both public and private (CPI, 
2019). Therefore, it is important to involve the local stakeholders, finance institu-
tions and corporations as much as possible when designing climate interventions.  

5. Public funding is a large contributor to investments in energy efficiency, land use 
and projects with cross-sectoral impacts (CPI, 2019). Domestic, bilateral and mul-
tilateral development finance institutions (DFI) account for most public finance, 
with national DFIs being the largest providers of climate finance among all DFIs 
(CPI, 2019). This highlights the importance of involving national development banks 
when considering financing climate interventions. 

6. Grants only account for a very small proportion of total climate finance. Almost all 
grants originate from public sources and mostly have public recipients as their ben-
eficiaries. Grants tend to focus on geographies and sectors that are currently un-
derserved by commercial finance (e.g. transport, agriculture, forestry, land use and 
natural resource management; CPI, 2019).

7. Debt is the most important financing instrument. Concessional (low-cost) debt al-
most completely originates from public sources, with DFIs providing the bulk of con-
cessional loans. The second commonest type of instrument is equity, mostly bal-
ance-sheet equity, but also equity invested directly in the project itself (CPI, 2019).

For an updated and detailed overview of global climate finance flows, the Climate Poli-
cy Initiative publishes yearly updates in its Global Landscape of Climate Finance series. 

4.2. Financial instruments, their associated risks and their 
providers

As mentioned in Chapter 3, one of the main features informing the decision, choice 
or composition of a financial instrument is the risk associated with the investment. 
Risk, whether real or perceived, is probably the most important factor that prevents cli-
mate-related projects from finding financial investors. While some risks are seen to be 
associated with the investment as such, others are related to the investment environ-
ment, e.g. the country’s vulnerability, the enabling policy environment or the global fi-
nancial situation. Different financial instruments carry different risks and opportunities.

https://climatepolicyinitiative.org/climate-finance/
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Figure 9 illustrates financial instruments in terms of their potential returns on invest-
ment and the associated risks (seen from the investor’s point of view). A grant carries 
no risk because there is no intention or requirement to pay it back, and thus it shows 
a 100% negative return on investments. A reimbursable grant carries some risk of 
non-repayment, but a higher potential return on investment than a regular grant. Un-
less agreed otherwise, the donor will not receive more return on the investment than it 
has already provided through the grant. Junior loans are riskier than senior loans and 
can be expected to be provided with higher interest rates. Equity provides the highest 
risk, as the investor becomes a shareholder, with all the obligations that entails, and 
there is no pre-determined agreement on financial returns. Although riskier, equity nor-
mally also has a higher potential return on investments compared to other financial 
instruments. 

It is essential to seek to meet investors’ risk-return needs. For instance, public-sector 
risk-reducing instruments, such as guarantees (see further below) and credit-enhance-
ment mechanisms, help investors mitigate diverse political, market, regulatory or tech-
nology risks. Other public mechanisms aim to enhance investment returns, including 
financial policies such as feed-in tariffs, tax incentives and other incentives. 

Guarantees play a central role in covering risk. Guarantee models are designed to pro-
vide the necessary trust among financiers, who balance the price of their money with 
the risk of losing it. Guarantees not only help to release capital in the first place, they 
also reduce the price of financing, thus increasing the patience and confidence of inves-
tors. Different instruments for covering risks and guarantees are provided by both the 
public and private sectors. Governments will normally provide sovereign guarantees; 
government agencies, such as export credit agencies, may insure financial guarantees; 

Figure 9: Risk versus potential return on investment of different financial instruments
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The x-axis in the figure illustrates the potential return on the investment through different 
financial instruments. The y-axis illustrates the potential risk associated with the financial 
instrument. You can find the definition of these instruments in the glossary in Table 1. 
Source: authors.
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Source: Base, 2019: Manual of financing mechanisms and business models for energy efficiency
(a)  Mainly loans and financial services provided to governments or intermediaries (not directly to projects or private customers). 
(b) Green bonds are used for raising funding from many investors that expect yields generated from green projects.
(c) Pension funds invest in green bonds expecting a yield that is coming from green projects or lending.
(d)  Some MDBs act just as “second floor banks”, meaning they do not lend directly, they use the banking institutions to imburse their funding.
(e)  Not very common. Pension funds might invest in large-scale investments that are generating yields.
 

Table 10: Matrix of financial instruments and the funding entities that provide them
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the private sector, usually technology providers, can provide performance bonuses and 
technical risk coverage (technology guarantees), while private insurance companies 
can offer additional insurance. 

As already mentioned, instruments are often combined in the same investment, and a 
range of instruments may be offered by a financial mechanism, such as a climate fund. 
Still, different projects and investments are more relevant for certain instruments, in 
which financial institutions may specialize. E.g. in wind energy, now a well-known tech-
nology, it is possible to invest with an equity share of 20-25% of the investment. The 
remaining 75-80% can be financed by loans through banking institutions. Less well-
known technology investments may have equity requirements of 50% or more before a 
bank may be willing to lend the remaining 50%, and the interest rate might still be too 
high to make the investment viable. The exact ration of equity to loan and the interest 
rate depend on a number of factors besides technologies, e.g. the regulatory regime 
and/or the country in which the investment is made, all of which represent a certain 
risk. Utilizing a blend of different instruments from various sources can help spread the 
risk and leverage the necessary finance to make the investment viable. 

In Table 10 the type of finance sources and the financial instruments they use is mapped 
out with a specific focus on investments in energy efficiency.

4.3. Private sector’s financial role 

4.3.1. Equity financing
Equity is an investment made directly in a project or investor’s operating assets. In 
equity investments, the ownership is “ranked” in accordance with the investors’ cap-
ital provision. This is a fundamental source of climate finance for both SMEs and large 
companies wanting to invest in innovative technologies for mitigation or adaptation 
projects. Equity investors are typically private companies, individuals, venture capital 
funds, public risk capital funds (hybrids) or pension funds (see elaborations below). Eq-
uity rarely stands alone but is mixed with other financial instruments. 

The availability of capital for entrepreneurs seeking seed capital for their business 
models may depend on private funds, such as:

• Private equity capital: firms provide capital at mature stages of companies. They 
offer investors lower returns and lower risk within projects.

• Venture capital: investments that focus on the early stages of companies offering 
higher returns and risks. These funds mostly focus on technology companies.

• Institutional investors: pension funds and insurance companies with larger invest-
ment horizons and lower risks.

As already mentioned, climate adaptation finance flows are still considerably lower 
than mitigation investments. Since equity financing means more risk for the investor, 
the combination of public and concessional funds is often a requirement of adaptation 
interventions. One example of this, described in the following text box, concerns an 
innovative blend of finance.
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Equity financing in adaptation projects

An innovative example of equity financing is the Block-
chain Climate Risk Crop Insurance project, which aims to 
offer accessible crop insurance to smallholder farmers in 
Sub-Saharan African countries. As a climate change adap-
tation financing project, its main objective is to become a 
technology platform that interlinks up-to-date weather in-
formation and adequate insurance policies to small-scale 
farmers.

The project features a digital platform that incorporates 
crop insurance policies on a blockchain through smart 
contracts, indexed to local weather conditions. When an 
extreme event happens, the platform facilitates timely 
and transparent pay-outs to farmers. Insurance and data 
providers design the product, process premium payments 
and manage the collection of weather data. The main ob-
jective of the blockchain technology platform is to become 

a one-stop-shop insurance service that the different stake-
holders can use to design smart contracts and make auto-
mated weather decisions based on adequate timing. 

Financing mechanism of the Sub-Saharan blockchain 
project
The project is mobilizing USD 11.6 million of private equi-
ty and venture capital for business development and up-
front investment. Another USD 10.8 million comes from 
public grants for premium subsidies and USD 5 million of 
concessional debt for the insurance company to manage 
the risk pool. 

The role of private finance in this project allows the block-
chain and user interface to be developed on the basis of 
what would otherwise be an unviable business model (Cli-
mate Finance Lab, 2019).

Figure 10: Flow of funds and data in the Blockchain Climate Risk Crop Insurance project
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https://www.climatefinancelab.org/project/climate-risk-crop-insurance/
https://www.climatefinancelab.org/project/climate-risk-crop-insurance/
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4.3.2. Debt financing
From the point of view of the investor, debt instruments are less risky than equity, as 
they offer a predetermined return. For the private sector, loans represent opportuni-
ties where access to one’s own finance is limited. Commercial non-concessional debt, 
however, can be hard to come by in the case of climate finance. Multilateral financing 
mechanisms have opened the way for concessional loans that are especially useful for 
renewable energy, energy efficiency and other infrastructure projects that are capi-
tal-intensive and require long-term funding. 

Nevertheless, commercial banks and development banks increasingly offer dedicated 
loans for mitigation and adaptation projects, some of them with concessional features. 
The advantage of a concessional loan is that the project can obtain preferential credit 
lines, which can also be combined with grants from climate funds to lower the risk for 
private companies. These loans can be senior, subordinated or quasi-equity, depend-
ing on the desired level of risk for the project. The main goal of green credit lines is to 
overcome market and cost barriers.

Specifically for microfinance, micro, small, and medium-sized enterprises (MSMEs), 
particularly in developing countries, lack access to traditional credit lines due to their 
limited capital, assets, collateral and structure. Financial institutions develop and offer 
small-scale loans to low-income businesses or individuals to undertake climate mitiga-
tion or adaptation activities. Many of these instruments support rural and cooperative 
projects. One example of this is presented below:

Debt climate financing in Rwanda

An example of innovative debt climate financing is the 
Solar Securitization for Rwanda project, which aims to 
pool loans from solar companies, creating a tradable as-
set-backed security with the aim of expanding the market. 
A Special Purpose Vehicle (SPV) will be used to underwrite 
the loans, and a trustee will oversee the flow of funds. The 
main point for households is to make payments to solar 
companies, who will securitize assets through the SPV. 
The SPV allows solar developers to pledge their assets and 
have an investment structure for the loans. These loans 
are divided into tranches which are sold to investors, the 
SPV trustee having the final say on repayment and ser-
vicing. The flexibility of the SPV aims to offer senior and 

subordinate debt for investors to match different returner 
risk preferences.

Financing mechanism of the solar securitization project
The project will use a USD 1 million grant to set up a secu-
ritization structure, together with up to USD 10 million of 
concessional debt, USD 25 million of private debt and USD 
3 million in retail debt. 

The first issuance of debt can be scaled up to reach USD 
100 million in size, thus benefitting two million households 
(Climate Finance Lab, 2019).

https://www.climatefinancelab.org/project/solar-securitization/
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Debt climate financing in Rwanda

4.4. Public sector’s financial role

4.4.1. Blended finance
National governments lack public finance and need access to climate finance mech-
anisms to realize their climate ambitions. DFIs are an essential partner for the public 
sector in this respect, as are climate funds and facilities. A primary climate ambition for 
governments and public-sector institutions is to open new markets, this facilitating in-
vestment flows, which drives private capital to develop climate projects faster. With the 
help of concessional funds, blended finance structures diversify climate instruments, 
combining debt, equity, grants and guarantees. For instance, climate finance from the 
GCF can be channelled through multilateral development banks (MDBs) for a national 
government to combine with public finance in order to support the operationalization 
of mitigation or adaptation programs for diverse sectors. This also allows the local and 
small-scale private sector, including MSMEs, to capitalize on local interventions where 
financing schemes are limited (CFLI, 2019). One example is outlined in the next text box:

Figure 11: Financing mechanism for the Solar Securitization for Rwanda project
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Blended climate finance in Mauritius

As one of the low-carbon initiatives identified in its TNA, 
Mauritius is developing a twenty-year national project, 
“Accelerating the transformational shift to a low-carbon 
economy”, that is directly linked to the country’s NDC. The 
project is using blended finance to allow three components 
under this project to be implemented: 

1. Institutional strengthening of the Mauritius Renewable 
Energy Agency 

2. Improvement of Grid Absorption Capacity followed by 
PV deployment 

3. Provision of PV mini-grids on the outer island of Agale-
ga as part of the remote SIDS cases 

The Mauritius project uses USD 122 million in concessional 
finance and grants from GCF, UNDP and the national gov-
ernment. This is combined with USD 37.9 million in senior 
loans from AFD and co-finance from the private sector.

Component
 

Sub-component 
(if applicable)

GCF 
financing 
(US$ m)

Co-financing

Source Amount 
(US$ m)

1.  Institutional strengthening 
for renewable energy

1.1  Institutional strengthening of 
MARENA

1.1 MEPU 1.0

UNDP 0.08

2.  Improving Grid Absorption 
Capacity followed by PV 
deployment

2.1  Installation of Battery 
Energy Storage System and 
accompanying software for 
grid to absorb up to 185 MW 
of intermittent RE

10.9 UNDP 1

CEB 2

AFD 17

2.2 Smart grid 2.7  CEB 1

AFD 1.7

2.3 PV deployment 12.7 CEB 119

AFD 19.2

3.  PV mini-grids on the outer 
island of Agalega

3.1  PV mini-grids on the outer 
island of Agalega

0.81 Government 
of Mauritius 

0.9

UNDP 0.3

Total 28.21 163.18

Source: GCF, 2017.

AFD: French Development Agency; CEB: Central Electricity Board; MARENA, Mauritius Renewable Energy Agency;  
MEPU: Ministry of Energy and Public Utilities.

Table 11: Financing structure for the GCF supported project in Mauritius 
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4.4.2. Financial incentives
One of the main roles of the public sector is to offer finance and policy incentives to ac-
celerate climate change investments, including policy-risk guarantees, green taxes, tax 
incentives feed-in tariffs and subsidies, among others (GCF, 2019). However, this type 
of incentive can place a burden on the national budget, which is why such incentives 
tend to be time-bound, solely to provide an initial push for market development. In-
centives also tend to distort markets: it might be just as efficient and more appropriate 
to remove existing incentives on unwanted technologies and practices, e.g. removal of 
fossil fuel subsidies.

After this further elaboration of instruments and suppliers, it is fair to conclude that it 
is often in relation to the combination of these instruments and their suppliers that the 
financial platform for implementation of the project or investment will be defined. The 
objective is to structure the most profitable combination of instruments that achieves 
the objective of making the investment viable for the private sector and imposing the 
least possible strain on scarce public finances. 

Having established which financial instruments are available and their suppliers, the 
following sections will move to a description of two central financing principles, con-
cessionality and incremental cost, which will structure the argument for why the spe-
cific financial instruments selected are the most appropriate.

4.5. Concessional finance

The concept of concessionality expresses how “soft” finance is being provided, that is, 
how favourable the terms are, e.g. compared to a regular market instrument. Conces-
sionality involves a continuum with a range of possibilities.

At the one end of the continuum is a grant. A grant can be considered a fully conces-
sional instrument, as the funds are provided without any repayment being required. 
At the other end of the continuum, a loan at market terms or a market rate would have 
no concessionality, as there is no favourable term attached to it. In simple terms, if the 
normal interest rate for a loan is 10%, but a loan with a favourable 5% rate is provided, 
the concessionality of that loan, or “grant equivalent”, would be the present value of 
the 5% difference. 

While the example above describes a grant and a loan, as well as an interest rate, there 
are other ways of expressing the degree of concessionality:

• Concessional loan, low interest rate (as above), long payback periods, or extended 
grace periods.7 Subordinated loan, also known as “first Loss” or “junior loan”, where 
the financial institution agrees to take the first loss and that others should paid back 
first in the event of a default

• Capital investment (equity): losses (and profits) are shared
• Guarantees: provided by financial institutions, which make good the losses of other 

investors in case of default
• Reimbursable grants: must be paid only under certain conditions, e.g. if they prove 

to be profitable

7 
Period during which the borrower 
can refrain from paying instal-
ments from the time the loan 
is issued, or time allowed for 
payment beyond the due date of 
instalments without any penalty 
fee.  
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The rationale for concessionality within climate finance is that some climate invest-
ments need to be given favourable conditions because the market is not yet providing 
these investments itself: e.g. climate action is under-valued or under-priced (and often 
not privatised), leading to sub-optimal decisions and investments, such that the neces-
sary climate action would not take place unless concessionality were applied. Conces-
sionality is often reliant on public finance. As mentioned earlier, scarce public finance 
should be used to catalyse private finance, it being vital that the public finance is not 
replacing private finance on market terms, but only being used where concessionality 
is needed. It is therefore necessary to establish the “minimum level of concessionality” 
(on the continuum), while ensuring that the concessional finance does not “crowd out” 
the private sector or distort the markets, but instead addresses the root causes of mar-
ket failure.

4.6. Incremental cost 

Incremental cost is a term often used in climate finance. It means the additional ex-
penses (costs) of producing the necessary outputs that result in climate adaptation 
and mitigation. It can be defined as the additional costs of adaptation or mitigation. 
Most adaptation and mitigation interventions are (and should be) closely integrated 
into “regular” development planning and investments. For instance, infrastructure in-
vestments need to be climate-resilient or climate-proofed, and energy efficiency mea-
sures need to be considered in property investments. However, these extra costs or 
incremental costs are not always covered as part of the investment. It is thus of vital 
importance for any investment to clearly delineate the costs of business as usual (BAU) 
development (i.e. the investments in development that would or should happen even 
in the absence of climate change) and the costs of implementing the activities neces-
sary to make development less carbon-intensive and more resilient to the impacts of 
climate change than the BAU scenario. In practice, separating BAU development costs 
or non-climate costs from the costs of adaptation and mitigation dollar by dollar is a 
challenge. A degree of approximation and estimation is therefore needed and is gener-
ally accepted. For some investments, the entire intervention will deliver climate out-
puts, and there will be no returns on the investment. In such cases the full costs of the 
investment can be applied for. The concept of net costs accounts the economic benefit 
of the investment in terms of the mitigation and adaptation outputs and their returns. 
The returns are then subtracted, and the costs are reduced to the net cost.

The text box on page 42 provides a schematic example of the thought process needed 
to present the adaptation rationale and incremental cost argument to a potential proj-
ect donor. 



42
4. Application of financial instruments, concessionality and incremental cost
Finance Guide for Implementation of Technology Action Plans 

Schematic presentation of the adaptation rationale and additional cost argument

Source: Christiansen, et al. 2012: Accessing International Funding for Climate Change Adaptation: A Guidebook for Developing 
Countries
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(baseline situation 

before implementation 
of adaptation activities)

Development activities 
that would/should be 
implemented in the 
absence of climate 
change (i.e. to address 
the development issues 
faced in the ‘starting 
situation’) e.g.:

•  Improve access to 
water

 ·  Digging wells to 
reduce dependence 
on surface water

 ·  Constructing dams 
for crop irrigation 
and to store water 
for dry seasons/
drought

 ·  Establishing water 
management 
committees and 
frameworks.

Development issues 
that should be 
addressed in the 
absence of climate 
change, e.g.:

•  Poor access to 
water–> frequent 
water shortages 
for agricultural and 
domestic purposes, 
which in turn can 
lead to:

 ·  Health issues

 ·  Food insecurity/
low agricultural 
productivity

 ·  High workloads for 
fetching water from 
streams.

Climate impacts that 
could jeopardise 
the sustainability/
sufficiency of the 
BAU development in 
addressing the starting 
situation e.g.:

•  Constructed wells 
dry up due to 
reduced rainfall

•  Dams are 
insufficiently sized 
to meet demand 
during prolonged 
dry periods resulting 
from climate change

•  Established 
frameworks and 
committees are 
inappropriate, or 
do not have the 
capacity, to address 
climate change 
impacts on water 
availability.

Activities that will 
reduce the impacts 
of CC on BAU 
development e.g.:

•  Digging wells deeper, 
digging additional 
wells, rainwater 
harvesting, water 
storage tanks, 
implement zoning 
policies to allow 
ground water 
recharge through 
better infiltration of 
rainwater

•  Increasing capacity 
of dams to meet 
demands of changed 
hydrological regime, 
drought resistant 
crops

•  Updated water 
management 
frameworks and 
policies to take into 
account of climate 
change impacts, 
targeted capacity 
building and 
training.

CC vulnerabilities in 
BAU development 

senario

Adaptation action
(activities to reduce CC 
vulnerabilities in BAU 

development scenario)

Generally NOT eligible 
for adaptation 

financing

‘Additional costs’ of 
adaptation – generally 
eligible for adaptation 

financing

1 2 3 4
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GCF assessment criteria for economic and financial soundness of interventions

Cost-effectiveness and efficiency regarding financial 
and non-financial aspects – Financial adequacy and ap-
propriateness of concessionality
• Proposed financial structure (funding amount, finan-

cial instrument, tenor and term) is adequate and rea-
sonable in order to achieve the proposal’s objectives, 
including addressing existing bottlenecks and/or 
barriers 

• Demonstration that the proposed financial structure 
provides the least concessionality needed to make the 
proposal viable 

• Demonstration that the Fund’s support for the pro-
gramme/project will not crowd out private and other 
public investment

Cost-effectiveness and efficiency regarding financial 
and non-financial aspects – Cost-effectiveness (mitiga-
tion only)
• Estimated cost per t CO2 e (PMF-M Core 2) as defined 

as total investment cost/expected lifetime emission re-
ductions, and relative to comparable opportunities

Amount of co-financing – Potential to catalyse and/or 
leverage investment (mitigation only)
• Expected volume of finance to be leveraged by the pro-

posed project/programme and as a result of the Fund’s 
financing, disaggregated by public and private sources 

• Co-financing ratio (total amount of co-financing divid-
ed by the Fund’s investment in the project/programme)

• Potential to catalyse private- and public-sector invest-
ment, assessed in the context of performance on indus-
try best practices 

• Expected indirect/long-term low-emission investment 
mobilized as a result of the implementation of activity

• (See text box on page 47 on co-finance for more 
information)

Programme/project financial viability and other finan-
cial indicators – Expected economic and financial internal 
rate of return
• Economic and financial rate of return with and without 

the Fund’s support (i.e. hurdle rate of return or other 
appropriate/relevant thresholds)

Programme/project financial viability and other finan-
cial indicators – Financial viability in the long run 
• Description of financial soundness in the long term (be-

yond the Fund’s intervention, when the finance expires/
stops)

Industry best practices – Application of best practices and 
degree of innovation
• Explanations of how best available technologies and/

or best practices, including those of indigenous peoples 
and local communities, are considered and applied If 
applicable, the proposal specifies the innovations or 
modifications/adjustments made based on industry 
best practices.
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This chapter builds upon information provided in the TNA Guidebook, Accessing In-
ternational Financing for Climate Change Mitigation (Limaye, D. R., & Zhu, X., 2012). 
It provides information on the common building blocks of funding proposals and the 
information that is likely to be needed to respond to climate finance providers’ require-
ments. It therefore guides project proponents in drawing up a document which may 
then be tailored to different finance providers. 

Countries and project developers seeking finance for climate change interventions 
need to understand the specific requirements of the financing sources from which they 
seek assistance. While many multilateral and bilateral financiers provide technical as-
sistance through third parties to prepare proposals, the recipient country is usually 
responsible for their actual preparation. Because finance is limited, most multilateral 
and bilateral financiers evaluate proposals through a competitive process to select the 
interventions that are best aligned with the scope of the specific institution. Therefore, 
the preparation of high-quality proposals that are responsive to the requirements of 
the proposed sources of financing is a critical factor in making a successful application.

The content of any funding proposal should be developed keeping the specific funding 
source in mind and using its required format. Formats vary, but in general terms an 
effective proposal should address the following elements, which ideally should be initi-
ated or drafted during TAP preparation:

1. Project design and implementation plan
2. Implementation partners
3. Stakeholder engagement
4. Technical assistance and capacity-building needs
5. Budget and use of funds
6. Impact potential and expected results
7. Monitoring progress and impact indicators
8. Risks and risk mitigation 

Figure 12: Drafting a draft proposal during the development phase

TNA PROCESS

PROPOSAL DEVELOPMENT

PROPOSAL
DEVELOPMENT

IMPLE-
MENTATION

STEPSTEPSTEP

01 02 03

CONCEPT PHASE DEVELOPMENT PHASE SUBMISSION PHASE

• First concept note • First draft proposal • Targeted proposal

Source: authors.

https://tech-action.unepdtu.org/wp-content/uploads/sites/2/2020/01/accessing-international-financing.pdf
https://tech-action.unepdtu.org/wp-content/uploads/sites/2/2020/01/accessing-international-financing.pdf
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In the following, these eight elements will be elaborated, though at various depths, in 
line with this being a guide to finance. Certain issues such as gender8 and environmen-
tal and social safeguards (ESG)9 cut across these elements and need to be integrated 
throughout the proposal. Many finance providers, including the GCF, GEF, AF and CIF, 
require a gender-responsive approach and ESG in their supported interventions. Incor-
porating gender-sensitive aspects, gender-disaggregated indicators and Gender Action 
Plans will add value to the design of the proposal, deliver additional positive impacts 
and improve the effectiveness of its implementation. 

1. The project design and its objectives are at the core of the process. The design 
can be summarized using, e.g., a Theory of Change and a Logical Framework Ap-
proach or using other models and can be justified using context-specific data, e.g. 
from market research and assessments. The project design presents a description 
of the business case and financing, as described in Chapter 3. The implementation 
plan provides a description of the project development schedule, illustrating proj-
ect steps and milestones, including production, marketing, servicing, evaluation 
through to closing, or pay back, or similar.

2. The proposal also needs to provide a description of its implementation partners 
together with each partner’s functions, roles and responsibilities related to the ac-
tivities in the implementation plan. If the project involves the public sector, it must 
be integrated into the relevant sector institutions, their sectoral planning and exist-
ing development activities. This may likewise entail involvement of the line minis-
try/ies and other relevant sector institutions, experts and stakeholders in a Commit-
tee or Advisory Council. 

The implementation partners should be carefully selected based on their respective 
mandates, capacities, previous experience in managing and implementing similar 
interventions, and potential financiers’ requirements.

3. Programme stakeholders should be identified, and a description of their consul-
tation and engagement should be provided. Active stakeholder participation builds 
understanding and support, leading to effective implementation. Donors and finan-
ciers might even require evidence of stakeholder engagement. E.g. the GCF requires 
proposals to be developed in consultation with civil-society groups and other rele-
vant stakeholders, with particular attention being paid to gender equality, and to 
be in agreement with the fund’s ESG and stakeholder consultation guidelines. One 
approach we advise is to set up an advisory committee of stakeholders to provide 
informal advice to the programme during operations and to provide a channel for 
communications. 

4. Interventions will in many cases need technical assistance and capacity-building, 
potentially not only for the development phase, but also for actual implementation. 
Technical assistance can be used to build capacity, e.g. training, among implemen-
tation partners and/or deliver actual inputs needed for implementation. Technical 
assistance can also provide support to:

8   
See the TNA, Guidance for a gen-
der-responsive Technology Needs 
Assessment, and the GCF Manual, 
Mainstreaming gender in Green 
Climate Fund projects for more 
information.

9   
See the GEF, Environmental and 
Social Safeguard Standards for 
more information.

https://tech-action.unepdtu.org/wp-content/uploads/sites/2/2019/07/web-tna-gender-guidebook-01.pdf
https://tech-action.unepdtu.org/wp-content/uploads/sites/2/2019/07/web-tna-gender-guidebook-01.pdf
https://tech-action.unepdtu.org/wp-content/uploads/sites/2/2019/07/web-tna-gender-guidebook-01.pdf
https://www.greenclimate.fund/document/mainstreaming-gender-green-climate-fund-projects
https://www.greenclimate.fund/document/mainstreaming-gender-green-climate-fund-projects
https://www.thegef.org/documents/environmental-and-social-safeguard-standards
https://www.thegef.org/documents/environmental-and-social-safeguard-standards
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i. business planning, 
ii. marketing support, 
iii. structure transactions, 
iv. assistance to local finance institutions to familiarize them with a specific tech-

nological niche and the design of financing packages for end users, 
v. confirming the technical soundness of proposed projects, and 
vi. setting up a robust finance mechanism

It is vital to consult one’s implementation partners to define what technical assis-
tance and capacity-building needs they have, to perform their given roles in the 
project. 

5. The programme’s budget and use of funds must be specified and broken down in 
the funding request, as described in Chapter 3 on how to construct a business case, 
but it should also provide more in-depth details of the costs related to project man-
agement, evaluation and monitoring and the use of funds for concessional co-fi-
nance (see text box below on co-finance), such as loan loss reserves or other credit 
enhancements or direct capital subsidies. 

Co-finance

One of the principles often applied by development or cli-
mate finance institutions is that the project or investment 
should seek to incorporate appropriate levels of co-fi-
nance, meaning that others are also providing money or 
funds to implement the intervention. Co-finance shows 
the commitment of the project proposer (and potentially 
other financiers), and it ensures that the impact of scarce 
development or climate financial resources that are avail-
able is maximized. Donors providing concessional finance 
expect the non-climate related costs are covered through 
co-finance, while they will provide finance for the addition-
al climate costs of the intervention, as described in the pre-
vious section. 

Co-finance types can vary and be defined in different ways. 
Direct co-finance consists of public or private financial re-
sources flowing alongside the finance from the donor or 
climate finance institution into the investment in a direct 
causal relationship (the co-finance exists because of the 
finance from other sources). E.g. an MDB provides a se-
nior loan, conditional on the provision of a junior loan by 
a climate fund. Co-finance can also be indirect, meaning 

finance from third parties that indirectly flows into the 
intervention, but with causal links. One example is pri-
vate-sector companies investing equity in a project upon 
accessing concessional credit lines supported by a climate 
fund. Leveraged, mobilized or catalysed finance includes 
all direct and indirect co-finance that can reasonably as-
sumed to be a result of the finance from the development 
or climate finance institution. Finally, sequenced finance 
denotes finance flows alongside the concessional finance, 
but earmarked for other outcomes and with no causal re-
lationship. An example is a flood early warning system and 
climate-resilient riverbank infrastructure, which are finan-
cially non-related. 

These types of co-finance are not mutually exclusive, as 
there are slight overlaps and grey zones where it can be 
difficult to determine the actual type: e.g. causal links be-
tween finance but with a good proposal should strive to 
present the commitment in terms of co-finance, and de-
scribe the financial impacts of the concessional finance in 
terms of leveraged finance. 
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6. The proposal should present the impact potential and expected results. To pres-
ent the impact potential of the intervention, it is necessary to establish a baseline 
consisting of the current situation and a BAU scenario. Direct impacts are those di-
rectly related to the scope of the activity, e.g. installed MW of RE, GHG emissions 
reductions, number of SMEs with increased resilience etc. Indirect impacts are relat-
ed to the broader impact of the intervention, such as market transformations and 
leveraged investments. 

GCF assessment criteria for impact potential

The GCF applies the following criteria in assessing an inter-
vention’s impact potential:

Mitigation impact: Contribution to the shift to low-emis-
sion sustainable development pathways
• Expected tonnes of carbon dioxide equivalent (tCO2 e) 

to be reduced or avoided 
• Degree to which activity avoids lock-in of long-lived, 

high- emission infrastructure
• Expected increase in the number of households with 

access to low-emission energy
• Degree to which the programme/project supports the 

scaling up of low-emission energy in the affected re-
gion by addressing key barriers

• Expected number of MW of low-emission energy capac-
ity installed, generated and/or rehabilitated

• Expected increase in the number of small, medium and 
large low-emission power suppliers, and installed ef-
fective capacity

• Expected decrease in energy intensity of buildings, cit-
ies, industries and appliances

• Expected increase in the use of low-carbon transport
• Expected improvement in the management of land or 

forest areas contributing to emission reductions
• Expected improvement in waste management contrib-

uting to emission reductions (e.g. the change in the 
share of waste managed using low-carbon strategies 
and/or the change in the share of waste that is recov-
ered through recycling and composting); and/or

• Other relevant indicative assessment factors, taking 
into account the Fund’s objectives, priorities and result 
areas, as appropriate on a case-by-case basis

Adaptation impact: Contribution to increased climate-re-
silient sustainable development
• Expected total number of direct and indirect benefi-

ciaries, (reduced vulnerability or increased resilience); 
number of beneficiaries relative to total population, 
particularly the most vulnerable groups

• Degree to which the activity avoids lock-in of long-
lived, climate-vulnerable infrastructure

• Expected reduction in vulnerability by enhancing 
adaptive capacity and resilience for populations affect-
ed by the proposed activity, focusing particularly on 
the most vulnerable population groups and applying a 
gender-sensitive approach 

• Expected strengthening of institutional and regula-
tory systems for climate-responsive planning and 
development 

• Expected increase in generation and use of climate in-
formation in decision-making 

• Expected strengthening of adaptive capacity and re-
duced exposure to climate risks 

• Expected strengthening of awareness of climate 
threats and risk-reduction processes; and/or 

• Other relevant indicative assessment factors, taking 
into account the Fund’s objectives, priorities and result 
areas, as appropriate on a case-by-case basis
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7. A plan for monitoring progress and including impact indicators to track imple-
mentation of the project or programme and achievement of the objectives must be 
provided. Having a sound monitoring plan with appropriate indicators and means 
of verification to track progress with implementation against the budget and expen-
diture will ensure that the financiers will be able to assess the performance of their 
investments and that corrective actions can be taken in case of underperformance. 
The impact indicators should be directly aligned with the direct impacts mentioned 
above, and as far as possible also cover the indirect impact of the intervention.10 

8. As potential partners and financiers are attentive to potential risks, interventions 
with poorly mapped risks and risk mitigation plans will be regarded as insecure 
investments.11 First and foremost, risks needs to be identified in line with the outline 
in Chapter 4, and risk mitigation measures designed. The risks need to be catego-
rized according to their likelihood and severity. The economic risks related to the 
activities should be addressed through a robust financing mechanism. Technology 
risks related to the introduction of new technologies could be addressed through 
pilot activities and demonstrations. Capacity-building activities can mitigate risks 
related to a lack of capacity. Awareness campaigns and marketing can contribute to 
mitigating social behavioural resistance to the required changes. In addition, sup-
port providers usually demand the provision of environmental, social and gender 
safeguards by assessing the risks of and preventing potentially negative environ-
mental, social and gender effects from implementation of the activities, as well as 
seizing opportunities for positive impacts within these areas. 

10  
For more information on how 
to assess the impacts of climate 
interventions and identify the 
relevant impact indicators, see the 
ICAT Series of Assessment Guides.

11 
 The GCF proposal template 
places substantial weight on an 
elaborate risk assessment, not 
only by requiring information on 
how risk mitigation measures can 
reduce the financial, technical, 
operational, social and environ-
mental risks of the project, but 
also on the risks that may arise 
during the project’s lifetime. As to 
the latter, the GCF refers to risks 
that do not currently pose a threat 
to the project’s success but may 
arise somewhere on the horizon 
and therefore need to be moni-
tored (Ryfisch et al., 2018).

https://climateactiontransparency.org/icat-toolbox/stakeholder-participation/
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This chapter presents information on different sources of climate finance, their respec-
tive focus areas and use of financial instruments, and general aspects of their opera-
tional modalities. It will guide project proponents in identifying appropriate climate 
finance providers, means of access, and considerations in structuring a proposal target-
ed at financiers’ services and priorities. 

Identification of the appropriate financial partner(s), depending on the interventions’ 
respective financing challenges and needs, is crucial to increase the chances of success 
and not incur extensive costs, time and energy in preparing unsuccessful proposals. 
There are certain aspects to consider when looking for sources of finance related to the 
scope of the intervention and the degree of concessionality of financing required. In 
general terms the higher the need for external financing and concessionality, the more 
requirements donors and financiers will make and the more difficult will it be to struc-
ture a proposal responding to these requirements. 

Figure 13: Aspects to consider in making a targeted proposal
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Source: authors.

Source: Lütken, 2018.

Figure 14: Priorities of different finance providers
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6.1. Multilateral climate funds

Multilateral climate funds only represent a small proportion of international climate fi-
nance flows, but they are nonetheless important contributors to finance climate action 
that would otherwise not be available under normal market conditions, and they play 
a crucial role in leveraging additional private finance. 

The Global Environment Facility12 (GEF), established in 1991, is an operational entity of 
the financial mechanism of the UNFCCC and the Paris Agreement. The GEF has a long 
track record in environmental funding and is also the financial mechanism for the con-
ventions on biodiversity, persistent organic pollutants, desertification and mercury. 
The GEF works through accredited GEF Agencies13 to implement and execute their proj-
ects. The GEF also administers the Least Developed Countries Fund14 (LDCF), with its 
special focus on supporting LDCs in implementing National Adaptation Plans of Action 
(NAPA), and the Special Climate Change Fund15 (SCCF), targeting key sectors for adap-
tation and technology transfers.

The Adaptation Fund16 (AF) has been operational since 2009, serving the Paris Agree-
ment and assisting developing countries in building resilience and adapt to climate 
change. The AF pioneered direct access to climate finance for developing countries 
through accredited National Implementing Entities.

12  
https://www.thegef.org

13   
You can access the list of GEF 
Implementing Agencies through 
this link: https://www.thegef.org/
partners/gef-agencies 

14 
https://www.thegef.org/
topics/least-developed-coun-
tries-fund-ldcf 

15 
https://www.thegef.org/topics/
special-climate-change-fund-sccf 

16 
https://www.adaptation-fund.org 

Figure 15: Relationship of funds to international climate agreements
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https://www.thegef.org/
https://www.thegef.org/topics/least-developed-countries-fund-ldcf
https://www.thegef.org/topics/special-climate-change-fund-sccf
https://www.adaptation-fund.org
https://www.thegef.org/partners/gef-agencies
https://www.thegef.org/partners/gef-agencies
https://www.thegef.org/topics/least-developed-countries-fund-ldcf
https://www.thegef.org/topics/least-developed-countries-fund-ldcf
https://www.thegef.org/topics/least-developed-countries-fund-ldcf
https://www.thegef.org/topics/special-climate-change-fund-sccf
https://www.thegef.org/topics/special-climate-change-fund-sccf
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The Green Climate Fund17 (GCF) is another operational entity of the Financial Mech-
anism of the UNFCCC and the Paris Agreement. It implements climate projects and 
programmes through private or public, non-governmental, sub-national, national, re-
gional or international entities accredited by the fund.18 Project preparation activities 
can be financed through the GCF Readiness Programme and the Project Preparation 
Facility or PPF, implemented through readiness delivery partners.19 Although a younger 
fund, it is expected to become the primary channel through which international public 
climate finance will flow over time and is intended to fund the expected paradigm shift 
(see text box page 55 on Paradigm shift) toward climate-resilient and low-carbon devel-
opment in developing countries (CFU, 2019). 

All the funds mentioned above operate through a specific entry point at country-level, 
e.g. the “focal point” in the case of GEF, and the “National Designated Authority” in the 
case of GCF.20 21 22 These entry points are typically government staff and selected rele-
vant government institutions, and they form the interface and official communication 
channel between the country and the funds. Their role is to inform and engage coun-
try stakeholders in the funds and to ensure that applications to the funds are aligned 
with national priorities and the scope of the funds. For instance, they will issue a “no 
objection letter” indicating support to the project in the context of GCF. They also play 
a central role in the development of country programmes, which lay the bases for the 
country’s financing priorities and project pipelines related to the fund. It is therefore 
crucial to engage with these entry points early in the process and to obtain their ap-
proval and commitment to the project. Ideally, the TAP should be part of the basis of 
the design of national country-programme project proposals that are intended to be 
financed from the funds. 

Climate Investment Funds23 (CIFs) are managed by the World Bank. They operate in 
partnership with regional development banks, including the African Development Bank 
(AfDB), the Asian Development Bank (ADB), the European Bank for Reconstruction and 
Development (EBRD) and the Inter-American Development Bank (IDB) (CFU, 2019). 
The national governments, together with the relevant development bank and coun-
try stakeholders, need to design an investment plan, a country programme defining 
the climate-related long-term investments required. Once the country programme has 
been endorsed by the CIF, the projects included in the investment plan are specified 
and the implementation modalities described. Projects are then gradually approved 
and implemented. Because of this process, it is crucial to engage early on with the gov-
ernment and include the specific project concept in the country programme at an early 
stage. 

CIFs finance programmatic interventions in developing countries with the objective 
of improving understanding of how public finance is deployed to assist the transfor-
mation of development paths. CIFs include the Clean Technology Fund (CTF) and the 
Strategic Climate Fund (SCF), the latter being composed of three targeted programmes:

1. the Pilot Program for Climate Resilience (PPCR), providing grant finance (up to 1.5m 
USD) to prepare countries’ Strategic Programs for Climate Resilience, grants for de-
tailed preparation of activities in the Strategic Program (approx. 1.5m USD for a sin-
gle country pilot), and grants and loans to cover additional costs associated with 
mainstreaming climate resilience into investments.

17 
https://www.greenclimate.fund 

18 
  You can access the list of GCF 
Accredited Entities through this 
link: https://www.greenclimate.
fund/about/partners/ae 

19 
  You can access the list of GCF 
readiness delivery partners 
through this link: https://www.
greenclimate.fund/readiness/
partners

20 
  A list of GEF Operational Focal 
Points can be accessed through 
this link: https://www.thegef.org/
focal_points_list 

21 
  A list of the GCF’s National Desig-
nated Authorities can be accessed 
through this link: https://www.
greenclimate.fund/about/part-
ners/nda 

22 
 A list of the Adaptation Fund’s 
Designated Authorities can 
be accessed through this link: 
https://www.adaptation-fund.
org/apply-funding/designat-
ed-authorities

23 
https://www.climateinvestment-
funds.org

https://www.greenclimate.fund
https://www.climateinvestmentfunds.org
https://www.greenclimate.fund/about/partners/ae
https://www.greenclimate.fund/about/partners/ae
https://www.greenclimate.fund/readiness/partners
https://www.greenclimate.fund/readiness/partners
https://www.greenclimate.fund/readiness/partners
https://www.thegef.org/focal_points_list
https://www.thegef.org/focal_points_list
https://www.greenclimate.fund/about/partners/nda
https://www.greenclimate.fund/about/partners/nda
https://www.greenclimate.fund/about/partners/nda
https://www.adaptation-fund.org/apply-funding/designated-authorities/
https://www.adaptation-fund.org/apply-funding/designated-authorities/
https://www.adaptation-fund.org/apply-funding/designated-authorities/
https://www.climateinvestmentfunds.org
https://www.climateinvestmentfunds.org
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2. The Forest Investment Program (FIP) is designed to support developing countries’ 
REDD efforts and promote sustainable forest management through grants, conces-
sional loans, guarantees, or equity.

3. The Scaling-Up Renewable Energy Program for Low Income Countries (SREP) pro-
vides finance for renewable energy use and generation. Financial instruments in-
clude grants and other concessional financial instruments. 

The funds that provide other financial instruments than grants have the highest fund 
contribution per project, averaging around USD 42 and 49 million per project for the 
GCF and CTF respectively, which also reflects the specific focus of these funds on the 
transformational impact of their investments. These funds do not have a long history 
or track record of approving projects, but the GEF and its administered funds have the 
advantage that they are managed by the climate fund that has been operational the 
longest and that has the longest track record of approved projects. 

As of August 2020, the GCF financial instrument portfolio of the currently approved 128 
projects with a cumulative GCF funding of 5.3 billion USD (13.6 billion co-finance) is 
divided into the following shares: 50% grant, 40% loan, 4% equity, 4% result-based pay-
ments and 2% guarantees (GCF,2020). The CTF’s use of financial instruments includes 
grants, concessional loans and guarantees aimed at increasing the attractiveness of 
investments in low-carbon technologies. Grants are provided to cover the additional 
costs needed to make the project viable. The general terms of CTF financing are (see 
Table 13):

Fund Grants Loans Risk Mitigation 
Instruments

Equity

GEF x *

LDCF x

SCCF x

AF x

CTF x x x x

FIP x x x x

PPCR x x x x

SREP x x x x

GCF x x x x

* GEF provides mainly grants but is also able to offer the other financial instruments through its non-grant pilot programme.
Source: WRI, 2017: Future of the Funds: Exploring the Architecture of Multilateral Climate Finance

Table 12: Financial instruments available to different funds
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In addition to the climate finance providers mentioned above, and with special refer-
ence to preparatory support, the operational arm of the UNFCCC Technology Mecha-
nism, the Climate Technology Centre and Network (CTCN)24, provides technical assis-
tance at countries’ request at no cost. The aim is to accelerate the transfer of climate 
technologies at the request of developing countries through countries’ national focal 
points, the National Designated Entities (NDE).25 Reaching out and engaging the coun-
try’s NDE could initiate a dialogue resulting in access to finance to implement prepara-
tory activities, such as feasibility studies, training and capacity-building or analytical 
work, that are needed to structure a strong proposal. 

For a more extensive list and description of climate funds, see the World Research In-
stitute’s publication Future of the Funds: Exploring the Architecture of Multilateral Cli-
mate Finance.

 Harder 
concessional

Softer 
concessional

Maturity (years) 20 40

Grace period (years) 10 10

Principal repayments (Yr 11-20) 10% 2%

Principal repayments (Yr 20-40) N/A 4%

MDB fee 0.18% 0.18%

Service charge fiscal year 09-10 0.75% 0.25%

Grant element 45% 75%

Source: CFU, 2020

Table 13: General CTF financing terms

24  
https://www.ctc-n.org

25  
You can find a list of countries’ 
NDEs through this link: https://
unfccc.int/ttclear/support/nation-
al-designated-entity.html 

Paradigm shift

The GCF uses the following assessment criteria to assess 
paradigm shift, or the degree to which the proposed ac-
tivity can catalyse impact beyond a one-off project or pro-
gramme investment. 

Potential for scaling up and replication, and its overall 
contribution to global low-carbon development path-
ways being consistent with a temperature increase of 
less than 2 degrees Celsius (mitigation only):
• Innovation: Opportunities for targeting innovative 

solutions, new market segments, developing or adopt-
ing new technologies, business models, modal shifts 
and/or processes

• Level of contributions – Expected contributions to 
global low-carbon development pathways consistent 

with a temperature increase of less than 2 degrees Cel-
sius as demonstrated through:
 · Potential for expanding the scale and impact of 

the proposed programme or project (scalability) 
– A theory of change for scaling up the scope and 
impact of the intended project/programme without 
equally increasing the total costs of implementation

 · Potential for exporting key structural elements 
of the proposed programme or project (replica-
bility) – A theory of change for replication of the 
proposed activities in the project/programme in 
other sectors, institutions, geographical areas or 
regions, communities or countries

https://www.ctc-n.org
https://www.ctc-n.org
https://www.wri.org/publication/future-of-the-funds
https://www.wri.org/publication/future-of-the-funds
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Paradigm shift

6.2. Multilateral Development Banks

Multilateral Development Banks (MDBs) play a prominent role in delivering multilateral 
climate finance, not solely as implementing entities for the GEF, SCCF, LDCF, AF and 
the GCF, but also because most have incorporated climate change considerations into 
their core lending and operations, as well as providing climate finance with a regional 
or thematic scope.

Potential for knowledge and learning – Contribution 
to the creation or strengthening of knowledge, collective 
learning processes, or institutions
• Existence of a monitoring and evaluation plan and a 

plan for sharing lessons learned so that they can be in-
corporated within other projects

Contribution to the creation of an enabling environment:
• Sustainability of outcomes and results beyond com-

pletion of the intervention: Arrangements that pro-
vide for long-term and financially sustainable contin-
uation of relevant outcomes and key relevant activities 
derived from the project/programme beyond the com-
pletion of the intervention.

• Market development and transformation:
 · Extent to which the project/programme creates 

new markets and business activities at the local, 
national or international levels

 · Degree to which the activity will change incentives 
for market participants by reducing costs and risks, 
eliminating barriers to the deployment of low-car-
bon and climate-resilient solutions

 · Degree to which the proposed activities help to 
overcome systematic barriers to low-carbon devel-
opment to catalyse impact beyond the scope of the 
project or programme

Contribution to the regulatory framework and policies:
• Potential for strengthened regulatory frameworks 

and policies to drive investment in low-emission 
technologies and activities, promote development 
of additional low-emission policies, and/or improve 
climate- responsive planning and development

 · Degree to which the project or programme ad-
vances the national/local regulatory or legal 
frameworks to systemically promote investment in 
low-emission or climate-resilient development

 · Degree to which the activity shifts incentives in 
favour of low- carbon and/or climate-resilient de-
velopment or promotes mainstreaming of climate 
change considerations into policies and regulato-
ry frameworks and decision-making processes at 
national, regional and local levels, including pri-
vate-sector decision-making.

 
Overall contribution to climate-resilient development 
pathways consistent with a country’s climate change 
adaptation strategies and plans (adaptation only): 
• Potential for exporting key structural elements of 

the proposal to other sectors, regions or countries 
(replicability) 
 · A theory of change for replication of the proposed 

activities in the project/programme in other sec-
tors, institutions, geographical areas or regions, 
communities or countries

 · Degree to which the programme or project reduces 
proposed risks of investment in technologies and 
strategies that promote climate resilience in devel-
oping countries

• Potential for expanding the proposal’s impact with-
out equally increasing its cost base (scalability)
 · Scaling up the scope and impact of the intended 

project/programme without equally increasing the 
total costs of implementation
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MDBs Climate funds and initiatives

World Bank The World Bank provides climate finance for mitigation and adaptation activities 
through the Climate Investment Funds, carbon and forestry funds. The bank has 
committed itself to doubling its climate finance investment to around USD 200 
billion from 2021 to 2025, with a strong focus on adaptation and climate action at 
the country level.

European Investment 
Bank

The European Investment Bank provides large-scale climate finance in both 
developing and developed countries through energy and urban funds. The Bank 
has committed itself to unlocking a trillion EUR for 2030 and will align all financing 
activities with the Paris Agreement by the end of 2020.

European Bank for 
Reconstruction and 
Development (EBRD)

Supports middle-income economies in Europe and Central Asia under its Green 
Economy Transition approach in the areas of energy & resource efficiency, the 
circular economy, renewable energy and climate resilience.

African Development 
Bank (AfDB) 

The African Development Bank has a strong focus on energy and green bonds 
for climate infrastructure projects. It has announced that all investments will be 
climate-proof. It intends to invest at least USD 6.4 billion over the next five years on 
climate finance.

Asian Development Bank 
(ADB)

The ADB strongly supports green technologies, adaptation and risk management in 
developing countries. Its Climate Change Fund focuses on clean energy, sustainable 
transport and low-carbon urban development, deforestation and degradation and 
improved land use management. The ADB has committed USD 80 billion from 2019 
to 2030 to tackle climate change.

Inter-American 
Development Bank (IDB)

The IDB supports small- and large-scale climate projects in Latin-American 
developing countries. It has committed itself to at least 30% of its investment 
approvals being climate finance related. The IDB is providing support and finance 
for implementation of the Paris Agreement through NDC Invest, focusing in the 
development and implementation of NDCs, including financing mitigation and 
adaptation interventions.

Table 14: Overview of multilateral development banks

Agencies/funds Climate funds and initiatives

French Development 
Agency (AfD)

AfD supports large-scale climate finance projects in developing countries. It has 
committed itself to offering climate mitigation benefits on 50% of its projects and 
intends to become a 100% Paris Agreement institution by 2022. The AfD offers 
support to mitigation and adaptation, lately focusing on solar technologies and 
nature-based solutions.

German Development 
Agency (GIZ)

GIZ provides climate finance in developing countries for mitigation and adaptation 
projects through a diversity of national and local initiatives. It has committed itself 
to become climate neutral by 2020. 

German Development 
Bank (KfW)

Provides grants and concessional loans for climate interventions in developing 
countries. Focuses on investment projects that enhance mitigation and adaptation 
replicable activities through large-scale projects.

Table 15: Overview of selected bilateral and national channels for climate finance

https://www.worldbank.org
https://www.eib.org/en/index.htm
https://www.eib.org/en/index.htm
https://www.ebrd.com/home
https://www.ebrd.com/home
https://www.ebrd.com/home
https://www.ebrd.com/what-we-do/get/programmes-and-themes.html
https://www.ebrd.com/what-we-do/get/programmes-and-themes.html
https://www.afdb.org/en
https://www.afdb.org/en
https://www.adb.org
https://www.adb.org
https://www.adb.org/site/funds/funds/climate-change-fund
https://www.iadb.org/en
https://www.iadb.org/en
https://www.ndcinvest.org/
https://www.afd.fr/en
https://www.afd.fr/en
https://www.giz.de/en/html/index.html
https://www.giz.de/en/html/index.html
https://www.kfw-entwicklungsbank.de/International-financing/KfW-Development-Bank/Topics/Climate/
https://www.kfw-entwicklungsbank.de/International-financing/KfW-Development-Bank/Topics/Climate/
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Several developing countries have established National Financing Vehicles (NFV),26 
resourced through international finance and/or domestic budget allocations and the 
domestic private sector, to implement and monitor green and climate action projects 
through grants, debt and equity financing, and risk-reducing instruments (GGGI, 2019). 
The Indonesian Climate Change Trust Fund27 (ICCTF) was one of the first NFVs to be es-
tablished. Brazil has a national Climate Fund28, mainly financed by revenues generated 
from a tax on oil companies, and the Amazon Fund29, both administered by the Brazilian 
National Development Bank (BNDES). There are also NFV already established or in the 
making in Bangladesh, Benin, Cambodia, Colombia30, Costa Rica31, Ethiopia, Guyana, 
India, Jordan, the Maldives, Mali, Mongolia, Mexico, the Philippines, Rwanda32, Senegal, 
South Africa and Vanuatu33, and more countries are planning the establishment of na-
tional climate funds to facilitate investments in climate interventions (CFU, 2019; GGGI, 
2019). NFVs are great vehicles for facilitating the financing of climate actions, as their 
independent governance structures can channel finance to projects quickly. 

Tool to select appropriate financiers
The NDC Partnership has made available the Climate Finance Explorer, a tool for the 
identification of appropriate climate finance providers, providing the user with the 
ability to quickly identify providers of financing services based on their specific needs 
and profiles.

26 
For a more extensive list and a 
description of NFVs, consult the 
Green Growth Institute’s publica-
tion, Review of GGGI’s Experience 
to Design and Operationalize 
National Financing Vehicles to Fi-
nance Climate and Green Growth 
Policy Implementation.

27 
https://www.icctf.or.id 

28 
https://www.bndes.gov.br/
SiteBNDES/bndes/bndes_en/
Institucional/Social_and_Environ-
mental_Responsibility/climate_
fund_program.html 

29 
http://www.amazonfund.gov.br/
en/home 

30 
https://fenoge.com

31 
http://funbam.org

32 
http://www.fonerwa.org

33 
https://doe.gov.vu/index.php/
ngef/general-information 

Table 15: Overview of selected bilateral and national channels for climate finance

Agencies/funds Climate funds and initiatives

International Climate 
Initiative (IKI)

IKI is a German government initiative that specifically funds mitigation and 
adaptation activities, focusing on NDCs, NAMAs and forestry funds. It has provided 
more than USD 3 billion in climate finance to developing countries.

UK International Climate 
Fund (ICF)

The UK government provides substantial climate finance through multilateral 
funds and the NAMA Facility to implement mitigation and adaptation actions in 
developing countries. It has committed USD 12.7 billion to climate finance to 2021.

Japan International 
Cooperation Agency 
(JICA)

JICA provides mitigation and adaptation finance in 39 developing countries. It 
collaborates with multilateral climate funds and largely focuses on technical 
cooperation and grants. The Japanese government’s development agency has 
committed itself to providing at least USD 10.5 billion in climate finance.

European Union The EU spends at least 20% of its budget on climate-related actions. Through the 
Global Climate Change Alliance Plus (GCCA+), it has invested more than EUR 450 
million in mitigation and adaptation activities. Its goal is to support low-carbon 
finance through its Action Plan on Financing Sustainable Growth and capitalizing 
the GCF.

https://www.icctf.or.id
https://www.bndes.gov.br/SiteBNDES/bndes/bndes_en/Institucional/Social_and_Environmental_Responsibility/climate_fund_program.html
http://www.amazonfund.gov.br/en/home
https://fenoge.com
http://funbam.org
http://www.fonerwa.org
https://doe.gov.vu/index.php/ngef/general-information
https://ndcpartnership.org/climate-finance-explorer
https://www.bndes.gov.br/SiteBNDES/bndes/bndes_en/Institucional/Social_and_Environmental_Responsibility/climate_fund_program.html
https://www.bndes.gov.br/SiteBNDES/bndes/bndes_en/Institucional/Social_and_Environmental_Responsibility/climate_fund_program.html
https://www.bndes.gov.br/SiteBNDES/bndes/bndes_en/Institucional/Social_and_Environmental_Responsibility/climate_fund_program.html
https://www.bndes.gov.br/SiteBNDES/bndes/bndes_en/Institucional/Social_and_Environmental_Responsibility/climate_fund_program.html
https://www.bndes.gov.br/SiteBNDES/bndes/bndes_en/Institucional/Social_and_Environmental_Responsibility/climate_fund_program.html
https://www.international-climate-initiative.com/en/
https://www.international-climate-initiative.com/en/
https://www.nama-facility.org/
https://www.nama-facility.org/
https://norad.no/en/front/thematic-areas/climate-change-and-environment/norways-international-climate-and-forest-initiative-nicfi
https://norad.no/en/front/thematic-areas/climate-change-and-environment/norways-international-climate-and-forest-initiative-nicfi
https://norad.no/en/front/thematic-areas/climate-change-and-environment/norways-international-climate-and-forest-initiative-nicfi
https://gcca.eu/
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GCF readiness sources Other readiness sources

The GCF Project Preparation 
Facility provides grant support 
for mitigation and adaptation 
activities in developing 
countries, specifically for 
building capacity in developing 
financing applications.

The Adaptation Fund Readiness Programme for Climate Finance offers 
readiness grants to support countries in building their climate finance 
capacities. Offers scale-up grants worth USD 100,000 per project.

The Forest Carbon Partnership Facility FCPF Readiness Fund supports 
activities in tropical and sub-tropical developing countries aimed at enabling 
recipient countries to participate in REDD+.* 

The GCF Readiness Programme 
provides grants to strengthen 
the institutional capacities 
of GCF focal points, targeting 
developing countries with the 
aim of helping entities achieve 
accreditation with GCF.

The NDC Partnership Climate Action Enhancement Package (CAEP) delivers 
fast-track support and readiness funds for countries to plan and implement 
their NDCs and Paris Agreement-related strategies.

The NDC Pipeline Accelerator assists national and sub-national entities in the 
Latin American and Caribbean region to plan and design NDC-aligned climate 
investments. 

*  REDD+ targets efforts to reduce emissions from deforestation and forest degradation, and foster conservation, sustainable management of forests and 
enhancement of forest carbon stocks.

Table 16: Grant financing sources for readiness and preparatory activities

https://www.greenclimate.fund/projects/ppf
https://www.greenclimate.fund/projects/ppf
https://www.adaptation-fund.org/readiness/
https://www.forestcarbonpartnership.org/readiness-fund
https://www.gcfreadinessprogramme.org/supporting-readiness
https://ndcpartnership.org/caep
https://www.ndcinvest.org/EN/index.php
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Conclusion

Having conducted a TNA and established a TAP for climate change mitigation and adap-
tation technology-inclusive projects, TNA practitioners can use this guidebook to take 
the next steps required to transform initial project ideas into concrete concepts, and 
to structure the required financial information so as to present a business case to po-
tential financiers. The business case provides the required inputs to be able to identify 
the most appropriate financial instruments and present additional cost arguments and 
potentially the need for concessional finance. The practical examples of diverse public 
and private climate finance instruments and their application to specific actions and 
financing structures for different climate interventions should inspire TNA practitioners 
to visualize potential financial mechanisms for their concepts and to start interacting 
with relevant financial stakeholders. These initial interactions have also been facilitat-
ed by having the reader understand the essentials in building climate funding propos-
als, while identifying the most convenient financing sources for specific interventions. 

The overall financial illustration of this document widens the toolkit of potential stake-
holders to allow efficient and successful business cases to emerge, which is essential 
for the necessary implementation of mitigation and adaptation actions, crucial if the 
targets set by the Paris Agreement are to be achieved. 
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 Follow us on Twitter @UNEPDTU

This guidebook is produced as part of the GEF-Funded Global Technology Needs Assessment 
Project, which is implemented by UNEP and UNEP DTU Partnership. Since 2009, close to one 
hundred countries have joined the Global Technology Needs Assessment (TNA) Project.

Reaching the envisaged scale of climate technology implementation implies a drastic scale-up 
and implementation of policies and measures, as well as a rapid mobilization of domestic and 
international financial resources, which should be efficiently and sustainably invested. This 
guidebook provides information on how to develop a business case for interventions that are 
inclusive of climate change mitigation and adaptation technologies, and to present this informa-
tion in structured proposals to donors and financiers.

The guidebook is primarily intended for national TNA teams, which consist of stakeholders from 
government, non-government organisations, private sector and others, but can also be used by 
other practitioners developing project proposals. 
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