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BASIC INFORMATION

A. Basic Project Data

Country Region Project ID Parent Project ID (if any)
Chile LATIN AMERICA AND P177533

CARIBBEAN
Project Name Chile Green Hydrogen Facility to Support a Green, Resilient and Inclusive Economic

Development

Practice Area (Lead) Financing Instrument Estimated Appraisal Date Estimated Board Date
Energy & Extractives Investment Project 9/7/2022 11/2/2022
Financing
Borrower(s) Implementing Agency(ies)
Ministerio de Hacienda Corporacién de Fomento de

la Produccion - CORFO

Proposed Development Objective

The Project Development Objective (PDO) is to accelerate the development of green hydrogen production, mobilize
commercial finance, and contribute to strengthening the enabling environment for building local capacity on green
hydrogen in Chile.

Financing (in USD Million) Amount

Total Project Cost 115.00

B. Is the project being prepared in a Situation of Urgent Need of Assistance or Capacity Constraints, as per Bank IPF
Policy, para. 12?
No

C. Summary Description of Proposed Project [including overview of Country, Sectoral & Institutional Contexts and
Relationship to CPF]

The objective is to accelerate the development of green hydrogen production, mobilize commercial finance, and
contribute to strengthening the enabling environment for building local capacity on green hydrogen in Chile. The
proposed Project will support the early deployment of green hydrogen production investments in Chile through
creating a Green Hydrogen Facility (GHF) and supporting the enabling environment for green hydrogen development.
The Project will comprise a US$S100 million IBRD loan to be channeled through the Economic Development Agency
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(Corporacién de Fomento de la Produccién, or CORFO), where the GHF would be established as the wholesale
financial institution providing partial financing to retail financial intermediaries who would blend their commercial
financing to achieve a lower cost for green hydrogen production. The proposed GHF will focus on supporting
production-side green hydrogen projects in Chile that have the highest potential to generate an impact on the
industry during its implementation period (2023-2028). It will do so by:

(i) providing catalytic capital;

(i) acting as an anchor investor and supporting construction of an initial portfolio;

(iii) supporting the country’s enabling environment for green hydrogen development.

Project funds will finance projects producing green hydrogen with the aim of reducing risks to leverage private sector
financing. As the portfolio of investments develops, the IBRD and the Government of Chile (GoCl) will seek additional
concessional and commercial co-financing to leverage other institutions’ finance for green hydrogen projects. The
Project will comprise the components described below.

Component 1: Risk-mitigation facility (estimated USS 95 million IBRD; approximately US$15 million GoCl). The
component will mitigate the financial and early-stage constraints currently faced by potential green hydrogen
commercial projects. To achieve this, the GHF would provide partial funding at WB’s concessional terms to retail
financial intermediaries (RFI) which will complement with their commercial finance to provide blended finance to
individual subprojects, with the aim to lower the levelized cost of green hydrogen production. The GHF would provide
funding for: (i) CAPEX to cover a percentage of electrolyzers costs; and (ii) risk mitigation instruments such as liquidity
reserve account (LRA), to mitigate technical performance risk from the hydrogen plants and a debt service reserve
account (DSRA) to mitigate payment risk to lenders and financiers. This proposed GHF structure was discussed with
commercial banks financing renewable energy in Chile, which agreed with the suitability of the proposed risk
mitigation instruments. Specifically, the GHF will finance the following:

e Upto 25% of the investment costs of electrolysis equipment, with investment instruments having a duration
of 10 years, with 2 optional one-year extensions. This will mitigate the current high cost of critical hydrogen
production equipment (such as electrolyzers), which increases overall costs and thus the final cost of GH. The
remaining balance of subproject debt would be provided by retail FIs on commercial terms to get a more concessional
blended finance.

¢ A Liquidity Reserve Account (LR A) intended to cover unexpected or untimely cash needs. The LRA is intended
to mitigate uncertainty regarding the technical underperformance of green hydrogen plants due to the technology’s
limited track record, is expected to lower the cost of performance guarantees provided by EPC companies and would
thus help reduce the total project cost. The LRA amount would be established for a percentage of expected revenues
(to be defined with the government) for the first initial 2 to 3 years of project operation.

¢ A Debt Service Reserve Account (DSRA) to mitigate risk perception by commercial lenders. This will mitigate
the potential high-risk perception by lenders due to the uncertainty related to the technology, including off-taker
risks. The DRSA would cover a period of 6 to 9 months as commonly used in project finance.

Component 2: Capacity building (estimated USS 5 million IBRD). This component will finance capacity building to
support the development of highly specialized professional and technical skills required for the green hydrogen plants
and overall industry. Lack of locally-available medium and highly-specialized capacity needed for the installation,
operation and maintenance of green hydrogen projects results in higher project costs, increased risks of project
delays, and lower quality of final projects. The TA component will support institutional and industrial capacity building
by, inter alia, working through local universities and/or technical institutions to develop or support specialized
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educational programs, including in the context of the just transition and reskilling of former coal energy industry
workers. This component could potentially support a certification program to be implemented by the government.
The component would also support closing gaps identified during Project preparation related to the strengthening of
the implementing agency, including its technical capacities for preparation of project pipeline, project assessment and
monitoring, and for environmental and social capacities to ensure compliance with WB policies and standards.

D. Environmental and Social Overview

D.1. Detailed project location(s) and salient physical characteristics relevant to the E&S assessment [geographic,
environmental, social]

Location. Based on GH development in Chile to date, Fl subprojects (in the range of 10 to 100MW) to be financed
through the Green Hydrogen Fund (GHF) are likely to be located mainly in the Antofagasta and Magallanes regions.
Even though subprojects are likely to be located in isolated rural areas, and some in scarcely populated peri-urban
areas, these could be implemented anywhere in the country, and specific locations are currently unknown. Also,
specific required resources, such as access to a significant source of water, or proximity to a renewable project, will
vary among subprojects, depending mainly on their technical characteristics and scope. E&S criteria, aimed at
avoiding high E&S risks and impacts based on the subprojects’ specific locations, will be considered in the Exclusion
List (refer to ESS1 for further details).

The GH value chain has four stages: (i) Production: GH is produced by separating hydrogen from water, using
renewable energy; (ii) Transformation: Through physicochemical processes GH derivatives are synthesized; (iii)
Transportation: through ships, trucks, and/or natural gas pipelines (requires blending) to the site of final use; and (iv)
End-use: as an industry feedstock, source of heat in industrial processes, for transport vehicles and transportation-
related equipment, etc. Fl subprojects eligible for financing through the GHF will mainly focus on the first stage, and
may include some elements of the second. However, the assessment of E&S risks and impacts will cover the entire
subproject scope, as appropriate.

Environmental Overview. The development of GH Fl subprojects in clustered areas that concentrate the most suitable
technical and economic conditions for this technology, known as “GH valleys” is expected. The Antofagasta and
Magallanes regions (considered GH valleys) have the following environmental characteristics. The Antofagasta region
is mostly desert, with small areas of prairie, scrub, and wetlands. It overlaps with 9 National Protected Areas (NPAs),
including 2 RAMSAR Wetlands, 2 National Parks, 2 National Reserves, 1 Nature Sanctuary, 1 Marine Reserve, and 1
Natural Monument. Seven of these are also considered Key Biodiversity Areas. The main watercourse of the region is
the Loa River. The Magallanes region is characterized by mountainous peaks and glaciers in the far north, with other
mountain ranges and surface waters in the south. It overlaps with several NPAs covering a significant part of its
territory, including 2 UNESCO Biosphere Reserves, 1 UNESCO World Heritage Site, 1 RAMSAR Wetland, and 5 National
Parks.

Social Overview. In the Antofagasta and Magallanes regions, over 90% of the population lives in a few concentrated
urban nuclei while the rural areas are sparsely inhabited. The Magallanes region has a population density of 0.1
person per km2 and 79.2% of the population lives in Punta Arenas. The rural areas are characterized by large estates
where livestock is raised, although some farmers are diversifying with agrotourism. The Antofagasta region has a
population density of 3.9 persons per km2 and 60.1% of the region’s population lives in the city of Antofagasta. The
main economic activity in Antofagasta is mining, accounting for over 50% of the regional GDP. Regarding vulnerable
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populations, in 2017 the incidence of income-based poverty was low (5.1% in Antofagasta and 2.1% in Magallanes).
However, as a result of COVID-19, the income-based poverty rate has risen to 9.3% in Antofagasta and to 5.7% in
Magallanes, as did the multidimensional poverty incidence (CASEN, 2020). The last census (2017) shows that in the
Magallanes region, 22.9% of the regional population identified as indigenous, while in the Antofagasta indigenous
peoples account for 8.3% of the regional population. Mirroring demographic trends in the Chilean population overall,
87% of indigenous peoples nationwide live and work in urban areas rather than in isolated rural areas (Census 2017).
D. 2. Borrower’s Institutional Capacity

The Borrower will be the Government of Chile through the Ministry of Finance (Ministerio de Hacienda), whereas
CORFO (Corporacion de Fomento de la Produccion) will be the implementing agency. CORFO will act as a wholesale
financial institution and transfer the funds to RFls, which will provide concessional financing to GH Fl subprojects.

(i) CORFO: CORFO is a second-tier development bank that has the legal capacity to channel lending funds to RFls.
Those financial intermediaries have the capacity to provide concessional loans to final recipients — GH Fl subprojects.
CORFO has experience managing credit lines for other IFls (such as KfW and IDB) for a variety of projects and thus it
has some experience in complying with multilateral policies and reporting. However, preliminary information
indicates that CORFQ’s ability to manage E&S risks and impacts per the ESF may be insufficient due to:

(a) Lack of experience in the implementation of WB projects and thereby in their E&S management. CORFO has no
prior experience preparing or implementing WB-financed operations.

(b) Limited institutional capacity to manage E&S aspects. Even though CORFO has guidelines for developing public
consultation and engagement activities and an area dedicated to citizen engagement issues, it currently does not
have an E&S Policy nor a standing E&S risk management system.

(ii) RFI: RFls will be identified during project implementation. Criteria for the identification and selection of the RFls, to
be defined during project preparation, will include technical competence, track record of related investments, E&S
risk management capacity, and others per requirements of applicable WB policies.

During project preparation, the WB will further assess CORFO’s capacity to manage project E&S risks. Necessary
institutional capacity strengthening activities will be financed under component 2 and reflected in the Environmental
and Social Commitment Plan (ESCP), together with interinstitutional arrangements to ensure appropriate
management, monitoring, and oversight of the E&S aspects of the Fl subprojects.

(iii) Other key actors involved:

(a) Ministry of Energy (MoE): The MoE has expertise in managing E&S aspects of energy projects. Two professionals in
charge of reviewing environmental aspects of projects work at the Environmental Unit of the Division of Projects of
the MoE. The MoE has a Division of Participation and Community Relations (DPRC), focused on promoting greater
citizen participation in setting out policies and strategies to pursue inclusive and sustainable energy development. The
DPRC comprises three units, including the unit of Processes of Dialogue, Consultation, and Indigenous Participation
(PDCIP), responsible for promoting early participation in upcoming projects by orienting and accompanying both
owners and the community among others. During project implementation, the MoE would participate as part of the
Advisory Board of the GHF to provide technical support on project activities and link them to broader GH and
decarbonization efforts in Chile. As such, the MoE also offers invaluable expertise in critical engagement processes
like stakeholder consultations and in providing frameworks to develop capacity building initiatives on the ground.

(b) Ministry of the Environment (MEN): The entity in charge of the E&S assessment and licensing of GH projects is the
Environmental Assessment Service (SEA), and the entity in charge of the supervision of projects under
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implementation is the Superintendency of the Environmental (SMA), both within the MEN and with staff at the
central and regional level. The MoE, through its Division of Projects, articulates activities with the SEA and the SMA to
ensure the required E&S permits (including for GH) are obtained and implemented on time. The MoE has trained MEN
staff at the regional level on GH projects’ technical characteristics to build capacity for assessing the risks and impacts
of the sector.

Il. SCREENING OF POTENTIAL ENVIRONMENTAL AND SOCIAL (ES) RISKS AND IMPACTS

A. Environmental and Social Risk Classification (ESRC) Substantial

Environmental Risk Rating Substantial

The environmental risk classification for the project is Substantial considering the following: (i) The wide range of
potential environmental, health and safety (EHS) risks and adverse impacts expected, considering that types, scope,
components, and technology of the Fl subprojects. (ii) The potential environmental sensitivity of the specific
locations where Fl subprojects will be implemented and their potential to extend over large areas. (iii) The expected
complex interinstitutional arrangements necessary to ensure appropriate management, monitoring and oversight of
the EHS aspects of the Fl subprojects. (iv) The novelty of the GH industry in Chile, the reason why (a) current
capacity within MEN to evaluate, approve (SEA), and monitor (SMA) the E&S instruments of GH Fl subprojects is
expected to need strengthening; and (b) even though current national regulatory framework already includes norms
and regulations on the safe use of hydrogen, the MoE is currently drafting norms to further regulate the production,
storage, transportation and use of hydrogen, expected to be promulgated in the upcoming two years. Based on the
review of available documentation and preliminary discussions with relevant stakeholders, key anticipated EHS risks
and impacts of the production of GH and its derivatives are expected to be generated by the following activities: (i)
generation of renewable energy, (ii) water sourcing, (iii) the construction and operation of electrolysis plants, and
(iv) the construction and operation of other related associated facilities. These risks and impacts will vary per Fl
subproject depending mainly on its location, scope, and end-use sector. They could include impacts typical of civil
works and production processes such as: i) Nuisances to communities due to noise, vibration, dust, traffic
congestion, waste, and visual disturbances; ii) Occupational health and safety issues; iii) Inadequate transportation
of construction material, supplies, waste, and/or end products; iv) Increased risk of third-party accidents; v) Impacts
on chance finds due to earthworks; vi) Impacts on natural habitats due to terrain conditioning and vegetation
clearing; vii) Impacts on the quality of soil and water sources due to uncontrolled effluent discharges, mishandling of
hazardous products and their disposal, etc.; viii) Emergencies involving spills, fires, etc., due to the storage and
handling of fuel, hydrogen, and other hazardous materials; and ix) Impacts on the quality/quantity of the water
source being used. Considering the complex nature and interrelationship of the elements comprising GH valleys,
potential cumulative impacts and risks associated with the development of GH Fl subprojects associated with GH
valleys could be expected. This possibility will be further assessed during project preparation and the necessary
mitigation strategies proposed. No adverse impacts on critical natural habitats or cultural heritage sites are
expected. Nevertheless, this will be better defined and limited by an Exclusion List to be agreed upon during project
preparation. EHS risks and impacts will be mainly managed through (i) an Environmental and Social Management
System (ESMS) to be designed and adopted by CORFO; (ii) the ESMSs to be designed and adopted by the RFIs; and
(iii) the staffing of CORFO and RFIs with socio-environmental specialists. The proposed environmental risk
classification will be revisited during the project preparation, and if necessary updated.
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Social Risk Rating Substantial

The social proposed risk classification for the project is Substantial based on the currently available information.
Compared to other energy technologies, activities related to construction and operation of renewables such as solar
and wind facilities typically include low to substantial social risks, depending on the scale of the projects. Yet given
that factors such as the novelty of the GH industry in Chile, the potentially broad scope of eligible Fl subprojects, and
the nature of possible associated facilities, a substantial risk rating is warranted. Activities that involve high social
risks will not be eligible for support under this project. This includes activities that will require: a) land acquisition
that would cause physical and/or economic displacement or involuntary resettlement; and b) activities having
adverse impacts on indigenous peoples, their territories, their ways of life and/or cultural practices. Such activities
will be part of an Exclusion List that will be agreed upon and used as part of the Fls ESMS procedures to determine
the eligibility of Fl subprojects to access concessional loans under the project. As specific locations and
characteristics of the subprojects to be financed through the FIs will only be known during project implementation,
the potential social risks and impacts identified at this stage are derived from: i) inadequately managed
environmental and health and safety issues during construction and operations and maintenance; ii) labor
management issues, beyond occupational health and safety, through deficient compliance with relevant labor
regulations; iii) potential acquisition of extensive areas of land, even if this is expected to be done through voluntary
means such as land leasing; iv) possible cases of sexual exploitation and abuse and/or gender-based violence
towards members of the community; v) inadequate attention to Fl subproject-specific stakeholder engagement as
per ESS10; and vi) possible community skepticism or outright opposition to Fl subprojects involving multiple
installations or facilities, based on a desire to promote development of an entire value chain (e.g. construction of a
hydrogen plant as well as associated solar or wind farms, roads, pipelines, etc.). Beyond the Exclusion List, social
risks and impacts will be largely managed through (i) the Environmental and Social Management System (ESMS) to
be designed and adopted by CORFO (as detailed under ESS1); (ii) the ESMSs to be designed and adopted by the RFls,
and (iii) the staffing of CORFO and/or RFIs with socio-environmental specialists. The proposed social risk
classification will be revisited during the project preparation, and if necessary updated, as more information
becomes available.

B. Environment and Social Standards (ESSs) that Apply to the Activities Being Considered
B.1. General Assessment

ESS1 Assessment and Management of Environmental and Social Risks and Impacts
Overview of the relevance of the Standard for the Project:

This standard is relevant.

Green Hydrogen Fund (component 1):

As part of project preparation, key environmental and social risks and impacts of potential subprojects will be
identified and assessed by CORFO in sufficient detail to inform stakeholder engagement and Bank decision making,
which will be done based on Chile’s current GH production pipeline. For this purpose, CORFO will provide to the Bank
an Environmental and Social Overview containing the assessment of such key risks and impacts and disclose it prior
to Appraisal. The findings of this environmental and social assessment will also be summarized in the Appraisal-stage
ESRS and result in: (a) a roadmap specifying timelines and responsibilities for the development, consultation, and
adoption of CORFQO’s ESMS (which will be reflected in the project ESCP); (b) detailed Terms of Reference for the
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development of CORFO’s ESMS; and (c) the necessary implementation arrangements and capacity building activities
for the successful implementation of such ESMS. The ESMS must be in place in CORFO prior to any on-lending to RFls,
and each RFI must have an appropriate ESMS in place prior to providing any loans from the WB line of credit

The environmental and social risks and issues that could emerge during the aforementioned assessment include: (a)
water use: adverse effects on water sources, impacts generated by any wastewater from the purification process
and/or use of electrolizers; (b) land use, flora and fauna, and cultural heritage site impacts: due to expansion of
existing facilities to accommodate large GH projects or due to the creation of new facilities on non-urbanized land,
which would require site-specific E&S assessments; (c) hydrogen leaks resulting from loading/unloading operations
and H storage; (d) hydrogen hazards associated with fires or explosions from accidental leaks or releases; and e)
potential implications of GH development for host communities and other interested stakeholders both globally and
locally.

Even though CORFO has guidelines for developing public consultation and engagement activities and an area
dedicated to citizen engagement issues, it currently does not have an E&S Policy or a standing E&S risk management
system. In this sense, CORFO will need to develop and implement an ESMS for this second-tier credit line with the WB
(refer to ESS9 for further details on the ESMS and its different components). CORFQO’s ESMS would have to ensure
that any RFI receiving funding is compliant with the ESF requirements, starting with having an ESMS to manage its Fl
subprojects’ ESHS aspects.

Besides CORFQO’s ESMS, this operation will adopt the following provisions to avoid and mitigate ESHS risks and
impacts:

(i) Exclusion list. It is the first essential step in calibrating an eligible investment portfolio from an E&S perspective.
During preparation, the WB will review and advise CORFO on how to integrate and oversee the list as part of their
second-tier lending criteria, ensuring that it covers all necessary exclusions to be consistent with a substantial risk
rating. E&S criteria, aimed at avoiding high E&S risks and impacts based on the subproject locations, will be
considered in the Exclusion List. For example, the list will rule out FI subprojects that overlap with national/sub-
national protected areas, and other types of critical habitats and have the potential to generate significant adverse
effects on these; that overlap with designated cultural heritage sites and have the potential to generate significant
adverse effects on these; or that have a high probability of intersecting (and adversely impacting) sites of high
archaeological or cultural interest. Said Exclusion List will be finalized during project preparation.

(i) Eligibility criteria. Besides the Exclusion List, potential Fl subprojects will need to comply with a subset of technical,
environmental, and social criteria to be eligible for financing, which will be identified during project preparation and
reflected in the call for proposals documentation and the ESMS. Among others, eligible Fl subprojects would be
required to obtain the necessary environmental permits from the SEA before any execution of works (or present a
plan to secure the corresponding permits before any execution of works) and satisfactorily comply with
monitoring/oversight requirements of the SMA.

(iii) Criteria for the identification and selection of RFls, to be determined during preparation, will also include ESHS
considerations.

(iv) Staffing of CORFO and/or RFIs with E&S specialists trained on the implementation and supervision of the ESMS
(number, expertise, and timing of hiring to be defined during project preparation), as well as the implementation of
other necessary E&S strengthening measures.
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TA activities (component 2):

Consultancies, studies, capacity building activities, and any other technical assistance, where relevant, would need to
be consistent with the ESF and carried out in accordance with ToRs acceptable to the WB. This requirement will be
reflected in the project’s ESCP.

Areas where “Use of Borrower Framework” is being considered:

None.

ESS10 Stakeholder Engagement and Information Disclosure

This standard is relevant. The Chilean government seeks through its Green Hydrogen Strategy (GHS) for Chile to
become a clean provider of energy, both locally and globally, pursuing a low carbon path to growth and
development. The interest around GH has centered on its ability to help cut greenhouse gas emissions in economic
sectors where these are hard to abate through production processes using renewable energies (in Chile, mainly solar
and wind). The novelty of the technology used to produce GH and the nature of the activities involved with
developing the entire GH value chain (production, transformation, transport, and end use) will require a sound
strategy for sharing appropriate and timely information regarding the potential implications of GH development for
host communities and other interested stakeholders. This includes identifying and disclosing data on both the risks
and/or impacts and the expected benefits of GH schemes, as well as the measures that will be put in place to manage
them.

To better appreciate what such a strategy for stakeholder engagement (SE) and communications around GH
development in Chile should contain, a literature review of stakeholder reactions in other national contexts where
GH has been developed was carried out during the Concept stage. The concerns voiced by communities included how
that technology will be used to produce, store and transport green hydrogen and the related safety issues
(flammability/explosion, pipeline leakage); perception of limited direct benefits for local communities; potential
exclusion of vulnerable populations and/or less favored groups from accessing direct benefits, such as jobs; and
perceptions of possible risks and impacts (including visual and nuisance impacts) related to the development of GH Fl
subprojects involving multiple installations or facilities.

During project preparation, CORFO will carry out two-way consultations with a range of pre-identified stakeholders
(see below potential stakeholders) regarding the proposed project as well as the proposed stakeholder engagement
process itself. As inputs into the consultations, CORFO will disseminate relevant information regarding the
development of GH in Chile (such as the Ministry of Energy’s Green Hydrogen Strategy), the proposed structure and
scope of the Green Hydrogen Facility (GHF), the technical characteristics of the current GH portfolio and the risks and
impacts identified in connection with it. CORFO will use these opportunities to solicit stakeholder feedback on the
preliminarily identified risks and impacts, as well as any concerns regarding the development of GH in Chile. The two-
way consultations will also be used to structure the stakeholder engagement process itself by seeking and responding
to the inputs of the different stakeholders. Stakeholder inputs will be integrated into the project design as relevant
and will be documented in a draft Stakeholder Engagement Plan (SEP) to be prepared and disclosed before appraisal.
Among other issues, the SEP will address: i) stakeholder identification and mapping, including vulnerable and/or
marginalized groups such as indigenous peoples; ii) the most appropriate dissemination and consultation strategies/
mechanisms according to the characteristics of the identified stakeholders.
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Given the information available at this stage, potential stakeholders to be considered for information disclosure and
two-way consultations would include RFIs and GH developers that could become involved with the GHF; local
authorities; university and technical institutes; industries and business associations; tourism associations; ranchers’
associations; workers’ associations; women'’s associations; environmentalist groups; representatives of indigenous
peoples’ associations; and members of the population at large that shows interest in the government Green
Hydrogen Strategy and the GH Fl subprojects to be financed by this project. While most of CORFO’s initial
consultations will likely be carried out through digital and remote technologies (social media, video calls, virtual
meetings, email, and other virtual technologies), later consultations could be carried out in person and through public
meetings, as circumstances allow.

Consistent with ESS10 requirements, the SEP to be drafted during project preparation will include: i) activities carried
out by CORFO to provide inputs for the project design and elaboration of draft SEP; ii) preliminary stakeholder
identification (commercial banks interested to be RFls and interested GH developers) and analysis of vulnerable
groups in the areas where GH development will be pursued; iii) strategies, proposed activities, types of information
and dissemination means to be used to inform stakeholders and collect their feedback during the different phases of
the project; iv) timelines; v) follow up and monitoring regarding the SEP implementation; vi) institutional
arrangements including personnel, functions and responsibilities regarding the SEP as well as budget for its
implementation; vii) the Grievance Redress Mechanism (GRM) that will be implemented for the project.

Subproject-specific issues, concerns, and perceptions regarding the supply side of GH development activities
supported by the GHF will be addressed through the application of paras. 24-27 of ESS9. These paras. require
meaningful engagement with multiple key stakeholders around risks and potential E&S impacts related to Fi
subprojects, as specific locations and technical details of the subprojects become known during implementation. This
will be reflected in the A-ESRS, and the exact timeline for the development, adoption and disclosure of the finalized
SEP will be incorporated into the ESCP

B.2. Specific Risks and Impacts

A brief description of the potential environmental and social risks and impacts relevant to the Project.
ESS2 Labor and Working Conditions

This standard is relevant.
This project is classified as an Fl project and ESS2 applies to CORFO as the second-tier Fl, as well as to the retail
financial intermediaries as the first-tier Fls.

CORFO has a Human Resources department called Subgerencia de Personas y Desarrollo Estratégico that coordinates
internal labor management in the institution. This unit will be responsible for preparing Labor Management
Procedures (LMP) for CORFO that will be integrated into the ESMS, as well as the criteria to be included in the ESMS
for the RFIs in accordance with national legislation and requirements under ESS2 and ESS9. The LMP will address
developers’ direct workers and corresponding sectoral legislation, and indirect workers (contracted workers) in the
event some of the Fl subprojects require civil works to be carried out. It will also include labor procedures for
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CORFO’s staff working directly with the project at central and regional levels. It is currently unknown if community
workers or primary suppliers are foreseen in the context of the Fl subprojects that would be financed with the project
line of credit, but this will become clearer during preparation. CORFO has a gender strategy, led by the Gender
Committee, that applies to Programs and Instruments, Customer Service, and Communications and Human
Resources. For the second-tier concessional lending, the project will include sexual harassment and
nondiscrimination requirements in the second-tier provisions of the LMP and will rely on monitoring, supervision, and
spot checks to assess associated risks as well as the GRM.

The preliminary draft LMP will include information on relevant Chilean law, rules, and regulations related to ESS2,
and where gaps are identified, complement them with measures in the LMP consistent with ESS2. CORFO should
provide adequate information with documented evidence of the application of such procedures during project
implementation. The LMP will include labor grievance redress mechanisms (GRMs) to be developed by CORFO as well
as by each RFI for their workers. These GRMs are separate from that described under the ESS10 for works and
activities carried out by sub-borrowers or contractors on Fl subprojects. Details of these labor oriented GRMs will be
included in the ESMSs for each of the RFls.

Given that some Fl subprojects to be supported under the project may require labor due to construction or civil
works, CORFQO’s ESMS needs to address Occupational Health and Safety (OHS) issues, and ensure that sub-borrowers
will adopt and monitor labor management procedures consistent with local laws and ESS2. In this context, CORFO is
required to ensure that RFls will have and maintain procedures relating to working conditions and terms of
employment, non-discrimination and equal opportunity, and grievance mechanisms for their own workers. CORFQO's
ESMS also needs to ensure that the Fl subprojects have and enforce Environmental Health and Safety (EHS)
procedures including specific instruments to protect the health and safety of the workers involved. The ESMS will
include as part of its Exclusion List any activities, works, or projects that involve child labor, non-compliance with the
fundamental principles of workers’ rights, forced labor, exploitation, and/or discriminatory practices.

ESS3 Resource Efficiency and Pollution Prevention and Management

This standard is relevant and will be addressed through screening and compliance with local/national laws as per
paras. 14 and 16 of ESS9. Fl subprojects with expected substantial risks or impacts related to environmental pollution
will apply relevant requirements of this ESS, while those with an overall high risk categorization (i.e., with a wide
range of significant adverse risks and impacts related to this and other ESSs) will not be eligible for financing, as will
be detailed in the Exclusion List to be prepared during project preparation. These include Fl subprojects associated
with high emissions of pollutants to water, soil and/or the atmosphere.

CORFOQ’s ESMS will include provisions to ensure the RFIs’ ESMSs consider ESS3 requirements in screening all potential
FI subprojects, so as to exclude those with a wide range of significant adverse impacts related to this standard and/or
others. Special attention will be given to:

(i) Water consumption: electrolysis is intensive in freshwater consumption, and the extent of the related impacts on
this resource depends on the source being used and the equipment and process required for its extraction. For
example, even though use of water desalination plants can be considered as alternatives to avoid risks associated
with excessive freshwater withdrawal from sources such as rivers, lakes and/or aquifers, the use of such technology
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may entail impacts to the marine ecosystem that would need to be properly assessed and addressed. Any Fl
subprojects that might entail significant adverse impacts on the area’s water balance will have to conduct and
present a water balance study prior to receiving any loans from the WB line of credit, as will be reflected in the
screening process of the RFls’ ESMS.

(i) Pollution risks mainly due to (a) fires and explosions resulting from emergencies related to hydrogen handling,
given its high flammability; (b) soil or water contamination resulting from spills of products or byproducts of the FI
subprojects; (c) inadequate management of effluents and liquid industrial waste associated with GH production and
its derivatives; and (d) mishandling and final disposal of production equipment and/or components containing
hazardous materials such as e-waste, lithium, or platinum..

GHG accounting: This will be done during preparation by the WB task team following the WB’s GHG accounting
methodology. Gross GHG accounting will be reported in the Appraisal-stage ESRS.

Other environmental risks and impacts related to this ESS will be identified and assessed during preparation, as more
information becomes available, and reflected accordingly in the Appraisal Stage ESRS and project instruments.

ESS4 Community Health and Safety

This standard is relevant and will be addressed through screening and compliance with local/national laws as per
paras. 14 and 16 of ESS9. Fl subprojects with expected substantial risks or impacts related to community health and
safety will apply relevant requirements of this ESS, while those with an overall high risk categorization (i.e., with a
wide range of significant adverse risks and impacts related to this and other ESSs) not be eligible for financing, and
this will be detailed in the Exclusion List to be prepared during project preparation. These include Fl subprojects that
are likely to cause high visual, physical, and/or health and safety-related risks and impacts to surrounding
communities.

CORFQ’s ESMS will include provisions to make sure the RFIs’ ESMSs consider ESS4 requirements in the screening of all
potential Fl subprojects, so as to exclude any with a wide range of significant adverse impacts related to this standard
and/or others.

Other risks and impacts related to community health and safety will be identified and assessed during preparation, as
more information becomes available, and reflected accordingly in the Appraisal Stage ESRS and project instruments.

ESS5 Land Acquisition, Restrictions on Land Use and Involuntary Resettlement

This standard is currently relevant, as a precautionary measure, given that some subprojects might require the
acquisition of large areas of land for renewable energy projects and/or associated facilities. The Green Hydrogen
Facility (GHF) will not itself finance land acquisition. At this stage the specific modalities that would be used to secure
the required areas of land, if needed by developers for their subprojects, is unclear. Land leasing is highly likely to be
the preferred modality to acquire land, but this will be reassessed during project preparation. Land acquisition that
causes involuntary displacement (physical and/or economic) will be part of the Exclusion List to be developed for the
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project. In addition, the project will not support any Fl subprojects that require expropriation of land under Chilean
expropriation law.

Any Fl subproject that requires land acquisition will be subject to due diligence through the procedure included in the
RFIs’ ESMSs to verify that it does not involve physical or economic displacement. The possibility that restriction of
access or any other ESS5-related adverse impacts, especially where the repurposing of public lands is involved, will be
evaluated during project preparation and, based on that, the relevance of this standard will be revisited.

ESS6 Biodiversity Conservation and Sustainable Management of Living Natural Resources

This standard is relevant and will be addressed through screening and compliance with local/national laws as per
paras. 14 and 16 of ESS9. Fl subprojects with expected substantial risks or impacts related to biodiversity will apply
relevant requirements of this ESS, while those with an overall high risk categorization (i.e., with a wide range of
significant adverse risks and impacts related to this and other ESSs) will not be eligible for financing, and this will be
detailed in the Exclusion List to be prepared during project preparation. These include Fl subprojects that overlap
with national/sub-national protected areas and other types of critical habitats or that have the potential to generate
significant adverse effects on these; Fl subprojects that involve the deforestation of land; and Fl subprojects likely to
cause disruption to migratory bird routes.

CORFOQ’s ESMS will include provisions to ensure the RFIs’ ESMSs consider ESS6 requirements in the screening of all
potential Fl subprojects, so as to exclude any with a wide range of significant adverse impacts related to this standard
and/or others.

Other environmental risks and impacts related to this ESS will be identified and assessed during preparation, as more
information becomes available, and reflected accordingly in the Appraisal Stage ESRS and project instruments.

ESS7 Indigenous Peoples/Sub-Saharan African Historically Underserved Traditional Local Communities

This standard is relevant, insofar as indigenous peoples (IP) living and/or working in the vicinity of Fl subprojects may
derive benefits from them—for example, by taking advantage of employment opportunities generated by the
subprojects. In other words, there should be no barriers to the participation of indigenous peoples in such benefit
sharing opportunities. IP will be engaged through the activities outlined in the SEP for the project, to include the
provision of culturally appropriate information on the GHF, as well as on job and training opportunities and other
possible benefits generated as part of the Fund’s operation. SEP early engagement activities should help determine if
differentiated treatment is needed for any IP that stand to gain from the project. The project will not support Fl
subprojects that would have an adverse impact on IP, their territories, their ways of life and/or their cultural
practices, as understood under ESS7. Activities that would cause such impacts will be part of the Exclusion List to be
developed for the project. All Fl subprojects will be subject to due diligence through the procedure included in the
RFIs’ ESMSs to verify that they do not negatively affect indigenous peoples, and any that do will be screened out.

ESS8 Cultural Heritage
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This standard is currently relevant and will be addressed through screening and compliance with local/national laws
per paras. 14 and 16 of ESS9. Fl subprojects with some substantial risks and impacts related to cultural heritage will
apply relevant requirements of this ESS, while those with an overall high risk categorization (i.e., with a wide range of
significant adverse risks and impacts related to this and other ESSs) will not be eligible for financing, and this will be
detailed in the Exclusion List to be prepared during project preparation. The List will cite Fl subprojects that overlap
with designated cultural heritage sites, that have the potential to generate significant adverse effects on these, or
that have a high probability of intersecting (and adversely impacting) sites of high archaeological or cultural interest,
among other factors.

CORFOQ’s ESMS will include provisions to ensure the RFIs’ ESMSs consider ESS8 requirements in the screening of all
potential Fl subprojects, so as to exclude any with a wide range of significant adverse impacts related to this Standard
and/or others.

Other cultural or heritage risks and impacts related to this ESS will be identified and assessed during preparation, as
more information becomes available, and reflected accordingly in the Appraisal Stage ESRS and project instruments.

ESS9 Financial Intermediaries

This standard is relevant.

The project aims at supporting the Government of Chile to establish lending operations through a second-tier
financial intermediation arrangement. CORFO would be the wholesale financial intermediary and would set up a
specific credit line to finance subprojects through retail financial intermediaries. The RFls and the subprojects to be
financed will be identified during implementation. The requirements of ESS9 will apply: (i) Across the entire Fl,
meaning that CORFO, acting as the wholesale financial intermediary, would be required to develop and implement an
ESMS that applies to all RFl operations associated with the WB-financed project, from the date of effectiveness of the
legal agreement for the project; and (ii) to the entire portfolio that the RFIs originate within the line of credit financed
from WB financing and as of the date when the corresponding legal agreement between the WB and the Borrower
becomes effective. The credit line is not expected to finance retroactively.

Since CORFO has not worked before with the ESF and its associated Standards, the following elements, relevant to
ESS9, will be considered to avoid and/or mitigate E&S risks and impacts:

1. Environmental and social overview:

In accordance with what was indicated under ESS1, as part of project preparation, key environmental and social risks
and impacts of potential subprojects will be identified and assessed by CORFO in sufficient detail to inform
stakeholder engagement and Bank decision making, which will be done based on Chile’s current GH production
pipeline. For this purpose, CORFO will provide to the Bank an environmental and social overview containing the
assessment of such key risks and impacts and disclose it prior to Appraisal.

2. ESMS:
As described under ESS1, CORFO will be required to develop, implement, and maintain an ESMS, consistent with the
requirements set out in ESS9 and proportionate to the risks inherent in the Fl subprojects supported by the RFls.
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CORFQ’s ESMS will indirectly allow CORFO to guarantee the identification, evaluation, categorization, management,
and monitoring of Fl subproject-level risks and impacts, to be carried out by the RFls, for each of the eligible Fl
subprojects. The assessment of subprojects’ E&S risks and impacts will mainly focus on the GH production stage, and
will cover other stages as appropriate. Each retail Fl will also develop and implement an ESMS, applicable for eligible
Fl subprojects and following the guidelines of CORFO’s ESMS. CORFQO’s ESMS will be commensurate with the nature
and magnitude of the expected environmental and social risks and impacts of the Fl subprojects, the types of
financing, and the overall risk aggregated at the portfolio level. The ESMS must be in place in CORFO prior to any on-
lending to RFls, and each RFI must have an appropriate ESMS in place prior to providing any loans from the WB line of
credit.

CORFQ’s ESMS, as defined in ESS9, will include: (a) E&S policy: For this credit line with the WB, CORFO would need to
adopt a specific E&S policy in compliance with the ESF; (b) Clearly defined E&S procedures and capacity to screen Fl
subprojects (application of Exclusion List, based on a review of technical aspects of each Fl subproject) and conduct
due diligence to evaluate E&S risk and assign risk categories (low, moderate, substantial, and high risk). High risk FI
subprojects will be excluded; (c) Due diligence systems/processes for the RFIs to evaluate, monitor, review and
manage E&S risks and impacts of Fl subprojects; (d) organizational capacity and competence, including a budget and
a senior management position designated for reporting on the ESMS as well as providing training and capacity
building on ESMS procedures and performance; (e) External communications and reporting mechanisms on E&S
performance, including a GRM that will be detailed in the SEP that will be integrated into the ESMS; and (f) Labor
Management Procedures.

As part of its ESMS, CORFO is expected to ensure that any RFI receiving funding is compliant with the ESF
requirements, and has an ESMS to manage the environmental, social, health and safety (ESHS) aspects of its sub
loans. CORFQO’s ESMS obligations will be contractually passed through to RFls, and these will be required to establish,
adopt and implement their corresponding ESMSs before providing any loans from the WB line of credit. ESMSs of RFls
are expected to have robust procedures to identify, assess, categorize, manage, and monitor the E&S risks and
impacts of Fl subprojects. During implementation, as potential RFls are identified, CORFO will be responsible for
making sure these either have an ESMS compliant with ESS9 requirements, or need to set up a new one.

As part of project preparation , and prior to Appraisal, a roadmap for CORFO to prepare, consult and implement an
acceptable ESMS will be agreed with CORFO. The timeframe for finalizing the ESMS will be defined as part of such
roadmap and documented in the ESCP.

3. E&S Exclusion List:

An Exclusion List is the first basic step in calibrating the portfolio construction strategy from an E&S perspective.
During project preparation, the Exclusion List for financial intermediary lending as part of CORFQ’s line of credit with
the WB will be proposed and agreed. The WB will review this List and ensure that it covers all necessary exclusions to
be consistent with the E&S risk rating description. The Exclusion List will explicitly include Fl subprojects involving: (a)
involuntary displacement (physical and/or economic); (b) potential adverse impacts on indigenous peoples, their
territories, ways of life and/or cultural practices; (c) significant risks to or impacts on the natural environment,
community health and safety, biodiversity, and cultural heritage; (d) significant occupational health and safety risks.
High-risk FI subprojects will not be eligible for financing.
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4. Eligibility criteria:

Besides the Exclusion List, potential FI subprojects will need to comply with a subset of technical, environmental, and
social criteria to be eligible for financing, which will be reflected in the documentation for the calls for proposals.
These criteria will include, for example, the need to present environmental and social impact studies approved by
SEA and having an environmental permit granted, or alternatively the presentation of a plan to obtain the
corresponding permit before any execution of works.

Final criteria for selecting Fl subprojects will be identified during preparation and prior to Appraisal, based on
consultation with public and private sector stakeholders.

C. Legal Operational Policies that Apply

OP 7.50 Projects on International Waterways No

OP 7.60 Projects in Disputed Areas No

IIl. WORLD BANK ENVIRONMENTAL AND SOCIAL DUE DILIGENCE

A. Is a common approach being considered? No
Financing Partners

Not applicale.

B. Proposed Measures, Actions and Timing (Borrower’s commitments)
Actions to be completed prior to Bank Board Approval:

(1) A thorough WB-based due diligence process resulting in the following, prior to Appraisal:

- In-depth assessment of CORFO’s procedures to carry out E&S risk assessments of its loans as a baseline to design the
ESMS for second-tier lending.

- In-depth assessment of CORFQ’s E&S capacity, including actual number of E&S personnel available for the project, in
order to tailor the institutional capacity strengthening activities that will be financed under component 2.

- Preparation of E&S screening/ eligibility criteria that defines E&S risks and impacts of a substantial nature and scope,
and E&S high risks activities and impacts that will be included in the Exclusion List.

- Agree on the Exclusion List for WB supported Fl subprojects.

(2) Draft Stakeholder Engagement Plan (SEP) disclosed before start of Appraisal.
(3) Additionally, as part of project preparation, key environmental and social risks and impacts of potential

subprojects will be identified and assessed in sufficient detail to inform stakeholder engagement activities and Bank
decision making. For this purpose, CORFO will provide to the Bank an environmental and social overview containing
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the assessment of such key risks and impacts and disclose it prior to Appraisal. This assessment will be based in part
on Chile’s current GH production pipeline. The findings of this assessment will additionally be summarized in the
Appraisal-stage ESRS and result in: (a) a roadmap specifying timelines and responsibilities for the development,
consultation, and adoption of CORFQO’s ESMS; and (b) the necessary implementation arrangements and capacity
building activities for the successful implementation of such ESMS.

Possible issues to be addressed in the Borrower Environmental and Social Commitment Plan (ESCP):

The project will ensure consistency with the ESF through the preparation and implementation of the Environmental
and Social Commitment Plan (ESCP), which will be prepared and disclosed by the Borrower during the preparation
stage of the project, prior to Appraisal. The ESCP will be in line with the relevant E&S management instruments
described in the ESSs. Potential issues that may be included in the ESCP include:

1. Timeframe for finalizing and adopting CORFQO’s ESMS. The ESMS must be in place in CORFO prior to any on-lending
to RFls, and each RFI must have an appropriate ESMS in place prior to providing any loans from the WB line of credit.
2. Incorporation of Labor Management Procedures into the ESMS.

3. Capacity strengthening activities for CORFO and the identified RFls (including strengthening of their respective
ESMSs).

4. Staffing of CORFO and/or RFls with socio-environmental specialists (number, expertise, and timing of hiring to be
defined during project preparation).

5. Institutional arrangements needed to manage the E&S risks of the project in accordance with the ESF.

6. Exclusions.

7. Timeline to disclose the finalized SEP, which will describe information sharing and consultation activities carried out
during preparation and appraisal and how received feedback was incorporated into plans for developing the project’s
ESMSs.

C. Timing
Tentative target date for preparing the Appraisal Stage ESRS 05-Sept-2022

IV. CONTACT POINTS

World Bank

Contact: Janina Andrea Franco Salazar Title: Senior Energy Specialist
Telephone No: 458-9860 Email: jfranco3@worldbank.org
Contact: Fernando De Sisternes Title:

Telephone No: Email:

Borrower/Client/Recipient

Borrower: Ministerio de Hacienda
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Implementing Agency(ies)

Implementing Agency: Corporacién de Fomento de la Produccién - CORFO

V. FOR MORE INFORMATION CONTACT

The World Bank

1818 H Street, NW

Washington, D.C. 20433

Telephone: (202) 473-1000

Web: http://www.worldbank.org/projects
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Task Team Leader(s): Fernando De Sisternes, Janina Andrea Franco Salazar
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Safeguards Advisor ESSA Angela Nyawira Khaminwa (SAESSA) Cleared on 10-Mar-2022 at 11:02:13 GMT-05:00
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