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Note to Accredited Entities on the use of the funding proposal template

e Accredited Entities should provide summary information in the proposal with cross-
reference to annexes such as feasibility studies, gender action plan, term sheet, etc.

e Accredited Entities should ensure that annexes provided are consistent with the details
provided in the funding proposal. Updates to the funding proposal and/or annexes must be
reflected in all relevant documents.

e The total number of pages for the funding proposal (excluding annexes) should not
exceed 60. Proposals exceeding the prescribed length will not be assessed within the usual
service standard time.

e The recommended font is Arial, size 11.

¢ Under the GCF Information Disclosure Policy, project and programme funding proposals
will be disclosed on the GCF website, simultaneous with the submission to the Board,
subject to the redaction of any information that may not be disclosed pursuant to the IDP.
Accredited Entities are asked to fill out information on disclosure in section G.4.

Please submit the completed proposal to:
fundingproposal@gcfund.org
Please use the following name convention for the file name:
“FP-[Accredited Entity Short Name]-[Country/Region]-[YYYY/MM/DD]”


https://www.greenclimate.fund/disclosure/policy
mailto:fundingproposal@gcfund.org
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A

A. PROJECT/PROGRAMME SUMMARY

A.l. Project or
programme

Programme A.2. Public or private sector Private

A.3. Request for
Proposals (RFP)

Not applicable

A.4. Result area(s)

Check the applicable GCF result area(s) that the overall proposed project/programme targets below.
For each checked result area(s), indicate the estimated percentage of GCF and Co-financers’
contribution devoted to it. The total of the percentages when summed should be 100% for GCF and
Co-financers’ contribution respectively.

GCF Co-
contributio | financers’
n contribution?
Mitigation total 50 % 50 %
Energy generation and access 2% 9%
Low-emission transport 3% 3%
Buildings, cities, industries and appliances 13% 13 %
Forestry and land use 25 % 25 %
Adaptation total 50 % 50 %
. See See footnote?
Most vulnerable people and communities footnote?
Health and well-being, and food and water security 50 % 50 %
O Infrastructure and built environment
] Ecosystems and ecosystem services

Total number of direct
and indirect beneficiaries:

884,714
A? E):'peCtedt be[rzgﬁ((::itari Indirect
mitigation outcome A.6. Expected adaptation outcome s beneficiaries
- ) . 642,379
é%;iig]:écggl:géfl—'e 2,707,4551n (Core indicator 2: direct and indirect 242’0335
avoided or removed / beneficiaries reached) 0-?&;0' of 4 15% of total
sequestered) population population

A.7. Total financing
(GCF + co-finance?®)

128.2 million Euros

Medium (Up to USD

A.8. Total GCF
funding requested

32.8 million Euros A.9. Project size 250 million)

For multi-country
proposals, please fill out
annex 17.

A.10. Financial
instrument(s)
requested for the GCF
funding

Mark all that apply and provide total amounts. The sum of all total amounts should be consistent with
A.8.

Grant 7.8 MM

Equity 25 MM
] Loan

[0 Results-based payment
L] Guarantee

1 Co-financer’s contribution means the financial resources required, whether Public Finance or Private Finance, in addition to
the GCF contribution (i.e. GCF financial resources requested by the Accredited Entity) to implement the project or
programme described in the funding proposal.


https://www.greenclimate.fund/how-we-work/funding-projects
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2 It is assumed that the resources to support mitigation in the different sectors (Energy generation and access, Low Emission
Transport, Buildings, cities, industries and appliances, Forestry and Land Use) will also contribute to increase livelihood
resilience (ARA1-SMESs). To avoid duplications, no specific funding is attributed to ARA1, though the total number of
beneficiaries (SMEs) will be measured (refer to CO2 calculation Excel and E5).

3 Refer to the Policy of Co-financing of the GCF.


https://www.greenclimate.fund/document/policy-co-financing
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Investment
period:
; 5 years
A.l_l.(;mplementatlon TAF A.12. Total lifespan 10-12 years
e implementa
tion period:
10-12 years
Approved
by
A.13. Expected date of | FONPROD
AE internal approval | E Steering | A-14. ESS category -2
Committee
on
12/20/2022.
A.15. Has this FP been Yes []J A.16. Has Readiness or PPF
submitted as a CN = support been used to prepare this | Yes O No
before? No FP?
A.17. Is this FP . . .
; . . Yes [ .18.
included in the entity ?otSntlrS thrlg Frzrlnnrﬁl;,)ded LS Yes [ No
work programme? No y prog '

A.19.
Complementarity and
coherence

Does the project/programme complement other climate finance funding (e.g. GEF, AF, CIF, etc.)? If
yes, please elaborate in section B.1.

Yes 1 No

A.20. Executing Entity
information

GAWA Capital Partners SGEIC S.A,, is a private limited liability firm specialized in impact investment
management services. GAWA is registered as Alternative Investment Fund Manager (AIFM) and
supervised by the Spanish Exchange Commission (CNMV). GAWA will act as fund and TAF manager.
All the vehicles (i.e. Kuali Fund S.C.A. SICAR — EUSEF), GP (i.e. Kuali Fund Management Sarl) and
manager (i.e. GAWA Capital Partners SGEIC S.A) will be the Executing Entities because of the role that
each of these entities plays in the channelling of GCF proceeds and the making of investments.
COFIDES will manage EUR 0.4 million from GCF. Therefore, COFIDES will be also an Executing
Entity for such activities.

A.21. Executive summary (max. 750 words, approximately 1.5 pages)
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Kuali Fund aims to contribute to the transition to low-carbon and resilient economies in selected countries in
Latin American and the Caribbean (LAC) countries by fostering the systemic adoption of climate best practices
by small financial institutions, including small banks (up to Tier 2), Microfinance Institutions (MFIS),
cooperatives, other non-bank financial institutions and FinTech companies (denominated all as Financial
Service Providers, or FSP). Kuali Fund will transform FSPs in their transition to become greener and more
inclusive, so that they ultimately end up providing green and climate products® to Small and Medium
Enterprises (SMEs) and to smallholder farmers (or smallholders). Kuali will also support companies with
innovative climate solutions® (denominated as innovative companies) to expand the number of available
mitigation and adaptation solutions that could eventually be financed by FSP.

Kuali Fund will invest at least 70% of its capital in 14 countries in Latin America and the Caribbean, as
the region is particularly vulnerable to the negative effects of climate change. Some 14 million Latin Americans
live in areas considered to be at high risk from climate change. Up to a maximum of 30% will be invested in
India to share best practices in climate finance between India and Latin America on how to use technology
to be more efficient and amplify impact.

Kuali Fund will therefore be invested in 15 countries. However, as some of these countries have not issued
the No Objection Letter, Kuali Fund will be divided into: i) the Funded Activity (hereinafter referred to as the
Funded Activity or Kuali Fund-GCF) will only invest in the following seven countries: Mexico, Brazil, Colombia,
El Salvador, Panama, Honduras and Guatemala; and ii) the Kuali Fund-nonGCF, which will invest in 15
countries (India and 14 countries in Latin America and the Caribbean). This Funding Proposal has been
designed according to the universe of seven countries, and even though Kuali Fund will cover a wider area,
the figures and impacts for the Funded Activity (or Kuali Fund-GCF) are differentiated in this FP from the Kuali
Fund as a whole.

Kuali Fund-GCF is expected to directly support over 237,907 smallholders and 4,428 SMEs that will
collectively avoid 2,707,455 expected tons of CO2 equivalent in 10 years expected lifetime®.

According to the IFC’, the climate finance gap in developing countries is USD 23 trillion by 2030. This gap
implies an increase in climate finance from USD 22 trillion to USD 44.5 trillion over this period. If this target is
met, climate finance from financial institutions will account for 30% of total lending from financial institutions
by 2030. So far, Financial Institutions’ (Fl) lending has traditionally been channeled by large banks to
finance large renewable energy projects, large industrial power plants and large efficient building
construction companies.

However, the smaller financial institutions targeted by Kuali Fund (FSPs) are key to mobilising climate
finance in markets underserved by Fls (mainly referred to large banks). These small institutions are
essential to channel climate finance to the two key segments that are the backbone of these recipient
economies and that larger banks typically do not serve because of their perceived risk: (i) the smallholder
farmers segment, which is one of the most vulnerable populations to climate change and will need to adapt
rapidly to new climate conditions by adopting climate solutions, including ecosystem-based adaptation; and
(if) the SME segment, which accounts for 60%-70% of the industrial pollution and a significant share of global
carbon emissions®.

Kuali Fund will also work with the innovative companies - to increase the number of available adaptation and
mitigation solutions (mitigation solutions for SMEs and adaptation solutions for farmers) - and Financial
Service Providers that are seeking to implement more sustainable environmental practices. The FSPs will
support the SME and smallholder farmer sector and promote the creation of partnerships and synergies
between traditional FSPs and Fintech companies through open banking cooperation. The impact of the
Funded Activity’s investments will be maximised with the support of a Technical Assistance Facility, which
will assist the investees, inter alia, in implementing a green strategy, integrating green risks and opportunities
into their systems, and launching and expanding green and climate-friendly products and services.

Regarding the investments to be financed by Kuali Fund-GCF, from an SME perspective, the Funded Activity
will finance assets or activities such as solar roof panels, high efficiency heat pumps, insulation, low emission
transport, energy efficient machinery, methane digesters, among others; and the smallholder farmers may be
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supported in activities such as tree planting, composting, restoration of abandoned farmlands, on-farm
irrigation systems, regenerative annual crops, silvopastoral systems or tree intercropping. In terms of
innovative companies, Kuali Fund-GCF will invest in companies with innovative solutions for mitigation (such
as electric transport, rural solar energy providers, bio-digester manufacturing companies, EV charging
network) and in adaptation (farm-to-business mobility supply chain, smart farming, farming as a service
platform or vertical farming).

GAWA Capital Partners SGEIC, S A.
100% Ownership

Kuali Fund Management S.a.r.l.*
General Partner

GAWA Capital Partners SGEIC, S.A.

Fund Manager/AIFM
. Kuali Fund 5.C.A., SICAR-EuSEF*
1] 1
Private Investor - PPM (Luxembourg)
Commitment Agreement o
Other Investors 4o F I\ Funded Activity (Kuali Fund-GCF) Kuali Fund-nonGCF
Equity contricution 1 |
Fund Manager 1 :
o PPM i i
Contribufion Commitment Agreement 1 ]
Agreement Side Lefter il T I o
Ao » COFIDES gy My S » i - 2Lt n EUR 1462 million
> re— . T ———- i Private investors 1 Private investors
Equl triout Accredied Ently Equity contribution | i
quEE:O‘lner: o . E%R 12 MM : lincluding GAWA contribution and il {including GAWA contribution and
1 COFIDES contribution) Ul COFIDES contribution)
i
PPM 1 i
A4 Commitment Agresment 1 o
) EAA Side Letter i :
______________________________________ i
.uﬁuu* , COFIDESSy My " ] EUR 25 million ]
— . T —— i e e i
Eon© Equity confribution Acoredited Ertity Equlty contrinution R—
EUR Z5 MM (administraies  GCF  proceeds  and EUR 25 MM
Invests in the SICAR a5 an investor of
record) '
Eq;'t:l"-" Equityraent Equity or ! Equity/debt
= Agresment debt 1 Agresment
contributian contribution |
------------- Lagal flow
FinanciairL sgal fow Investees by Investees by Kuali
Kuali Fund-GCF Fund-nonGCF
FOWemance ow
*: 5hill fo be constittted

Kuali Fund’s structure includes the Kuali SICAR-EUSEF (the SICAR?®) and a Special Purpose Vehicle
incorporated as a Securitisation Vehicle (SV) and is divided into two funding divisions: Kuali Fund-GCF and
Kuali Fund-nonGCF°. The size of Kuali Fund-GCF for investments in NOL-countries is expected to reach
EUR 119.5 million in total commitments to be used for investments and EUR 5.91 million for Technical
Assistance. An EUR 0.4 million is requested from the GCF for Communication, Audit and Evaluation purposes
and an additional EUR 2.4 million from the GCF for Monitoring and Evaluative Data Collection.

4 Loan, participation in equity, insurance or any type of financial product denominated green because it will finance the
acquisition of any SME or smallholder farmers’ asset that have mitigation impact (any improvement in processes that avoid
CO2 tons, the acquisition of new equipment that reduce the carbon footprint, low emission transport, appliances, power
generation, efficient vehicles, etc.) and/or adaptation impact (innovative seeds with better adaptation to new climate patterns,
risk systems, green agriculture solutions, etc.).

5 Companies that already offer products/services related with mitigation and adaptation, mainly “Agri-tech” and “Climate-tech”
companies.

6 The total life of the Fund will be 10 years, with the possibility of extending the life for a further 2 years (12).

7 Climate Investment Opportunities in Emerging Markets, An IFC Analysis, 2016.

8 SME and the Environment in the EU, European Commission, 2010.

® Detailed information regarding the structure of the SICAR, the SV and Kuali Fund is included in section B.4 of the Funding Proposal.

10 Kuali Fund-non GCF will include contributions from the EU and private resources to finance investments in 15 countries, including the 8
countries (Ecuador, Peru, Bolivia, Costa Rica, Dominican Republic, Paraguay, Nicaragua and India) where the NOL has not been issued
for GCF contributions, up to EUR 250 million. The GCF will not be involved in these transactions.
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Kuali Fund-GCF is expected to catalyse private and institutional investments at scale through a blended
finance structure. The EU and GCF contributions to the first loss tranche of Kuali Fund-GCF*! (EU: EUR 1.26
million and GCF: EUR 25 million) will be key to mobilising private investor participation by reducing their
exposure to the perceived risk of the SME and smallholder farmer’s sector. The GCF, EU, FONPRODE and
Kuali Fund itself will also contribute to the financing of the Technical Assistance (EUR 5.0 million from GCF;
EUR 0.57 million from EU; EUR 0.38 million from FONPRODE and EUR 0.04 from Kuali Fund).

As Kuali Fund-GCF will invest in 7 countries, 100% of the GCF resources will be allocated to NOL countries,
and a 15% of the sum of both the EU first loss contribution and from the EU, FONPRODE and Kuali Fund
contributions in TA resources will be allocated to NOL countries, leaving 85% of its resources to cover the
non-NOL countries of Kuali Fund-nonGCF.

The Securitisation Vehicle will issue notes that will be subscribed by the Spanish Agency for International
Cooperation and Development!? (AECID) through the FONPRODE?*® Sovereign Fund managed by the
Spanish Ministry of Foreign Affairs, European Union and Cooperation for up to EUR 19.4 million for Kuali
Fund-GCF, with a maturity corresponding to the duration of the Funded Activity (10-12 years). These notes
will enhance the return to private investors.

The remaining funding is expected to come from the private sector (EUR 72.8 million) and a potential
contribution from GAWA Capital (EUR 1 million).

The Subsidiary Agreements that COFIDES -as AE- will prepare for the implementation of this proposal are: i)
for the equity component, the Private Placement Memorandum (PPM), the Commitment Agreement, and the
Side Letter; ii) for the TA component, the Fiduciary Agreement.

Kuali Fund-GCF will use part of these resources to transform both innovative companies and FSPs to
implement climate finance strategies to help the SME and the agricultural sectors to reduce CO2 emissions
and adapt to the impacts of climate change. The Funded Activity will select the instrument that (i) best meets
the financing needs of the investee, (ii) where possible, provides the targeted risk-adjusted return and (iii) for
equity investments, has a clear liquidity event/exit strategy. The following instruments are expected to be
used:

A. Debt-like investments: Approximately 60-70% of the portfolio, mainly invested in FSPs (including
Fintech companies), but could also be invested in innovative companies.
B. Equity: Approximately 30-40% of the portfolio for investment in innovative companies:
i. Mezzanine investments, such as royalty financing/profit participation loans.
ii. Growth-capital equity investments with a significant minority stake (less than 20%), a
board representation and a clear and/or pre-negotiated exit.

The investment horizon of the Funded Activity is 5 years, and most investments are expected to be made in
the first 4 years, implying 3 to 6 investments per year.

Ultimately, Kuali Fund-GCF must have the capacity not only to invest in innovative companies and FSPs, but
also to transform them, in order to establish more sustainable business practices, while helping to reduce the
current financing gap for SMEs and smallholders and the perceived risk of providing financial services to
these final beneficiaries. Kuali Fund-GCF will transform financial institutions to adopt and implement

11 For Kuali Fund, the catalytic contribution will be EUR 12 million from EU + EUR 25 million from GCF.

12 AECID belongs to the Secretary of State for International Cooperation of the Spanish Ministry of Foreign Affairs, European
Union, and Cooperation, organised under the laws of Spain.

13 FONPRODE is a Governmental Trust Fund managed by AECID, with the advice and support of COFIDES. It has no legal
personality, and it is aimed to provide aid finance to developing countries under the OECD’s concessional terms. All activities
carried out by FONPRODE should qualify as Official Development Assistance (ODA). However, according to OECD ODA
eligibility criteria, only first loss tranches in structured investment vehicles qualify as such. However, Spanish budget law
establishes that all FONPRODE transactions should be accounted as financial assets (General State Budget Law 2017)
avoiding an impact on the deficit. The national accounting rules in force in the European Union (SEC 2010) determine that
first loss investment tranches cannot be counted as assets, but as deficit.
Thus, investments in capital structured funds by FONPRODE is only possible through debt instruments.
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green strategies, following a progression that will be measured with the Green Index 3.0, This Green
Index analyses the institutions according to their level of green strategy and their capacity to manage
environmental risk and transform their model into a greener one. In this context, Kuali will invest
approximately 40% in Green Investments and 60% in Super Green Investments.

* Green Investments are those institutions that belong to Phases 1-3 according to the Green Index 3.0:

e Phase 1: FSP has a green strategy and systems in place to implement it, including roles and
responsibilities and how the institution monitors and reports on the implementation.

e Phase 2: FSP identifies the vulnerability of its clients/portfolio and the institution itself, the negative
environmental impacts generated on ecosystems caused by clients and the institution, and clients’
need and demand of clients for green and climate practices and technologies, as well as the
opportunities for the institution itself.

e Phase 3: The FSP has processes and tools in place to analyse and respond to the identified
vulnerabilities, negative environmental impacts, and client needs and demands. The institutions
translate the vulnerabilities, negative environmental impacts, demands and needs into actual risks and
opportunities.

These investments are financed at market rates.

* Super Green Investments are investments in institutions that belong to Phase 4 according to the Green
Index 3.0: FSPs offering financial and non-financial green products and services and companies with
innovative climate solutions. In the case of innovative companies, which are all Super Green Investments,
Kuali will use its investment and technical assistance to expand their operations, establish alliances with FSPs
for the distribution of their products, strengthen their business model and social performance systems and
increase their investor readiness to attract new investors in the subsequent fundraising rounds. These funds
will aim to increase the FSP green and climate portfolio of FSPs at below market rates.

GREEN D> SUPER GREENY

@ _ FSP OFFERS FINANCIAL
. FSP MANAGES .
FSP HAS A GREEN STRATEGY AND FSP IDENTIFIES ENVIRONMENTAL ~ AND NON-FINANCIAL

_ ENVIRONMENTAL RISKS ;
SYSTEMS TO IMPLEMENT IT RISKS AND OPPORTUNITIES W GREEN PRODUCTS AND
- - AND OPPORTUNITIES S

i 1.1 - DEFINITION OF THE GREEN . 2.1 - IDENTIFICATION OF INDIRECT RISKS |

! 3.1 - MANAGEMENT OF INDIRECT RISKS .1 - FINANCIAL PRODUCTS & SERVICES

i STRATEGY : & OPPORTUNITIES : I & OPPORTUNITIES H Green loans:

» Detailed goals, mission, | Identification of clients: = Inclusion of vulnerability, - Clean energy / energy efficiency
documented strategy - vulnerability ! negative env. impacts, and [sustainable agricult.

= Compliance with applicable - negative environm. impacts demand/needs in financial risk - Savings, emergency loans

: standards and regulation i1 -demand and needs {1 credit & management i i -Climate insurance

| 1.9 - IMPLEMENTATION OF THE GREEN | | 2-2 - IDENTIFICATION OF DIRECTRISKS | |  processes, tools, indicators { | 4.2 - NON-FINANCIAL PRODUCTS & SERVICES

STRATEGY | | & OPPORTUNITIES i | 3.2 - MANAGEMENT OF DIRECT RISKS & | - Awareness raising

+ Management, governance and +  ldentific. of building and staff: OPPORTUNITIES |+ Training

- vulnerability i1« Actions and processes to reduce ! | = Technical assistance

processes i i
- negative environm. impacts i+ institution’s vulnerability and ¢ | = Partnerships

i+ Monitoring of environmental
impacts

- identify green opportunities {1 negative env. impacts and

______________________________________________ | |____exploit green opportunities {1 i

Kuali Fund-GCF will also be a key instrument in the context of the COVID-19 pandemic and its subsequent
economic crisis. The Funded Activity will contribute to securing financial support for innovative companies
and FSPs, especially the latter focusing on SMEs and the smallholder farmers segment, which are particularly
affected by the pandemic. Kuali Fund will provide FSPs (and eventually innovative companies too) with the
necessary financing, which is essential to alleviate the current post-COVID liquidity crisis. This will in turn help
FSPs to secure renewals of current funding or access to new funding.

14 Green Index 3.0: https://hedera.online/gicsf _ag_tools/green-index-digital.html
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B. PROJECT/PROGRAMME INFORMATION

B.1. Climate context (max. 1000 words, approximately 2 pages)

Main impacts of climate change

The countries of Latin America and the Caribbean (LAC) - especially in Central America and the Caribbean - are
already severely affected by climate variability, higher temperatures, deforestation, sea-level rise, ocean
acidification and the increased intensity and frequency of climate-related disasters, which particularly affect
indigenous people’®.

Coastal areas, where most people of the Caribbean region live, are experiencing a dramatic increase in category-
5 hurricanes due to the rise in sea surface temperatures. More than 80 million people in LAC have inadequate
access to clean water and basic sanitation, and some 14 million people in the region live in areas at high risk
from climate change. Transitioning to a greener and climate-resilient economy is therefore crucial to ensure that
LAC can reduce its CO2 emissions, better protect itself against climate risks and thrive in the long term.

LAC accounts for less than 10% of total global greenhouse gas emissions but is particularly vulnerable to the
adverse impacts of climate change due to direct exposure to climate risks, as well as a high sensitivity to such
risks and relatively low adaptive capacity. Projections show an increase in mean temperatures of up to 4.5°C by
the end of this century compared to pre-industrial levels across LAC. Associated physical impacts include
changes in precipitation regimes, strong increases in heat extremes, higher risks of drought and increased
aridity.

In addition, the average intensity of tropical cyclones and the frequency of the most intense storms are projected
to increase while sea levels are expected to rise by *0.2-1.1 mm depending on the level of warming and the
region. Global warming not only affects the right to health, food, water, culture, development and adequate
housing, but also threatens people’s very survival and their right to life and physical integrity, particularly in the
region.

According to the United Nations'®, temperatures will rise by at least 1.5°C by 2030 and 100 million people will
be pushed into extreme poverty by climate change. Partner countries are responsible for 63% of current carbon
emissions due to strong economic growth, increased access to energy and rapidly growing populations. Partner
countries therefore have a key role to play in enabling the necessary transition to a low-carbon economy needed.
In particular, SMEs make a significant contribution to growth, employment and innovation in emerging
economies, but they also drive energy demand and CO2 emissions growth?'’.

Climate change affects every country on every continent, but it does not do it equally. People already living in
poverty are often the harshest hit (75% of poor people depend on agriculture and natural resources for their
livelihoods, making them the most vulnerable to the impacts of climate change), while having the least capacity
to cope with them. It is estimated that climate change will force 25 million people to migrate and will cause
250,000 deaths per year between 2030 and 2050. From an economic perspective, 78% of SMEs expect climate
change risks to have a significant impact on their business. The world’s poorest communities often live on the
most fragile land, and they are often politically, socially, and economically marginalised, making them particularly
vulnerable to the impacts of climate change. More frequent and intense storms, floods, droughts, and changes
in rainfall patterns are already affecting these communities, making it harder for them to secure a decent
livelihood.

15 Source: UN, December 2019.
16 Source: 2019 United Nations; GHG Emissions; European Commission “SMEs and the environment in the EU".
17 SMEs contribute 64% of industrial pollution according to a study by the European Commission.
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As the UN High Commissioner for Human Rights® says: “There must be action to ensure that all affected people
can participate in designing and implementing climate solutions, and this includes specific assistance and
protection for environmental human rights defenders”.

Climate context of each target country

A summary of the key features of the climate context of each target country is highlighted below. Please also
refer to the Annex 2 for further description of this context, which includes the NDCs and national climate
plans/targets of each country and how Kuali Fund-GCF is addressing their key objectives and the Annex 22,
which includes the calculations and methodology for each target country:

BRAZIL:

* The impacts of climate change in Brazil, which is home to nearly 60% of the Amazon, vary widely: higher
temperatures can alter the range and distribution of temperature-sensitive species; increased severity of
droughts can severely affect the Amazon’s freshwater ecosystems and the people who depend on them;
changes in precipitation and temperature can affect the spread of disease; and sea level rise and storm
surges will have significant impacts on the lowlands of the Amazon delta. Combined with deforestation
and environmental degradation, these impacts pose a major threat to the Amazon’s natural resources
and to tourism in the region. Climate variability and change also threaten Brazilian agriculture. If climate
impacts reduce agricultural production, Brazil’'s food insecurity could increase, as could the pressure of
farmers on the Amazon’s land and resources.

* In recent years, the Brazilian government has implemented numerous policies to reduce deforestation
rates, which fell to one-sixth of 2004 levels by 2014. However, the Amazon remains under threat of
deforestation, with the rate of deforestation increasing by 29 per cent in 2016 compared to 2015. In 2008,
Brazil adopted the National Climate Change Plan, which aims to address (1) reduction of greenhouse
gas emissions; (2) vulnerability, impacts and adaptation; (3) research and development; and (4) capacity
building and information dissemination. In 2016, Brazil prepared its third National Communication to the
U.N Framework Convention on Climate Change, noting the progress the country has made and
reaffirming its active participation in and support for the Convention.

* Brazil has set a relative target of a 37% reduction in greenhouse gas emissions by 2025 compared to
2005 levels. In addition, the country estimates that it would achieve a 43% reduction in emissions by
2030 compared to 2005 levels but notes that this is only a benchmark and should not be considered as
part of its official contribution.

COLOMBIA:

* Most Colombians live in the high Andes, where water scarcity and land degradation exist, and in the
coastal areas, where sea level rise and flooding may affect human settlements and economic activities.
Rising temperature and changes in rainfall patterns are likely to lead to water scarcity in Colombia. This
could affect irrigated agriculture, human health, and sectors such as hydropower, which rely on a steady
supply of water. Sea-level rise is likely to have localized effects, with significant impacts in tourism-
dependent cities such as Cartagena and may lead to the loss of key ecosystems such as coral reefs and
fisheries, affecting important livelihoods.

*  The Government of Colombia’s 2010-2014 National Development Plan identified climate adaptation as
a priority and established a National Climate Change System to improve coordination between
institutions. Since 2014, a National Climate Change Policy has focused on mitigation and adaptation
actions by increasing resilience and achieving low-carbon development.

* Colombia has a relative reduction target of 20% of projected emissions in 2030 under a BAU scenario.
An additional 10% reduction would be conditional on access to international financing.

18 Michelle Bachelet.
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MEXICO:

Mexico’s location between two oceans and its complex topography increases the country’s exposure to
extreme hydrometeorological events such as tropical cyclones, frosts, heat waves and floods. This
geographical vulnerability is compounded by a significant wealth gap (53.2% of the population lives below
the national poverty line) and urbanization. Aging transport, energy and water infrastructure is vulnerable
to damage from floods and strong winds, especially in coastal areas. Coastal tourism, an important
economic sector for Mexico, is also at risk, as is the destruction of diverse marine ecosystems. In rural
areas, extreme temperatures and erratic rainfall are drastically affecting agricultural productivity,
including both crops and livestock. Since 1990, agriculture has accounted for 80 per cent of the country’s
weather-related financial losses.

Mexico’s 2012 General Climate Change Law (GLCC) defines planning and policy instruments, including
institutional arrangements and provides general guidelines for the implementation of national climate
policy. Under the GLCC, the Mexican government, is mandated to formulate and guide national climate
change policy.

Mexico has a relative reduction target of 22% of projected emissions by 2030 in a BAU scenario. An
additional 14% reduction would be conditional on access to international finance. In addition, the country
has an unconditional black carbon reduction target of 30%, which could rise to 70% by 2030 conditional
on external financing.

PANAMA:

Widespread poverty and inequality have a negative impact on the environment. Panama is considered
to be one of the most biologically diverse countries in the world, with more than 12% of its land mass is
protected. Nevertheless, poverty pressures have led many to exploit the natural resources of the
Mesoamerican Biological Corridor in harmful ways. Deforestation is also a growing concern, as forests
cover 40% of Panama'’s territory.

Soil erosion and deforestation are among Panama's most serious environmental problems. Soil erosion
occurs at a rate of 2,000 tons per year. Between 1990 and 1995, the average annual rate of deforestation
was 2.15%. Air pollution is also a problem in urban centres due to emissions from industry and transport.
Only 79% of the rural population has access to clean drinking water. Pesticides, sewage, and pollution
from the oil industry cause much of the pollution. The country's fish stocks are threatened by water
pollution.

Panama has sectoral mitigation goals. In the case of energy, 30% of the installed capacity of the electricity
matrix should come from other types of renewable energy sources by 2050; and in the case of the
USCUSS (Land Use, Land Use Change and Forestry Sector), the targets are reforestation of degraded
areas, the unilateral contribution, increasing carbon sequestration capacity by 10% compared to the
reference scenario for 2050.

EL SALVADOR:

El Salvador, along with Honduras and Guatemala, is one of the world’s most vulnerable countries to
climate change. The reason for this problem is that they are all in the Dry corridor, a phenomenon that
causes drought in an already dry area, which until now has had two very specific rainy seasons (in June
and September) that have been disappearing for some decades ago due to climate change. The latest
projections show that, between 2021 and 2050, annual rainfall will be reduced by between 10% and 20%
and will become much more erratic, making it much more difficult to maintain their way of live, particularly
for smallholder farmers and the local population dependent on rural areas.

El Salvador commits itself to reducing the emissions by 819,000 equivalent tons of CO2 per year. The
NDC document does not indicate what percentage of its total emissions this represents. El Salvador has
set a renewable energy production target of around 86% of its electricity generation by 2030, an increase
of 50% compared to the installed capacity in 2019.
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GUATEMALA:

* Guatemala is a multiethnic, pluricultural and highly biologically diverse country, but also one of the most
vulnerable countries to climate change in the world. Like Ecuador and many other countries in the Central
American Dry Corridor, it is regularly affected by El Nifio events.

* Under these circumstances, Guatemala has published its Nationally Determined Contributions.
Guatemala intends to commit to reducing GHG emissions by 22,6% below 2016 levels in 2030 under a
BAU scenario, if the country receives international financial and technical assistance. Without this
external support, the commitment is reduced to 11,2%. The 4 main axes on which Guatemala focuses
through in the document are: i) Land use change and forestry, ii) Energy, iii) Agriculture, iv) Residues.

* Guatemala has also prepared the National Action Plan of Climate Change. It is presented as a summary
of the priority actions and precautions that citizens and institutions should take into account to face the
risk inherent in climate change, using the IPCC report as a reference. It focuses on identifying
opportunities for sustainable development to protect vulnerable people. It is in line with the objectives
captured under the “Ley Marco para Regular la Reduccién de la Vulnerabilidad, la Adaptacién Obligatoria
ante los Efectos del Cambio Climatico y la Mitigacion de Efecto Invernadero” (LMCC) a national law
primarily aimed at combating climate change.

HONDURAS:

* Located at the heart of the Central American isthmus, Honduras, like its neighbours, is constantly
exposed to extreme meteorological events. In recent years, these events have become more frequent
and damaging due to climate change. From droughts to floods and erratic climate. The poverty rate in
the country is 48,3%. This is exacerbated in the rural areas, which are also among the most vulnerable
sectors to climate change.

* Energy and the agriculture are two main sectors in which the country intends to reduce its emissions.
The country has committed to reducing its greenhouse gas emissions by 16% by 2030, and almost 90%
of the reduction will come from these two sectors.

* The Honduran government has also published a NAMA for a low-carbon livestock sector in 2018, in line
with its national 2013 Climate Change Law, which demonstrates the importance of the rural sector in
Honduras and the need for a rapid transition to a path of sustainability in order to stabilise the livelihoods
of thousands of families in a sector that is facing more difficulties every year due to the erratic behaviour
of the climate in the region.

Limiting warming to 1.5°C above pre-industrial levels'® will require changes in our economic system, including
the way the energy is consumed, the way industries operate, and the way food is produced. The investment
required to achieve this goal is huge, ranging from USD 1.6 trillion to USD 3.8 trillion per year between 2016 and
2050. Current annual climate finance represents only one-third of the funding needed?. Financial institutions
have a key role to play in mobilising the remaining two-thirds of the funding needed to close the climate finance

gap.

The IFC has estimated the climate finance gap in developing countries for this decade (to 2030) at USD 23
trillion. If this target is met, climate finance will account for 30% of total lending by financial institutions by 2030.

Lending by Financial Institutions has so far been channelled mainly by large banks to finance large renewable
energy projects, large industrial power plants and large efficient building construction companies. However,
smaller financial institutions are key to mobilize climate finance to markets underserved by large banks.
These institutions are essential to channel climate finance to the two key segments that larger banks typically
do not serve because of their perceived risk:

19 Intergovernmental Panel on Climate Change (IPCC) Special Report: Warming of 1.5 degrees.
20 Global Landscape of Climate Finance 2019, Climate Policy Initiative




GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 12

GREEN
CLIMATE
FUND

* The SME segment accounts for 60%-70% of environmental impacts and a significant share of global
carbon emissions?!. This segment represents a large opportunity for mitigation as SMEs typically use
energy-inefficient equipment and vehicles, and unreliable sources of electricity, which could be improved
by solar solutions. If properly capitalised and trained, Financial Institutions could finance equipment to
increase energy efficiency and reduce carbon emissions.

* Smallholder farmers, who are among the most vulnerable populations to climate change, need to adapt
quickly to new climatic conditions by adopting climate-smart agriculture practices and equipment. It is
estimated that 95% out of the 15 million smallholder farmers in LAC are already experiencing the negative
impacts of rising temperatures, unpredictable rainfall and extreme weather events on crop yields, pest
and disease outbreaks, declining incomes, and food security?2. Smallholders can also reduce their carbon
footprint by using new equipment such as biodigesters and reforesting degraded land. FSPs can play a
key role in financing climate-smart agricultural equipment to enhance adaptation and promote mitigation.

Climate adaptation for smallholder farmers

The Smﬁ”hOlder ﬁnance gap in the SME Finance Gapin Latin America by country contribution (USD billion):
region is USD 20 billion2® . This — e s dame s ass 1408 oosmn
financing gap is explained by the .. i, e woms o LI

lack of capital and risk appetite of o5 [

financial institutions to establish oo R

the right business model in terms —

of products, appropriate staff and

processes to properly serve the

Sma”holder farmers Segment Wlth R Braiil Mexico  Venerela Argentina  Colombia  Panama  Ecuador  Guatemala  Peru Uruguay ::c.;:..!;.“-w :.-

SMEs over total SMEs 24.4% 23.3% 22.2% 7128% 438% 31.5% 31.1% 34.5% 38.7% 31.7%

green and climate finance 3 A O A O N
products. However, this segment ©HeOeOoOe@e oS

represents an attractive market for
Fls, as the growth of their operations needs to come from their expansion into rural areas, as the penetration of
financial services in urban areas is already high throughout the LAC region.

The potential of smallholder agriculture on climate change mitigation is important, but pales in comparison to the
adaptation and resilience needs and impacts on the sector.

Five out six farms in the world are less than two hectares in size, occupy around 12 per cent of the world’'s
agricultural land and produce about 35 per cent of the world’s food24, but the contribution of smallholder farmers
to the food supply varies widely from country to countries. Farmers in developing countries are the most climate-
vulnerable population on the planet. Their livelihoods are entirely dependent on the environment and are
extremely vulnerable to even small changes in temperature or rainfall. As a result, climate change threatens to
make smallholders the most climate vulnerable population on the planet.

The main practical risks faced by smallholder farmers are:

- Drought: A temporary anomaly in which the availability of water is below the availability falls below the
needs of a particular geographical area. There is not enough water to meet the needs of plants, animals
and people. It is mainly caused by a lack of rainfall or precipitation.

- Decrease in productivity: Decrease in the volume of the final product, whether agricultural or livestock,
caused by sub-optimal production conditions.

21 SME and the Environment in the EU, European Commission, 2010.

22 Climate change impacts and adaptation among smallholder farmers in Central America, Celia Harvey, 2018.

23 pathways to prosperity 2019, Initiative for Smallholder Finance

24 Sarah K. Lowder, Marco V. Sanchez, Raffaele Bertini. Which farms feed the world and has farmland become more
concentrated? World Development, Volume 142, 2021, 105455, ISSN 0305-750X,
https://doi.org/10.1016/j.worlddev.2021.105455.
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- Loss of production resources: Total or partial damage to the ecosystem in which production activities,
whether agricultural or livestock, take place.

- Increase in production costs: The need to cover higher costs of purchasing inputs for agricultural and
livestock activities.

- Increase or occurrence of pests: Increase or occurrence of diseases in crops/animals of diseases in
plants/animals, caused by external agents. Change in the phenological cycle of plants and/or the life
cycle of animals.

- Landslides: landslides or movement of land masses, caused by the instability of a slope.

- Flooding: Occupation by water of areas that are normally free of water, due to overflowing of rivers,
torrential rain, thaw, tidal waves above normal levels, avalanches, etc.

- Fires: A large scale fire that burns or provokes and destroys vegetation or crops that are not intended to
burn.

- Erosion: Wear and tear and modelling of the earth's crust caused by the action of wind, rain, fluvial,
marine and glacial processes, and by the action of living things.

- Decreased availability (scarcity) of water: A decreases in the amount of water available, either due to
less water being absorbed by the soil or a decrease in rainfall.

- Reduced food security: The availability of food, people's access to food and the biological use of food.

Building climate resilience for these farmers requires a massive improvement in agricultural value chains by
adopting climate-smart practices, crops and assets. The improved value chains will expand smallholder access
to quality assets, inputs, training, processing, and market opportunities for high-value and climate-resilient crops.
These crops and practices will restore nutrients into depleted soils and enable farmers to achieve sustainable
yields and profits, bolstering their resilience to climate change. Further, new trees planted, and organic matter
generated will sequester CO2, helping to mitigate climate change.

Early adoption of low-emissions agriculture in developing countries is an opportunity for more efficient use of
land, fertilizer, energy, feed and water. However, substantial funding may be needed to adopt new technologies,
given diverse and dispersed smallholders and costs of monitoring.

Climate finance for SMEs

SMEs facilitate economic inclusion and livelihood benefits for the world’s marginalised by offering employment
as well as products and services to rural and urban communities, thereby contributing to socially inclusive,
sustainable development.

MSMEs account for about 99% of all enterprises and employ about 67% of all workers in Latin America®.
However, due to a particular productivity gap, they account for only a quarter of the region’s total output value.

MSMEs are distributed along all sector of the economy so precise emissions levels are difficult to stablish but
are certainly in line with their importance in the economy.

SMEs face several specific challenges regarding CO2 emissions and climate change like their difficulty to
measure and manage the emissions they produce and increasing the efficiency of the resources they use.

Left unchecked, climate change represents material risk to business cash flow and economic growth, by
increasing operating costs, limiting resource availability, causing shifts in demand, disrupting supply chains,
which in turn introduces new challenges to a fragile and vulnerable enterprise system.

Itis in the SMEs self-interest in finding ways to both mitigate emissions and to increase resilience — helps future
proof business plans, meet the climate expectations of customers, retain market access and enhance their
competitive edge and thereby make it a profitable business for them.

25 OCDE indice de Politicas PYME: América Latina y el Caribe 2019
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» Kuali Fund-GCF will work with smaller Financial Service Providers (FSPs) such as microfinance
institutions, cooperatives, non-bank financial institutions, Tier 2 banks and Fintech companies aiming at
deepening green and climate financial inclusion to SMEs and underserved farmers.

Besides, on the technology market available for climate finance, there are innovative climate companies that
already use technology solutions to prevent climate change, by offering climate mitigation and resilience
solutions to reduce GHG emissions or addressing the impacts of global warming. These innovative companies
that employ technology to get positive environmental effects on mitigation and adaptation to climate change
include, among others, agri-tech companies, climate-tech companies, renewable companies, or ecosystem-
based adaptation companies. For instance, a company with operations in Mexico and Colombia, provides
farmers with an easy-to-install-and-use prefabricated modular biodigester package that includes a full suite of
biogas appliances and connections. The system takes organic waste and transforms it to renewable biogas and
a powerful organic fertilizer that is beneficial to the soil and increases farmer's productivity. The biogas can be
used as mechanical energy for farm productive activities or as a heating system for the farmer’s home.

To meet the climate change mitigation goals of most emerging markets, there is an urgent need to finance
innovative companies that use technology for climate change mitigation and adaptation.

Summary of sector vulnerabilities and mitigation and adaptation rationale:

Climate Related Gaps and Region(s) Potential

Vulnerabilities affected NIRRT S Interventions/Investments Expected Impact

General
Reduction in climate funding gap in
119. 5 M € Fund with GCF junior LAC. Demonstrating scalability,
Climate finance gap in LAC LAC All equity to catalyze private sector replicability to drive climate funding
capital (approx. 73.8) toward the SMEs and Smallholders
sectors
Invest and transform FSPs so that K:ah will ga_n sfclnrm Its FSP mvestegs to
adapt current risk management ?”opt. an h implement green pl’&;]CtICES
Provision of Climate Finance system to include environmental ollowing the Green Index 3.0 phases.

Kuali expects that between 80% and

through Financial Service LAC Al considerations and building a . P= !
Providers serving vulnerable diversified set of green products 100% of |t§ |nvestee§ will reach phase 4
population and services that incorporate after the life of the investments, where

environmental  benefits  (loans, the FSPs will at least start offering
deposits, insurance). financial and non-financial green
products to their clients.

Kuali will invest in companies with
innovative climate solutions to
expand the number of available | Mitigation and adaptation innovative
mitigation and adaptation solutions | solutions demonstrating scalability,
that could eventually be financed

Lack of mitigation and
adaptation solutions for the LAC All
most vulnerable

by FSP.
Mitigation:
- Energy generation Invest and transform FSPs so that . . -
e . Achieve increased energy efficiency
and access they provide financing toward e
. S . and reduce carbon emissions from the
- Low-emission energy generation installations, - -
. PP . S . SME sector. Demonstrating scalability,
High energy inefficiency in the transport low emission transport and high o .
LAC . . . . replicability of energy generation
SME sector - Buildings, cities, efficiency machinery and . ) e
. . . installations, low emission transport
industries and appliances.

and high efficiency machinery and

appliances appliances for the SME sector.
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Invest and transform FSPs so that
can provide financing and foster
the implementation of Climate
Smart Agricultural practices like,

- Forestry and land Conservation Agriculture,

use Regenerative Annual Cropping,
Sustainable Intensification for
Smallholders, Sustainable
Livestock Management

Farm Irrigation Efficiency, etc.

Lack of utilization of
agriculture as a carbon
sequestration mechanism LAC

Achieve increased carbon
sequestration derived from sustainable
agricultural practices.

Adaptation:

Invest in FSPs so that can provide
financing and foster adaptation to
Reduced crop yields, income climate change through nature-

generation and food security based solutions such as tree Achieve increased smallholders’

due to rising temperatures, plantation, composting, resilience derived from sustainable

. . - Forestry and land . . -
unpredictable rainfall, extreme | LAC use abandoned farmland restoration, agricultural practices understood as
weather events, pest and farm irrigation systems, organic function of exposure, sensitivity, and
disease incidence, etc. fertilizers, regenerative annual adaptive capacity

cropping, silvopastoral systems,
tree intercropping, etc.

PROGRAMME STRUCTURE: COMPONENTS AND ACTIVITIES

The emissions reductions that need to occur before 2030 can largely be achieved in the 2020s by existing
technologies such as solar, while the post-2030 emission reductions depend on innovative technologies. A report
from the World Economic Forum?® notes that to successfully expand and deploy these climate solutions based
on technologies in the 2030s, emerging climate technologies need to be validated at commercial scale in the
2020s. According to a report from Boston Consulting Group?’, it is expected that these innovative companies will
require an estimated USD 100 trillion to USD 150 ftrillion over the next 30 years—equivalent to roughly USD 3
trillion to USD 5 trillion annually- to fund their development and expansion.

» Therefore, Kuali Fund-GCF’s investments in these innovative companies will be essential to meet the
climate change mitigation goals in emerging economies. Additionally, In the context of COVID-19
pandemic and its subsequent economic crisis, many of these innovative companies have suffered lack
of funding putting at risk their operations. The Funded Activity investments will be key to secure their
needed financial stability and to increase their investment readiness so that they can attract further
funding.

» Finally, Kuali Fund-GCF will foster alliances between FSPs and the innovative companies so that FSPs
can finance the acquisition of the solution that the company implements. To achieve successful alliances,
the Funded Activity will leverage its knowledge of FSPs to work with them and with the innovative
company to understand their incentives, manage their expectations and reach a partnership which is
beneficial for both.

Climate Finance — best practices

Countries, companies and especially the finance industry are under pressure to adopt climate finance best
practices, driven both by regulation and by market dynamics, in order to reach the international commitment to
greenhouse gases reduction. As financiers, FIs have the potential to substantially move the scale toward
mitigation and adaptation to climate change.

26 Financing the transition to a net zero future", October 2021.
27 The time for climate action is now", April 2021
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There are four main areas via which FIs can engage in more sustainable practices, as identified in IFC’s?® 2018
survey:

* Green strategic commitment: engaging with top management to implement green finance practices,
cross-cutting functions, and processes. It implies making green finance a central pillar of core strategic
decisions. In our methodology this corresponds to Green Index Phase 1.

* Environmental Risk Management system: adapting current risk management system to include
environmental considerations. In our methodology this corresponds to Green Index Phases 2 and 3

* Green products and services: building a diversified set of products which incorporate environmental
benefits (loans, deposits, insurance). In our methodology this corresponds to Phase 4.

* Eco-efficiency practices: reduce Fis’ and clients’ environmental footprint. In our methodology this
corresponds to Green Index Phase 4.

IFC’s survey highlighted that banks in LAC are taking steps to adopt more sustainable banking models, but still
need support in the four areas highlighted above. Many banks mention that “sustainable finance models need
access to new sources of financing, in particular, for growing responsible investors that exercise a strong demand
for assets classified as green. In this context, institutional investors are catalysts for change, promoting green
banking and actively influencing the decisions and strategies adopted by companies and banks on climate
change”. Smaller financial institutions such as small banks, MFIs, cooperatives, other non-bank financial
institutions and Fintechs (denominated all as FSPs) are key to serve SMEs and smallholder farmers, but they
are lagging in the adoption of these sustainable practices. Capital offered by the Funded Activity is therefore
essential to this transformation.

Another key constraint the financial sector faces to serve the SMEs and smallholder farmers segments is
performing an efficient detailed credit analysis of these final beneficiaries. Fintech sector is developing very
interesting solutions to increase efficiency to serve this segment leveraging data and technology. For this reason,
Fintech sector will be essential in Kuali Fund-GCF investments, by supporting green investments to SMEs and
smallholder farmers and by supporting collaboration between traditional FSPs (which typically have larger
balance sheets) and Fintech companies. Fintech represents not only an opportunity to deliver green financing
to SMEs or farmers, but also an innovative channel to serve SMEs and smallholder farmers more efficiently and
in underserved areas where only technology can reach them.

28 “Green Finance Latin America Survey” IFC, 2018.
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B.2 (a). Theory of change narrative and diagram (max. 1500 words, approximately 3 pages plus diagram)

IF KUALI SUCCEEDS IN LEVERAGING PRIVATE CAPITAL INVESTMENT AND ESTABLISHING SUSTAINABLE BUSINESS PRACTICES IN GREEN INNOVATIVE COMPANIES AND FINANCIAL SERVICE
PROVIDERS THEN DUE TO THE REDUCED FINANCING GAP AND PERCEIVED RISK OF LENDING, SMES AND SMALLHOLDER FARMERS WILL HAVE ACCESS TO GREEN FINANCE BECAUSE
IMPROVED GREEN FINANCIAL ECOSYSTEM WILL ALLOW SMES AND SMALLHOLDER FARMERS TO INVEST IN MITIGATION AND ADAPTATION TECHNOLOGIES, INCREASING THEIR ADAPTABILITY TO
CLIMATIC THREATS WHILE LOWERING GHG EMISSIONS
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* Regulatory framework in target countries remains conducive for Green Financial Inclusion , facilitating private sector papation

* Political situation in target countries does not deteriorate significantly

Assumptions

* There are no sudden situations of oveindebtedness that make it impossible to support the green transition through financiaksices
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PROBLEM STATEMENT

Kuali Fund-GCF’s target countries face serious difficulties in achieving greenhouse gas reduction goals in
countries with permanent growing demographic expectations. The financial sector worldwide is under
pressure to embrace climate finance best practices. Likewise, the reduction of activity due to the effects of
the COVID crisis and its consequent lack of liquidity in the markets has affected economic growth. This lack
of market liquidity is even more severe with regard to SMEs (USD 900 billion gap) and smallholders (USD 20
billion gap) due to severe information disparities, large number of informal business practices, high costs to
access the market in relation to available margins, heterogeneity of the market, impediments to SME and
smallholder farmers growth and productivity and regulatory constraints.

The gap between the financial needs and the supply of financial services is anticipated to remain significant
in targeted countries, where, according to Global Findex?® in 2021, 54% of adults in average had an account
in a financial institution or mobile money provider (98%-100% in high-income economies). Account ownership
decreases to 45% and 50% for poor and women adults, respectively.

Financial access is more challenging for women. In LAC countries, women are 7 percentage points less likely
than men to have an account. A financing gap worth USD 5 billion has been identified for women-led micro-
business alone and an additional shortfall of USD 93 billion for women-led SMEs®*. Female labor force
participation is lower than men and many women are stuck in the informal sector, lacking access to financial,
human, and social capital which are key constraints for the growth of their business. These limitations are
exacerbated by weaker levels of financial literacy, a shortage of available financing options and the issue of
accessing this finance without legal ownership of assets and guarantees. Participants in the financial system
need also to be aware of and understand how gender norms limit women’s access and use of financial
services®.

Finally, despite their socioeconomic importance, smallholder farmers, the hardest hit by climate change, are
the most underserved in financial services. Women in agriculture have less access to key assets, fewer land
rights and carry out a greater amount of unpaid work within the family and the community. On top of that,
women are more vulnerable to the effects of climate change.

The vulnerability to environmental risks and climate change of SMEs, smallholder farmers, women and poor
households in general is linked to their reliance on expensive, unreliable, polluting, and potentially harmful
energy sources for their daily needs and productive activities. Farmers are limited in their capacity to invest
in climate smart technologies and practices to reduce emissions, gain resilience and increase their yields.

SHIFT IN THE DEVELOPMENT PATHWAY

Financial inclusion and environmental protection are critical issues for people living in poverty and key levers
to achieve inclusive and sustainable economic growth. Financial services are central to the lives of everyone,
allowing people to participate in the economy, access services, seize green opportunities and build resilience.
When people participate in the financial system, they are more capable to start and expand businesses,
invest in mitigation and adaptation, education and manage risks. When the financial sector manages
environmental risks and fosters green and climate products, it can improve clients’ resilience to climate
change.

29 Worldbank 2022, The Global Findex Database 2021.

30 |ADB, Gender Lens investing: How finance can accelerate gender equality (2019)

31 Koning, Antonique, Joanna Ledgerwood,and Nisha Singh. 2021. “Addressing Gender Norms to Increase Financial Inclusion: Designing for
Impact.” Technical Guide. Washington, D.C.: CGAP
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There are Financial Service Providers (FSPs) deepening financial services to SMEs and people underserved
by traditional banks. Besides, there are technology solutions and climate smart practices available for
implementation, offered by Innovative Companies (ICs) to prevent climate change.

ICs together with FSPs have the opportunity to participate to offset the vulnerability of poor segments and
support reliable climate solutions to SMEs and farmers, thanks to the provision of dedicated financing and
technical support. The proximity of microfinance institutions to their clients and their expertise in credit
provision could give them a comparative advantage. To perform in green/climate inclusive finance, FSPs and
ICs need to implement appropriate environmental strategies, risk management systems and design, provide
in turn, green and climate financial and non-financial services to SMEs and smallholder farmers.

IF Kuali Fund-GCF succeeds in leveraging private capital investment and establishing sustainable business
practices in green Innovative Companies (ICs) and Financial service providers THEN due to the reduced
financing gap and perceived risk of lending, SMEs and smallholder farmers will have access to green
finance BECAUSE improved green financial ecosystem will allow SMEs and smallholder farmers to invest in
mitigation and adaptation technologies, increasing their adaptability to climatic threats while lowering GHG
emissions

Provided that key external conditions in target countries (assumptions) are not significantly deteriorated,
i.e., that the regulatory framework remains conducive for Green Financial Inclusion, facilitating private sector
participation, that the political situation does not deteriorate significantly and that there are no sudden
situations of over-indebtedness that make it impossible to support the green transition through financial
services; Kuali Fund and its associated TA Facility can contribute to mitigating the risks for Green Climate
Finance and overcoming existing barriers. This is especially the case with respect to the risks related to the
FSPs’ failure to create a short to medium term project pipeline; the low financial appetite for SMEs and
farmers in Private Sector; the FSPs’ failure to implement the right business model generating lack of demand
from SMEs and farmers; the Climatic hazards or the risk of an agriculture sector non conducive for Climate
Smart Agriculture practices. At the same time, it relates to the barriers such as the business model of FSPs
which are not ready for the new environment with potential higher credit cost, disruption of operations, etc.;
the gap between the financial needs of smallholders and the supply of financial services; the gender barriers
in financial inclusion (economic, eligibility and physical barriers); the limited access and use of low-carbon
technologies and practices at an affordable cost for SMEs and smallholders to manage climate risks; the
limited preparedness, understanding and use of climate information; the scarce quality and reliable vendors
of low-carbon technologies; the limited regional cooperation, knowledge management and, finally, the fact
that most promising current climate technologies are still at prototype phase.

Once capital from private investors is raised by Kuali Fund in addition to public funding, debt and equity
investments into FSPs and ICs will be materialized (activities) - i.e., Kuali fund will be capitalized and
operational (output)-and SMEs and Smallholder farmers will receive, in turn, green financial services from
FSPs (activity).

In parallel, other activities such as the setup of the governance structure and management of the associated
Kuali's Technical Assistance will entail the launching of the tendering processes to contract the right service
providers to carry out the TA projects, which will imply that the Kuali’'s TA Facility will be fully operational
(output). TA Projects will be devoted to Green Enhancement for SMEs and smallholder farmers; Green
Readiness with FSPs; Social Performance and Environmental Risks Management Systems for FSPs and
ICs; FSPs' General Business Improvement; ICs’ Business Model Improvement; Eco-systemic interventions,
stakeholder engagement and gender actions and, finally, Knowledge Sharing activities

On the investment side, Kuali’'s financing will result (outputs) in greater availability of green financial services
adapted to the need of SMEs smallholder farmers. Besides, thanks to the TA Projects capacities for Climate
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Smart Agriculture and adoption of Climate Solutions will be enhanced in smallholder farmers and financial
ecosystem actors’ capacities will be strengthened, enabling green and inclusive finance.

As a result, it will be achieved (outcomes) the Adoption of climate solutions and improvement management
of agricultural lands contributing to reducing GHG emissions, the Improved resilience in vulnerable people &
communities and the Enhanced green & inclusive financial ecosystem (technology and market development,
as well as knowledge generation).

Greater availability of finance together with capacity building will also drive co-benefits such as Improved
Financial Inclusion and gender outreach; Employment preservation and labor women inclusion (the latter two
specially fueled by the gender action plan) and efficient Technology adoption by SMEs together with CSA
practices embraced by farmers.

BARRIERS AND RISKS

The poor mitigation and adaptation results from the AFOLU and MSME/SME sector in the past has been
caused by several barriers.

A. Financial Barrier

A large gap exists between the actual finance provided and the need by the AFOLU sector to realize its
mitigation potential. This gap is particularly important for small-scale agriculture, where climate finance is
approximately USD 10 billion per year, but where financing needs are estimated at USD 240 billion per year®2.
Besides, most of the finance directed toward the sector in general comes from public sources (84% from
multilateral and national DFIs alone)® and it is usually channeled through large banks, public institutions and
companies towards large agroforestry projects.

Regarding SMEs, in the developing economies, the finance gap from formal MSMEs is valued at $5.2 trillion,
which is equivalent to 19 percent of the gross domestic product (GDP). This in turn amounts to 1.4 times the
current level of MSME lending in these countries®. Approximately 40 percent of all enterprises are credit
constrained.

A review of multilateral climate finance funds reveals that the explicit integration of SMEs within multilateral
climate fund projects still remains marginal and that climate finance flows have only marginally enlisted local
Fis (microfinance institutions (MFIs) and banks) to deliver capital to SMEs, thus discounting the importance
of these financial actors for mainstreaming climate finance in the financial sector®.

FSP are key to mobilize climate finance to markets underserved by large banks, companies and even public
institutions. These institutions are essential to channel climate finance towards two key segments that larger
banks do not usually serve because of their perceived risk (smallholders and SMEs). However, FSPs struggle
to understand and respond to the financing needs of climate-smart SMEs with tailored financial products due
to lack of assessment frameworks for green-climate tech & business models.

This finance gap for SMEs hinders the capacity of the whole SME sector to realize its contributions to inclusive
economic development and achieve climate as well as social impacts at scale.

Kuali’s innovative blended finance structure and target investees can effectively channel climate finance and
drive investment into sustainable AFOLU and MSMEs, mobilizing important quantity of private resources.
Regarding women, specific barriers limit their access to finance, such as physical, economic and eligibility
barriers and FSPs will implement activities to address them to the possible extent.

32 Chiriac, D., Naran, B., & Falconer, A. (2020). Examining the climate finance gap for small-scale agriculture. Climate Policy Initiative and IFAD Rome.

33 Climate Policy Initiative. 2021. Global Landscape of Climate Finance 2021

34 International Finance Corporation. 2017. MSME Finance Gap: Assessment of the Shortfalls and Opportunities in Financing Micro, Small, and Medium
Enterprises in Emerging Markets.

35 SEED (2020). Translating Climate Finance into Climate Action on the Ground. Leveraging the Potential for Small and Medium-sized Enterprises (SMEs).
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B. Knowledge Barrier

Financial Services Providers must play a major role in catalyzing clients’ plans to mitigate and increase their
resilience by providing adequate finance for the required assets and investments. Additionally, FSPs will also
need to adapt to this new environment with potential higher credit cost, disruption of operations, etc.

However, their business model is not ready for it as FSPs will need to adapt its risk management systems
and business model to address these new challenges (i.e., climate maps, more resilient operations, better
diversified portfolios).

The main barriers that FSP face are the lack of knowledge about climate change (mitigation and adaptation)
and their potential impacts in their portfolio and the opportunities and risks that it represents. The is also a
lack of data, tools and methodologies that can manage climate risks, in the form of management systems
and “green and climate lending”. The regulators and the ecosystem in general are on their way to create a
comprehensive framework but there is little external support to individual FSP.

Kuali through its Technical Assistance Facility will strengthen their FSP investees green and climate products
design & offering, processes & risk management, technology, and employee capabilities.

C. Innovation Barrier

The so-called Climate Technologies are technologies that are explicitly focused on reducing GHG emissions
or addressing the impacts of climate change. Climate tech applications can directly mitigate or remove
emissions, help us adapt to the impacts of climate change and enhance our understanding of the climate.

It is estimated that by 2050, almost half of global CO2 emissions reductions will come from technologies that
are currently only at the demonstration or prototype phase®®. Significant and sustained investment is required
across the innovation life cycle to ensure that commercially ready solutions are able to scale within this next
decade. Besides, commercially ready technologies also need important levels of funding to scale.

Likewise, only 4% of the funding is directed towards companies outside of North America, Europe or China
and is also disproportionated directed toward the Mobility and Transport sector receiving 61% of all
investment®’. Areas related to the diverse energy efficient equipment, industry or food, agriculture and land
use are lagging behind in funding.

PROGRAMME STRUCTURE: COMPONENTS AND ACTIVITIES

Kuali Fund-GCF investment strategy aims at supporting smaller Financial Institutions in overcoming these
barriers by offering:

a. Capital in a form of debt to finance FSP expansion as they transition from Phase 1 of the
Green Index to Phase 4 so that they become ready to build new green and climate portfolio or
to promote or foster the green and climate portfolio if it already exists. In the case of innovative
companies, finance will be used to support their expansion so that their climate solutions can
reach new clients and markets.

b. Technical assistance to implement projects that help FSPs to become greener and
eventually to build state-of-the-art climate finance SME and smallholder farmers business
model. In the case of innovative companies, technical assistance will be used to strengthen
their social performance systems, their business model and increase their investor readiness.

The Theory of Change of Kuali Fund includes the transformation of FSPs business models to become
greener, scale up green and climate lending for SMEs and smallholder farmers. Kuali Fund-GCF investments
are expected to be transformational in the following areas:

36 IEA, Net Zero by 2050, 2021 https://www.iea.org/reports/net-zero-by-2050

37 PWC State of Climate Tech 2021
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a. Implementation of new processes & technologies: such as efficient client origination
models, credit processes or portfolio risk management systems. Establishing risk mitigation
systems to monitor and mitigate agriculture and SME/smallholder farmers related risks
following the “Task Force on Climate-related Financial Disclosure” recommendations. Using
of data analytics and client segmentation as tools to reduce credit costs.

b. Training people on climate finance, including product specialists, risk officers, loan officers
and managers so that the institution can make strategic commitments of green and climate
lending figures and environmental mitigation goals.

c. Implementation of Environmental Risk Mitigation Systems (both internal and external) to
reduce the institution’s carbon footprint (reduction in waste, paper, water or energy
consumption) and to include environmental risk as a factor of the activities financed and on
the credit approval process.

d. Implementation of green and climate products directed to the SME and smallholder
farmers such as loans to finance more efficient new machinery or equipment or smart
agriculture loans.

After this transformation process, the ICs and FSPs invested by the Funded Activity will be greener and more
inclusive so that they can continue with their environmental and social impact even after the investment is
exited and possibly crowding in more Financial Institutions that have not been investees to launch new climate
finance initiatives. Kuali Fund-GCF will support this transformation by providing capital and Technical
Assistance to FSPs and innovative companies that will strengthen their green and climate SME and
smallholder farmers product design & offering, processes & risk management, technology, and employee
capabilities:

- Processes: reflects the policies, tools, mechanisms, procedures and frameworks that innovative
companies and FSPs (Fintechs included) use to identify, assess and manage environmental risks.
Kuali expects to use part of the Technical Assistant facility to support innovative companies and FSPs
implementing environmental risk management systems to monitor and manage their own ecological
footprint and their clients’ portfolio, including implementing changes in the loan approval process to
include the environmental risk level of the clients.

- Products: the ICs and FSPs progress towards sustainability begins in many cases with the adoption
of eco-efficiency practices, but Kuali Fund-GCF'’s purpose is to make them reach a strategic green
commitment, including offering solutions that incorporate environmental benefits, which are
intentionally and differentially marketed as green and climate to the FSP’s client base. Climate
financing products include loans to finance energy efficient equipment, solar panels, hybrid vehicles
or loans to finance other environmental-friendly activities of the SMEs and smallholder farmers such
as ecosystem-based adaptation solutions, recycling, waste management or climatic microinsurance
products that contribute to help these beneficiaries become more resilient to environmental shocks
and climate change.

- Governance/ People: environmental lending products are potentially more complex in their appraisal
and reporting. Staff will often require training to recognize potential customer opportunities,
communicate benefits to customers, ensure that loan applications meet eligibility criteria and to report
on key indicators. Support will be provided in the form of Technical Assistance that allows innovative
companies and FSPs to mitigate technical risks through the support of external consultants or by the
creation of in-house specialist teams. Over time, these skills can be mainstreamed into the
organization. Technical assistance will also be used to design and launch training programs to SMEs
and smallholder farmers about environmentally friendly practices.
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- Technology: recent advances in digital technologies and innovative business models represent a
game changer that can help close the SME and smallholder farmers finance gap by enabling smaller
firms to tap alternative sources of funding, thanks to the data generated by their digital footprint. The
COVID-19 global pandemic has led to a devastating impact on SMEs and smallholder farmers, with
millions of small businesses being at risk of closing permanently if the crisis persists, while others are
suffering massive losses and laying off many of their staff. The situation is more dire in emerging
market countries where there are limited public resources to help small businesses. The use of digital
technologies is proving to be critical to help SMEs and smallholder farmers in crisis contexts. The
delivery of digital financial services can be done through several players such as financial technology
(FinTech) firms, which generally focus on a particular financial product or service and utilize new
technologies and ways to do business to serve customers in a more efficient and transparent manner,
or through financial institutions that adopt these new products and services or may partner with
FinTech companies to deliver these products. These players are transforming the traditional lending
process by automating the underwriting and loan servicing tasks making it significantly cheaper,
faster, and easier to provide financing to SMEs and smallholder farmers. In addition, the use of
alternative data and advanced data analytics is helping eliminate the information asymmetry and
provide additional information to assess the credit risk of SMEs and smallholder farmers. The data
from digital transactions can help innovative companies and FSPs better understand their customer
needs and patterns, thereby helping create new products and services.

These strategies aim to transform the FSPs’ operations to increase SME and smallholder farmers’ access to
more affordable lending for climate-related loans. It benefits both levels of beneficiaries FSPs (diversification
of their portfolio and improvement of their image and reputation) and SMEs and smallholder farmers (greater
liquidity, more resilient, reduction of their energy costs, or increase access to global value chains). These
mitigation and adaptation activities undertaken by Kuali Fund will result in three co-benefits: (i) Improved
Financial Inclusion and gender outreach; (ii) Employment preservation and labor women inclusion (the latter
two specially fueled by the gender action plan) and (iii) efficient Technology adoption by SMEs together with
CSA practices embraced by farmers.

The Funded Activity will provide loans, equity, and grants (through the Technical Assistance Facility) with a
gender approach as well as increase the availability of inclusive financial products for women led SMEs and
women farmers and will positively impact indigenous woman as the majority of indigenous communities in
the region works as smallholder farmers®2.

Kuali Fund-GCF’s commitment in environmental and social fields is reflected in the Portfolio Impact Score
(PIS), a tool designed by the Fund Manager that has already been successfully employed in previous funds.
Its main purpose is measuring the socio-economic impact of each investment in order to register the specific
impacts generated. The methodology of this tool consists of applying a score to the performance of each
project based on social aspects -including gender- and environmental objectives previously set. The Impact
Score will be measured at the beginning of each investment during the social and environmental due
diligence. It will be measured and monitored on a quarterly basis. After the exit of each investment, the
Investors Advisory Committee will select an independent social auditor that will measure the Audited Impact
Score. A Kuali Fund-GCF’s Audited Impact Score will be obtained as the average of all the investee’s Audited
Impact Score. This Audited Impact Score will determine half of the potential carried interest of the managers.

The PIS supports the Impact Management process ant it is the weighted average of two main dimensions: (i)
Outcome/Output metrics, measured at investee level, and summed to give an aggregate score at the
Funded Activity level; and (i) Transformative metrics, aimed at measuring to what extent the investee is

38 Desigualdad horizontal y discriminacion étnica en cuatro paises latinoamericanos, Alicia Puyana Mutis, October 2018.
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developing its policies/ business maodel to better serve smallholder farmers or SME’s and these metrics are
measured and scored at investee level and applied as a weighted average to give the Funded Activity’s score.

Transformation metrics are made up of two set of metrics: (1) Green Index® — which measure how well an
FSP currently performs in inclusive green finance through the Green Index 3.0 conceptualized by the e-MFP
Green Inclusive and Climate Smart Finance Action Group (GICSF-AG)*® and (2) Social Performance Score
-— which measures how effectively an organization achieves its stated social and environmental goals and
creates value for the population it aims to reach through the SPI4-Alinus tool.

Outcome/Output metrics are made up of two set of metrics for a FSPs: (1) Outcome/Output Map — which is
designed to measure impact, defined as the change in an outcome/output caused by Kuali activities and (2)
Investee Customized Outcome/Output -— which is designed to measure a specific impact, defined as the
change in an outcome/output, at the investee level that is not being capture by the Funded Activity level
preestablished metrics.

The score is calculated as a weighted average (by investment value) of the Transformative Metric Score and
Outcome/Output Metric Scores for FSPs and Innovative Companies. All scores range between 0 and 1.

The chart below summarizes the process to calculate the Portfolio Impact Score:

FINANCIAL SERVICE PROVIDERS (“’70% TOTAL PORTFOLIO) INNOVATIVE COMPANIES (”30% TOTAL PO RTFOUO}
40% Green Index 3.0 40% Green Index 3.0 55% Social Performance Score 55% Social Performance Score
35% Social Performance Score 35% Social Performance Score Transformative
Trarsformative Metrics Score
Metrics Score FSP Innovative
(75%) Scoretotal=08 Scoretotal=0,6 Scoretotal=0,9 Scoretotal=0,7 Companies
S — S — (55%)
FSPsTransformative Score = Innovative Companies Transformative Score =
Individual scores weighted average by investment value Individual scores weighted average by investment value
15% Outcome/Output Kuali Map 15% Outcome/Output Kuali Map 25% Outcome/Output Kuali Map 25% Outcome/Output Kuali Map
10% Customized Outcome/Qutput 10% Customized Outcome/Output 20% Customized Outcome/Output 20% Customized Outcome/Output
Scoretotal=0,5 Scoretctal=0,7 Scoretotal=0,4 Scoretotal=0,6
FSPs Qutcome/Output Score = Innovative Companies Outcome/Output Score =
Individual scores weighted average by investment value Individual scores weighted average by investment value

KuALl's PORTFOLIO IMPACT SCORE= 70% * (75% * FSP TRANSFORMATIVE SCORE + 25% * FSP OuTcoMme score) + 30% * (55% *
INNOVATIVE COMPANIES QUTCOME SCORE + 45% * INNOVATIVE COMPANIES QUTCOME SCORE) = MAX 1

The result will be established within a range of 0-10 and will be analyzed and justified by external auditors.
The carried interest will be linked to this green and climate performance, so if the global portfolio score is
positive, the Fund Manager will benefit from a better carried interest. In this way, the Manager’s interests are
aligned with the results achieved in environmental, social and climate issues.

39 The Green Index 3.0 was developed in order to generate a coordinated response among different stakeholders around
inclusive finance. The main goals are enhancing cooperation, improving learning from different inclusive finance actors, and
developing tools to standardize the inclusive finance sector to attract more international attention into the sector from both
the public and the private side. It is used to assess many different FSPs helping them to develop better action plans regarding
green inclusive finance. SPI4-Alinus complements the Green Index 3.0 by providing investors indicators to improve their
Due Diligence processes with the FSPs regarding their social outcomes: https://cerise-spm.org/es/alinus/

40 https://www.e-mfp.eu/resources/green-index-innovative-tool-assess-green-inclusive-finance-performance-fsps
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It should be noticed that the PIS is not used during the identification phase. This phase relates to pipeline
construction and the preliminary investment committee. At those stages, more macro level variables are being
taken into account (e.g. financial ratios, overall green portfolio, average loan, social mission and targets, etc.).
Then, the preliminary IC will approve/reject the mandatory on site due diligence that precedes the final
investment committee. During this Due Diligence, an initial PIS is constructed to serve as a baseline and also
to evaluate in detail the social and impact performance of the investee and potential contribution to Kuali
Fund-GCF’s targets. At this stage, the PIS is used to make an investment decision and if favorable to establish
a base line for monitoring

B.2 (b). Outcome mapping to GCF results areas and co-benefit categorization

GCF Mitigation Results Area (MRA 1-4) GCF Adaptation Results Area (ARA 1-4)

MRA 1 MRA 2 MRA 3 MRA 4 ARA 1 ARA 2 ARA 3 ARA 4

Energy |Low-emission| Building, | Forestry and Most Health, well- |Infrastructure | Ecosystems
generation transport citiies, land use vulnerable | being, food and built and
and access industries, people and | and water | environment | ecosystem
appliances communities security services

Outcome
number

Outcome 1
Adoption of
climate
solutions and
improvement
management
of
agricultural
lands
contributing
to reducing
GHG
emissions

Outcome 2
Improved
resilience in
vulnerable
people &
communities
Outcome 3
Enhanced
green &
inclusive
financial
ecosystem
If any co-benefits have been identified in section B.2(a), fill in the Co-benefit table below to map each co-benefit to the

corresponding category as defined in the FP guidance note.

Co-benefit Co-benefit

number

Environmental Social Economic Gender Adaptation Mitigation

Co-benefit 1:
Improved
financial

inclusion and .
gender
outreach
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Co-benefit 2:

Employment
preservation 0
and labor
women
inclusion

Co-Benefit 3:
Efficient
technology /
Climate smart
agriculture
practices
adoption by
SMEs/ farmers

B.3. Project/programme description (max. 2500 words, approximately 5 pages)

Kuali Fund aims to support the transformation of the LAC (minimum of 70% of Kuali Fund resources) and
Indian (up to 30% of the total resources) financial sector to become more inclusive and greener by providing
climate finance for SMEs and smallholder farmers, fostering systemic adoption of climate finance best
practices. Since the Paris Agreement, countries, companies, and the population itself have made a
commitment to reduce greenhouse gases and to adopt best climate practices. Kuali Fund will invest in 15
countries in LAC and India. Nevertheless, since the No Objection Letters from the whole universe of countries
have not been reached, the resources from GCF will only be allocated in seven countries: Brazil, Mexico,
Colombia, Panama, El Salvador, Honduras, and Guatemala. The Funded Activity (or Kuali Fund-GCF) will
invest in those NOL countries jointly with part of the EU resources, the private resources, and the SV
resources from Kuali Fund. Therefore, as there will be separate contributions, there will be also separate
cash flows for the different financiers.

The size of Kuali Fund-GCF for investments in NOL-countries*! is expected to reach EUR 119.5 million in
total commitments to be used for investments and EUR 5.91 million in Technical Assistance. An additional
EUR 0.4 million is requested to GCF for Communication, Audit and Evaluation purposes and EUR 2.4 million
for Monitoring and Evaluative Data Collection. Kuali Fund-GCF is expected to catalyze private and
institutional investment at scale through a blended finance structure. The EU and GCF contributions to the
first-loss tranche of Kuali Fund-GCF*? (EU: EUR 1.26 million*® and GCF: EUR 25 million) will be key to
mobilize private investors’ participation by reducing their exposure to the perceived risk of the SME and
smallholder farmer’s sector. AECID’s contribution** to Kuali Fund-GCF (up to EUR 17.6 million) plus EUR 1.8
million from the SICAR itself would be channeled through a Securitization Vehicle (SV) pari passu with private
investors. This SV will be a separate legal entity from the Funded Activity, yet applying the same investment
strategy, and it will be managed by the same General Partner. AECID contribution to the SV will be in Senior
notes and the SICAR contribution to the SV will be in subordinated notes to protect the contribution from
FONPRODE, that enhance the return of the private investors. The remaining funding is expected to come
from GAWA Capital (1% of the Kuali Fund-GCF commitments) and from private investors (approximately
EUR 73.8 million), which will be raised in collaboration with top private banking institutions. COFIDES will
also invest as a private investor (approximately EUR 5 million).

The GCF, EU, FONPRODE and Kuali Fund itself will also contribute to the funding of the Technical
Assistance (EUR 5.0 million from GCF; EUR 0.57 million from EU; EUR 0.3 million from FONPRODE and
EUR 0.04 from Kuali Fund). Since Kuali Fund will invest in 15 countries, 100% of GCF resources will be
allocated in NOL countries, and a 15% of the sum of EU’s contribution in first loss and EU, FONPRODE and

41 Kuali Fund will include contributions from EU and private resources to finance investments in 15 countries, including the 7 countries
(Ecuador, Peru, Bolivia, Costa Rica, Dominican Republic, Paraguay, Nicaragua) where the NOL has not been issued for GCF contributions,
up to EUR 250 MM. GCF will not be involved in these deals.

42 For Kuali Fund, the catalytic contribution will be: EUR 12 million from EU + EUR 25 million from GCF.

43 EU contribution in first loss will be EUR 12 million: 1.26 for Kuali Fund-GCF and 10.74 for Kuali Fund.

44 AECID’s approved by Spanish Council of Ministers of 12/20/2022.
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Kuali Fund contributions in TA resources will be allocated in NOL countries (Kuali Fund-GCF), keeping 85%
of their resources to cover the no-NOL countries of Kuali Fund.

The objective of Kuali Fund-GCF is to transform FSPs in their transition to become greener and more
inclusive so that they eventually provide green and climate products to SMEs and smallholder farmers. The
Funded Activity will also support companies with innovative solutions (denominated as innovative companies)
to expand the number of available mitigation and adaptation solutions that could eventually be financed by
FSP. The Funded Activity will be contributing to the economic growth and job creation/support of these
countries from a social and environmentally sustainable perspective. This objective is expected to be met by
setting up a EUR 119.5 million investment fund (Component 1) and accompanied by Technical
Assistance (TA) support of EUR 5.91 million (Component Il). An EUR 0.4 million is requested to GCF for
Communication, audit and evaluation purposes and an additional request to GCF of 2.4 MM EUR for
Monitoring and Evaluative Data Collection. According to the IRMF, the Funded Activity will have an impact
on four Mitigation Results Areas*® and two Adaptation Results Areas*®, both with their respective core project
chain results and indicators.

Both Components | and Il will support the same beneficiaries (namely, FSPs, including the SMEs and the
smallholders financed by the FSPs) and Innovative Companies. In order to be eligible for TA support,
investees must have been previously selected under Component |, implying the provision of funding.
Therefore, all beneficiaries of Component | will be offered TA support related to TA focus areas, however in
rare circumstances the beneficiaries could reject the support offered or show little interest, capacity, and
commitment. The TA Manager will make its best efforts as that all can develop TA projects s2.

Kuali Fund-GCF will undertake debt and/or equity investments into FSPs and ICs (Activity 1.1.1.2) to build
climate portfolios and provide or implement climate products and services and therefore contributing to the
adoption of climate solutions and improvement management of agricultural lands and reducing GHG
emissions (Outcome 1); improve resilience in vulnerable people and communities (especially in smallholder
farmers) (Outcome 2); and improve Financial Inclusion and gender outreach (Co-benefit 1); Preserve
employment and labor women inclusion (specially fueled by the gender action plan) (Co-benefit 2); and
adopting efficient technologies by SMEs and embracing CSA practices by farmers (Co-benefit 3).

The Funded Activity will invest in Financial Service Providers (Tier 2 banks, MFIs, cooperatives, non-bank
financial institutions and Fintech companies) to drive transformational change that will generate a positive
environmental impact and to improve access to finance by channeling capital to specific underserved target
segments (SMEs and smallholder farmers), supporting its investees in their green transition to develop
climate lending SME portfolios with high mitigation and adaptation impact. A special effort will be made to
build collaboration and synergies between these traditional FSPs and in line with emerging Open Banking
trends in Europe and in Emerging Markets. Kuali Fund-GCF will transform these institutions to adopt and
implement green strategies following a progression that we measure with the Green Index 3.0. This Index
divides the Investments into 4 Phases:

o Phase 1: FSP has a green strategy and systems to implement it.
o 1.1— Definition of the green strategy:
= Detailed goals, mission, documented strategy.
= Compliance with applicable standards and regulation).
o 1.2— Implementation of the green strategy:
= Management, governance, and processes.
»= Monitoring of environmental impacts.
o Phase 2: FSP identifies environmental risks and opportunities.
o 2.1 -- Identification of direct risks & opportunities

“ MRA 1 (Energy generation and access); MRA 2 (Low-emission transport); MRA 3 (Buildings, cities, industries and appliances); MRA 4
(Forestry and land use).
4 ARA 1 (Most vulnerable people and communities) and ARA 2 (Health, well-being, food and water security).
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» |dentification of building and staff: vulnerability, negative environmental impacts,
identify green opportunities.
o 2.2 -- ldentification of indirect risks & opportunities
= I|dentification of clients: vulnerability, negative environmental impacts, demand and
needs
e Phase 3: FSP manages environmental risks and opportunities.
o 3.1 — Management of direct risks & opportunities
= Actions and processes to reduce institution’s vulnerability and negative env. impacts
and exploit green opportunities.
o 3.2— Management of indirect risks & opportunities
» Inclusion of vulnerability, negative env. impacts, and demand/needs in financial risk
credit & management processes, tools, indicators
o Phase 4: FSP or innovative companies offer financial and non-financial green products and
services.
o 4.1- Financial products & services
= Green loans: clean energy / energy efficiency#’ /sustainable agriculture; Savings,
emergency loans; Climate insurance.
o 4.2— Non-Financial products & services
= Awareness raising
= Training
= Technical assistance
= Partnerships.

FSPs in Phases 1-3 are considered “Green Investments” and FSPs and innovative companies® in Phase 4
are considered “Super Green Investments”:

e Green Investments will be financed at market rates and the environmental impact generated by
mitigation of these FSPs’ own carbon footprint and the integration of the environmental risk
management will be analyzed (including indicators on vulnerability of clients to climate change and
identification of green financing opportunities according to the clients’ profile).

e Super Green Investments (institutions and companies with innovative climate solutions in Phase 4)
will be supported to with below-market rates to increase the green portfolio.

The breakdown of the Programme’s outputs, activities and sub-activities is shown below:
COMPONENT | INVESTMENTS
Output I.1.1: Kuali fund is operational and capitalized (Executing entity: General Partner)
Activity 1.1.1.1. Raise capital from public & private investors

[.1.1.1 1 Preparation of the Fund's legal documentation and governance:
- Legal Advisory
- Finalization of legal documents
[.1.1.1.2. Marketing Period:
- Private Capital Raising
- Formalization

47 The technologies targeting energy efficiency being considered by Kuali Fund-GCF (e.g LED Lighting, High-Efficiency Heat
Pumps and Solar Hot Water) are proven to have significant efficiency gains.

48 Innovative climate companies are those companies that already use technology solutions to prevent climate change, by
offering climate mitigation and resilience solutions to reduce GHG emissions or addressing the impacts of global warming.
These innovative companies that employ technology to get positive environmental effects on mitigation and adaptation to
climate change include, among others, agri-tech companies, climate-tech companies, renewable companies or ecosystem-
based adaptation companies.
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1.1.1.1.3: Closings:

- First Closing
- Final Closing

Activity 1.1.1.2. Debt and/or equity investments into FSPs & ICs

[.1.1.2.1. Financial, Environmental & Social Due Diligence
[.1.1.2.2. Investment Committee meetings

1.1.1.2.3 Formalization with partners

[.1.1.2.4 Debt investments in FSPs

[.1.1.2.5 Debt and equity investments in ICs

Output 1.1.2: Increased green financing available to SMEs and smallhoders farmers (Executing
Entity: General Partner with support of the Fund Manager)

Activity 1.1.2.1. Delivery of finance towards SMEs and Smallholder farmers through FSPs
[.1.2.1.1. Implementation of FSPs' Processes & Procedures (Financial and Social)
1.1.2.1.2. Kuali's Monitoring and Supervision of the operations (Financial and E&S)

COMPONENT Il TECHNICAL ASSISTANCE
Output 11.2.1: Kuali’s TA Facility is operational (Executing entity: TAF Manager)
Activity 11.2.1.1. TA Governance and Management in place
[1.2.1.1.1. Preparation of the Fund's and the TAF legal documentation and governance
[1.2.1.1.2. Identification of TA Projects

[1.2.1.1.3. On-site TA Needs Assessment
[1.2.1.1.4. Elaboration of the TA request

Activity 11.2.1.2. Procurement in place and contractors ready to implement TA Projects
11.2.1.2.1. Draft of ToRs

11.2.1.2.2 Call for Proposals
11.2.1.2.3. Contracts with Service Providers

Output 11.2.2: Capacities for Climate Smart Agriculture and adoption of Climate Solutions built
(Executing Entity: TAF Manager)

Activity 11.2.2.1. Green Enhancement projects with SMEs & Smallholder farmers

11.2.2.1.1. Workshops/ marketing about energy efficient equipment

[1.2.2.1.2 Environmental check-ups of individual businesses & advice on opportunities to
reduce emissions.

[1.2.2.1.3 Support digitalization of processes
[1.2.2.1.4 Streamlining value chains to make them energy efficient

11.2.2.1.5 Workshops & practices at farmer level on climate smart agricultural practices through
cooperatives and producer organizations

Output I1.3.1. Strengthened financial ecosystem actors’ capacities enabling green and inclusive
finance (Executing Entity: TAF Manager)

Activity 11.3.1.1. Green Readiness TA projects with FSPs

[1.3.1.1.1. Develop Green financial products
11.3.1.1.2. Implementation of new processes & technologies
[1.3.1.1.3. Training on green finance
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Activity 11.3.1.2. Social Performance and Environmental Risks Management Systems projects with
FSPs and ICs
11.3.1.2.1 Purchase of specific software packages to be implemented within the FSPs & ICs

[1.3.1.2.2 Establishing risk mitigation systems to monitor and mitigate agriculture and MSME/
smallholder farmers

11.3.1.2.3. Projects aiming at improving the ability of investees to achieve it social mission and
adequately manage Environmental and Social Risks by following the SPTF Universal
Standards

11.3.1.2.4. Elaborating and implementing a gender and SEAH policy and action plan for
FSPs/ICs' internal dimension (GAP: 2.1 & 2.2)

11.3.1.2.5. Elaborating and Implementing a gender and SEAH action plan for external
dimension in FSPs (GAP: 2.3 & 2.4)

11.3.1.2.6 Training and support for FSPs and IC to implement a ES management system
including gender and SEAH and to gain knowledge on these issues (GAP: 2.5)

11.3.1.2.7 Promoting access to finance taking into account women’s barriers for providing
guarantees (GAP: 3.1 & 3.2)

Activity 11.3.1.3. General Business Improvement projects with FSPs
11.3.1.3.1. Creation of new lines of business to address the consequences of the COVID-19
crisis
11.3.1.3.2. Financial and capacity building education for SMEs and farmers
11.3.1.3.3. Identifying new green opportunities in the economic recovery.
11.3.1.3.4. TA Projects on Digitalization
Activity II. 3.1.4. Business Model Improvement TA projects with ICs

11.3.1.4.1. Design and scale of distribution and supplying schemes.
11.3.1.4.2. Advisory service on green practices
11.3.1.4.3. Design of marketing strategies.
11.3.1.4.4. Establish partnerships with local companies.
11.3.1.4.5. Technical support for operational challenge
11.3.1.4.6. Talent management support
Activity 11.3.1.5. Ecosystemic Projects, stakeholder engagement and Gender actions
11.3.1.5.1. Updating and extending gender country assessments and updating Kuali Fund-GCF
due diligence process (GAP: 1.4 & 1.5)

11.3.1.5.2. Capacity building and awareness raising of potential final beneficiaries. Support for
women's economic empowerment (GAP: 4.1, 4.2 and 4.3)

11.3.1.5.3. Projects in markets for products, country level infrastructure, policy and regulatory
framework, institutional set up, etc.

11.3.1.5.4. Partnerships between FSPs via an open-banking collaboration scheme
11.3.1.5.5. Elaboration of Indigenous People Plans
Activity 11.3.1.6. Knowledge Sharing Program

11.3.1.6.1 Workshops, symposium and/or conferences for partners, bringing together
practitioners involved in green finance.

11.3.1.6.2 Technical packages, systematizing and documenting the knowledge and best
practices obtained throughout each project.
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With respect to Component | and Il, COFIDES as Accredited Entity will be the Executing Entity for all activities
relating to evaluative data collection and communication audit.

Kuali Fund-GCF will invest approximately 60% of the capital in FSPs (either Green or Super Green
Investments) and will provide Technical Assistance to foster their transition into a green strategy and
eventually offering financing for mitigation and adaptation solutions to its clients, an attractive and
underpenetrated market opportunity. Kuali Fund-GCF will invest the remaining capital (approximately 30%)
in Innovative Companies (Super Green Companies) which offer products/services related with mitigation and
adaptation, including “Agri-tech” and “Climate-tech” companies. Kuali will support the growth of these Super
Green Investments by establishing partnerships with the Funded Activity’s investments in traditional FSPs or
with its clients, both SMEs and smallholder farmers. Kuali Fund will invest 60-70 % in debt and 30-40 % in
equity in growth capital opportunities.

Kuali Fund-GCF will invest in FSPs which, in turn, might finance SMEs in assets or activities such as solar
roof-top panels, high-efficiency heat pumps, insulation, low-emission transport, energy-efficient machinery,
methane digesters, among others; and the smallholder farmers may be supported in activities such as tree
plantation, composting, abandoned farmland restoration, farm irrigation systems, regenerative annual
cropping, silvopastoral systems or tree intercropping. As regards to innovative companies, Kuali Fund-GCF
will invest in companies with innovative solutions in mitigation (such as electric transport, rural solar energy
provider, biodigester manufacturer companies, EV charging network) and in adaptation (farm-to-business
mobility supply chain, smart farming, Farming as a service platform or vertical farmings).

Kuali Fund-GCF expects to build a portfolio of about 12-18 investees. Each investment is expected to range
between EUR 5 and 20 million, with an average of EUR 8 million. As mentioned above, debt-like investments
might have an automatic renewal in the case that certain financial and environmental milestones are met.

e Eligibility and investment criteria
The potential beneficiaries of the Kuali Fund-GCF are defined as follows:

e Potential investees:

o Financial Service Providers (FPS): An institution focused on the provision of a diverse set of
financial services to micro and small entrepreneurs or to micro, small and medium enterprises
including savings, loans, insurance, leasing, and factoring products. These institutions are
oriented towards providing mainly enterprise financing (versus consumer financing which is
dominant in institutions operating in developed countries) through basic and transparent
banking and a close lender-borrower relationship. The institution can take the form of a variety
of legal entities, including banks, NGOs, microfinance institutions, cooperatives, finance
companies and other private types of institutions.

o Innovative Companies: Companies that provide or implement products and services that have
a direct positive effect on mitigation and adaptation & resilience to climate change as well as
mitigation. This relation will be established at the beginning of each investment in the
Investment Memorandum and the Social Due Diligence.

¢ Final beneficiaries:

o MSME/SME: enterprise qualifies as a micro, small or medium enterprise if it meets two out of
three criteria of the IFC MSME Definition (employees, assets, and sales), OR if the loan to it
falls within the relevant MSME loan size proxy.
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IFC MSME Definition MSME Loan Size
Proxy
Indicator EMPLOYEES TOTAL ASSETS ANNUAL SALES LOAN SIZE AT
(USD) (USD) ORIGINATION

Micro <10 < 100,000 < 100,000 < 10,000
enterprise
Small 10-49 100,000 -< 31100,000 -< 3]<100,000
enterprise million million

Medium 50-300 3-15 million 3 -15 million < 1 or 2 million
enterprise

o Smallholder farmers (IRIS+ definition): marginal and sub-marginal farm households
constrained in size and resources. Some sources define smallholder farmers as those who
cultivate between 1 hectare to 10 hectares (for more semi-arid areas) of land. While they will
vary in farm size and crop/livestock distribution according to their activity and region, common
characteristics of smallholder farmers are that they have low access to technology, limited
resources in terms of capital, skills, and risk management, depend on family labor for most
activities, and have limited capacity in terms of storage, marketing, and processing. The
definition of smallholder might differ from investment to investment, depending on the
investees’ location, country, and regional area. This definition will be established at the
beginning of each investment in the Social Due Diligence Memorandum.

Kuali Fund-GCF will originate potential investing opportunities according to the following criteria:

1. Social and Environmental Impact Criteria: Kuali Fund-GCF will assess the potential social or
environmental impact of its investees through a tool called Portfolio Impact Score (PIS). This tool
applies a score to the performance of each project based on social aspects -gender included- and
environmental objectives previously set. Further details and methodology are provided in Section B2

().

2. Financial criteria: The Funded Activity’s financial eligibility criteria will be further defined in the Policies
and Procedures Manual that will be developed in the following phase. In particular, in general terms
and subject to the specific conditions of the country, potential investees need to meet the following
financial investment criteria:

e For Financial Service Providers:
o Minimum total assets of EUR 20MM.

A positive Return On Assets in 2021 after the COVID-19 impact.

Capital adequacy ratio higher or around 15%.

Portfolio At Risk > 30 days + rescheduled loans less or around 10%.

Write-off ratio less or around 2%.

Operational self-sufficiency higher or around 100%.

o At least 2 years of audited statements and 3 years of operations.
e For companies with innovative climate solutions:
o Positive equity.
o EBITDA breakeven or projection for EBITDA breakeven in following 12 months with
review of debt-to-equity and debt-service coverage ratios.

O O O O O
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o Sustainable and scalable sources of revenues (> EUR 500k per year).
o Atleast 2 years of audited statements and 3 years of operations.

Finally, according to the investment selection process, Kuali will follow the next phases for any deal:

e A preliminary report is developed to check the initial criteria and needs.

e This report will be presented to a preliminary internal committee.

¢ If the Committee agrees to continue with the process, then a Due Diligence will be addressed.

e Once dully finalized, a final report of the operation will be developed.

e This final report and complementary information will pass through a final internal committee to
decide whether the operation is subject to be financed or not.

e |fthe committee has agreed to move forward, then the legal and financial documentation must
be negotiated between Kuali Fund and the beneficiaries.

e Signature of the contracts.

e Disbursement.

3. Selection of the investment instrument: Kuali Fund-GCF will select the instrument that (i) best fits the
financing needs of the investee, (ii) provides, in most cases, the expected risk-adjusted returns and
(iii) in case of equity, has a clear liquidity event. More specifically, it is expected to invest through the
following instruments:

e Debtinvestments usually with a maturity of 2-3+2-3 years, with automatic renewal in the case
certain financial or social milestones (such as advancing in the investee's green strategy) are
met; all investments will be in local currency and any foreign exchange risk will be offset
through swaps. The typical debt investee will be a FSP.

e Equity or quasi-equity investments including common or convertible equity, royalty
financing and other mezzanine schemes in FSP or innovative companies. Common or
convertible equity will be used when a liquidity event for the investee (IPO, secondary sales,
etc) is feasible in the future and liquidity rights are negotiated (such as right-along rights, drag-
along, mandated sale or right to sale on a capital expansion). Mezzanine investments can be
structured as loans where the interest rate has a variable component which depends on
certain Key Performance Indicators of the investee such as revenues or net income, which
are proxy for how well the company is doing. The advantage of mezzanine instruments is that
they can capture equity upsides while also providing a clear exit option. This instrument is
expected to be used for innovative companies where the best financing option would be equity
but where exit might be an issue as liquidity events could be difficult.

Kuali will originate potential investing opportunities according to the following criteria:

e Fit of basic investment criteria (size, stage of development, minimum/ maximum amount of the
investment, country). In the case of FSPs, investee management must have expressed
interest in advancing towards green and climate opportunities and products. In the case of
innovative companies, the company must have a clear social and environmental strategy and
plans to strengthen and expand its operations.

e Basic ratio analysis assessing profitability (ROA or Contribution/EBITDA Margins),
Capitalization (Capital adequacy ratio), Portfolio quality and revenue growth rate.

e Quality of management team

¢ Quality of co-lenders or co-investors

¢ InFSPs, there are certain Social Performance criteria that can directly exclude an opportunity,
such as high interest rates (relative to sector), elevated levels of profitability or excessively
aggressive business plans.
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¢ Inthe case of an equity/ mezzanine transaction, consideration is given of the growth potential,
quality of shareholders and exit opportunities.

4. Besides all the above criteria, Kuali investment team will ensure that every investment will also have
an adequate management team with a track record and knowledge of FSPs and appropriate
Management Systems and Credit Policies. Also, the investments in FSPs need to comply with the
Anti-Money Laundering and Financing Terrorism (AML-FT) process, have an updated and agreed list
of exclusion and are not involved in OFAC official and ultimate beneficiary lists. Climatic
Requirements: Kuali Fund-GCF will be able to support certain beneficiaries with no Climate track
record in their green transition by incorporating these solutions into their processes and business,
with the ultimately target of assisting on its transformation. The investment portfolio will balance a mix
of entities where the majority of their activities are green and entities that are still not advanced in their
green transition.

e Use of funds
The Funded Activity guidelines for the use of GCF funds are as follow:

Kuali Fund-GCF Portfolio

Kuali Fund-GCF’s portfolio will be built during the investment period (5 years from the first closing) complying
with the following milestones:

e Kuali Fund will use GCF funding for investments in eligible Innovative Companies or for lending to
FSPs. The FSPs will undertake to use GCF funding only for building Climate Portfolio following the
eligibility criteria. FSPs will be allowed a period of 3 years to build a Climate Portfolio. If an FSP is not
able to build this Climate Portfolio by the end of Year 3, then the AE/Kuali Fund will request the FSP
the total repayment of the stake of the loan provided using GCF proceeds.

o GCF funds will not be used by Kuali Fund/ FSPs for financing assets or projects other than the climate
projects as per eligibility criteria.

¢ On an aggregate basis, Kuali Fund commits on a commercially reasonable best effort basis to build
an aggregate Climate Portfolio equal to one hundred percent of the aggregated amount disbursed by
co-investors within the Kuali Fund-GCF Funded Activity by the end of the life of the investments.

e Ramp-up period for building Climate Portfolio from co-financing: in 3+3, 50% of Climate Portfolio by
end of Year 3 and 100% by end of the following 3 years. In 2+2+2, 30% by end of Year 2, 65% by
end of the following 2 years and 100% by the end of the following 2 years.

Equity Investments

GCF funds will be exclusively used for equity investment in Innovative Companies that are companies that
manufacture or market products and services that have a direct positive effect on mitigation and adaptation
and resilience to climate change.

These Companies will not have any other relevant business lines and therefore the funds will exclusively
support the advancement of climate solutions and impact.

The sectorial scope is wide-ranging, but it should relate to the sectors, technologies and specific criteria
depicted in the technology list.
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Equity investments in FSP and other Innovative Companies with mixed climatic and non-climatic portfolios
and solutions will remain an alternative for the rest of investors. Even in these cases, the funds will support
the advancement of climate solutions and impact.

All the investment tickets made available to these companies can be considered fully climate finance.

Debt Investments

The overall goal of Kuali Fund-GCF resources is to transform FSPs to start developing products and a
loan portfolio directed towards climate finance. In this regard, Kuali Fund-GCF commits on a commercially
reasonable best effort basis that by the exit of the investments 100% of its investees shall have expanded
their climate finance portfolio (if they already have a climate finance portfolio) or at least will have piloted
climate finance products for their clients.

FSP will start with different climate-readiness levels, a few with no climate lending yet, however we expect
that FSPs Climate Finance portfolio will increase over time as they adapt their business model in terms of
products, process and people to finance assets related with climate finance.

Kuali Fund-GCF commits to building a portfolio of debt investments in FSPs. The companies in this portfolio
will have the obligation to increase their total aggregated Climate Portfolio during the life of the
investments.

In order to ensure an adequate path towards relevant climate products and portfolios at the investee level,
Kuali Fund-GCF will include covenants in the loan agreements that will prevent the renewal of the deals if
a clear path toward climate finance products has not been achieved.

The climate lending scope is wide-ranging, but it should relate to the sectors, technologies and specific criteria
for adaptation and mitigation depicted in the technology list. Analog technologies will be eligible.

The specific sector and technologies climatic criteria are shown in the Investment Criteria and Governance
Annex. The technology pool displayed does not present carbon lock in risks of long-lived, high-emission
infrastructure.

Requirements

¢ Climate lending relate to the sectors, technologies and specific criteria for adaptation and mitigation
depicted in the technology list attached as Figure | and Il of the Term Sheet.

e The Kuali fund will not finance fossil fuel assets.

e The Kuali fund will not finance energy efficiency investments that extend the lifetime of fossil fuel
assets.

e The Kuali fund has selected a wide-reaching list of technological solutions that can be frequently
implemented by the prototypical clients of the FSP and Innovative Companies in the developing
countries that Kuali will serve. The solutions list proposed by the Kuali fund is as extensive as possible,
however, the number of agricultural practices, technologies, etc, that potentially represent a climate
solution (mitigation and adaptation) are countless. During the life of the fund new solutions are
expected to be added as robust data and peer-reviewed research becomes more available and
accessible.

¢ The Exclusion List (attached in Annex 3 of the Term sheet) shall apply to investments under the
Funded Activity. Based on updated baseline studies, the exclusion list must be revised in consultation
with GCF.
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e Expected target returns and other terms

Equity or quasi-equity investments target returns: Kuali Fund-GCF will seek in its equity or quasi-equity
investments a relevant minority stake (usually between 15 to 25% ownership) and a board seat and a clear
and/or pre-negotiated exit reflected in the Shareholders Agreement’s liquidity rights. Typical multiples range
between 2x — 3x Price to Book Value or 7x — 10x EBITDA, depending on the opportunity and on the country.
Kuali targets returns exceeding 15-20% p.a. in EUR.

Debt investments target returns: the Funded Activity targets debt rates to FSPs between 4 and 8% in Euro
after cost of hedging which vary from country to country. To the maximum extent possible loans will be done
in local currency and FX fully swapped to EUR with the use of swaps or forwards.

e Expected holding periods

According to holding period, the senior or subordinated debt with a tenor of either 2+2 or 3+3 years, where
an option for early repayment will be negotiated so that at year 2 or 3 the investment would be repaid if certain
financial or environmental milestones are not met (including the commitment to advance in the green
strategy). The Fund could also consider 2-3 years tenor, with the commitment to extend by 2 or 3 more years
if the investee is moving forward with the commitment to advance in its green strategy and the financial
performance remains solid.

¢ Role in financing rounds: will the Funded Activity act as a lead, co-lead, follower or sole
investor

In debt investments, Kuali Fund-GCF normally acts as lead or co-lead lender, investing in companies where
other large international impact investing firms have already invested in. In equity investments, the Funded
Activity prefers making co-investments with other carefully chosen investors sharing the same impact
principles and vision.

PIPELINE KUALI FUND-GCF*°

Country Target Investee Avg allocation

México FSP 1 22.5
México FSP 2 5
Brasil FSP 3 13.5
Brasil FSP 4 10
Colombia FSP 5 11
Colombia FSP 6 11
El Salvador FSP 7 6
El Salvador FSP 8 6
Panama FSP 9 5.5
Panama FSP 10 5.5
Honduras FSP 11 4.5
Honduras FSP 12 5.5

49 |nvestees’ names are confidential in the FP but are available in Annex CO2 Calculations.
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Guatemala FSP 13 6
Guatemala IC1 4
México IC2 3.5
TOTAL 119.5

India plays an important role in Kuali Fund because the country shows a robust development steadily
maintained through the last years in the FinTech sector even during the pandemic context. The country has
the highest FinTech adoption rate; 87%, being the world average a 64%. This development was achieved
due to an enabling policy environment, a sizeable talent pool, a large unbanked population eager to have
financial services at disposal, an improving internet access tendency combined with a digital literacy increase
and a quick smartphone penetration in a growing economy. Fintechs are critical to transform and improve
the financial sector, both broadening its potential client range and increasing its efficiency by lowering costs
as physical presence is not as frequent as in traditional banking. The sector accomplishes this improvement
by providing services to people historically unattended by the sector because of social and geographical
conditions (places which are tricky to access, remote rural areas populated by groups at risk from social
exclusion).

Latin America and the Caribbean would benefit from the Indian sector’s maturity avoiding overlooking risks
such as data security, privacy leak or consumer protection issues. India’s experience in adapting its
regulation to a new and changeable Fintech context come handily in a developing market such as the
American. Either too lax or too restrictive regulation can imply cost-related challenges. Avoiding them is
extremely valuable and will generate synergies (south-south cooperation: knowledge transference) which will
enhance Latin America and the Caribbean to break their endogenous barriers. The American continent has
a better structured and developed traditional banking sector, whose reluctance to embrace this new
technology acts as a barrier, and the slow data transmission speed in some areas.

Climate finance activities

In the following table, the core climate finance activities of Kuali Fund have been identified. Those activities
will have a positive impact in the environment resulting in the reduction of 6,796,959 tons CO,.The attribution
to Kuali Fund-GCF is 2,707,455 tons CO..
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Mitigation Focused Technologies

Total M € Invested per Total CO2 -eq (tn) Reduced Total CO2 -eq (tn) Reduced Cost (€) per ton of
Technology / Sequestered Midterm / Sequestered Final Reduced/Sequestred C02
Sector SubSector Solution
Shift Distributed Solar
,_g Production Pf_lotovo_ltaics - 13,50 28.261 94.205 143,31
= Micro Wind Turbines 0,50 596 1.988 251,52
e =1
2o g Small Hydropower 3,00 12.010 40.034 74,94
OB O -
Lﬁ s g Methane Digesters 3,00 2.686 8.952 335,12
Q -
5 Biogas 7,00 6.660 22.200 315,32
o0 Total 27,00 50.213 167.378 161,31
+ Electrify  |Electric Cars
g 8 Vehicles 9,50 4.174 13.915 682,73
z .2 2
Q.2 v
S E g
S Total 9,50 4.174 13.915 682,73
=
Industrial processes
@& - and appliances 9,50 94.010 313.367 30,32
9 S n Insulation
== 8 6,25 77.523 258.410 24,19
© w9 Enhance  |High-Performance 2,00 95.000 316.666 6,32
] § Efficiency — : '
!éo 5.5 LED Lighting 5,50 4.401 14.670 374,91
. 7S ———
RS High-Efficiency Heat 1,75 19.056 63.519 184,99
=0 = Pumps
== Solar Hot Water 4,00 4.972 16.572 241,37
m
Total 39,00 294.961 983.203 39,67
shift | Conservation 11,00 99.047 330.158 33,32
Agriculture  |[Agriculture ' i i '
Practices ~ |Regenerative Annual 11,00 99.047 330.158 33,32
Cropping ’ i ) !
Sustainable
Intensification for 9,00 102.444 341.480 26,36
Smallholders
:A”Sta'"ab'e Livestock 9,00 24.316 81.055 111,04
q-) anagement
0 Farm Irrigation
D Efficiency 14,00 104.248 347.494 40,29
o Land Sinks - |Managed Grazing 1,00 13.045 43.482 23,00
g Sh‘Tt Bamboo Production 0,50 46.757 155.858 3,21
Agriculture -
:j bractices || voPasIUre 2,50 68.105 227.017 11,01
(e} Multistrata
< Agroforestry 2,25 74.702 249.007 9,04
E’ Tree Intercropping 0,50 11.685 38.950 12,84
4%‘ Perennial Staple Crops 1,00 26.893 89.642 11,16
g Land Sinks - |Abandoned Farmland 1,00 16.798 55.994 17,86
o Use Degraded Restoration
Land |Tree Plantations (on 7,00 996.315 3.321.050 2,11
Degraded Land) ) ’ et z
Biogas 1,25 1.203 4.009 311,76
Use Waste |Composting 1,75 3.548 11.827 147,97
Methane Digesters 1,75 1.585 5.282 331,33
Total 74,50 1.689.739 5.632.464 13,23
TOTAL - Kuali 150 2.039.088 6.796.959 22,07
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Adaptation and Resilience Focused Technologies

Invested per
Technology (M€)

Sector Subsector Solution
Orng\r_nc 6,50
Fertilizers
Con.servatlon 12,00
Agriculture
Agroecology 6,50
Org.anlc 6,50
Agriculture
Windbreaks 2,75
. Drainage
‘Sh'ft Systems 6.0
Agriculture Natural retaining
Practices 6,50
walls
Forestry and Terraces 6,50
Land Use Greenhouses 18,50
Ramwafer 6,50
reservoirs
Far‘rr‘l Irrigation 18,50
Efficiency
Silvopasture 12,00
Agroforestry 6,50
o 18,50
Shift iversi |<Ea ion
Agriculture Beekeeping 2,75
Practices Biodigester 6,50
Aguaculture 6.50

TOTAL-- Kuali— Adaptation

TOTAL— Kuali 300
*Figures have been realized for Kuali Fund.

Taking into account the abovementioned solutions and the climate change problems the area faces, here
below some match examples have been identified between problems and solutions in specific areas and
sectors:

Hydrological changes:

e Glacier retreat: Colombia will suffer from water reservoir decreases due to the reduction of glacier
formations.
Consequently, the river flow will decrease generating potential water services disruption, distortions
on the water cycle and a decrease in the hydroelectric power plants generation. To improve water
efficiency and alternative renewable electricity production, Kuali proposes the following solutions:
Farm irrigation efficiency, conservation agriculture, distributed solar photovoltaics and high efficiency
heat pumps.




GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 40

GREEN
CLIMATE
FUND

¢ lrregular rainfall patterns: Caribbean countries as well as part of Colombia will suffer changes in
rainfall seasons due to “El Nifio” phenomenon. Kuali Fund-GCF will encourage tree plantation and
intercropping as one of its solutions to achieve rain and soil retention as well as resilient agriculture
techniques.

Impact on coastal and marine zones:

According to the Economic Commission for Latin America and the Caribbean (ECLAC) the countries suffering
the sea level rise the most (by number of hectares) would be mostly Brazil and Mexico. However, percentage
wise, Honduras would be strongly affected by this phenomenon too. It would affect the population living in
coastal villages and cities, coastal biodiversity, infrastructures (mostly roads and ports) and coastal economic
activity. Kuali Fund-GCF would be able to reduce the negative effects by the “Tree plantation” solution.
Specifically, mangroves are quite effective in absorbing potential wave impacts while at the same time
generating a rich ecosystem and capturing CO?2.

Extreme events in coastal zones:

The Caribbean countries are the main ones affected by this type of catastrophes due to water warming in the
Caribbean Sea and Mexican golf. In top of the mangroves” solution, Kuali Fund-GCF can help vulnerable
people and SMEs living in coastal areas by providing a reliable source of electricity in areas in which the grid
gets frequently damaged by this kind of events. Off-grid solar photovoltaic combined with high efficiency heat
pumps or other electric devices can provide a reliable source of electricity and a cost reduction in the medium
and long term.

Impacts on agriculture:

This sector will be affected in many different ways depending on the socio-economic and geographical reality
of each country as shown previously. Climate change effects (temperature increase, rainfall pattern changes,
etc.) can produce several effects such as soil moisture, soil loss or reduction of yields. Kuali Fund-GCF
proposes several solutions for both SMEs and farmers such as: Conservation agriculture, Regenerative
annual cropping, nutrient management, or farm irrigation efficiency. These solutions generate a resilience
improvement which helps locals to increase their adaptation capacity to the mentioned natural events.

Avg alocaton

Mexico 31
Brazil 23,5
Colombia 22
El Salvador 12
Panama 11
Honduras 10
Guatemala 10

Traditionally larger Financial Institutions have not served the segments of SMEs and smallholder farmers
and, as a result, SMEs in LAC region are facing a finance gap of 900 billion USD®°. The gap increases by
additional USD 745 billion if considering demand from informal SMEs. About 31% of formal SMEs in LAC
have unmet financing needs. The existing funding gap arises from Fls’ limited understanding of the SME
sector, lack of information or disparities, the large proportion of informal business practices, high market entry

50 “SME and smallholder farmers Finance Gap. Assessment of the shortfalls and opportunities in financing small and medium
enterprises in emerging markets”. IFC, Washington DC, 2017.
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barriers in relation to available margins, heterogeneity of the market, hurdles to SME growth and productivity
and regulatory limitations. Serving efficiently the SME segment requires the adaptation of FIs’ business
models, as the credit assessment, risk management, marketing strategies and products are different from
more traditional retail and corporate segments.

Based on Cerise SPI4 “Green Index”, Kuali Fund-GCF will analyze the “green readiness” of the different
innovative companies and FSPs and will identify gaps that its investees will need to improve if they wish to
transform to a more sustainable business model. GAWA Capital’'s Co-CEOs are certified SPI4 social and
environmental auditors.

The Green Index 3.0 has been conceptualized by the e-MFP Green Inclusive and Climate Smart Finance
Action Group (GICSF-AG)®! and it is moreover aligned with the new Environmental Dimension of the
Universal Standards for Social and Environmental Performance Management (USSEPM), developed by the
joint work of the GICSF AG, SPTF and CERISE.

This tool will allow Kuali Fund-GCF:

e To assess and understand the current environmental performance of the investees.

e To compare its performance with its peers.

e To identify environmental policies, actions and strateqgies that could be implemented in the investee.

e To track progress on environmental performance over time.

¢ To communicate on their environmental performance to Kuali investors.

The Green Index will not be directly used to determine which FSP/Companies will be financed. The
FSP/Companies that will be financed are determined by their capacity to deliver impact (mitigation,
adaptation) over the investment period. Through this “green readiness” process, potential improvements to
be implemented through TA projects will be identified.

Kuali Fund-GCF will ensure systematic and consistent application of the ESMS framework to its investment
and its adherence to E&S requirements (Annex 6). Potential investees’ financing activities included in the
IFC’s Exclusion List or with a record of E&S issues will not be considered for financing.

Besides, Kuali Fund-GCF will categorize the investments according to their existing and potential portfolio
activities. The Funded Activity will require all its investees to develop and operate an ESMS commensurate
with the level of E&S risk. In the case of investees financing activities with medium and high E&S (e.g. small
hydropower, agriculture, forestry, etc.), it will be required to establish an Internal Environmental and Social
Management System that assesses and ranks all individual loans according to size, loan amount, economic
activity, and location. The higher the risk, the more exhaustive the evaluation is needed, requiring the entities
to conduct formal impact analysis before approval. During the Due Diligence process, the General Partner
team will also conduct an Environmental and Social Due Diligence that ensures that such procedures are in
place in the potential investees and designs an Action Plans to solve any minor issues.

Additionally, Kuali Fund-GCF will tackle the SME and the smallholder farmers segments funding gap in LAC
from three different angles:

e Address financial constraints by investing in and transforming small Financial Service Providers to
efficiently serve the SME and the smallholder farmers segments -including women-owned SMEs®?

51 https://www.e-mfp.eu/resources/green-index-innovative-tool-assess-green-inclusive-finance-performance-fsps

52 An enterprise qualifies as a woman-owned enterprise if it meets the following criterium: (A) 2 51% owned by woman/women; OR (B) =
20% owned by woman/women; AND (i) has = 1 woman as CEO/COQO/President/Vice President; AND (ii) has = 30% of the board of
directors composed of women, where a board exists.

(https://www.ifc.org/wps/wem/connect/industry _ext content/ifc_external corporate site/financial+institutions/priorities/ifcs+definitions+of+tar

geted+sectors)



https://www.e-mfp.eu/resources/green-index-innovative-tool-assess-green-inclusive-finance-performance-fsps
https://www.ifc.org/wps/wcm/connect/industry_ext_content/ifc_external_corporate_site/financial+institutions/priorities/ifcs+definitions+of+targeted+sectors
https://www.ifc.org/wps/wcm/connect/industry_ext_content/ifc_external_corporate_site/financial+institutions/priorities/ifcs+definitions+of+targeted+sectors
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and women farmers, expected to represent 30% - and to support collaboration between FSPs and
Fintechs, leveraging an increasing deployment of open banking solutions by banks and regulators.
SME clients will benefit from such collaboration because they will have access to wider and more
innovative products offered by the Fintech companies on banking platforms. TA will be used to adapt
innovative companies and FSPs’ products, risk management systems, processes, people and
technology to adequately prepare to serve SME and smallholder clients with green and climate
products by overcoming main challenges in lending to these two segments (including credit risk,
engagement of clients and technology adoption, capacity building and financial literacy). TA will also
be used to improve Social Performance Management and Environmental systems of innovative
companies and FSPs.

e Productivity/Digitalization: investments in Fintech companies focused on SME and smallholder
farmers lending, improving the productivity and digitalization processes of these beneficiaries while
providing financial solutions with a green perspective. Potential collaborations between Fintech
investees could be established for FSPs and also innovative companies to improve their risk
assessment by leveraging on-line SME and smallholder farmers data, while Fintechs can broaden
their marketplace strategies. TA will be used for capacity building and technology adoption in SME
and smallholder farmers clients, preparing them to access financing from Fintechs and the rest of
FSPs. TA will also be used to improve Social Performance Management and Environmental systems
of innovative companies and FSPs.

e Increasing the access to green and climate finance, so that SMEs and smallholder farmers can
embrace sustainable production and efficient energy use, key elements in achieving a greener
economy and meeting sustainability standards (required by larger firms integrated in global value
chains). TA will be used to provide educational programs through innovative companies/FSPs and to
train also SMEs and smallholder farmers in the economic and financial aspects of renewable energy
and energy efficiency projects and to train smallholders to adopt climate smart agricultural practices.

Technical Assistance Facility (TAF)

Structure and Governance

The TAF (Component 1) will be established in parallel with the Funded Activity to provide institution building
support to investees in enhancing outreach and reducing risk. It will be set up in parallel to the Funded Activity
base in a Fiduciary Agreement. It shall be managed by the TAF Manager (TAFM), GAWA Capital Partners
SGEIC, S.A. and oversee by the Technical Assistance Steering Committee (the “TASC”, see below). The
TASC will have a strategic role and will provide overarching guidance to the TAFM. The TAFM shall operate
within the guidelines and procedures approved by the TASC and in accordance with a TA Management
Agreement.

The Technical Assistance resources shall be made available through a Fiduciary Arrangement (fiducie)
referred to as the “"Technical Assistance Facility™, “TAF” or “TA Facility”. Therefore, the TA Facility will be
governed by a Fiduciary Agreement between: (i) the Donors/Contributors to the TAF (including COFIDES on
behalf of GFC and the EU, AECID and the SICAR)®%; (ii) the fiduciary Bank (the fiduciary) and (iii) GAWA
Capital Partners (the TAFM). The Luxembourg Trust and Fiduciary Contracts Act 2003 provides the legal
basis for the creation of this type of contracts.

The contributions and/or donations of assets made to the TAF are referred as the Fiduciary Assets. The
Fiduciary Assets shall be credited to the fiduciary account established with a reputable bank in Luxembourg
(the Fiduciary Bank)>* which will act as the holder of the Fiduciary Assets in its capacity as Fiduciary.

53 During the investment period, the SICAR will also make a one-off contribution of EUR 250.000.
54 It is common practice that the custodian Bank of the SICAR is also the fiduciary of the TAF.
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The TAF funds are expected to reach a size of EUR 5.9 million for Kuali Fund-GCF (a total of EUR 12.25 for
Kuali Fund®®) from GCF (EUR 5 million), EU (EUR 0.57 million), FONPRODE (EUR 0.3 million) and Kuali
Fund (EUR 0.04 million). The TAF contribution provided will be ultimately deployed to address key barriers
that prevent SMEs and smallholder farmers to adopt mitigation as well as adaptation practices and achieve
the expected outcomes. GAWA Capital will manage the TAF.

The TAFM shall apply the contributions in accordance with guidelines (the TA Guidelines) drafted by the
TAFM and approved by the TASC The TA Guidelines include at least a TA Operations Manual (see initial
draft in Annex 21), that will refer to TA Policy and TA Procurement Policy, and the TA Annual Plan (TA Annual
Operational Plan Budget).

The link between the TAF and Kuali Fund-GCF will be guaranteed by: (i) the innovative companies and FSPs
supported by the Funded Activity will be also a target for the TAF and (ii) the TAFM will be GAWA Capital,
which is also the manager of Kuali Fund-GCF.

The TASC shall at any time be composed of at least three (3) members and a maximum of five (5) members,
including at all times one representative per contributor (GCF or AE in representation of GCF) and one
independent member (“the Initial Members), and others (e.g. COFIDES), with expertise in SMEs/ smallholder
farmers finance and TA Funds. This composition shall allow the TAF to benefit from the expertise of relevant
actors. The Fund manager can attend the TASC meetings but will have no voting rights. The TASC will hold
at least 3 meetings a year and will have a strategic role (approval of TA Guidelines). However, the TASC will
also approve all agreements exceeding EUR 200,000%. Decisions among the TASC shall be adopted by the
simple majority of its members.

Day-to-day management decisions on TAF deployment will be made by the TAFM. The TAFM will be
responsible, inter alia, for (see Annex 21-TA Operations Manual): structuring the TA services, managing
tender procedures, negotiating, and signing agreements with service providers, coordinating and monitoring
TA Projects, drafting monitoring reports and preparing the TA Guidelines

Key barriers
At the level of innovative companies and FSPs, the following key barriers are expected to be addressed:

e Understanding of the addressable market: Kuali Fund-GCF expects to conduct specific country
market research to identify key opportunities/ clients’ needs for innovative companies and FSPs to
address profitably.

o Designing financial products that meet clients’ demand: supporting innovative companies and
FSPs in identifying key assets to finance, engage and build partnership with manufacturers,
understanding mitigation and adaptation potential.

e FSPs staff able to properly serve SMEs and smallholder farmers segments by providing effective
training. Effective training will be provided also for innovative companies.

e Ensure that creditworthy clients are able to receive a loan at affordable rates by

o Adapting credit process to SMEs and smallholder farmers segments by using of data analytics
and client segmentation as tools to reduce credit costs.

o Supporting open-banking solutions and Identifying synergies between FSPs in Kuali’s
portfolio.

o Leveraging digitalization.

At SMEs and smallholder farmers level, the following key barriers are expected be addressed with TA:

55 For Kuali Fund, the total amount would be composed of different contributors: the EU would contribute with EUR 5 million
and the GCF would contribute with another EUR 5 million; AECID, through FONPRODE, EUR 2 million and the Kuali Fund
itself EUR 0.25 million.

56 GCF might be exempted from such decisions.
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¢ Increase awareness about the potential to increase income and reduce CO2 emissions through
new energy efficient equipment by running workshops/ preparing marketing material.

e Run ad-hoc environmental checkups of individual businesses by suggesting opportunities to
reduce emissions.

e Support digitalization of processes and streamlining value chains to make them energy efficient.

e Support the adoption of climate smart agricultural practices by running workshops delivered by
aggreqgators.

e Support the implementation of climate smart agricultural practices at a farmer_level with specific
training.

Areas of intervention

The TAF will support the implementation of new processes that reduce innovative companies and FSPs
environmental footprint. As a result, approximately 55% of this amount is expected to be delivered to
FSPs/innovative companies; about 10% to SMEs and smallholder farmers (the final beneficiaries); and other
10% to ecosystemic projects. The remaining amount will be allocated to TA management (for further
information, please see Annex 10).

The TAF will implement Green Enhancement projects with SMEs and smallholder farmers (Activity 11.2.1.1);
Green Readiness projects with FSPs (Activity 11.3.1.1); Social Performance and Environmental Risks
Management Systems projects (including gender and SEAH actions) with FSPs and ICs (Activity 11.3.1.2.);
General Business Improvement projects with FSPs (Activity 11.3.1.3.), Business Model Improvement projects
with Innovative Companies (Activity 11.3.1.4); Ecosystemic Projects, stakeholder engagement and gender
actions (Activity 11.3.2.1.) The estimated cost breakdown among different activities is provided on Annex 4
Budget Plan and the TA Operation Manual.

All these activities together contribute mostly to the Outcomes 2 (Improved resilience in vulnerable people &
communities) and 3 (Enhanced green & inclusive financial ecosystem).

Innovative Companies and FSPs will receive TA assistance to improve their Environmental Risk Management
System (Activity 11.3.1.2.); to monitor and mitigate climate and agriculture related risks, aligning it to TCFD
and reducing innovative companies and FSPs’ environmental footprint. TA will also be used to improve
innovative companies and FSP’s Social Performance Management System: projects aiming at
improving the ability of investees to achieve their social mission and adequately manage Social Risks by
following the Social Performance Task Force Universal Standards (SPTF) and the SPI4 tool of CERISE.

The Green Index 3.0 tool used during the due diligence will also be used under the TAF. The tool will perform
a “green-readiness” analysis of the innovative companies and FSPs and identify gaps that these
institutions need to improve in order to transform to a more sustainable business model.

This tool includes the following parts, to provide a full picture of the environmental engagement of the potential
investee:

e Qualitative questions to understand the global environmental performance of the potential investee.
This will provide a graphic representation of the results, which will help to benchmark the potential
investee against other financial institutions and identify areas of improvement in the potential
investee’s green-readiness in the following dimensions: environmental strategy of the investee,
internal/external environmental risk management, and specific actions being taken by the investee to
foster green opportunities.

¢ A quantitative part with detailed data on energy, water, paper, gasoline consumption; number and
volume of green energy loans disbursed and number of borrowers with active climatic microinsurance
products. This will help keep track of the progress in the investees’ green activities.

Furthermore, TA will be allocated to innovative companies and FSPs in order to improve their processes and
provide a comprehensive product offering to SMEs and smallholder farmers as well as supporting these
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beneficiaries in digitalization and implementing better health, safety and environmental protocols. TA will offer
a general business improvement: projects aiming at improving the financial performance and the risk
management of the FSPs and ICs, with a special focus on risk assessment for the COVID-19 crisis and
recovery.

In addition, TA funding will consider the importance of addressing the consequences of the COVID-19
crisis in the countries. Therefore, activities such as the creation of new lines of business, financial and
capacity building education for SMEs and smallholder farmers, new green opportunities in the economic
recovery or the enhanced development of digital ecosystem will also be supported.

The investments from Kuali Fund-GCF are also expected to improve opportunities and have a beneficial
impact on women, given their significant participation in entrepreneurial and farming activities in LAC. The
objective is to foster an enabling environment by identifying specific areas where the Funded Activity may be
able to promote women economic empowerment and equality of opportunities. Specific gender interventions
have been designed to increase women'’s participation: i) development of gender policies and action plans in
innovative companies and FSPs; ii) training and support for innovative companies and FSPs to implement a
ESMS including gender and SEAH considerations; iii) participation in TA activities; iv) business skills training
and financial literacy programs and v) financial products adapted to women’s needs and realities. External
consultants will be hired to carry out country assessments that will serve as the basis for activities included
in Gender Action Plan (including SEAH).

Eligibility Criteria

Main eligibility criteria, guidelines, policies and procedures for the application of the TAF /Fiduciary Assets
will be defined by the TAFM and submitted for TASC approval under the TA Guidelines (i.e. final version of
the TA Operational Manual drafted in Annex 21 and other Guidelines if requested by the TASC). It is intended
that partners will be eligible for TA once the investment has been formalized. Some other criteria could be
anticipated, such as: (i) prevailing interest in advancing towards green and climate opportunities and products
(FSPs)/clear social and environmental strategy and plans to strengthen and expand its operations (Innovative
Companies); contribution form partners; etc. For the cross-cutting projects that will indirectly benefit the FSPs,
Innovative Companies and/or the SMEs/smallholder farmers non investees could be eligible (such as actors
in the value chains or other agents at meso level).

TA Implementation (see details in Annex 21. Draft of Ta Operational Plan):

The TAFM will channel the GCF funds to the final beneficiaries through service providers. The TAFM will
select and manage reputable service providers as needed to deliver TA services and execute the agreements
with the relevant service providers.

TA will be delivered through the provision of grants that cover:
o Consultant Services, i.e., hiring experts and consultants for tailor-made technical assistance for
investees, SME, smallholder farmers and ecosystemic partners Institutions.
e Trainings: evaluate, train and establish induction programs with green finance related subjects.
e Goods or capital expenditures, i.e., hardware and other goods that the beneficiaries may need, caped
to a % of the total project cost.

COFIDES Contracting Procedures, as part of the TA Guidelines, will regulate apply to the selection of
consultants. The purpose of the Contracting Procedures is to describe all the steps and applicable rules
required to undertake procurement procedures from the very first steps to the award of contracts with Service
Providers.
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B.4. Implementation arrangements (max. 1500 words, approximately 3 pages plus diagrams)

Kuali Fund-GCF expects to build a portfolio of about 12-18 investees in the beneficiaries’ countries®’. Each
investment is expected to range between EUR 3.5 to 20 million with an average of EUR 8 million®8. The
average investment size is expected to be higher for FSPs than for innovative companies.

As already explained, the following instruments are expected to be used:

o Debt-like investments (approximately 60-70% of portfolio) for FSPs with a maturity of 3+3 years,
with automatic renewal in the case certain milestones (financial or social) are met, or 6 years with the
option of calling back the capital if certain conditions are not met. All investments will be made in local
currency and any foreign exchange risk will be offset through swaps. Innovative companies might be
also financed by debt.

o Equity: approximately 30-40% of portfolio for investing in innovative companies.

o Mezzanine investments, such as royalty financing or participatory loans. Expected holding
period: 5-6 years.

o Growth-capital equity investments with a relevant minority stake (less than 20%), a board
seat and a clear and/or pre-negotiated exit. Expected holding period: 6-7 years.

The investment period of the Funded Activity is 5 years, and most investments are expected to be deployed
over the first 4 years, implying 3 to 6 investments per year. Kuali Fund-GCF resources will be used for
business expansion of the investees and not for refinancing. Investments will be recorded at Fair Value
Through Profit/Loss (FVTPL), according to IFRS 10 Exception to Consolidation. The implementation period
for the TA will be the 10-12 years of activity of Kuali Fund-GCF.

Organizational set-up:

As already detailed in section A, Kuali Fund-GCF’s structure encompasses the Kuali SICAR-EUSEF (the
SICAR) and a Special Purpose Vehicle incorporated as a Securitization Vehicle (SV), together “Kuali Fund®®”,
which are two different vehicles with a separate legal set-up®:

57 TBC — number could vary depending on the final size of the Funded Activity.

58 FSP total loan portfolios are on average financed on a 20-25% with own resources and the rest with several local and
international financers. The same can be expected for green and climate portfolios.

59 Kuali Fund will include contributions from EU and private resources to finance also investments in 8 countries (Ecuador, Peru, Bolivia,
Costa Rica, Dominican Republic, Paraguay, Nicaragua and India) where the NOL has not been issued for GCF contributions, up to EUR
250 MM. GCF will not be involved in these deals.

60 Kuali Fund and the SV will be two legally independent vehicles. Both will have their respective governing bodies, although

FONPRODE will only be able to participate in them to a limited extent (observer), given its status as a debt holder and not
as a shareholder.
The formalization of the Commitment Agreement also implies the adhesion to the SV with the characteristics set forth in its
Articles of Incorporation (this document includes the description of the characteristics of the vehicle, such as its objective,
share capital characteristics of the shares, their transferability, management and governance, confidentiality, responsibilities,
conflicts of interest, management of annual accounts, etc.).
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- Kuali S.C.A., SICAR-EUSEF: a corporate partnership limited by shares (Société en
commandite par actions) qualifying as a société d’investissement en capital a risque (SICAR)
pursuant to the Luxembourg 2004 Law and a Social Entrepreneurship Fund (EUSEF) pursuant
to the EUSEFR®.. A SICAR is an investment company in risk capital that was designed for
investments in private equity and venture capital. The SICAR is an externally managed
Alternative Investment Fund (AIF) and, therefore, the Shareholders have a passive role and
commit to drawdowns upon requests meeting certain formal requirements.

- Kuali SV: It will be a special purpose vehicle constituted under Luxembourg Law as a
Securitization vehicle to accommodate the contribution of the Spanish Agency for International
Cooperation and Development. This SV, regulated by the Luxembourg securitization law, will
not be authorized, and supervised by the Commission de Surveillance du Secteur Financier
(CSSF), but by making pari-passu co-investments with the SICAR, its activity will be subject
to the same rules and requirements of operation and transparency as Kuali Fund, which will
be authorized and supervised by the CSSF. The sole shareholder of the SV will be the SICAR
General Partner.

Kuali SV will be managed by GAWA Capital Partners, and its sole shareholder will be the General Partner of
the Kuali SICAR. Kuali SV will issue senior notes to FONPRODE and subordinated notes to Kuali SICAR,
whose participation in the SV will be limited to 10% of FONPRODE’s contribution. Kuali SV will not be
authorized and supervised by the Commission de Surveillance du Secteur Financier (CSSF), but by making
pari-passu co-investments with the Kuali SICAR, its activity will, de facto, be subject to the same rules and
requirements of operation and transparency as the SICAR, which must be authorized and supervised by the
CSSF. The first loss contribution from EU and GCF, and also the resources in concessional conditions from
FONPRODE will enable to attract private investors’ participation, as this catalytic contribution will provide a
function of de-risking the private investments:

61 Regulation (EU) No 346/2013 dated 17 April 2013 on European social entrepreneurship funds, as amended or
supplemented from time to time (“EUSEFR”).
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The governing bodies of Kuali Fund SICAR will be:

The General Partner (GP) of Kuali Fund will be a private limited liability company wholly owned by GAWA
Capital Partners SGEIC S.A., a firm specialized in impact investment management services, fully
authorized, and supervised by the Spanish Exchange Commission (CNMV). The GP will be responsible
for the overall management of Kuali Fund and, as a limited managing partner, it will be personally, jointly
and severally liable for all corporate debts that cannot be paid out of the resources of Kuali Fund. In
principle, the GP will be responsible for implementing the investment policy of Kuali Fund, including
making investment and divestment decisions. In conformity with the Law, the GP must entrust the
investment management of Kuali to an authorized alternative investment fund manager (AIFM). The
General Partner will appoint GAWA Capital Partners SGEIC, SA, as an external alternative investment
fund manager (also known as AIFM) of Kuali, authorized pursuant article 42 of Law 22/2014 of 12
November 2014 (Spanish AIFM Law), pursuant to an AIFM Agreement (signed between the GP and
GAWA Capital Partners) and as manager of a Qualifying Social Entrepreneurship Fund within the
meaning of the EUSEFR.

The Manager®? of Kuali Fund will be GAWA Capital Partners SGEIC S.A. GAWA Capital is a leading firm
in the Spanish impact investing sector, in terms of assets advised and under management, track record
and network of relationships with investors and other players in the impact investing sector. The Fund
Manager shall perform the investment management functions (i.e., portfolio and risk management), the
marketing and the other functions as listed the Spanish AIFM Law, in compliance with it and the AIFM
Agreement. It is worth noting that the General Partner remains responsible for the overall management
and supervision. The General Partner and the Manager will be different entities.

62 In conformity with the applicable regulation, the General Partner must entrust the investment management of the umbrella
fund and its Sub-Funds to an authorized alternative investment fund manager. Therefore, the General Partner will appoint
a manager — GAWA Capital Partners- that is both an authorized Alternative Investment Fund Manager (AIFM) and an
authorized Qualifying Social Entrepreneurship Fund (align with the requirements set out in the EUSEFR) manager.
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- The Investors Advisory Committee (IAC) is a body comprised of representatives of Kuali Fund’s
Investors that have made large commitments (the “Member Investors”) and have requested to be part of
the IAC. COFIDES shall be a member as well. The number of Member Investors shall be a minimum of
two and a maximum of eight. One or more observers with no voting rights may be invited. Member
Investors shall vote on a per capita basis (and not on the size of their respective commitments). The IAC
shall act on an advisory capacity and shall not decide on the investments. Investments will be identified
in line with the investment guidelines and requirements included in the Private Placement Memorandum
(PPM) and the applicable legal documentation.

In addition, another relevant body will be the Strategic Advisory Group, composed by experts in climate
change, climate finance, emerging markets, SME, smallholder farmers and indigenous people financing
agriculture, private sector development and geographical expertise. The Group can make recommendations
to the Fund Manager on business development strategy for Kuali Fund, purely of an advisory and non-binding
nature. It will meet on an ad-hoc basis.

COFIDES will manage the GCF and the EU Proceeds for both investors and the TA. GCF requirements will
be further secured through a Side Letter signed between COFIDES and the Kuali Fund. The Fund Manager,
in coordination with the General Partner, may enter into agreements with certain investors granting specific
rights (the Side Letters) not included in the Private Placement Memorandum. The Side Letter will be
formalized as long as the Commitment Agreement (which formalizes the committed contribution to Kuali
Fund) and will include all the specific requirements that a given Investor (e.g. GCF) obliges Kuali Fund to fulfil
(e.g. the relevant obligations under the AMA and FAA). Once any financial need is requested by Kuali Fund
(for either new opportunity, reinvestment, fees...), the General Partner will issue COFIDES, as AE for the EU
and the GCF, the relevant capital call. COFIDES will review such request and, if agreed, will disburse the
relevant amount into the Kuali Fund banking account. Based on Kuali Fund-GCF'’s budget and its investment
estimations, COFIDES will progressively request the GCF to disburse its commitment. The GCF would then
transfer the requested amount to a COFIDES bank account. According to the TA resources, COFIDES wiill
manage the costs related to Communication, which include website design and maintenance, domain and
logo design, the launching events, promotion and other types of communication and visibility action. For audit
and evaluation purposes, COFIDES will probably hire an external consultant according to COFIDES
procedures.

In summary, the Subsidiary Agreements that COFIDES as AE will put in place for the implementation of this
Proposal are: i) in the case of the equity component, the Private Placement Memorandum (PPM), the
Commitment Agreement, and the Side Letter; ii) for the TA component, the Fiduciary Agreement.

The Executing Entity of Kuali Fund-GCF will be GAWA Capital Partners SGEIC, SA, in its role as sole owner
of the General Partner (a Luxembourg private limited liability company specifically constituted to set up Kuali
Fund). The Fund manager (i.e. GAWA Capital Partners SGEIC, SA), as Executing Entity, will establish a
rigorous investment process with an emphasis on adherence to the investment objectives. The Manager will
use a disciplined review of potential investments using a standard framework and consistent set of criteria®?.
Investment decisions will only be taken after intensive due diligence, review, and discussion.

Regarding climate specific knowledge the Investment Committee members have 13 years of experience in
investing in FSPs and technology companies. The green and climate aspects of the investees have been
taken into account with several of them already deploying green products. For example, the Technical
Assistance of the Huruma fund has financed the development of a solar water pump product in Panama,
targeted to smallholders that currently use diesel pumps. This has allowed the IC members to learn about
the opportunities and challenges related to climate finance.

63 For more details check Kuali Fund — Manual of policies and procedures.
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Besides, Gawa Capital and its Co-CEOs are initiators and active members of the “microfinance” climate
community helping develop the Green Index 3.0 of the European Microfinance Platform (e-MFP) and the
Scale for Resilience Initiative with Yapu and CGIAR.

In addition, a Senior Climate E&S Expert and E&S Analyst with substantial experience on climate lending
and microfinance will be hired before the initial investments. They will play an important role, offering more
in-depth technical expertise to the IC and ensuring that adequate baseline, monitoring and verification
protocols regarding mitigation and adaptation are in place. The investment team will also be expanded with
2-3 new positions aligned with past experiences.

The E&S Analyst will also have expertise in gender. The Gender Officer will report to the Investment
Committee whenever an investment is to be approved and provide gender information to decision-making
committees. After the investment approval process, GAWA will call the investor commitments and will be
responsible to ensure that the funds will be adequately allocated in the relevant approved concept (investee,
expenses, fees). GAWA will be also responsible for the monitoring of the investees.

Tracking Shares Methodology and distribution waterfall

Kuali Fund-GCF will distribute the available cash using a "tracking shares" methodology. Distribution for the
Funded Activity will be separated and will come from the eligible operations.

Given the geographic restrictions of each of the Kuali Fund’s first loss investors (EU India, EU LATAM and
NOL countries), the Kuali Fund SCA SICAR-EUSEF will have different share classes to address the
geographical constraints of its investors.

(i)

B.5. Justification for GCF funding request (max. 1000 words, approximately 2 pages)

GCF participation will be essential for Kuali Fund-GCF for several reasons. The funds will be used to support
the two sectors in Latin America which are the most vulnerable and potential contributors to reduce CO2
emissions: the MSME sector as well as the Agricultural sector.

e SMEs are the backbone of the emerging markets economies, representing the vast majority of
businesses. Estimates suggest that small businesses contribute to 60-70% of total industrial
pollution®. Therefore, the ecological transition should be built around decarbonizing MSMEs to
gradually include environmental practices in their business processes, rethinking the production
model and adapting the use of energy in companies. Making SME greener will lower production costs
as a result of lower uses of energy and other resources and it will also enhance their access to export
markets and to international value chains which are under increased pressure to mitigate the climate
footprint of their operations.

e Agricultural sector is responsible for 30% of global emissions and farmers are the most vulnerable
segment of society to the consequences of climate change. Recent research shows that climate
change is already impacting smallholder farmers activities in Latin America. As a result, 32% of
smallholder farmers in the region are experiencing food insecurity and producers of essential products
for the region such as maize and coffee are experiencing drops in productivity as a result of climate
change.®®

On a positive look there is an increasing number of nature-based solutions that, in addition of providing
substantial mitigation benefits reducing the carbon footprint of MSMEs and farmers, are also contributing to
building resilience among these vulnerable segments. When a company invests in a mitigation solution it

8 https://www.oecd.org/greengrowth/GGSD 2018 SME%20Issue%20Paper WEB.pdf
& “Climate change impacts and adaptation among smallholder farmers in Central America” - Celia Harvey, 2018
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makes its operations more resilient to climate change. Similarly, many of the nature-based adaptation
solutions that can be implemented by farmers regenerate the soil producing carbon sequestration.

The Kuali Fund-GCF aims at ensuring that the MSME and agricultural sector can easily implement these
solutions by facilitating financing and advisory by MFIs and other financial service providers. These
institutions have the needed capillarity to deliver the climate-smart solutions to the hands of excluded farmers
and businesses. The Kuali Fund-GCF will help the institutions to make their green transition so that they start
offering or expand their financing of climate mitigation and adaptation solution to their clients.

Apart from investing in MFIs and other feet-on-the-ground financial institutions, the Kuali Fund-GCF will also
invest in fintech and insurtech companies that are providing financial service and insurance to both MSME
and farmers in innovative ways, reducing operating costs and tapering new clients in new geographical areas
in a very efficient way. These players are capturing in increasing market share of the MSME and farmers
financing market and will be invested by the Kuali Fund-GCF to start offering climate finance solutions to their
clients.

In addition, Kuali Fund-GCF will also invest in innovative companies which produce products and services
related to mitigation and adaptation. Some examples include alternative energy sources such as solar roof
systems, energy efficient machinery, adaptive/integrated water resource management, climate related
decision-making services, efficient cold chains or cooling systems and new farming inputs adapted to new
climate conditions. These solutions are often implemented by climate-tech and agri-tech companies.

The GCF’s contribution to the first-loss tranche will have a catalytic role. GCF investment will provide a
function of de-risking (first loss) which is essential to mobilize private investors, particularly institutional private
investors. This cushion will address perceived risks by the private sector; hence, the proposed structure will
allow Kuali Fund-GCF to catalyze private sector participation at scale. Besides, the GCF’s contribution will
foster systemic change via market-based solutions, promoting sustainable private investment and leading to
less and less need for currently vital, catalytic capital in the future. To this end, a first-loss tranche of EUR
26.26 million (EUR 25 million provided by the GCF and the EUR 1.26 million by the EU®) is required.
GCF’s investment will also provide, as a well-respected institutional investor, enormous added value,
boosting confidence and acting as a stamp of approval to private investors.

GCF patrticipation will surely attract investors that may be completely new to Impact investing and/or Climate
finance, giving additional security and boosting environmental awareness in the investing community.
GAWA'’s latest fund (Huruma Fund, focused on boosting financial inclusion and strengthening agri-value
chains for smallholder farmers in developing and emerging markets) found that the majority of the EUR 90
million committed by private investors came from investors who had never invested in impact investing or
agriculture before. This interest was spurred by increasing awareness of the opportunity to boost social
impact via investments, but also by key catalytic capital injected in the fund thanks to a similar structuring of
blended finance.

According to investees, once financial institutions have undergone the proposed transformation and managed
to begin to cater for the SME and smallholder farmers / climate segment, they will continue doing so after
Kuali Fund-GCF, creating a systemic shift of capital from financial institutions to SME and smallholder farmers
/ climate opportunities as well. The participation of GCF in Kuali Fund-GCF will be crucial to the Funded
Activity's viability and will foster the replication of the project among the countries in LAC.

The TAF will be key to significantly increase the impact of the financing provided to the FSPs by supporting
their adaptation to SME and smallholder farmers’ needs. The TAF will also allow improving the outreach in
scale and depth of SME and smallholder farmers financing and ensuring the sustainability of the project.

66 EU total contribution for First Loss investments will be EUR 12 million for Kuali Fund.
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TA supported by the GCF, EU, FONPRODE and Kuali Fund itself (EUR 5.9 million) is essential to the
transformation and is an integral part of what Kuali Fund-GCF is offering: investments + knowledge (TA).
Without TA there would be no transformation, which is at the core of Kuali Fund-GCF strategy. The TA Fund
is also a crucial component in order to secure the alignment of interest of all the parties involved and the
highest potential impact of the investment.

The GCF contribution will therefore strategically contribute to the sustainability of the action by improving
innovative companies and FSPs’ capacities.

For the above reasons, Kuali Fund-GCF would probably not be able to be raised without the participation of
GCF.

B.6. Exit strategy (max. 500 words, approximately 1 page)
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Kuali Fund-GCF will have a duration of 10 years, with a possible extension of a maximum of 2 additional
years, subject to the approval of the Investors Advisory Committee. However, the objective of Kuali Fund-
GCEF is that financial institutions will have built the right infrastructure and business model to provide green
and climate loans beyond the life of Kuali Fund-GCF.

Kuali Fund-GCF will return investors’ capital with a yield in a form of distributions which will take place as
and when underlying investments reach maturity. Thanks to its extensive track record (50+ investments and
no losses so far), the Fund Manager (GAWA Capital Partners SGEIC) has a strong pipeline®’ in the region
and carries out exhaustive initial due diligences in addition to close monitoring of each investee throughout
the life of each investment, assuring the financial sustainability of the Funded Activity. The Fund Manager
has developed sophisticated financial models which allow for the detailed follow up and management of
Kuali Fund-GCF’s cash inflows and outflows. The careful selection of target investees, thorough analysis of
the robustness of their business models, financial and operating environments, implies that the inability to
provide targeted return is very low.

Debt financing (including mezzanine transactions) is self-liquidating and may be rolled over once during the
Investment period. Debt investments have an average tenor of 6 years, so that at the end of Kuali Fund-
GCF's life (10 years) they have always matured. These operations are always backed by promissory notes,
which in certain cases can be endorsed to another investor. In the case of equity investments, from year 6
onwards the manager starts planning the exit of the investment, having enough time (4 years) to sell trying
to get the maximum profit. Equity investments’ exit options are evaluated and documented before making
an investment and are a key decision point during investment evaluation. Several options are typically listed
in the Shareholder Agreements, in order of priority including:

- Right to sale on future capital expansion,

- Initial Public Offers (IPOs)

- Put option to the majority shareholder (the right, but not the obligation, to sell an asset to another
party).

- Tag-along rights (if the majority shareholder sells his stake, minority holders have the right to join
the deal and sell their stake in the same terms and conditions as would apply to the majority
shareholder).

- Mandatory sale right with drag-along (if the majority shareholder sells his stake, minority holders
are forced to join the deal).

Any investment will require the implementation of gender policies of FSPs and innovative companies, aimed
at ensuring non-discrimination and empowering women as employees and entrepreneurs. The specific
gender interventions will make investees more inclusive and strengthen women capacities, knowledge,
sustainable skills and self-confidence.

67 Founded in 2009, GAWA Capital is the leading impact investor in Spain. GAWA Capital has directly reached 419,000 low-
income households through its investments, fostering their access to financial services and enabling families and
businesses to thrive:

- 256,000 families directly affected.

- 83% female clients.

- 50% rural clients.

- EUR 204 million advised.

- 52 impact investments, supporting 32 entities.

- 9.6 million total end-beneficiaries.

Since its inception, GAWA has pioneered the introduction of the impact investing asset class in Spain, having launched
three funds, in addition to advising a third-party fund - Magallanes Impacto FIL. Each of these funds invest equity and debt
in emerging countries, in companies focused on providing market-based solutions to key societal issues such as poverty.
To date, GAWA has advised over EUR 204 million, with investments in 16 countries and a positive track record of 6.34%
annual IRR to investors in GAWA's first fund.

Source: https://www.gawacapital.com/impact
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C. FINANCING INFORMATION

C.1. Total financing

(a) Requested
GCF funding

(i +ii +iii +iv +
vV + Vi + vii)

Total amount

Currency

32.8

million euro (€)

GCF financial
instrument

Amount Tenor

Grace period

Pricing

(i) Senior loans

(ii) Subordinated
loans

(iii) Equity

(iv) Guarantees
V)
Reimbursable
grants
(vi) Grants (TA)
(i) Grants
(evaluative
data
collection
+Communic
ation,
Evaluation
and Audit)
(vii) Results-
based payments

25 MM 10 years

5 MM 10 years

2.8 MM 10 years

Enter %
equity return as per
financial
model/terms and
conditions

(b) Co-
financing
information

Total amount

Currency

Total co-financing: 95.4
76.86 in equity

million euro (€)
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+ 17.6 in senior loans
+ 0.9 in grants
. Naf“e .Of : PEATEHE] Amount Currency USICIAS Pricing Seniority
institution instrument grace
EU (Blending . million euro 3.9% Junior
Facility) Equity 1.26 G) 10 years
EU (Blending million euro
Facility) Grant 0.57 (€) 10 years
Annual pari passu
Senior million euro Euribor - 1%
(Selle Loans 176 € 10 years floor and
3.75% cap
AECID Grant 03 mﬂluzg)euro 10 years
GAWA Capital Equit 1 mHhc;g)euro 10 years TBD% senior
Kuali Fund Grant 0.04 % 10 years
Private investors Equity 74.6 % 10 years 6.5% senior
Amount Currency
(c) Total Total financing: 128.2
financing 101.86 in equity
(c) = (a)+(b) + 17.6 in senior loans million euro (€)
6.3 in grants + 2.4 for Eval. Data Collection
The GCF and EU contributions to the first loss tranche (EUR 25 million + EUR 1.26
million) will help mobilizing private investors’ participation and reduce their
perceived risk of the SME and smallholder farmers sectors. The GCF, EU, AECID
(d) Other and the SICAR itself will also contribute to the funding of the Technical Assistance
financing (EUR 5 million, EUR 0.57 million, EUR 0.3 million and EUR 0.04 million each).
arrangements AECID will contribute with EUR 50 million to Kuali Fund, of which EUR 17.6 million
and in Kuali Fund-GCF through Senior debt and EUR 1.8 million from the SICAR itself
contributions through Subordinated debt that will be channeled through a Securitization Vehicle
(max. 250 (SV). This SV will issue notes with a tenor consistent with the duration of Kuali
;V‘”f;*(imatel Fund-GCF (10-12 years). The GCF will contribute an additional 0.4 million EUR for
Opsppage) y Communication, Evaluation, Audit and other purposes and with EUR 2.4 million for
' Evaluative Data Collection. Finally, private investors will contribute with EUR 73.8
million in equity. COFIDES and GAWA will invest in the Funded Activity to align
their interests and perceived risks, but the amount is still to be determined.

C.2. Financing by component

Componen | Output Indicative GCF financing Co-financing
¢ CC?S‘_t Amount | Financial Amount Financi Name of
million euro | o0 | Instrume million euro (€) al Institutions
(€) euro (€) nt Instrum
ent
119.5 17.6 Senior AECID -
1.1.1. Kuali (100.1 + loans Securitization
Component : ' Vehicle
" fund is 19.4 o5 Equi
I_-nvestment ope.rtatl{ongl and through a. - 1.8 Subordi | Kuali Fund
s capitalize Securltl_zatl nated SICAR-
on Vehicle) loans Securitisation
Vehicle
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1.1.2. Increased
green financing
available to
SMEs and
smallhoders
farmers

Equity

GAWA Capital

~N |-

Equity
Private
investor
s

Private
investors

Equity

EU Blending
Facility

Component
IR
Technical
Assistance

Communica
tion,
Evaluation

1.2.2

Capacities for
Climate Smart
Agriculture and

adoption of
Climate

Solutions built
Strengthened
financial
ecosystem
actors.
Capacities

enabling green
and inclusive

finance

4.75

4.02

Grants

Grants

EU Blending
Facility

0.24

Grants

AECID

0.03

Grants

Kuali Fund

11.2.1. Kuali's
TA Facility is
operational

1.16

0.98

Grants

0.11

Grants

EU Blending
Facility

0.06

Grants

AECID

0.01

Grants

Kuali Fund

and Audit &
Evaluative
Data
Collect

Communicatio
n, Evaluation
and Audit

0.4

0.4

Grants

Evaluative data

2.4 2.4 Grants

collection
Indicative total cost (EUR)

125.8+ 2.4
for Eval. 30.4 + 2.4 for Eval.
Data Data Collection

Collection

C.3 Capacity building and technology development/transfer (max. 250 words, approximately 0.5 page)

C.3.1 Does GCF funding finance capacity building

activities? Yes No O
C.3.2. Does GCF funding finance technology

development/transfer? Yes No Ul

Kuali Fund-GCF provides capacity building to financial institutions to help them become “greener”
and to lend to SMEs and smallholder farmers with the same goal. The main key objective of the
project is to develop and strengthen the capacity at bank level to serve SMEs and smallholder
farmers with a specific focus on climate lending, by implementing the following best practices/
technologies:

- Innovative underwriting methodologies which make lending to SMEs and smallholder
farmers faster and easier.

- Financial products aim at financing assets that promote mitigation and adaptation.

- Internal Environmental best practices.
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- Incentivizing climate lending to women led SMEs and women smallholder farmers
(women led SME and women smallholder farmers are expected to represent at least 30%
of the total beneficiaries).

- More broadly, all activities supported by the technical assistance facility.

The TAF is intended to cover the following types of capacity building activities:

- Consultant Services, i.e., hiring experts and consultants for tailor-made technical assistance
for FSP, Innovative companies and SMEs.

- Training: evaluate prior experience or training in agriculture and establish induction and
training programs with agriculture related subjects.

- Goods and Services related, i.e., hardware, software and other goods that the beneficiaries
may need, caped to a percentage to be determined.

- Ecosystemic technical assistance (TA) that will indirectly benefit the FSPs, Innovative
Companies and/or the SMEs/ smallholder farmers.

Indeed, to maximize the Funded Activity impact in the agriculture sector, the TAF will support projects
seeking improvements in markets for products, country-level infrastructure, and other activities that,
in addition to tailored TA to investees, could be implemented under a Value Chain Development
(VCD) and/or thematic approach. This will be done through the Cross-cutting TA. The Cross-cutting
projects of TAF will address specific needs and market failures identified during the investment period
of Kuali Fund-GCF. TAF should indirectly help the Funded Activity’s end beneficiaries, i.e., producer
organizations, agribusiness SMEs (both Kuali’s direct investees) or smallholder farmers’ clients of
Fls which are the investees.

These activities could embrace specific programs at meso level addressing major common
challenges for smallholder farmers (e.g., need of better extension Services, access to markets,
resilience and climate smart agriculture, access to market information, etc.), as well as enhance
better access to finance for women. The Cross-cutting activities could be channeled through many
actors in the smallholder support community working at different levels of the value chain, always in
close relationship and coordination with the Delegations and Government of those countries.

In addition, Kuali Fund-GCF will support partnerships between FSPs (smaller traditional financial
institutions and Fintech companies) to build a better offering to SMEs and smallholder farmers; and
will also develop a methodology/technology to assess “Green readiness” through data analytics,
machine learning, open banking, etc.
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D. EXPECTED PERFORMANCE AGAINST INVESTMENT CRITERIA

This section refers to the performance of the project/programme against the investment criteria as set out in the
GCF’s Initial Investment Framework.

D.1. Impact potential (max. 500 words, approximately 1 page)

Kuali Fund-GCF aims at transforming Financial Institutions to better serve the unbanked SME and
smallholder farmers segments with a specific focus on climate lending. As a result of better access to
financing, SMEs and smallholder farmers will have access to more energy efficient equipment and vehicles,
clean energy production such as solar panels or assets that allow entrepreneurs and smallholders to adapt
to climate change. Kuali Fund-GCF will have a significant impact in terms of SMEs and smallholder farmers
support, women empowerment and in the global fight against climate change, supporting a large number of
SMEs, smallholder farmers and entrepreneurs in LATAM and avoiding 2,707,455 anticipated tons of CO2
equivalent in 10 years expected lifetime.

Adaptation and resilience to climate change will be assessed evaluating the change in vulnerability of
farmers based on the IPCC methodology that considers vulnerability as a function of exposure, sensitivity
and adaptive capacity. Climate information will be derive using available platforms to set up customized
baselines and technology/practice adoption will increment their adaptive capacity®®,

To this end, Kuali Fund-GCF will support more than 12 FSPs and innovative companies financed to
reach approximately 4,428 SMEs and 237,907 smallholder farmers. This would represent approximately
0.05% of the population of the target countries of Kuali Fund-GCF.

The Funded Activity expects to support smallholder farmers in financing assets that foster adaptation to
climate change such as water solutions or farming inputs better adapted to new climate conditions —
assuming an average loan of EUR 2,100. Hence, people benefiting from Kuali Fund-GCF’s funding in
FSPs/innovative companies and potential SMEs/smallholder farmers will have greater access to funding,
increased business opportunities, greater diversification of their activity, better technology employed, more
sustainable practices and an increase in their quality of life. Also, the total population of these countries will
benefit from the sum of tons of CO2 reduced and by increasing their resilience to the effects of climate
change, in line with the commitment of the Paris Agreement.

In addition to the above benefits, the potential impact of the transformation of the financial system in FSPs
and innovative companies, SMEs and smallholder farmers towards greener and more innovative models will
also reduce the financing gap in these final beneficiaries and between the traditional banking, favor the
digitalization of beneficiary companies and integrate these final beneficiaries into the value chains thanks to
their greater competitiveness, which will contribute to strengthening the sector and the economic activity at
the macro level.

Moreover, the flow of climate finance towards smallholders will help filling up their financing gap, will result
in resilience to climate change by this vulnerable population, increase in their productivity and their
household income.

Finally, gender targets have been established considering existing data regarding the gender finance gap.
Kuali Fund-GCF propose to target at least 30% women-owned SMEs and women smallholder farmers to
enhance the engagement of women in accessing financial services and participating in capacity building and
training programs. Additional activities are described in the gender action plan.

68 For more details check Annex 22.
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D.2. Paradigm shift potential (max. 500 words, approximately 1 page)

Kuali Fund-GCF will be an innovative investment fund in the region, benefiting from the Fund Manager's
long and successful experience in LAC. The benefits that the Funded Activity will bring to the SMEs and the
smallholder farmers can be easily replicated in the sector by other smaller or new FSPs once the Funded
Activity has divested, as Kuali Fund-GCF's main objective is to change the trend of business models in the
financial intermediation towards a greener and more inclusive transition through good practices, processes,
technology, and appropriate products. After this transformation process, the financial institutions invested by
Kuali Fund-GCF will be greener and more inclusive so that they can continue with their environmental and
social impact even after the investment is exited and possibly crowding in more Financial Institutions that
have not been investees to launch new climate finance initiatives.

In this regard, the contribution to paradigm shift of Kuali Fund-GCF will be channeled through FSPs and
innovative companies. If FSPs implement appropriate environmental strategies and risk management
systems with the support of Kuali Fund-GCF, then (i) SMEs will reduce their carbon footprint and (ii)
smallholder farmers will increase their adaptative capacity to climate change, because (i) SMEs will invest
in more energy efficient equipment and (i) smallholder farmers will invest in assets that support climate
smart agricultural practices to increase their productivity, increase the resilience of their communities and
reduce their carbon footprint. From the Innovative Companies’ perspective, if these companies also
implement these strategies and risk management system, then they will benefit from higher productivity, a
reduction in their carbon footprint and an improvement of their resilience to climate change, because of the
transformation of their processes and business models into a more sustainable and ecological models.

This replicability is directly related to the potential for knowledge sharing and learning. The transformation
that Kuali Fund-GCF will make in the target sectors will generate lessons learnt for the future development
of the companies themselves and for new companies that want to incorporate these business models. With
partnership from the GCF, this Funded Activity will demonstrate that the technology, processes and products
that will be developed by the funded FSPs and Innovative Companies will favor an improvement in the value
chain and in the business structure that is expected to have a high impact on the sector, favoring the
resilience of SMEs and smallholder farmers towards the ecological transition. Moreover, the influence of
private capital has the potential to support businesses that build climate resilience for smallholders, while
also supporting overall growth of SMEs and smallholder farmers sectors. This will allow Kuali Fund-GCF to
develop a strong track record in climate resilient financing and will enable to raise future, larger funds to
invest in more companies that are aligned with the GCF’s impact goals. In this regard, by investing in for-
profit companies, GCF and other investors in Kuali Fund-GCF will be creating financially sustainable
enterprises that continue to operate through internal profits and follow-on investment capital even after the
Funded Activity has divested. The expected success of Kuali Fund-GCF, due to an experienced Fund
Manager team and a huge financial gap with a high-potential demand of FSPs/innovative companies and
SMEs/smallholder farmers, will build further expertise and a strong track-record in the climate resilient
investment scope, which will enable Kuali Fund-GCF or other investors in the region to raise more money in
the future and make more investments.

Kuali Fund-GCF’s investments will develop, prove and scale innovative inclusive finance, reduce the impact
of climate shocks on the incomes of SMEs and smallholder farmers. Success stories from such investments
should attract further private sector capital into those same companies and other similar that arise to
compete, which ultimately will serve to increase the scale and impact of the final beneficiaries.

In this context, Kuali Fund-GCF will develop its investments within an adequate environmental and regulatory
framework, thanks to the previous experience in the region of the Fund Manager and of the accredited entity.
The potential investments will have significant impact within the specific identified countries. Such
investments will create employment opportunities, local institutional knowledge that can be shared within
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public and private sectors and strengthen local supply and distribution value chains required for scaling
sustainable businesses.

D.3. Sustainable development (max. 500 words, approximately 1 page)

SMEs are the backbone of the emerging markets economies and contribute 60-70% of total industrial
pollution. SMEs need to include environmental practices in their processes, which will lower production
costs and enhance their access to international value chains. On the other hand, the agricultural sector is
responsible for 30% of global emissions and farmers are the most vulnerable to the consequences of
climate change. 32% of smallholder farmers in LAC are experiencing food insecurity and producers of maize
and coffee are experiencing drops in productivity as a result of climate change.

From the perspective of mitigation measures, preventing and reducing the emission of greenhouse gases
into the atmosphere will make the impacts of climate change less severe. Kuali Fund-GCF will seek to reduce
human interference with the climate system in order to ensure that food production is not threatened and to
enable economic development in a sustainable manner. Securing affordable-climate friendly energy is key
to support climate mitigation. Several initiatives are being developed to cut greenhouse gas emissions,
adopting legislation to increase the use of renewal energy and improve overall energy efficiency. From the
adaptation to climate change side, it is really important to invest in supporting farmers and communities to
better manage unpredictable weather patterns and maximize the resources by connecting them with
information, tools and services for growing hardier yields and raising livestock. This includes helping farmers
diversify their crops and redesign their farmland to improve their productivity and protect the soil, so they are
better equipped to continue growing food and earning income in the face of drought.

Kuali Fund-GCF will be deeply committed to creating sustainable development in developing countries, as
evidenced by previous activities and track record of both the Fund Manager and the Accredited Entity. The
Funded Activity will always seek to cooperate with local partners with a high potential of sustainable and
innovative growth. The collaboration with these local partners will create appropriate values and processes
that provide a sustainable and durable model for the future. Each investment decision will be made on the
basis of a triple bottom line methodology, considering the economic, environmental and social sustainability
view:

- From a global perspective, Kuali Fund-GCF will also promote greater competitiveness in the
target sectors, a modernization of the regional financial sector and the contribution to economic
growth in the target countries.

- From an economic perspective, the benefits identified are: increase in the number of jobs, (over
640,000 indirect jobs supported) economic growth of SMEs and smallholder farmers, greater
access to financing of SMEs and smallholder farmers that have not traditionally been supported,
the strengthening of small financial services providers that have a high innovative component,
the reduction of the gap between traditional banking and these FSPs and innovative companies,
the synergies that can be found with traditional banking and the increase in purchasing power of
small businesses and families. Additionally, the flow of financing to the smallholders will result in
an increase in agriculture resilience through climate adaptation, which will result in an increase in
agriculture productivity.

- From a social perspective, as a result of better financing, SMEs and smallholder farmers will be
able to grow, increasingly engaging with international value chains, create more quality jobs and
therefore increase income and purchase, which can result in better health, education and
livelihood. The increase in smallholders’ productivity will result in higher household income for
this especially vulnerable segment. The transformation that Kuali Fund-GCF will achieve will
provide the FSPs/innovative companies and final beneficiaries with a greater knowledge and
sustainable skills that will be useful after the Funded Activity’s investment. These processes will
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lead to an increase in competitiveness in the sector and better access to new technologies,
making their business models more efficient. Women'’s local organizations will be identified and
engaged with in country targets to incorporate their knowledge on women empowerment. The
Gender Action Plan will ensure that cross-cutting gender measures are integrated throughout the
project. The participation of women into the productive sector has repercussions on economic
growth and on a better distribution of income, since they are agents that promote the education
and well-being of children, resulting in an increase in the human capital of future generations. The
commitment in gender and the number of jobs supported will imply a co-benefit in women
employment during and after the lifespan of Kuali Fund-GCF.

- In addition, Kuali Fund-GCF will have a clear benefit in the environmental field. The Funded
Activity will contribute to the mitigation objectives of the GCF through estimated savings of
approximately 2,707,455 tons of CO2 equivalent, distributed over the life of the Funded Activity;
and will also contribute the soil structure with the adoption of agro-ecological practices (such as
improvements with crop residues through mulching, natural restoration of soil fertility, anti-erosion
techniques through hedgerows or agroforestry, etc.). This will imply a clear co-benefit in the
improvement of the air quality.

D.4. Needs of recipient (max. 500 words, approximately 1 page)

The climate gap in the LAC region is USD 2.3 billion. Large financial institutions in the region have been
channeling green lending towards the financing of large renewable energy projects, large industrial power
plants and large efficient building construction companies.

However, smaller financial institutions are key to mobilize climate finance to markets underserved by large
banks. These institutions are essential to channel climate finance towards SMEs and smallholder farmers.

Nevertheless, capital doesn’t glow into these two segments naturally. As already mentioned, according to
IFC®°, the latest estimates show that the formal SME financing gap™ in LAC is estimated to be over USD
900 billion— 3.1x the current level of SME lending-. Financing demand increases USD 745 billion if informal
SMEs are considered. About 31% of formal SMEs in Latin America have unmet financing needs.
Additionally, smallholders’ finance gap in the region is USD 20 billion™.

Therefore, these smaller institutions need to transform their risk management systems, processes,
technology, staff and products to be ready to mobilize green and climate products for SMEs and smallholder
farmers in a sustainable and efficient way.

Given the strong adoption of sustainability values among multinationals, the SMEs and the smallholder
farmers that are proactive on sustainability issues and transparency are in a better position to gain access
to new value chains and improve their business. Kuali Fund-GCF will therefore transform Innovative
Companies and mainly FSPs sector with innovative and ecological practices that will transfer this new
methodology and know-how acquired to the SMEs and the smallholder farmers, which will increase their
competitiveness in the sector in a sustainable way. This may lead to an increase in opportunities for SMEs
and smallholder farmers in global value chains.

The financial institutions financed by Kuali Fund-GCF will support farmers by increasing their financial
resources to build resilience against climate change (e.g. by improving the irrigation systems, buying more
suitable seeds...). Smallholder farmers are often more vulnerable to impacts of climate change, especially
women farmers. This population will need to rapidly adapt to new climate conditions by adopting climate

69 “SME Finance Gap. Assessment of the shortfalls and opportunities in financing small and medium enterprises in emerging
markets”. International Finance Corporation, Washington DC, 2017.

0 The financing gap is defined as the amount of credit that would be needed to satisfy the demand of unserved and
underserved formal SMEs. Unserved SMEs are those that do not have a loan but need one. Underserved SMEs are those
that have a loan but still find access to finance to be an operating constraint.

71 pathways to prosperity 2019, Initiative for Smallholder Finance.
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smart agriculture principle and equipment. It is estimated that 95% of the 15 million smallholder farmers in
Latin America and the Caribbean are already experiencing negative impacts from rising temperatures,
unpredictable rainfall and extreme weather events on crop yields, pest, and disease incidence, decreasing
income generation and food security. Small farmers can also reduce their carbon footprint by using new
equipment such as biodigesters and reforesting degraded areas. Financial institutions can play a key role in
financing climate smart agriculture equipment to increase adaptation and promote mitigation. As a result,
the Funded Activity may also contribute to poverty reduction.

During earlier stakeholder engagement, the key factors identified were (please refer Annex 7)

Lack of tools and knowledge of farmers to protect their crops from adverse climatic events. This has been
integrated into Kuali Fund-GCF's proposal through the financing of climate adaptation financial products and
technical assistance to entities to develop these green products and offer training to end customers on better
agricultural adaptation practices.

Lack of women's access to individual financial products, and mainly lack of access to green financial
products. Through the focus on gender equity detailed in Annex 8, Kuali Fund-GCF will analyse the reach
of the entities to women through individual products and propose an action plan to increase that reach. The
design of a specific financial product for women may also be considered, if relevant.

Lack of a permanent market for farmers to sell their products, or even very low prices received for the sale
of their production. Kuali Fund-GCF includes in its technical assistance proposal a block of projects that are
aimed directly at end customers, and which can help farmers to improve their access to markets and their
product offering (try to sell value-added product variants) in order to make their product more attractive to
potential buyers.

D.5. Country ownership (max. 500 words, approximately 1 page)

Kuali Fund-GCF’s mission is aligned with the political strategy of the LAC region countries, as evidenced in
their national climate policies and National Determined Contributions (NDCs) targets submitted under the
Paris Agreement. Kuali Fund-GCF will contribute to climate change mitigation goal and will provide
adaptation benefits to climate change and to social development of FSPs, innovative companies, SMEs and
smallholder farmers in the target countries. Every targeted country’? should promote the transformation of
the financial system™ with greener practices and the flow of green and climate products to SMEs and
smallholder farmers.

COFIDES, as an international private-public company and as a European Development Financial Institution
(EDFI), is highly committed to various International Climate Change mitigation and adaptation initiatives in
LAC. The over 30 years of experience working with private sector and with institutional and multilateral
organizations in sustainable, development and climate projects has also built a significant experience in
international private sector project mobilization, facilitating the contact with international al national
institutions based in target countries. Moreover, the Fund Manager’s previous experience and its know-how
in development and sustainability projects in Latin America, such as Huruma, will be a key factor in the
potential success of Kuali Fund-GCF.

Strategies at the national level are highlighted below™:

2 Brazil, Mexico, Colombia, Panama, Honduras, Guatemala, and El Salvador.

Inclusion and Financial Literacy, Keys to Reducing Gaps in Latin America and the Caribbean”, CAF.
“Fintech Solutions as a Vehicle to Expand Financial Inclusion in Latin America and the Caribbean”, IDB.
“The Fintechs Promoting Financial Education for All in Latin America”, Crowdfund Insider.

" For further information, please see Annex 2.
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BRAZIL

The National Policy on Climate Change (2009) - PNMC, by means of Law no 12,187/09. In
accordance with this law, Brazil will pursue voluntary actions for the mitigation of greenhouse gas
emissions with a view to reducing its projected emissions by 36.1%-38.9% by 2020. The PNMC is
implemented by means of several action and sectoral plans for the mitigation and adaptation to
climate change, in compliance with the principles and provisions of the Convention:
o Action Plan for the Prevention and Control of Deforestation in the Legal Amazon (PPCDAmM
in the Portuguese acronym).
o Action Plan for the Prevention and Control of Deforestation and Burning in Cerrado
(PPCerrado in the Portuguese acronym).
o The Ten-Year Energy Expansion Plan (PDE in the Portuguese acronym)
o Sectoral Plan for the Mitigation and Adaptation to Climate Change for a Low Carbon Emission
Agriculture (ABC Plan in the Portuguese acronym).
o Sectoral Plan to Reduce Emissions in the Steel Industry.
o Sectoral Plan for the Mitigation and Adaptation to Climate Change for the Consolidation of a
Low Carbon Emission Economy in the Manufacturing Industry (Industry Plan).
o Sectoral Plan for the Mitigation and Adaptation to Climate Change in Low-Carbon Emission
Mining.
o Sectoral Transport and Urban Mobility Plan for the Mitigation and Adaptation to Climate
Change (PSTM in the Portuguese acronym).
o Health Sectoral Plan for the Mitigation and Adaptation to Climate Change (PSMC-Saulde in
the Portuguese acronym).

Several components of these plans, such as the use of renewable energies and the fight against
deforestation, are also essential parts of the Brazilian sustainable development strategy. Submitted
to the Convention as a Nationally Appropriate Mitigation Action (NAMA), the National Policy on
Climate Change provides that the country will adopt voluntary actions to mitigate greenhouse gas
emissions at the national level with a view to reducing its projected GHG emissions by 36.1% to
38.9% by 2020. The goals achieved are recognized, including by non-governmental entities, as one
of the most ambitious contributions undertaken by a single country to fight climate change.

CoLomBIA

2017 The National Policy for Climate Change - Plan Nacional de Adaptacion al Cambio Climético
(PNACC)- aims to incorporate climate change management into public and private decisions to
advance in a climate-resilient and low-carbon development path that reduces the risks of climate
change and allows opportunities to be seized. The long-term objective is for the country to be carbon
neutral.

The Colombian Low-Carbon Development Strategy (ECDBC) was launched in February 2012 as
a tool to deliver the objectives of the National Development Plan 2011-2014 and the CONPES
Document on Climate Change by promoting efficient low-carbon growth.

National Disaster Risk Management Plan and the Development Strategy for the period 2015-
2025 (Decree No. 308) - the Plan has as a general objective to guide the actions of the State and
civil society regarding risk awareness, risk reduction and disaster management in compliance with
the National Risk Management Policy. It should also contribute to people's safety, welfare, quality of
life and the sustainable development of the country.

2017-2022 Indicative Action Plan of the Rational and Efficient Energy Use Programme
(PROURE) defines objectives and targets for energy efficiency, actions and sectoral measures and
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strategies for the achievement of goals and other provisions for the period 2017-2022. It replaces the
Indicative Action Plan 2010 to 2015.

MEXICO

General Law on Climate Change in 2012, it specifies the different responsibilities of the Federation,
Mexico's pledge under the Copenhagen Accord, in terms of committing the country to an emissions
reduction target of 30% below Business As Usual (BAU) by 2020, subject to the availability of
financial resources and technology transfer, as well as 50% GHG emissions reduction by 2050
compared to 2000. The law was amended in 2014 to establish a tax on fossil fuels, and in 2016 at
article 94 to frame a carbon market. The attached regulation sets the framework for the accounting
of carbon emissions. The law was further amended in 2018 by Decree 13/07/2018, notably to initiate
a national market of greenhouse gases emissions and to precise the contribution of Mexico within
the scope of the Paris Agreement.

The National Climate Change Policy includes a 10-, 20- and 40-year outlook for achieving climate
change goals. Sets a target of 30% GHG emissions reductions from the base year.

The Special Programme on Climate Change, -the Programa Especial de Cambio Climético
(PECCQC), published in August 2009- sets Mexico’s long-term climate change agenda, together with
medium-term goals for adaptation and mitigation. It incorporates the planning for each administration,
considering specific programs, goals, and resources.

State Climate Change Programs: incorporates the planning of each state, considering their specific
competences, resources, and climate state level regulations.

2008 Laws for Sustainable Energy Use and for the Use of Renewable Energies and Funding
the Energy Transition encourage and regulate renewable energy and low-carbon electricity.

2002 General Law for Sustainable Forest Development promotes a variety of initiatives to reduce
deforestation and forest degradation.

PANAMA:

National Climate Change Strategy: One of the lines of actions leading to meet this objective is to
reduce vulnerability of the communities with the highest exposure to adverse climate change effects
through financial instruments and specific national funds for adaptation to climate change.

Nationally Determined Contribution to the Mitigation of Climate Change (NDC) before the
UNFCCC: The working focus outlines a set of actions which will allow Panama to responsibly
decrease its vulnerability in the face of the adverse effects of climate change, by prioritizing and
implementing specific adaptation measures.

Governmental Strategic Plan (PEG) for 2015-2019: prescribes, among other measures, "to
consider the battle against climate change and its effects as a fundamental focus of the governmental
action, by stopping deforestation and restoring the vegetative cover to prevent desertification and by
reducing the existing vulnerability through the development and application of adaptation and
mitigation measures".

Integrated Development Plan for Aboriginal Peoples of Panama: promotes actions related to
political participation, monitoring of human development plans, conflict prevention, poverty reduction,
access to information, among others.

2008 Biodiversity National Policy Strategy and Action Plan: integrate the group of 7 national
policies of the Participative Strategic Plan, as well as the Climate Change Policy.
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EL SALVADOR:

* Updated Nationally Determined Contributions 2021: The document outlines a set of actions that
will allow El Salvador to have a consistent strategy in order to face the adverse effects of climate
change. The NDC includes three strategic areas: i) Ecosystems recuperation through social
inclusion, ii) Highly degraded areas restauration trough resilient agroforest systems and sustainable
agriculture and iii) Synergic development of physical and natural infrastructure.

* El Salvador Sustainability Plan: Published in 2018, This Plan focusses in identifying paths to create
economic and social development taking into account the environment. The structure of the Plan
followed consist in four thematic axes: i) Strengthening institutions regarding sustainability, ii)
Transforming the productive sectors to efficiency and competitiveness, iii) Enhance sustainability
education, iv) Holistic risk understanding in terms of climate change to develop an action plan.

GUATEMALA:

* Nationally Determined Contributions Guatemala 2021: This document synthesizes the country’s
context in order to understand why and how Guatemala aims to develop its sustainable development
strategy. The document, after being updated, gives special emphasis to four specific sectors in order
to generate mitigation impacts: i) Land use change of land use and silviculture, ii) Energy, iii)
Agriculture, iv) Residues. It also provides an adaptation component aligned with the national
adaptation plan (PANCC).

* National Adaptation Plan (PANCC): This Plan presents the different strategies Guatemala wants
to develop. It is presented as the summary of the priority actions and precautions that citizens and
institutions should take into account to confront the risk intrinsic in the climate change taking the
IPCC report as reference. It focuses on the identification of sustainable development opportunities
of vulnerable people protection. It focuses in the following six sectors: i) Coastal zones, ii) Agriculture,
farming and food security iii) Forestry resources, ecosystems and protected areas, iv) hydric
resources integrated management, v) Human health, vi) Infrastructures.

* Adaptation, Mitigation and Vulnerability Reduction Regulatory Law: Law primarily designed to
fight climate change. It also guarantees the correct procedures to develop the PANCC and the NDC
strategies.

HONDURAS:

* Updated Nationally Determined Contributions (NDC) 2021: The document has incorporated five
key elements to guide the work to do: i) Social inclusion, ii) Greenhouse gases mitigation, iii) Climate
Change Adaptation, iv) Financing, v) Report and verification mechanisms. The energy and the
agriculture sectors are the two fundamental areas in which the country wants to reduce its emissions.

* NAMA for alow carbon livestock sector: Published in 2018, this document shows the importance
of the rural sectors in Honduras and the necessity of a quick transition to a sustainability path in order
to stabilize the way of living of thousands of families.

« Honduras Climate agenda: Published in 2016, it provides an institutional and programmatic
framework to develop the National Adaptation Plan and the National Mitigation Plans.

D.6. Efficiency and effectiveness (max'. 500 words, approximately 1 page)

Thanks to the first loss tranche provided by the GCF and the EU, Kuali Fund-GCF expects to mobilize a
substantial amount of private capital. The GCF investment will have a de-risking effect (first loss) for private
investors. The resources of the GCF and the EU will encourage the participation of private investors, who
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will see their investment risk reduced, so the proposed structure of Kuali Fund-GCF will allow catalyzing
private sector participation. The de-risking resources will represent 22.2%° of the total investment.

Concerning the return of capital to First Loss Shares, GCF would be integrated into Class E Shares and will
receive 100% in proportion to their Capital Contributions until distributions equal four percent (4%) per annum
above their capital committed to Kuali Fund-GCF, compounded annually, on their aggregate Capital
Contribution.

The minimum concessionality of GCF resources is justified as it is the necessary level of leverage for the
private investors to obtain a minimum return in order to make the investment attractive. Likewise, it also
ensures the viability of the project and ensures an adequate return for institutional investors.

The efficiency and effectiveness of the GCF resources, considering the total financing and mitigation/
adaptation impact, will be adequate since every ton of CO2 would cost 9.21 EUR (less than the average in
20197%: 23 EUR).

Moreover, the Portfolio Impact Score methodology designed by the Fund Managers fosters a positive
environmental and social performance, since a good performance in this field within the global SME and
smallholder farmers portfolio ensures a higher carried interest for the Fund Managers.

According to the available technologies and practices, the Funded Activity will use best of art Impact
management techniques, by supporting banks to implement best practices in terms of integrating technology
in their business model, such as:

- Open banking. Kuali Fund-GCF will ease the banking transactions for the clients.

- Synergies between FSPs and traditional banking.

- Innovative credit rating methodology leveraging machine learning.

- Fostering banks to lend money to SMEs and smallholder farmers so they can buy the best energy
efficient equipment.

75 EUR 25 million + EUR 1.6 million out of EUR 119.5 million total Kuali Fund’s size (TA not included).
76 Source: GCF average projects in 2019.
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E. LOGICAL FRAMEWORK

E.1. Project/Programme Focus

Increased resilience (adaptation)

Please indicate whether this proposal is for a mitigation or adaptation project/programme. For cross-cutting proposals, select both.
Reduced emissions (mitigation)

E.2. GCF Impact level: Paradigm shift potential (max 600 words, approximately 1-2 pages)

(GDP)78. Approximately 40 percent of all enterprises are credit
constrained.

Explicit integration of SMEs within multilateral climate fund
projects still remains marginal and that climate finance flows
have only marginally enlisted local Fls (microfinance
institutions (MFIs) and banks) to deliver capital to SMEs, thus
discounting the importance of these financial actors for
mainstreaming climate finance in the financial sector’®.

Smallholders and SME
implementation of green
and climate solutions will
increase due to the
availability of financing and
better green and climate
products aimed at them
mobilizing important

Assessment Current state (baseline) Potential target scenario How the project/programme will
Dimension Description Rating (Description) contribute (Description)
Climate finance directed at smallholder agriculture is approx. Kuali's target investees will | 1he KualiFund-GCF is projected to deliver
10 billion per year however, financing needs are estimates at improve their green and | 2/ Million t CO2e over the lifespan of the
240 billion per year””. Beside finance it is usually channelled climate product offering ?r?)lrlrjfl?)r:'s eigd'nmgstlcl)lis EUeF; 7;;2):!”5”
through large banks, public institutions and companies overcoming the lack of 1 prv inv S v y
towards large agroforestry projects. specific  knowledge and r(_epll_c_atlon effects: this would represent a
i e This will significant step towards paradigm shift on
Regarding SMEs, In the developing economies, the finance Z)rifkglr;a tlganec)l(ng;.nd Istr:gir emissions and  adaptation  from
gap from formal SMEs is valued at $5.2 trillion, which is xP smallholder farmers and SMEs.
. ; green and climate loans
equivalent to 19 percent of the gross domestic product foli
Scale Low | portiolios. Adapted green finance and products are

currenty not available to  most
smallholders and SMEs, as they are
considered risky or not relevant in terms of
market potential for the FSP or supplying
companies.

Through tailored technical assistance and
specific funds targeted to those sectors,
Green smallholder and SME finance will

77 Chiriac, D., Naran, B., & Falconer, A. (2020). Examining the climate finance gap for small-scale agriculture. Climate Policy Initiative and IFAD Rome.
8 International Finance Corporation. 2017. SME Finance Gap: Assessment of the Shortfalls and Opportunities in Financing Small and Medium Enterprises in Emerging Markets.
79 SEED (2020). Translating Climate Finance into Climate Action on the Ground. Leveraging the Potential for Small and Medium-sized Enterprises (SMES).




GREEN
CLIMATE

FUND

GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 69

E

E.2. GCF Impact level: Paradigm shift potential (max 600 words, approximately 1-2 pages)

Assessment Current state (baseline) Potential target scenario How the project/programme will
Dimension Description Rating (Description) contribute (Description)
Besides, smallholders and SMEs are also responsible for high quantity of private | become mainstream enabling big parts of
levels of greenhouse gas emissions with an emission intensity resources. the economy to transition to greener
factor well above their sectorial averages due to its limited product|o_n methods due to the availability
o e . . of funding and support from the
productivity caused among other factors by limited financing. ecosystem,
The current state shows limited evidence of a pathway towards
impact in mitigation and adaptation measures.
FSP’'s and Innovative
Currently only a handful of Financial Services Providers offer business models  will
an adapted climate finance product to its clients (smallhoders develop  specific  and
and SMEs) reliable data tools and
methodologies that can
Besides, green and climate technologies are not being catalyze their  product
implemented by the smallholder and SMEs sector at a rate that offering. ) ) ) .
its consistent with the necessary emissions reductions and Kuali through its Techn_lcal Assistance
adaptation. Even mature technologies need to adapt their These new methodologies | ~und will strengthen their investees green
L economics models to work with these financially constraint will address current issues | 2nd climate productg design & offering,
Replicability Low processes & risk  management,

type of clients.

Significant and sustained investment is required across the
innovation life cycle to ensure that commercially ready
solutions are able to scale within this next decade.

The current state shows limited or no evidence of examples of
intervention models funded that reduce emissions and
increase resilience with a similar approach to the Kuali Fund.

that are limiting the offer

(i.e, climate maps, risk
assessment, resilience
assessment,

diversification, etc.).

These methodologies and
implementation processes
can be easily replicated by
other entities.

technology, and employee capabilities.

Lessons learned through this work will
directly inform any efforts to replicate the
work in other cities or countries
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E.2. GCF Impact level: Paradigm shift potential (max 600 words, approximately 1-2 pages)

Assessment Current state (baseline) Potential target scenario How the project/programme will
Dimension Description Rating (Description) contribute (Description)
e . . . The Kuali Fund-GCF will deploy EUR
Mitigation figures derived from agriculture remain very low and The Kuali Fund will create 119,5 million in “climate green” ready
indicate unsatisfactory progress, accounting for only 1.4% of an ecosystem of “climate | FSPs and innovative companies. Those
the mitigated emissions during 2010-20109. green" ready FSP and Companies are expected to improve their
innovative companies that | business models with the help of the
Also, to boost decarbonization, micro, small and medium-sized would channel important | technical assistance facility and therefore
enterprises need to be brought on board. levels of climate finance | attract additional capital from other
Sustainability Medium | towards smallholders and | lenders.

Awareness around smallholders and SMEs mitigation and
adaptation potential is growing and finance towards it has

been slowly growing.

SMEs.

Besides, a  profitable,
commercial lending market
where incentives clearly
favor green and climate
products will be
established.

Green and climate portfolios of FSP and
sales from innovative are expected grow
more than the proportional Kuali Fund-
GCF investment and be sustained beyond
completion.

E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

IRME Means of Target
GCF Result Area di Verification Baseline ) ] Assumptions / Note
Indicator Mid-term?8° Final8!
(MoV)
- Investee’s quarterly Assumptions:
Core 1: GHG | reports 0.81 2.71 P _ _ _
TOTAL Result — ; 0 Regulatory framework in target countries remains
A C 1 emissions - Technical tons of CO2 tons of CO2 ; ; ; i
reas Core d datasheets (of conducive for Green Financial Inclusion,
reduced, avoided | datasheets (0 reduced reduced facilitating private sect ticinati
or solutions financed) acilitating private sector participation

80 Mid-term targets represent 30% of the final target, due to the estimated investment progress.
8 Final targets take into account the specific lifespans of the different technologies.
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E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

IRME Means of Target
GCF Result Area ; Verification Baseline Assumptions / Note
Indicator Mid-term38° Final®
(MoV)
removed/sequest | (with information pertainingto | pertaining to the Political situation in target countries does not
ered about KiloWatts of the lifespan lifespan deteriorate significantly.
gggrgﬁ%e?géﬁﬁﬁon There are no sudden situations of over-
compared with grid indebtedness thgt make it |m_poss!ble to ;upport
access collected at the green transition through financial services.
the client level by See also footnotes 8283
FSP and ICs)
. - Drawdown.org
M estimates of :
L S SIS 20 CHG emission 20,002 66,672 9% of total investments dedicated to Ener
generation and | [educed, avoided | mitigated per 0 tons of CO2 tons of CO2 ° - 9y
or . generation and access
access o1 vehicle , CO2 reduced reduced
removed/zequest sequestration, etc.
ere

82 Kuali Fund-GCF assumes a distribution of the total EUR 119.5 million among different sectors and technologies that are related to the investable universe and pipeline. For

more details and specific data see Annex 22 and CO2 Calculation Excel File.

Other externalities to be considered refer to:
- Technology — The state of available technologies regarding Energy generation, low emission transport and Buildings, cities, industries and appliances, and their prices and
implementation costs might vary over time.

- Economic — international financial conditions like inflation, interest rates and bank risk appetite.

- Political - Commitments and targets regarding climate mitigation and adaptation
- Legal and Regulatory - Central banks regulations regarding green and climate finance. Taxonomy development.
- Social — Uptake and popularity of Nature Based Solution, Regenerative Agriculture among smallholder farmers.

83 CO2 target emission reduction are calculated considering the specific technologies financed in every sector. The emissions are calculated in relation with a baseline scenario:

Relative Emissions = “With” Project Emissions (Wp) — “Without” Project Emissions, or Baseline Emissions (Be). The baseline scenario (or “without” project scenario) is defined
as the expected alternative means to meet the output supplied by the proposed technologies. Baseline emission and project emissions are calculated using technology and
country-specific electricity emission factors. Besides Kuali fund uses assumptions around unitary costs, efficiency gains and capacity factors to construct the “with” project and
baseline emissions levels, also considering the specific lifespans of the different technologies. Moreover, in order to calculate GHG emissions avoided/removed, the Kuali fund
will use the Guideline for a Harmonised Approach to GHG Accounting elaborated by the technical Working Group of the International Financial Institutions (IFI TWG) of The
United Nations Framework Convention on Climate Change (UNFCCC) and the GHG Protocol Agricultural Guidance in the case of the Agriculture and Forestry sector. For more
details and specific data being used see Annex 22 and CO2 Calculation Excel File.
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E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

IRME Means of Target
GCF Result Area . Verification Baseline _ ] Assumptions / Note
Indicator (MoV) Mid-term?®° Final®
FSPs/ICs will
Core 1: GHG reporton: #
emissions vehicles financed,
MRAZ Low- reduced, avoided | &!emative GHG 0 1,663 tons of 5,543 tons of 3,17% of total investments dedicated to Low-
emission grid emissions CO2 reduced CO2 reduced emission transport
transport (8 collected at the
removed/sequest | cjient level # ha of
ered land reporting land
use changes by
FSP’s clients and
Core 1: GHG ICs. eftc,
- emissions
M.RA?’ _Bundm_qs, reduced, avoided 117,493 tons 391,643 tons of 13% of total investments dedicated to Buildings,
cities, industries 0 of CO2 AP . .
and apoliances or reduced CO2 reduced cities, industries and appliances
and appliances removed/seqguest
ered
MRAA4 Forestr Core 1: GHG
and land use emissions 0.67 mill
reduced. avoided 0 o ”;'C'gg 2.24 million tons | 24.83% of total investments dedicated to Forestry
or onsdo p of CO2 reduced and land use (CO2 calculation Excel)
removed/seqguest reduce
ered
MRA1 Energy S_UQMX SS'?Olra'l\mév 26.71 MW Assuming a 2-hour generation storage capacity
generation and 1.2: Installed 0 ca ac%t storage capacity linked to Energy generation and access
access energ;/ Zté)i?raqe insgallezi/ installed technologies
MRA1 Energy o . .
generationand | Supplementary 0 4,01 MW 13.35 MW 9% of total investments dedicated to Energy
access 1.3: Installed generation and access
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E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

IRME Means of Target
GCF Result Area di Verification Baseline _ ] Assumptions / Note
Indicator (MoV) Mid-term?®° Final8!
renewable energy
capacity
ay . .
'\gi’;’\é‘ tIiEor;]e;n g Supplementary 0 3,115 MWh 10,384 MWh 9% of total investments dedicated to Energy
generation ana A: i
1.4: Renewable generated generated generation and access
access energy generated
0, . .
?F]O/(’ ne_t 30% net ch 13% of total investments dedicated to Low
MRA2 Low- Supplementary fC Snger'n im? n?/ (;1 a:nge Emissions Transport and efficiency gains
emission | . MpIOvec OW- O | Consumption | consumption per Assumptions.
transport erfmslsmn vehicle per km km travelled The fuel unit will be converted into a common
luel economy ravelled energy unit and reported in megajoule
- Investee’s quarterly
reports
- Technical
datasheets (of
MRA3 solutions financed)
Butdinds. Supplementary | - (with information o | 29862MWih | 99,541 MWh | 13% of total investments dedicated to Buildings,
cities, .1: Annua - - :
industries and e savines energy generated saved saved cities, industries and appliances
appliances £herqy savings and GHG reduction
compared with grid
access collected at
the client level by
FSP and ICs)
Direct: 72,700 Direct:
- 1é 85 ;
TOTAL Result Core 2: Direct _Investee’s (>30% women >§g§,335 100 % of total investments to farmers and SMEs
Areas Core 2 % quarterly reports 0 farmers/ & ; 0 wor?en Indirect beneficiaries’ calculation considers: 3,76
—_— and indirect women-led) woe:rr:gr?-rlse 0 Average Household size in selected LATAM

85 Mexico (40,362), Brasil (64,972), Colombia (49,410), El Salvador (30,064), Panama (27,559), Honduras (19,606) and Guatemala (10,363). See sheet Beneficiaries in CO2

calculation Excel.
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E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

GCF Result Area

IRMF
Indicator

beneficiaries
reached

ARA2 Health

well-being Core 2: Direct

food and and indirect

water security beneficiaries
reached

Supplementary
2.1: Beneficiaries

ARA1 Most (female/male)
vulnerable people | adopting improved
and communities and/or new

climate-resilient
livelihood options

Means of
Verification
(MoV)
(Clients outreach
information8*
provided by FSPs
and Innovative
companies)

Baseline

Target
Mid-term® Final®®
Indirect: Indirect:
192,714 642,379

> 50 % women

> 50 % women

>30% women

>30% women

Assumptions / Note

countries (UN Population Division8)(CO2
calculation Excel/Beneficiaries Tab)

. Direct:
Direct: 14,931 237,90787
230 % women | 5 30 94 women
farmers " farmers
Indirect: Indirect:
188,957 629,856

> 50 % women

> 50 % women

75 % of total investments going to farmers

797 direct
beneficiaries
(SMEs)

(min 30%
women-led)

2,657 direct
beneficiaries
(SMEs)

(min 30%
women-led)

Assuming that 60% of SMEs adopt improved and/or
new climate-resilient livelihood options)
Assuming the target beneficiaries will meet 30% of the
final target in the mid-term, once their transformation
process has started

84 Client outreach information refers to loan tapes, client database, that demonstrate financial flow between FSP and IC and end-beneficiaries.
86 https://www.un.org/development/desa/pd/data/household-size-and-composition

87 Mexico (38,015), Brasil (64,972), Colombia (48,660), El Salvador (205), Panama (27,371), Honduras (19,077) and Guatemala (9,953),.See sheet Beneficiaries in CO2

calculation Excel



https://www.un.org/development/desa/pd/data/household-size-and-composition

GREEN
CLIMATE
FUND

GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 75

E

E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

IRME Means of Target
GCF Result Area di Verification Baseline _ ] Assumptions / Note
Indicator (MoV) Mid-term?®° Final®!
Supplementar 21,412 direct 71,372 direct
pp Y C o . . .
ARA? Health 5 2 Beneficiari beneficiaries beneficiaries Assuming that 30% of farmers improve food security
- ealin, :£. DENE |C|ar|gs Smallholders Smallholders Assuming the target beneficiaries will meet 30% of the
[l-b food f le/mal h ( )|« )
well-being, T00c (female/male) wit . _ final target in the mid-term, once their transformation
and water security improved food (min 30% (min 30% process has started
security women) women)
i Ir_7vestee S Assuming that 60% of the smallholder farmers adopt
Supplementar quarterly reports any of the adaptation techniques (farm irrigation
pp Y . .
2 5- Beneficiaries . _ 42,823 direct | 142,744 direct efficiency, regenerative annual cropping, silvopasture,
(Clients reporting beneficiaries beneficiaries tree intercropping, improved rice production, managed
ARA2 Health (female/male) : . X S
. - agricultural (Smallholders) | (Smallholders) grazing, multistrata agroforestry, perennial biomass
well-bein fooq . ad—om practices changes 0 production or perennial staple crops)
and water security |  innovations that i in 300 in 309 Assuming the target beneficiaries will meet 30% of the
h limate and consolidated (min 30% (min 30% S g the target _ _
stregthen ¢ bv in cli final target in the mid-term, once their transformation
- y in client reports women) women)
change resilience by ESP) process has started
Core 4: Hectares
of natural . : ,
—_— A | tat t hect
ARA2 Health FeSOUICeS Ha of land ssuming an averaggflrgssrg.e(sn?g ion cost per hectare
well-being, food brought under reporting land use 8326 100% of investments in Forestry and Land Use sectors
and water security improved low- changes by FSP 0 he(’:tares 27,753 hectares | Assuming that FSPs will meet 30% of the final target in
emission and/or and Innovative the mid-term, once their adaptation process is
climate-resilient companies. advanced
management
practice
Assuming an average implementation cost per hectare
ARA2 Health Supplementary The number of of EUR 2,475 of investments in Sustainable Livestock
Healt 4.2: Number of livestock will be 1.017 LSU 3.390 LSU Management, Managed Grazing, Silvopasture (EUR
well-being, food octack hronal i 0 : ! i i i
well-being, 100d | |jyestock brought reported in (1,101 ha) (3,669 ha) 9.76 M). EUR 2.659 of investments in Sustainable

and water security

under
sustainable

Livestock Unit
(LSU), as unit

Livestock Management, Managed Grazing,
Silvopasture (24,5 M€)
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E.3. GCF Outcome level: Reduced emissions and increased resilience (IRMF core indicators 1-4, quantitative indicators)

IRME Means of Target
GCF Result Area ; Verification Baseline Assumptions / Note
Indicator Mid-term?®° Final®
(MoV)
management aggregating Assuming an average of 0,77 LSU/ha of the selected
practices various livestock countries (FAO Livestock Patterns) and a 20% increase
species in livestock with the same land (0,924 LSU/ha).
(https://ww.fao.or FSPs will meet 30% of the final target in the mid-term,
- o once their adaptation process is advanced
a/livestock-
systems/en/ )

E.4. GCF Outcome level: Enabling environment (IRMF core indicators 5-8 as applicable)

Core Indicator

Baseline context
(description)

Rating for current
state (baseline)

Target scenario
(description)

How the project will

contribute Covege

Core Indicator 6: Degree to | the

Green and climate
technologies are not
being implemented by
the smallhoders and
SMEs sector at a rate
that its consistent with

which GCF investments
contribute to technology

deployment, dissemination,

necessary
emissions  reductions
and adaptation.
Maturing technologies

development or transfer
and innovation

need to adapt their
economics models to
better serve
smallholders and
SMES, that are typically
late innovators, risk
adverse and financially
constraintss,

low

A profound shift of
agricultural practices
and land sinks use by

smallholder farmers will
contribute substantially
to mitigation and
adaptation goals.
Besides energy
generation equipment,
energy efficient
appliances and low
emission transport will
also contribute.

The Kuali Fund- GCF
will invest EUR 76.7
million in promoting

sustainable agricultural
practices that require
technological
investment,
dissemination and
innovation.

Besides, the Kuali
Fund- GCF is projected
to invest a minimum of
7.5 million in Innovative
Companies that provide

and/or implement

climate solutions

(Climate Tech, Agri

Multi-countries

88 |[EA, Net Zero by 2050, 2021 https://www.iea.org/reports/net-zero-by-2050
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https://www.fao.org/livestock-systems/en/
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E.4. GCF Outcome level: Enabling environment (IRMF core indicators 5-8 as applicable)

Core Indicator

Baseline context
(description)

Rating for current
state (baseline)

Target scenario
(description)

How the project will
contribute

Coverage

Only 4% of the funding
is directed towards
companies outside of
North America, Europe
or China and is also
disproportionated

directed toward the
Mobility and Transport
sector receiving 61% of
all investment. & Areas
related to the diverse
energy efficient
equipment, industry or
food, agriculture and
land use are lagging
behind in funding.

Tech, Sustainable
agricultural value chain
business, etc) and this

way help make
available fundamental
technologies to reach to
climate targets.

Besides, Technical
assistance will be
provided to help
innovative companies
to refine their business
models and help them
scale up solution.

Core indicator 7: Degree to

which GCF Investments
contribute to market

development/transformation

at the sectoral, local, or
national level

The Microfinance
industry is in the early
stages of engagement

with green/climate
finance, corresponding

with institutions scoring
levels 1-3 in the Green

Index. The level of

understanding and
deployment of lending
with a climate
perspective is very low

low

The microfinance
industry has a deep
understanding of
“climate” finance, and it
is an important player in
the deployment of
funding toward micro
entrepreneurs and
smallholders farmers
for green/climate
transition

The project will provide
funding and technical
assistance to build
capacity in the selected
entities (investees) that
will later spread to other
market participants

Multi-countries

89 PWC State of Climate Tech 2021
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E.4. GCF Outcome level: Enabling environment (IRMF core indicators 5-8 as applicable)

Core Indicator

Baseline context
(description)

Rating for current
state (baseline)

Target scenario
(description)

How the project will
contribute

Coverage

Core indicator 8: Degree to

which GCF investments
contribute to effective
knowledge generation and
learning processes, and
use of good practices,
methodologies and
standards

The main barriers that
FSPs face are the lack
of knowledge about
climate change
(mitigation and
adaptation), their
potential impacts in
their portfolio and the
opportunities and risks
that represent. There is
also a lack of data,
tools and
methodologies that can
manage the climate
risks, in the form of
management systems
and “green lending”.
The regulators and the
ecosystem in general
are on their way to
create a comprehensive
framework but there is
little external support to
individual FSPs.

low

On the target scenario
FSPs have an
adequate perception of
the risks and
opportunities of climate
finance, use adequate
socio-environmental
risk management
systems and offer
green products in their
portfolio

The Kuali through the
incentives laid out its
Technical Assistance
Fund will strengthen
their FSP investees
green and climate
products design &
offering, processes &
risk management,
technology, and
employee capabilities

Multi-countries

Investors
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme . e Target
results Project/pogramme Means of Verification Baseline _ _ Assumptions / Note
specific Indicator (MoV) Mid-term Final
(outcomes/ outputs)
TCOME 1 i
ou CQ _ Number of SMEs Kuali's investment 1,764 4.428 Assuming that all SMEs
Adoption of climate : : . o . . adopt the new
. reducing their carbon portfolio and monitoring 0 (min 30% (min 30% : ;
solutions and . technologies reduce their
; footprint system women owned) | women owned) oo
improvement emissions.
management of . 0
agricultural lands Number of farmers Kuali’s investment Assuming that 22%
contributing to reducing their carbon portfolio and monitoring 0 20,847 52,340 farmers _adoptlng new.
X 9 . ' ' technologies reduce their
reducing GHG footprint system emissions
emissions
Additional capital As;un;rilt% t:fat rtiT/Ztrei,Sk
unlocked through the ?n?/estors E} the
set-up of de-risking . _ EUR 75.6 EUR 75.6
. Kuali Subscription Report 0 . . predecessor funds
mechanism to attract million million :
. managed by Gawa is
investors to green )
. L confirmed and new
inclusive finance N
capital is raised .
Volume of outstanding
Kuali investments (debt
Output 1.1.1 Kuali Fund or equity investments)
is operational and with FSPs and ICs.
capitalized . Calculated as follows:
Volume of Kuali’s X
. Outstanding loan
outstanding Kuali’s investment ortfolio [principal
investments with 0 119.5 0 P p P

FSPs and Innovative
Companies (ICs)

portfolio

balance of loans] +
Amount of equity
investments at cost.
There is a peak in the
outstanding portfolio in
the middle of the
investment period which
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme . e Target
| Project/pogramme Means of Verification : .
results o . Baseline : : Assumptions / Note
specific Indicator (MoV) Mid-term Final
(outcomes/ outputs)
gradually declines with
repayments/exits
At least 15
Number of Kuali’s At least 15 investees
investees (cumulated) Investees c hich
Disaggregated by type of Kuali’s investment 8 From which rom whic Cumulated during the life
intermediary, by ; - 13FSPs/21ICs
product/service, by target portfolio - 13FSPs/21Cs - 13/Loans/2 of the Fund
group, by served area/ 13/Loans/2 Equity Equity
sector Investments Investments
Number of
investments ) )
(cumulated) . Cumulated durln_g the life
Disaggregated by type of Kuali’s mve_stment 0 > 3 deals > 10 deals of the Func_:l (an investee
intermediary, by portfolio may benefit from several
product/service, by target loans)
group, by served area/
sector.
Number of L Active loans/equity
outstanding loans in Kuali's |n;/<n,l§tment 13 TBD TBD investments with
Kuali's portfolio portiolio FSPs/ICs in Kuali's
portfolio as of the
reporting date. There is
Number of b a peak in the middle of
outstanding Kuali’s Kuallsoll:;/oelsmem 2 TBD TBD the investment period
equity investments which gradually declines
with repayments/exits.
Volume of loans , . .
Output.l.1.2.. Increased directed towards - Investee’s quarterly 0 EUR 12 million EUR 30.1 Combines Ienqllng to
green financing SMEs reports million Energy generation and
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme . e Target
| Project/pogramme Means of Verification : .
results o . Baseline : : Assumptions / Note
specific Indicator (MoV) Mid-term Final
(outcomes/ outputs)
available to SMEs and (Clients outreach® access, Low Emission
smallholder farmers N.umber of loans information provided by Transport
directed towards FSPs and Innovative 0 1,328 4,428 Buildings, cities,
SMEs companies) industries and appliances
Direct: 1,328 Direct: 4,428%
0, - 0, -
Number of SMEs (30% women (30% women 25 % of total investments
reached by the Fund 0 led) led) oing to SMEs
y Indirect: 3,757 Indirect: 12,523 going
> 50 % women > 50 % women
Aggregated portfolio
out:g:;?r? (groorfleio) Kuali’s investment Average portfolio size of
gap portfolio and monitoring n/a EUR 71 million | EUR 179 million investees of EUR 30
of FSP investees system million
directed towards y
SMEs.
Volume of o
outstanding loans Kuali's investment Combines lending to
; g portfolio and monitoring n/a EUR 36 million | EUR 89 million 9
directed toward Forestry and Land Use
system
Smallholders
Aggregated portfolio
volume (gross .
outstanding portfolio) Kuali's investment Average portfolio size of
gp portfolio and monitoring n/a EUR 87 million | EUR 219 million gep
of FSP investees

directed towards

Smallholders.

system

investees of EUR 30 M

9 Client outreach information refers to loan tapes, client database, that demonstrate financial flow between FSP and IC to end-beneficiaries.
%1 Mexico (2,346), Colombia (751), El Salvador (205), Panama (188), Honduras (529) and Guatemala (410), See sheet Beneficiaries in CO2 calculation Excel.
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme . e Target
| Project/pogramme Means of Verification : .
results o . Baseline : : Assumptions / Note
specific Indicator (MoV) Mid-term Final
(outcomes/ outputs)
Assuming Kuali’s
Increased adaptive Kuali’s investment 506 increased 5% increased investees can collect this
capacity of portfolio and monitoring 0 Oca acit i:a acit information at field level
Smallholders system pactty pacty through sample survey or
other tools
OUTCOME 2 . . 441 SMEs and 1,107 SMEs
Improved resilience in | Number of SMEs and 23 690 and 59.477
vulnerab!g people & smallh_oldgr farmers o farr7ners farmérs Assuming 25% of the
communities reporting increased Kua_ll S mvestm_ent_ (Disaggregated | (Disaggregated FSPs’ clients report the
turnoyer (as a result portfolio and monitoring 0 by sex / min by sex / min information about their
rc(:;g:\r/ee(g ;l(’)lrrf?r:; system 30% women 30% women increase in turnover
FSPs) owned/ women owned/ women
farmers) farmers)
Awareness about the
Amount of technical potential to increase
. income and reduce CO2
assistance resources Kuali’s investment emissions
Output 11.2.1. Kuali's TA directed to Green portfolio and monitoring 0 EUR 0.18 EUR 0.59 ad hoc environmental
Facility is operational Enhancement system million million check-ups of individual
projects with SMEs & businesses, Support
Smallholder farmers digitalization, enhance
CSA practices, etc.
Percentage of Activities such as training
Outout 11.2.2 FSPs/Innovative sessions and discussions
putt.e.e. Companies that _ / display of posters /
Capacities for Climate . Kuali’s investment 0 0 .
: conduct climate : o 10% of 30% of flyers on environmental
Smart Agriculture and o portfolio and monitoring 0 . . .
awareness activities investees investees impacts

adoption of Climate
Solutions built

and trainings with
their SMEs/Farmers
clients

system

Trainings to clients
(directly or in partnership
with environmental
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme

Target

Project/pogramme Means of Verification : .
results o ) . .
specific Indicator (MoV) zeeeline Mid-term Final AEELRINE § Neis
(outcomes/ outputs)
Number of organizations) on
SMEs/Farmers clients 3,635 attendees atiezﬁillges environmentally friendly
having received (Disaggregated . practices or businesses.
. - . (Disaggregated
climate awareness Kuali’s investment by sex / min )
o . o by sex / min
activities and trainings | portfolio and monitoring 0 30% women
. 30% women
on Climate Smart system owned
. owned
Agriculture and SMEs/women
. . SMEs/women
adoption of Climate farmers) farmers)
Solutions (GAP 4.1.)
Percentage of cht_ants 30% of 30% of
of FSPs/Innovative
. . - attendees attendees
Companies having Kuali’s investment . :
. . o (Disaggregated | (Disaggregated
adapted climate portfolio and monitoring 0 . .
ractices as a result system by sex / min by sex / min
P . y 30% women 30% women
of climate awareness
- owned) owned)
activities.
Number of Innovative Assuming that a number
Companies with - of non-green ICs are
Kuali’s investment '
green product : o financed to become
) portfolio and monitoring n/a 0 2 )
targeting Svstem green in the future and
OUTCOME 3. Smallholders and y that the target is not fully
Enhanced green & SMEs met
inclusive financial Assuming that a number
ecosystem Number of FSPs with e of non-green FSPs are
reen finance Kuali's investment financed to become
9 portfolio and monitoring n/a 4 12

methodologies and
products

system

green in the future and
that the target is not fully
met
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme . e Target
| Project/pogramme Means of Verification : .
results o . Baseline : : Assumptions / Note
specific Indicator (MoV) Mid-term Final
(outcomes/ outputs)
Number of ESPs Assuming that a number
. o " of non-green FSPs are
using specific tools to Kuali’s investment :
) o financed to become
evaluate the portfolio and monitoring n/a 4 12 .
. . green in the future and
environmental risks of system .
. e that the target is not fully
clients’ activities
met
Amount of technical
assistance resources Kuali’s investment ) .
directed towards portfolio and monitoring 0 EUR 0.8 M EUR 2.7 million OUtPHt 31 Kuall's TA
- Facility is operational
FSPs and Innovative system
Companies
Amount of EU.R Kugll S mvestm.ent. EUR 011 EUR 0.35
implemented in portfolio and monitoring 0 . L
. million million
Knowledge Sharing system
Output 11.2.1. Kuali's TA Projects seeking
Facility is operational improvements in markets
for products, country
level infrastructure, policy
Amount of EU_R Kua_ll s mvestm_ent_ EUR 0.18 EUR 0.59 and reg_ulat_ory_
implemented in portfolio and monitoring 0 . - framework, institutional
. . million million .
Ecosystemic projects system set up and other activities
(e.g. creation of
partnerships between
FSPs and Fintechs, -
Open banking initiatives)
Output 11.3.1. Percentage of FSPs o
Strengthened financial i i i Kual's investment
9 , improving their green portfolio and monitoring 0 15% 50%
ecosystem actors readiness through TA
o ] . system
capacities enabling Projects
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme
results
(outcomes/ outputs)
green and inclusive
finance.

Target
Project/pogramme Means of Verification Baseline g Assumptions / Note
specific Indicator (MoV) Mid-term Final P
Percentage of FSPs
improving their Social Kuali's investment
Pgrformance and portfolio and monitoring 0 2.2% 7.5%
Environmental Risks
system
Management Systems
projects through TA
Percentage of FSPs Kuali’s investment
improving t.heir portfolio and monitoring 0 2 204 7 5%
General Business system
through TA
Percentage of
Innovative Companies Kuali’s investment
improving their portfolio and monitoring 0 3% 10%
Business Model system
through TA
Percentage of
Innovative Companies Y
. . Kuali’s investment
or FSP working with ortfolio and monitorin
SME or smallholders P g 0 3.75% 12.5%
. : system
to improve their Green
Enhancement through
TA
Number of attendees 664 women-led
to trainings about Kuali's investment 199 women-led SMEs and Participation will be
women's economic portfolio and monitoring SMEs and 35,686 women ricipatio
empowerment via 0 reviewed prior to the
system 10,706 women | farmers (50% of - . .
FSP through trainings being organized
farmers total women)

business skills
training and financial

5% of total




GREEN
CLIMATE
FUND

GREEN CLIMATE FUND FUNDING PROPOSAL V.3.0 | PAGE 86

E

E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme
results

(outcomes/ outputs)

Project/pogramme
specific Indicator

Means of Verification
(MoV)

Baseline

Target

Mid-term

Final

Assumptions / Note

literacy completed
(GAP 4.2)

attendees will
be indigenous
women and 5%
afro descendant
women (as a
minimum).

Tangible knowledge
products or best
practices generated

Technical Assistance
Facility Reports

Project/programme co-benefit indicators

CO-BENEFIT 1
Improved financial
inclusion and gender
outreach

Number of people
accessing to
Financial Services
(FS) disaggregated
by sex, poverty line,
country, region and
type of service (credit
savings, other FS,
non-FS) when
possible

Kuali’s investment
portfolio and monitoring
system

90,876

302,919

The total number of
borrowers is 242,335 .
An extra 25% end clients
using other products than
credit has been added
(such as savings,
insurance etc.)(302,919,
from which 90,876
women, 30%).

CO-BENEFIT 2
Employment
preservation and labor
women inclusion

Number of direct FTE
jobs supported
disaggregated by
sex, age, and
country/region when
possible

Kuali’s investment
portfolio and monitoring
system

101,645
(30,493
women'’s jobs
supported)

356,001
(107,520
women'’s jobs
supported)

See in Annex CO2
calculation, sheet
beneficiaries:

a) Supported jobs in SMEs
10*4,428 SMEs financed=
44,280: (conservative, since
10 is the minimum number
of employees to be
considered for SMESs) ;(30%
women’s jobs, i.e., 13.284)
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E.5. Project/programme specific indicators (project outcomes and outputs) change

Project/programme
results

(outcomes/ outputs)

Project/pogramme
specific Indicator

Means of Verification
(MoV)

Baseline

Target

Mid-term

Final

Assumptions / Note

b) Supported jobs in
farmers: 237,907 farmers
financed* 1,28 [Source
FAO ] FTE jobs /farm=
304,521 FTE total jobs to
farmers (30% women'’s
jobs, i.e., 91,356)
¢) FTE in FSPs = 400* 13=
5,200 jobs in FSPs. (40%
women’s jobs, i.e., 2,080)
d) FTE jobs in ICs=
1.000*2= 2.0000 (40%
women’s jobs, i.e., 800)

d) Total Employment
directly supported: 356,001

FTE jobs (30.2% women’s

jobs, i.e., 107,520)

CO-BENEFIT 3:
Efficient technology /
Climate smart
agriculture practices
adoption by SMEs/
farmers

Number of SMEs
implementing new
efficient technologies

Kuali’s investment
portfolio and monitoring
system

TBD

TBD

Number of farmers
implementing new
efficient technologies

Kuali’s investment
portfolio and monitoring
system

702 SMEs/
78,240 farmers

2,341 SMEs/
260,801 farmers

Assuming that all SMEs
and farmers financed
with green loans adopt
the new technologies.

E.6. Project/programme activities and deliverables

Activities

Description

Sub-activities

Deliverables

Activity 1.1.1.1. Raise capital from
public & private investors

Raise capital from private investors.
Legal documents, set up of the TA
Facility, Private Capital Raising,

[.1.1 1 1. Preparation of the Fund's
legal documentation and governance:
- Legal Advisory

Kuali Fund closed with EUR 213
million of private capital



https://www.fao.org/family-farming/data-sources/dataportrait/labor/en/
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E.6. Project/programme activities and deliverables

Activities

Description

Sub-activities

Deliverables

Formalization, Closing period (1-1,5
years), when investors can make
commitments to invest in the fund
from the fund until its final closing"

- Finalization of legal documents
1.1.1.1.2. Marketing Period:

- Private Capital Raising

- Formalization

1.1.1.1.3. Closings:

- First Closing

- Final Closing

Activity .1.1.2. Debt and/or equity
investments into FSPs & ICs

Financing to FSPs to develop green
portfolios through the financing
mitigation and adaptation initiatives.
Financing to Innovative Companies to
catalyze the delivery of mitigation and
adaptation technologies to SMESs"

1.1.1.2.1 Financial, Environmental &
Social Due Diligence

11.1.2.2 Investment
Committee meetings

1.1.1.2.3 Formalization with partners
1.1.1.2.4 Debt and equity
investments into FSPs

1.1.1.2.5 Debt and equity
investments into ICs

- Environmental & Social Due
Diligence Reports

- Impact Score and Fund’s Audited
Impact Score

- IC Minutes

- Preliminary and Final IC Memo (per
investee), etc.

- 1C Memo

(deliverables in Environmental and

Social Management System of Kuali

Fund, GAWA, Kuali Fund- Manual of

Policies and Procedures and Gawa

Impact Management System)

- Kuali’'s monitoring reports

Activity 1.1.2.1. Delivery of finance
towards SMEs and Smallholder
farmers trough FSPs

FSPs deliver loans and other financial
services to SMEs & Smallholder
farmers

.1.2.1.1

. Implementation of FSPs' Processes
& Procedures (Financial and Social)
1.1.2.1.2 Kuali's Monitoring and
Supervision of the operations
(Financial and E&S)

- Increase in the green portfolio of the
target beneficiaries.

- Increase SME portfolio of the target
beneficiaries.

- Increase Smallholder portfolio of the
target beneficiaries.

- FSPs/ICs’ Monitoring Reports

- Kuali’'s monitoring reports

Activity 11.2.1.1.TA Governance and
Management in place

Set up of the TA Facility

- TA Fiduciary Agreement
- TA Guidelines
- TA Identifications needs Report
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E.6. Project/programme activities and deliverables

Activities

Description

Sub-activities

Deliverables

[1.2.1.1.1. Preparation of the Fund's
and the TAF legal documentation and
governance

11.2.1.1.2. Identification of TA Projects
11.2.1.1.3. On-site TA Needs
Assessment

[1.2.1.1.4. Elaboration of the TA
request

- TA Project Design

Activity 11.2.1.2. Procurement in place
and contractors ready to implement
TA Projects

Procurement processes, call for
proposals and contract negotiations
with Non-Financial Services Providers

11.2.1.2.1. Draft of ToORs

11.2.1.2.2 Call for Proposals
11.2.1.2.3. Contracts with Service
Providers

- ToR
- Announcement
- Contracts

Activity 11.2.2.1. Green Enhancement
projects with SMEs & Smallholder
farmers

Projects channeled through FSPs/
Fintech or ICs directly targeting and
benefiting SMEs and smallholder
farmers.

(Technology deployment)"

11.2.2.1.1. Workshops/ marketing
about energy efficient equipments
11.2.2.1.2 Environmental check-ups of
individual businesses & advice on
opportunities to reduce emissions.
11.2.2.1.3 Support digitalization of
processes

[1.2.2.1.4 Streamlining value chains to
make them energy efficient

11.2.2.1.5 Workshops & practices at
farmer level on climate smart
agricultural practices through
cooperatives and producer
organizations

TA Reports and deliverables of
Service Providers contracted under
the TAF

Activity 11.3.1.1. Green Readiness TA
projects with FSPs

Projects aiming at ensuring that the
investees have the right People,
Processes and Products to serve

11.3.1.1.1. Develop Green financial
products

TA Reports and deliverables of
Service Providers contracted under
the TAF (with indicators about # of

Green financial products
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E.6. Project/programme activities and deliverables

Activities

Description

Sub-activities

Deliverables

green solutions to SMEs and
smallholder farmers.
(Market Development)

11.3.1.1.2. Implementation of new
processes & technologies
11.3.1.1.3. Training on green finance

# & type of new processes &
technologies,
Reports on workshops, etc.)

Activity 11.3.1.2. Social Performance
and Environmental Risks
Management Systems projects with
FSPs and ICs

Implementation of an Environmental
and Social Risk Mitigation
Management Systems (both internal
and external) to reduce the
institution’s carbon footprint (reduction
in waste, paper, water, or energy
consumption) and to include
environmental risk as a factor of the
activities financed and on the credit
approval process.

Integration of gender issues

11.3.1.2.1 Purchase of specific
software packages to be implemented
within the FSPs & ICs

[1.3.1.2.2 Establishing risk mitigation
systems to monitor and mitigate
agriculture and MSME/ smallholder
farmers

11.3.1.2.3. Projects aiming at improving
the ability of investees to achieve it
social mission and adequately
manage Environmental and Social
Risks by following the SPTF Universal
Standards

11.3.1.2.4. Elaborating and
implementing a gender and SEAH
policy and action plan for FSPs/ICs'
internal dimension (GAP: 2.1)
11.3.1.2.5. Elaborating and
Implementing a gender and SEAH
action plan for external dimension in
FSPs (GAP: 2.3 and 2.4)

11.3.1.2.6 Training and support for
FSPs and IC to implement a ES
management system including gender
and SEAH and to gain knowledge on
these issues (GAP: 2.5)

11.3.1.2.7 Promoting access to finance
taking into account women’s barriers

TA Reports and deliverables of
Service Providers contracted under
the TAF, eg. : software purchased an
implemented, ESMS implemented,
policies drafted, report on
implementations of ICs' Gender Action
Plans, etc.)
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E.6. Project/programme activities and deliverables

Activities

Description

Sub-activities

Deliverables

for providing guarantees (GAP: 3.1 &
3.2)

Activity 1l. 3.1.3. General Business
Improvement projects with FSPs

Projects aiming at improving the
financial performance and the risk
management of the investee.

II. 3.1.3.1. Creation of new lines of
business to address the
consequences of the COVID-19 crisis
Il. 3.1.3.2. Financial and capacity
building education for SMEs and
farmers

II. 3.1.3.3. Identifying new green
opportunities in the economic
recovery.

Il. 3.1.3.4. TA Projects on
Digitalization

TA Reports and deliverables of
Service Providers contracted under
the TAF

Activity 1l. 3.1.4. Business Model
Improvement TA projects with ICs

Support to IC’s business models to
make their products ready for market,
to improve their efficiency and to
ensure that commercially ready
solutions are able to be
adopted/scaled up, aiming at better
include and serve farmers and SMEs

II. 3.1.4. 1. Design and scale of
distribution and supplying schemes.

II. 3.1.4. 2. Advisory service on green
practices

II. 3.1.4.3. Design of marketing
strategies.

II. 3.1.4.4. Establish partnerships with
local companies.

II. 3.1.4.5. Technical support for
operational challenge
II. 3.4.6. Talent management support

TA Reports and deliverables of
Service Providers contracted under
the TAF

Activity 11.3.1.5. Ecosystemic Projects,
stakeholder engagement and Gender
actions

Improving green financial ecosystem at
regional or country level to indirectly

- Update of Kuali investment
due-diligence process,
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E.6. Project/programme activities and deliverables

Activities

Description

Sub-activities

Deliverables

benefit the investees and their clients.
Supporting projects seeking
improvements in markets for products,
country level infrastructure, policy and
regulatory framework, institutional set
up and other activities.

[1.3.1.5.1. Updating and extending
gender country assessments (GAP:
1.4)

11.3.1.5.2. Capacity building and
awareness raising of potential final
beneficiaries. Support for women's
economic empowerment (GAP: 4.1,
4.2 and 4.3)

11.3.1.5.3. Projects in markets for
products, country level infrastructure,
policy and regulatory framework,
institutional set up, etc.

11.3.1.5.4. Partnerships between FSPs
via an open-banking collaboration
scheme

11.3.1.5.5. Elaboration of Indigenous
People Plans

including the GGA as part of
E&S appraisal

- . Assessment Report on
ecosystemic issues and
market failures

- Gender and SEAH Policies

- Specific reports on gender
and SEAH training, Cultural
hazards workshops,
Sustainable agriculture
techniques workshops, etc.
(see Annex 6, 7 and 8)

Activity Il. 3.1.6. Knowledge Sharing
Program

Systematizing, documenting and
disseminating the knowledge
generated and the results of the Fund
and best practices found as a result of
Kuali and TA interventions.
Connecting FSPs and innovative
companies in difference geographies
(LATAM — India)

Il. 3.1.6.1. Workshops, symposium
and/or conferences for partners,
bringing together practitioners
involved in green finance.

Il. 3.1.6. 2. Technical packages,
systematizing and documenting the
knowledge and best practices
obtained throughout each project.

Tangible knowledge products or best
practices generated. TA Reports and
deliverables of Service Providers
contracted under the TAF (eg.
webinars, workshops, Reports on
Lessons Learned, etc.)

E.7. Monitoring, reporting and evaluation arrangements (max. 500 words, approximately 1 page)
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Kuali Fund-GCF represents a significant initiative to address current environmental and climate challenges. With the aim of ensuring effectiveness
and transparency in action implementation, a comprehensive Monitoring Plan has been developed to span the entirety of the Fund's lifespan. This
plan not only seeks to fulfill regulatory obligations but also aims to maximize the positive impact of the Funded Activity.

- Annual ex-post third party verifications:

These verifications will be carried out by a third-party validation and verification body. The Programme will appoint a third-party agency to verify the
GHG emission reductions generated by Kuali Fund investments. By conducting these independent verifications, Kuali will be able to report GHG
reductions to GCF in an open, transparent, and consistent manner during the project implementation.

Monitoring:

The plan encompasses a rigorous project monitoring process to ensure the efficient execution of funded activities. Examples of monitoring activities
include: Establishment of key performance indicators (KPIs) to measure progress in implementing each project; Periodic reviews of progress reports
provided by project stakeholders; On-site visits to directly assess the status of projects and address any identified issues.

Additionally, the AE will undertake the following requirements as monitoring, reporting and evaluation covenants:

e Contractually require, monitor and enforce that the FSPs receiving funding under the Funded Activity apply such amounts towards meeting
the agreed portfolio targets described in the paragraph below;

e Ensure that subsequent disbursements (whether by way of a capital call or a disbursement under the relevant debt instrument or otherwise)
from Kuali Fund-GCF to an FSP are based on evidence of the FSP having met the agreed portfolio targets during the Ramp-up Period, where
such portfolio targets per FSP are based on the baseline studies and proposed by the Kuali Fund-GCF;

¢ Contractually require, monitor and enforce such requirement, that the verification of targets shall be based on annual sub-loan reporting to
the Kuali Fund by each FSP and certified by an independent verifier, which shall inform the Kuali Fund-GCF on the type (number and volume)
of loans that are climate aligned and other loans (which shall form part of APR referred in paragraph above). The climate alignment aspect
must be based on the Eligibility Criteria and the relevant Study referred in Clause 13.1 (h). of the Term sheet;

e Ensure that the targets referred to in paragraph above are verified by an independent verifier based on terms of reference and the approach
agreed between the Accredited Entity and the Secretariat;

- Impact Assessment:

Impact assessment will be an integral component of our monitoring plan. Examples of activities include: Analysis of collected data to assess the real
impact of interventions in terms of emission reduction and social benefits; Surveys and stakeholder consultations to gather valuable feedback on
perceived impact at the local level; Comprehensive assessment reports to be shared with all stakeholders, fostering transparency and accountability.
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The AE (COFIDES) will monitor the EE’s (General Partner or GAWA) in two different scopes: (i) ESG performance and compliance, and (i) impact
reporting both on an annual basis and by the corresponding evaluations. Furthermore, the General Partner is available on an on-going basis for any
guestions the AE may have regarding Kuali Fund-GCF assessment and impact reporting/methodologies.

The value of the EE’s impact indicators should be based on reliable source documents, such as latest audited annual reports or consultant reports.
If none of those are available, then data coming directly from client may be used. The information will be referred for verification purposes to the
original source including the name of the document, the year of the report, the page number, etc. and saving the document in a permanent folder for
the rest of the fund life. To verify data, Partnerships for Development (area in COFIDES in charge of the GCF accreditation and identification, analysis,
monitoring, evaluation and all issues related to GCF) will check this monitoring information internally in collaboration with E&S department, legal
department and internal audit department. For measuring the impact data correctly, EE will develop an impact measurement tool to enable portfolio
companies measure its GHG emission reduction; enhancing capacity of portfolio companies to measure climate impact. GAWA will be in charge also
of any update in the monitoring framework, reporting and verification of GHG emission of any portfolio company of Kuali Fund-GCF.

GAWA Capital is focusing not only on measuring its environmental and social impact, but also to actively managing the investments in order to
maximize the potential environmental and social impact. To do so, the Fund Manager have integrated a social performance management system to
the investment process.

The Impact Score will be measured at the beginning of each investment during the social and environmental due diligence. It will be measured and
monitored on a quarterly basis. After the exit of each investment, the Investors Advisory Committee will select an independent social auditor that will
measure the Audited Impact Score. An Audited Impact Score will be obtained as the average of all the investee’s Audited Impact Score. This Audited
Impact Score will determine half of the potential carried interest of the Fund’s managers.

The Fund Manager shall report to the Shareholders on a quarterly and on an annual basis.
The quarterly reports shall be delivered to Shareholders 45 days after the end of each quarter and shall include, at least, the following information:

- NAV of the Funded Activity and by share class and unaudited financial statements.

- Economic and markets information of the investee countries.

- Information about the investee portfolio and breakdown by geographies.

- Financial performance of investees as well as ESG metrics and gender metrics (including, if available, the reporting indicators).
- Impact score evolution.
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Information about the
investments in pipeline.
Expected capital drawdowns
and distributions to
Shareholders  during  the
following quarter.

Capital invested, capital to be
called and total capital
committed.

On an annual basis, the Fund Manager
shall deliver to the Shareholders:

Audited annual accounts of
Kuali Fund (according to IFRS)
and the auditor’s report.

Main  milestones achieved
during the financial year and
expected achievements for the
following year.

E&S Annual Report including
gender issues and GAP
implementation.

TAF Annual Report.

ORIGINATION

DUE DILIGENCE/

IC APPROVAL

rj
v

DOCUMENTATION/
GOAL SETTING

MONITORING/
REPORTING / TA

B

When generating pipeline, GAWA always seeks Investees with the potential of servicing the SME and the
smallholder farmers segment and with willingness to become “greener”: opportunities in potential investees
which target and/or plan to expand their operations in the SME and smallholder farmers sectors and which are
committed to improve their environmental practices.

During the Due Diligence (DD) process, GAWA Capital conducts a detailed environmental due diligence with the
objective of assessing (i) investee environmental adaptation using a tool called Green Index which is part of the
Cerise SPI4 tool and (ii) transformation potential of the investee to better serve/include SMEs and the smallholder
farmers. All the strengths, weaknesses and areas identified for improvement will be included in the Environmental
and Social Due Diligence report, which will serve as an initial input for the TA Steering Committee to explore
potential TA interventions that could be implemented in agreement with the investee’s management.

Legal documents will include social covenants (e.g. implementation/further development of environmental
policies; etc.) as well as key impact-related goals (e.g. new SME or smallholder farmers clients to be reached
with green lending, new products to be launched, etc) which the investees commit to achieving during the life of
the investments. In addition, goals will be set that the investment needs to achieve. These goals will be linked to
the calculation of carried interest for the General Partner. Goals will refer to the number of SMEs or smallholder
farmers to be reached and to transformative metrics both referring to green adaptation of the investee and to
SME/smallholder farmers adaptation of the investee.

The monitoring system follows the evolution of the environmental and social metrics and of the implementation
of agreed TA projects, revised quarterly. The investee will need to fill out a social monitoring form and there will
be a monitoring call with management to understand recent developments of TA projects. The Fund will also
monitor the compliance with environmental and social covenants included in the investment agreements. The
result is reported quarterly to investors.

The aggregated quarterly and annual reports are constructed by the sum of individual reports at the investees level. Data will be captured and
recorded through the iLEVEL®? software a tool that streamlines data collection, portfolio monitoring, analytics, valuation, and reporting. At the Due
Diligence and initial investment phases (sometimes with the help of dedicated consultants that will guide the institution) specific Climate lending
eligibility requirements, CO2 baselines, CO2 mitigation calculations, Adaptation baselines and all expected targets will be embedded in the software.

92 hitps://www.marketplace.spglobal.com/en/solutions/ilevel-software-(1480715a-1925-49f3-8b63-4€88178a2300)



https://www.marketplace.spglobal.com/en/solutions/ilevel-software-(1480715a-1925-49f3-8b63-4e88178a2300)
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External evaluators will assess twice (mid-term (year 5) and final (year 10)) progress across each of the three paradigm shift dimensions (scale,
replicability, sustainability). Assessments will be scorecard-based following the IRMF and supported by a qualitative, narrative assessment. Enabling
environment scorecard assessments for the interim and final evaluations will also be reported (core indicator 6, 7 and 8). A brief qualitative report of
the progress against the selected enabling environment indicators will also be provided whenever possible.

The TAF Manager shall report to the TA Steering Committee (TASC) on a quarterly and on an annual basis. The governing documents of the TAF
shall determine the specific contents of the quarterly and annual reports.
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F. RISK ASSESSMENT AND MANAGEMENT

F.1. Risk factors and mitigations measures (max. 3 pages)

Please describe financial, technical, operational, macroeconomic/political, money laundering/terrorist financing (ML/TF), sanctions,
prohibited practices, and other risks that might prevent the project/programme objectives from being achieved. Also describe the
proposed risk mitigation measures. Insert additional rows if necessary.

For probability: High has significant probability, Medium has moderate probability, Low has negligible probability
For impact: High has significant impact, Medium has moderate impact, Low has negligible impact

Prohibited practices include abuse, conflict of interest, corruption, retaliation against whistleblowers or witnesses, as well as
fraudulent, coercive, collusive, and obstructive practices

Selected Risk Factor 1

Category Probability Impact
Legal Medium Medium
Description

Political instability (Transfer restriction, expropriation, currency convertibility, war and civil
disturbance, economic turndowns).

Mitigation Measure(s)

The top-down due diligence approach starts with country selection. Kuali Fund-GCF will select target
countries analyzing the political, macroeconomic and social situation and the risk of political intervention in
the financial system.

e Political intervention in the financial sector can bring new regulation that may hinder the development
of financial inclusion and, more specifically, the SMEs and the smallholder farmers finance. Before
investing in any country, GAWA Capital conducts a detailed analysis and due diligence of the political,
economic and regulatory risks and screens out countries that are politically unstable, prone to transfer
and convertibility risk. Part of the analytical review entails: (i) discussions with sovereign rating analysts,
(i) meetings with multilateral representatives, (iii) reviewing country reports and (iv) discussions with
embassy officials and other relevant third parties (including government bodies). Emerging economies
are more exposed to volatility of macroeconomic events such as recession, inflation or government-
related defaults which, as a result, can negatively affect the financial and agricultural sectors. Commodity
prices can also strongly impact the economy and further exacerbate currency volatility. This risk is
mitigated in two ways:

e Top-down investment approach, picking countries which are less likely to suffer macroeconomic
events and/or are more resilient to shocks. Extensive macroeconomic/political analysis is carried
out before making an investment.

e Picking companies that have the financial strength to be resilient to a potential shock. For
example, companies that are well capitalized and have demonstrated the ability to raise capital
in difficult times (e.g. owned by shareholders that can inject more capital if needed) or which are
profitable and use these profits to strengthen their capital base.

e Concerning foreign exchange risk, thanks to its partnership with hedging providers, Kuali Fund-GCF
can lend in local currency and hedge to EUR for all debt investments. In equity investments, where
hedging is not an option given the lack of a clear exit date, we invest in local currency after careful
consideration of the historical performance of the currency against the EUR and after a thorough analysis
of the currency perspective.

* Another risk has been identified regarding possible economic turndowns due to global fluctuations or
specific crisis like COVID-19. At a lower level, credit risk would be also related to specific risks linked to
the SMEs and the smallholder farmers sectors or even the credit/financial intermediary risk.
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Finally, a thorough scoring model has been developed, providing the maximum percentage of Kuali Fund-
GCF that can be invested in a specific country by analyzing a wide range of macro-economic, political,
regulatory and market indicators.

Selected Risk Factor 2

Category Probability Impact
Credit Medium Medium
Description

- Specific risks linked to the SMEs and smallholder farmers sectors.
Credit /Financial intermediary risk.

Mitigation Measure(s)

Kuali Fund-GCF will seek investments with a low risk profile activity in order to create a portfolio with an
adequate quality, according to the experience and the long track record of the Fund Manager and the
accredited entity in developing markets. There will be also a diversification policy in the portfolio investments
in order to mitigate this risk, that will be also lowered by the TA facility (with a thorough selection process
and the Fund Manager expertise) in the SMEs and smallholder farmers’ adaptation process.

Credit risk is extensively analyzed during the on-site due diligence. In addition to this, there will be a quarterly
monitoring review where credit risk parameters are closely followed and a thorough analysis is carried out if
portfolio quality worsens or any covenant is broken. If the situation persists, an additional on-site due
diligence may be arranged to visit affected branches and assess the situation.

Selected Risk Factor 3

Category Probability Impact
Fiduciary Medium Medium
Description

- Money laundering.

- Terrorism financing.
- Prohibited Practices.
- Sanction lists.

Mitigation Measure(s)

No activities will be undertaken in any UNSC sanctions regimes.

No individual or entity that is listed on any UNSC sanctions list will be involved in any manner with the project
or its activities, either as a counterpart, implementer or beneficiary.

There is no intention to distribute or disburse to beneficiaries, either directly or indirectly, cash, vouchers,
commodities or other items of value.

An integrity channel has been set up to enabling the report of complaints and allegations of impropriety,
wrong-doing or other related issues to the projects or its activities. The channel is publicly available (both in
Spanish and English) in the following link: https://www.cofides.es/integridad.

Regarding jurisdictions that are listed by the Financial Action Task Force (FATF) such as Panama, a
reinforced due diligence will be carried out, in line with the requirements of COFIDES’ AML/CFT procedure.
The specific activities declared by the potential investee and the identification of the holder will be closely
looked at.
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Selected Risk Factor 4

Category Probability Impact
Other Low Medium
Description

- Social and Environmental risks: SMEs and smallholder farmers specific risks (i.e. Client Protection
Principles, financial consumers’ rights).

- Implementation and operational risks.
Others.

Mitigation Measure(s)

The due diligence will include a social and an environmental risk analysis that will cover SMEs and
smallholder farmers specific risks (i.e. Client Protection Principles, financial consumers’ rights) including
special needs of vulnerable groups such as indigenous peoples if any risk or harm is estimated to be possible
(see more details in Annex 6). Regarding the implementation risk, an adequate and thorough selection
process together with the previous experience of the senior managers would mitigate the potential lack of
experience in managing direct operations with Fintech companies.

The operational and fraud risk is mitigated via field audits performed during the on-site due diligences,
analysis of investees’ full operating manuals, in addition to random checks.

For corruption related risk, there will be background checks on the key individuals of the FSP and
innovative companies, including the OFAC list, analyzing the existing shareholders and their affiliations and
monitoring information from Transparency International and other corruption-focused information providers.

Regarding the asset-liability management, it will be mitigated by an initial ALM analysis and the
correspondent monitoring of the investee’s liquidity position.

Another risk in technology and innovation of Fintech has been identified, which will be mitigated by
the support on technology use, both in the field and in the head offices, recommending potential technology
vendors if needed. Kuali Fund-GCF will benefit from the Technical Assistance facility, that will act as a strong
mitigant of some of these risks. TA will be used to help investees in improving aspects such as technology
adoption or product improvement.

Finally, as for the business cycle of the investees, it is important for FSPs to adjust their sourcing
requirements to the cash model of their loan products’ cycles. In the same line, it is essential to adapt their
loan products to the business cycle of their clients’ productive activities (i.e. longer tenor for agricultural
loans, amortization consistent with harvests). The Fund Manager analyses the cash flow models of
invested FSPs and may advise the management in achieving the optimal funding structure.
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G. GCF POLICIES AND STANDARDS

G.1. Environmental and social risk assessment (max. 750 words, approximately 1.5 pages)

RISK CATEGORY

Kuali Fund-GCF (and Kuali Fund) is categorized as I-2, though investments mostly will be rated as I-3. The
Funded Activity is not intended to finance or invest in FSP/ innovative companies with exposure to high
Environmental and Social (E&S) risk sectors according to IFC standards. FSP/ Innovative Companies are
expected to trigger Green Climate Fund E&S Standards in their Environmental and Management Systems
(ESMS). GAWA will support this through capacity building (by means of its Technical Assistance (TA)
facility). As for Innovative Companies (IC), the risk associated is C.

ENVIRONMENTAL AND SOCIAL ASSESSMENT AND MANAGEMENT INSTRUMENTS

GAWA has developed an operational ESMS according to the Green Climate Fund E&S Standards (See
Annex 6). It is integrated into Kuali Fund-GCF’s own investment process and is focused on the E&S
assessment of the FSPs/ Innovative Companies with a risk-based approach. In this regard, the E&S due
diligence and monitoring of the clients will be based on the project life cycle and will comprise the following
stages:

STEP 1: SCREENING AND CATEGORIZATION

Kuali Fund-GCF Portfolio and the expected project activities will be screened by the investment analyst
against IFC exclusion list to ensure no activity on this list will be financed.

The E&S Officer will carry out the E&S risk categorization according to the ICF Categorization List.

Kuali Fund-GCF’s investments in FSP will normally fall into the 1-3 category (low risk) and the I-2 category
(medium risk). As for Innovative Companies (IC), the risk associated is C or B, rated according GCF Risk
Categorization Ratings (being A -high, B-medium; C-low) for direct investments. Potential investments that
fall on the A category for ICs or I-1 category for FSPs will be screened out and will not be considered for
further analysis and investment.

The Investment Officer will include in the Preliminary Investment Memorandum the conformance with the
exclusion list and the E&S Officer will include the key E&S issues, the proposed investee E&S risk category,
the proposed scope of the ESDD and any anticipated E&S requirements.

STEP 2: E&S and SEAH DUE DILIGENCE (ESDD)

During the due diligence, Kuali Fund-GCF’s team will gain an insight into the nature and scope of the FSPs/
innovative companies’ operations. An E&S performance due diligence is conducted in parallel with the
business due diligence process when evaluating a potential investee.

An E&S due diligence and an on-site visit is conducted in parallel with the business due diligence process
when evaluating a potential investee. This ESDD shall be carried out by the investment team in collaboration
the E&S Officer.

The level of ESDD actions and requirements depend on the E&S risk of a potential FSP/ innovative
companies. In all cases, the management of the E&S risks -and the E&S risks associated to its investments-
of every FSP/innovative company will be evaluated. According to the E&S level of risk, an E&S Action Plan
(ESAP) will be established in order to strengthen the ESMS of the FSP/ Innovative Company and it will have
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to be accomplished along the loan tenure. In this stage, the TA could be used to address the ESAP (please
refer to Annex 6).

A particular case within social risks is SEAH risk management. The ESDD will include an assessment of the
situation and the need to include actions and requirements (from training, zero-tolerance of SEAH
Guideline’s code of conduct, policy and management system and resolution of incidents, GRM, among
others) in a survivor-centered and gender-responsive manner. The objective will be avoided, and where
avoidance is impossible, mitigate the risks of SEAH to people impacted by Kuali Fund-GCF.

Despite being a very novel risk issue during due diligences, the SEAH risk forecasted for the project rated
low-medium risk based in the AE experience in microfinance and SMEs investments (according to UN criteria
-UN Protocol on Allegations of Sexual Exploitation and abuse involving IP, 2018- for considering SEAH high-
risk activities the Funded Activity will not take place in high risk environments such as camps and shelters
and involve nor the Funded Activity management company neither the FSP and ICs having direct contact
with children. The aspect to be considered as relevant is the fact that the subprojects (FSP and IC) will take
place in countries where sexual and gender-based violence is prevalent, therefore medium rate is present).
It is required that every single subproject/investee company (FSP and IC) has a SEAH risk diagnosis and a
SEAH plan accordingly to the satisfaction of AE and based on the SEAH risk assessment tool developed by
the GCF’s Secretariat.

SEAH risk management is far from being systematized and understood in the corporate world. This implies
that for the management of SEAH risks in this program, the first measure that will necessarily have to be
established is a specific staff training plan with a top-down flow (Kuali Fund-GCF to FSPs/Fintech
companies/investors). It will cover:

1. The fund management company will (i) acquire the necessary knowledge and skills in this area,
including general aspects and country specificities (ii) adopt an explicit commitment to combat the
SEAH and in favour of zero-tolerance of SEAH, and it has to be reflected in a code of conduct and a
management system.

2. The E&S officer will include in the contracts with the underlying entities, clauses of commitment to
Kuali Fund-GCF Zero-Tolerance policy and the implementation of an ad-hoc management system,
which may be the same as that of Kuali Find for the better centralization of data and its subsequent
evaluation or based in the GCF SEAH risk assessment tool.

3. Within this contractual framework, the underlying companies of Kuali Fund-GCF shall undertake to
receive training in the field of SEAH, to increase their capacities transversally in the organization and
to appoint a person responsible for making that commitment materialize (an E&S officer or a Human
Resources Officer).

4, The EA will be reviewing and monitoring all these acts: Kuali Fund-GCF's commitment and capacity;
incorporation of clauses in contracts with underlying companies; training and assignment of
managers in the underlying companies; aggregate and integrated monitoring by the Funded Activity
of all these issues in an annual report that will reflect actions taken, incidents, resolution of the same
and lessons learned.

The management system will not only be preventive to avoid SEAH but inclusive survivor-centered and
gender responsive as well.

Additionally, the GRM of each underlying entity will be adopted not only for E&S claims but also to receive
SEAH complaints in an anonymous way. Kuali Fund-GCF will be informed quarterly about SEAH incidents
and actions taken. This information will be processed and included in the annual E&S report to the AE.

Besides, the AE will also be available to receive and process SEAH complaints in its Program mailbox.
Those complaints will be evaluated by the AE Sustainability and Impact Division.
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Kuali Fund will use several tools/guidelines to support this process: IFC Performance Standards, IFC EHS
Guidelines, Alinus/SP14 with Green Index module and Global Map of Supply Chain Risks in Agro-Commodity
Production, UN SEAH Policies and Protocols (UN Protocol on Allegations of Sexual Exploitation and abuse
involving IP), among others.

The result of the ESDD will be documented in an ESDD Report which will include all the strengths and
weaknesses detected in the FSP/innovative company, in addition to the areas identified that could be
improved with TA interventions.

STEP 3: E&S Conditions of Investments

The Investment officer and director of the Fund Manager will negotiate and agree with the FSP/ innovative
company the E&S provisions and investment conditions in the term sheet and investment agreement. These
consist of standard E&S terms applicable to all Fund investments, and specific conditions identified during
the ESDD of a proposed investment (ESAP with SEAH requirements will be included in the legal
documentation).

The Funded Activity’s Fund Manager should ensure that any conditions of investment tied to disbursement
of funds, as specified in the investment agreement, are met before disbursing funds.

STEP 4: TECHNICAL ASSISTANCE

The ESDD will help identify potential TA projects with regard to the green readiness, E&S risks management
and gender approach integration of FSPs and Innovative companies.

Examples of Green Readiness projects:

- Implementation of green products directed to the MSME or smallholder farmers such as loans to finance
more efficient new machinery or equipment or climate smart agriculture loans.

-Training people on climate finance, including product specialists, risk officers, loan officers and man. For
more details about the Technical Assistance Facility and its use please refer to the Kuali Fund TA Operations
Manual.

STEP 5: MONITORING AND REPORTING

The Investment officer and E&S Officer should actively supervise and monitor compliance with the E&S
covenants included in the investment agreements and the E&S performance of each of its portfolio
investments. For this purpose, FSPs/ innovative companies will fill out an E&S Performance Report on a
yearly basis. It will include at least the following:

o Portfolio breakdown by industry sectors, E&S risk category and product lines, and sample ESDD
reports carried out by I-1 investees.

e Cases of non-compliance with E&S requirements

e Serious E&S accidents or incidents related to a transaction, including SEAH information.

¢ Information on the implementation of any changes to the E&S Management System.

Besides, Kuali Fund-GCF will prepare a E&S monitoring report for all investors on an annual basis with
aggregated information of the FSPs/ innovative companies:

e E&S risk category of each investee.
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Major E&S performance related activities per investee.

e Evolution of E&S covenants and E&S Action Plan, if applicable.
Evolution of the Green Impact Score (GAWA customized metric that measures social impact and
green readiness based on SPI4 and other indicators) of each investee and on an aggregated basis.

o Evolution of SEAH measures, incidents, and their solution

o Status of implementation of Technical Assistance projects by each investee and underlying
investments, if applicable.

GRIEVANCE MECHANISM

The grievance mechanism ensures the right to be heard for complainants who feel affected by Kuali Fund-
GCF'’s financed operations in order to enable resolution of disputes and assist the Funded Activity in drawing
lessons learned for current and future operations. Any person or group may lodge a complaint and it can be
submitted in any language by letter, e-mail and/or web form (e-mail and web to be determined). Kuali Fund-
GCF will require all investees to have a GRM in place in which they compile all complaints and follow up
their resolution.

DISCLOSURE OF INFORMATION

After the ESDD of a potential investee and before the financial legal agreement is signed, the E&S Officer
will disclose an “Executive Summary E&S Assessment” (includes the E&S category of the investee and a
brief description of the identified E&S risks and mitigation measures to be implemented) in the Funded
Activity’s webpage according to the requirements of GCF’s Disclosure Policy.

CAPACITY IN TERMS OF HUMAN RESOURCES
Senior Management

The CEOs of GAWA Capital as representatives from the upper management are responsible for Kuali Fund-
GCF’s overall commitment to E&S objectives during the whole investment process. In particular, the CEOs
establish the Funded Activity’s E&S requirements and conditions for investees, as defined herein. In cases
of unresolved E&S issues or non-compliance associated with a transaction that cannot be resolved by the
Investment Officers, Senior Management determines the appropriate course of action to follow to reduce the
financial institution’s potential exposure to E&S risk, which may include taking legal action against the
client/investee.

E&S Officer

The Technical Assistance Manager of GAWA Capital will act as the E&S Officer of the Kuali Fund-GCF. The
E&S Officer is responsible for developing and implementing the ESMS as well as for communicating with
senior management on E&S issues and concerns.

The E&S Officer is responsible for developing and updating the procedures and documents that are part of
Kuali Fund-GCF ESMS. This person also evaluates the E&S risks at the portfolio level and provides
assistance to Investment Officers in evaluating and monitoring the E&S performance of clients/investees.

The E&S Officer in coordination with the Gender Officer will be involved in the solution of all E&S claims
(including SEAH) received through the Funded Activity’s GRM.

The E&S Officer will also lead the communication with the Members of the Technical Assistance Committee
and, when necessary, with the management of the TA implementation partners.
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The E&S Officer will receive annual training of E&S issues, including SEAH in order to keep up to date and
will integrate and share the updated knowledge with the investees. Given the multi-country nature of the
programme, the training will need to collate cross-cutting material subjects with countries E&S specificities.

Investment Officer

The Investment Officer is responsible for following the procedures of the ESMS at the transaction level. They
discuss and negotiate possible E&S mitigation measures with the client/investee.

The Investment Officer is also responsible for evaluating the E&S risks at the level of individual transactions
and make a recommendation to the Credit/Investment Committee on whether to proceed with a transaction.

The Investment Officer ensures that the Funded Activity’s E&S requirements are incorporated in legal
agreements for each transaction. The Investment Officer may advise if a client’s/investee’s non-compliance
with E&S clauses constitutes a breach of contract and is considered an Event of Default under the terms of
the legal agreement that requires follow up by Senior Management.

Investment Committee

The Investment Committee is responsible for deciding if E&S risks are acceptable to Kuali Fund-GCF overall
exposure to risk before proceeding with a transaction.

G.2. Gender assessment and action plan (max. 500 words, approximately 1 page)

Kuali Fund-GCF aims at improving access to financial services with a special focus to support women
entrepreneurs. In addition, specific gender interventions through TA funding will enable for more empowered
women participation. The gender assessment is built on quantitative data and qualitative evidence derived
from a desk review of existing literature and secondary databases. It includes general data about women in
LAC as well as country-specific ratings and information.

Target countries have made substantial progress in recent decades, particularly in the topics of access to
education and health services and have a solid legal framework. However, social norms limit the practical
impact of the legally recognized rights of women. Gender gaps are still large in areas such as access to
employment, entrepreneurship, representation in informal work, assets’ property and control, access to finance
and distribution of household and caring tasks. Gender-based violence continues being a major social issue in
all countries. An external consultant will be hired to carry out country assessments.

Women in LAC has a strong history of entrepreneurial activity as the female/male led TEA ratio shows: 0.84,
the highest in the world. Like other regions, women entrepreneurs are often driven more by necessity than in
the case of men. For this reason, supporting them via financing and other mechanisms gains further
importance. On top of that, over 60% of women are stuck in the informal sector, lacking access to financial,
human and social capital, key constraints for the growth of their business. These constraints are exacerbated
by weaker levels of financial literacy and lower legal ownership of assets or guarantees. However, women
have shown to be responsible and loyal financial clients with higher aversion toward indebtedness than men.

Regarding agriculture, a high proportion of rural women employed in this sector are also unpaid family workers
which puts them at a disadvantage. Gender gaps accentuate the vulnerability of women to the impacts of
climate change, limit their adaptation capacity and reduced their potential contribution to reduce emissions of
greenhouse gases.
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The project will mainstream gender equality and women’s empowerment at the Funded Activity level, the FSPs
and Innovative Companies’ level and their portfolio. Women’s local organizations will be identified in each
country and consultations with them will be conducted to incorporate their knowledge and views in the
implementation of the project. Institutions and initiatives to address gender-based violence will also be
identified in the target countries and dissemination of information on gendered violence as well as resources
available in each country will be included. A gender policy will be required in the FSPs and innovative
companies for both internal and external dimension. A gender approach management system has been
integrated in the ESMS to evaluate gender issues and implement an action plan. To ensure that gender equality
is addressed, specific covenants will be introduced in loan agreements.

Tracked indicators include, among others, the number of trainings about business skills and financial literacy
and % of participation in capacity building activities (see Gender Action Plan for further information).

Regarding human resources, a Gender Officer who will receive periodic training will monitor the investee’s
compliance with the gender action plan and will be responsible for developing and implementing the gender
management system. An E&S officer with expertise in gender will also be hired and work in coordination with
the gender officer. In addition, gender related issues will be part of the calculation of an environmental and
social performance score which will be linked directly to carried interest of the fund managers — if objectives
are not achieved, the fund manager will earn a lower performance fee. Annual report will include information
on the implementation of the Gender Action Plan.

G.3. Financial management and procurement (max. 500 words, approximately 1 page)

Kuali Fund-GCF will apply best practices in its financial management and procurement practices. The Funded
Activity will benefit from the extensive experience in fund management of the Fund’s Manager, GAWA Capital
Partners SGEIC S.A., in addition to the support of external service providers such as a Fund Administrator,
Custodian, Auditors, Legal and Tax advisors, amongst others. The Fund’s Administrator will be in charge of
book-keeping and preparation of the quarterly NAV and Annual Accounts of Kuali Fund, supported by
documentation from the Fund Manager. The Funded Activity will undergo annual external audits, to be realized
by a Big-Four company, again supported with documentation and evidence from the Administrator and the
Fund Manager.

A detailed Financial Model enables the Fund Manager to oversee all operational and investment cashflows to
ensure Kuali Fund-GCF’s adequate financial management. The Funded Activity’s Financial Model will include
the consistent logging of cashflows in line with real bank cash movements and balances, whilst projecting the
future cash inflows/outflows, thus enabling the Funded Activity to maximize return of capital/dividend payments
to investors whilst ensuring the timely payment of all service providers.

Disbursements will be carried out on an investment-by-investment basis, involving a Capital Call procedure
following the IC approval of each investment. Capital Call notifications are sent out to investors by the
Administrator and funds enter the Kuali Fund’s Investor Account from each investor, to be then transferred in
their totality to Kuali Fund’s Transaction Account (as per industry best practices) for disbursement. Prior to any
disbursements, both Kuali Fund’'s Administrator and its Custodian must have received all pertinent
documentation backing the transaction. In the case of debt financing, a disbursement schedule will be
established. In the case of capital subscription, a Commitment Agreement for every investor will be made and
this will be accompanied by the corresponding request for resources through a capital call®®. Commitments
from Component | (loans and equity for investments) and commitments from Component Il (grants for TA) will
be separate and there will be therefore different calls for either financing capital and TA capital.

9 As long as COFIDES will be a limited partner, COFIDES will not provide any no objection to the disbursements. COFIDES
will ensure that the process will comply with the legal documentation that will be established the eligibility criteria and the
rights granted to investors.
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To ensure the financial sustainability of the Funded Activity’s investments, close monitoring of each investee
is carried out by the Fund Manager’s investment team and CRO. Monitoring is typically carried out on a
quarterly basis, involving the review of a detailed Reporting Factsheet to be filled out by investees, Financial
Statements and the holding of quarterly monitoring calls with the management of the investee in addition to
relevant third parties. Country risk is managed on-the-go, with the team keeping actively informed of political,
macroeconomic and sectoral developments to ensure the sustainability of the investee’s operating
environment. Monitoring is up-stepped to a higher frequency where relevant (for example, in COVID-19
situation, Fund Manager’s monitoring of current investees has been heightened).

The procurement of the different service providers necessary for the correct functioning of the Funded Activity’s
operations (e.g. Administrator, Custodian, Auditor, Insurance, Technical Assistance partners such as
Consultants, etc.) will entail the hiring of renowned and trusted specialists in each field, which will be selected
following thorough market research and the evaluation of the most appropriate provider for each task. This
evaluation is based on cost, adequacy and scope of services provided in each provider’s proposal. In the case
of partners (such as external consultants) selected for the implementation of the Technical Assistance Facility,
the process will involve a tender procedure, with decision-making in the power of the Technical Assistance
Steering Committee during at least the first year of Kuali Fund-GCF’s life. COFIDES’s approved Procurement
and Consultant Guidelines reviewed and accepted by the Fund will apply under these grants. Procurement will
be carried out by Grant Recipients themselves and procurement plan will be agreed with the Grant Recipient.

COFIDES will carry out constant monitoring of the project. COFIDES will elaborate monitoring reports for the
Spanish Cooperation through AECID and progress reports for the EUR and also for the GCF to ensure the
proper use of its resources. GAWA will conduct frequent on-site missions during the investment period and
also during the monitoring phase and will report to COFIDES and maintain constant communication between
COFIDES and the management team. COFIDES will also receive information from each Investment Committee
of the Funded Activity. Likewise, Kuali Fund will have independent evaluations and annual audits. It will also
have an ESG auditor to assess the portfolio's environmental and social performance.

Finally, thanks to the joint experience of GAWA with COFIDES in GFIF Fund and Huruma Fund (where
resources from COFIDES, FONPRODE, and the EU through COFIDES are invested), a highly developed
knowledge of the procedures of these types of programs has been achieved. In particular, COFIDES'
experience in reporting and compliance with EU regulations is also essential for the proper use of GCF
resources.

G.4. Disclosure of funding proposal

Note: The Information Disclosure Policy (IDP) provides that the GCF will apply a presumption in favour of disclosure for
all information and documents relating to the GCF and its funding activities. Under the IDP, project and programme
funding proposals will be disclosed on the GCF website, simultaneous with the submission to the Board, subject to the
redaction of any information that may not be disclosed pursuant to the IDP. Information provided in confidence is one of
the exceptions, but this exception should not be applied broadly to an entire document if the document contains specific,
segregable portions that can be disclosed without prejudice or harm.

Indicate below whether or not the funding proposal includes confidential information.

L1 No confidential information: The accredited entity confirms that the funding proposal, including its annexes, may be
disclosed in full by the GCF, as no information is being provided in confidence.

With confidential information: The accredited entity declares that the funding proposal, including its annexes, may not
be disclosed in full by the GCF, as certain information is being provided in confidence. Accordingly, the accredited entity
is providing to the Secretariat the following two copies of the funding proposal, including all annexes:

o full copy for internal use of the GCF in which the confidential portions are marked accordingly, together with an
explanatory note regarding the said portions and the corresponding reason for confidentiality under the
accredited entity’s disclosure policy, and
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e redacted copy for disclosure on the GCF website.

The funding proposal can only be processed upon receipt of the two copies above, if containing confidential
information.
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H. ANNEXES

H.1. Mandatory annexes

X

Annex 1  NDA no-objection letter(s) (template provided)

X

Annex 2  Feasibility study - and a market study, if applicable

X

Annex 3  Economic and/or financial analyses in spreadsheet format

X

Annex 4  Detailed budget plan (template provided)

X

Annex5 Implementation timetable including key project/programme milestones (template provided)

X

Annex 6 E&S document corresponding to the E&S category (A, B or C; or I1, 12 or I13):
(ESS disclosure form provided)
I Environmental and Social Impact Assessment (ESIA) or

1 Environmental and Social Management Plan (ESMP) or
Environmental and Social Management System (ESMS)
Others: Indigenous People’s Plan

X

Annex 7 Summary of consultations and stakeholder engagement plan

X

Annex 8  Gender assessment and project/programme-level action plan (template provided)

X

Annex 9  Legal due diligence (regulation, taxation and insurance)

X

Annex 10 Procurement plan (template provided)

X

Annex 11  Monitoring and evaluation plan (template provided)

X

Annex 12 AE fee request (template provided)

O Annex 13 Co-financing commitment letter, if applicable (template provided)

Annex 14 Term sheet including a detailed disbursement schedule and, if applicable, repayment schedule

H.2. Other annexes as applicable

O Annex 15 Evidence of internal approval (template provided)

OO0 Annex16 Map(s) indicating the location of proposed interventions

Annex 17  Multi-country project/programme information (template provided)

O Annex 18 Appraisal, due diligence or evaluation report for proposals based on up-scaling or replicating a pilot
project

O Annex 19 Procedures for controlling procurement by third parties or executing entities undertaking projects
financed by the entity

O Annex 20 First level AML/CFT (KYC) assessment

X

Annex 21  Operations manual (Operations and maintenance)

X

Annex 22 Assessment of GHG emission reductions and their monitoring and reporting (for mitigation and
cross cutting-projects)®
Annex X  Other references
Annex Investment criteria & Governance
CO2 Calculation & Ex-ACT
Manual of Policies and Procedures
* Please note that a funding proposal will be considered complete only upon receipt of all the applicable supporting documents.

X



https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_1_template_-_NDA_no-objection_letter.docx/dac6e101-5a91-63b3-817e-627286c79c85
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_4_template_-_Detailed_budget_plan.xlsx/2d34b526-e650-804a-81ca-ecb5a293985d
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_5_template_-_Implementation_timetable.xlsx/2e73b0d1-3f1d-5870-609a-3e6b39905e9c
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_6_form_-_ESS_disclosure_report.dotx/b5fd8542-6a8a-5a37-f099-5e6d6744fa25
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_8_template_and_guide_-_Gender_assessment_and_action_plan.doc/fe5711ca-8fcf-1a14-5d3e-804aad1a7827
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_10_-_Procurement_plan.docx/4a360e64-5f03-e02e-408b-6239fccaedb3
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_11_template_-_Monitoring_and_evaluation_plan.docx/6a3b64be-9712-454b-b948-99cf8ffc43bb
https://www.greenclimate.fund/documents/20182/193373/Funding_Proposal_Annex_12_template_-_AE_fee_request.xlsx/4e9450c0-6bf0-8290-24b7-2ff43ca95c01
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_13_template_-_Co-financing_commitment_letter.docx/16bb3e0a-be63-19cd-d352-460176f4a569
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_15_template_-_Evidence_of_internal_approval.docx/dcb5743a-46d9-0e8f-2da6-b9b58371f82b
https://www.greenclimate.fund/documents/20182/574712/Funding_Proposal_Annex_17_template_-_Multi-country_project_programme_information.xlsx/95110afa-ab09-f948-1abe-5887bcfec594
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94 Annex 22 is mandatory for mitigation and cross-cutting projects.
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