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Executive Summary

In a barrage of no-coal campaigns, regulatory restrictions on energy production, and
increasing energy demand, the alternatives suggested, if there are indeed any suggested,
by idealists and environmentalists seem at times farfetched. This policy paper goes
beyond such discourses situated in a duality between advocating for coal or standing
against it, and suggests a focus upon energy efficiency measures and the brewing
potential for electricity efficiency gains in Kosovo’s landscape. With 67% of households
with no insulated roofs, 52% with no double-glazed windows, and 69% living in
privation without insulated walls, there is a clear exigency to capitalise on the energy
efficiency gap found in Kosovo’s context. Still, the issue is exacerbated by the increasing
electrical energy demand — 47.49% rise in 14 years — and the inability of the government
to tackle this problem head-on. Indeed, such is their priority that 70% of municipality
spending in the first quarter of 2015 is dedicated to electricity, an inexplicable figure that
underscores the ineptitude of Kosovo’s government in this regard. Put differently, if the
public sector with its buildings and institutional infrastructure cannot abide and maintain
a minimum standard of energy efficiency, it is unreasonable to expect that wider society
will promote or implement energy efficient measures wishfully or voluntarily. Evidently,
Kosovo’s judiciary arm means well, especially as it seeks to harmonise legal codes with
that of Europe, however the practical side remains under-monitored, underdeveloped,
and still in the theoretical phases of implementation.

It is necessary to promote specific measures that facilitate greener, better, and a more
sustainable use of electrical energy in Kosovo. The most evident problem in Kosovo is
that property owners, but also households in general, lack the necessary income to
implement significant projects in order to modernise their buildings or houses.
Households ate reluctant to borrow money to retrofit their house/building due to the
high transactions costs, monthly payments, and costly energy audits that may be required.
In this in-depth policy paper, the Institute for Development Policy INDEP) puts
efficiency as a top priority for energy policy in Kosovo. We recommend to establish a
public energy efficiency fund acting as a platform through which measures, initiatives,
and projects are lanced forward and tackle issues related to the efficient use of electrical
energy. Kosovo’s electrical energy overconsumption, inefficiency, and facile energy
security, can be tackled centrally and by an independent non-partisan entity; an extra-
budgetary fund. It is envisioned that the structure of the fund be extra-budgetary,
independent, and handled by a board and a professional management team. Throughout
this paper it is recommended the fund should provide investments and subsidies for low-
income families and building owners, as these are the most vulnerable. Those near the
poverty line, or even those simply getting by, cannot afford to borrow loans from
commercial banks at increasingly impossible interest rates.

Previous cases have highlighted its utility as a source of capital, as a hub of information
and expertise on efficiency implementation and energy savings, and as a facilitator of
public-private partnerships. It has also been credited with the establishment of an energy
efficiency marketplace and the strengthening of energy service providers through its
financial delivery mechanisms. Several financial delivery mechanism options exist, this
policy paper discusses and analyses with Kosovo’s context in mind grants, preferential
loans and energy performance contracting. Grants are most useful in cases of hardship
where the demographic is struggling to cope with daily living and cannot afford to shed
investment on energy efficiency measures. Still, it is not a sustainable model that could be
maintained indefinitely as it involves only a non-reimbursable payment that does not



ensure continuity. With that in mind, spearheading energy efficiency projects into
practice can be achieved through the combined use of preferential loans, grants, and
energy performance contracting. Indeed, the usefulness of the abovementioned delivery
mechanisms is in their synergetic utility and combined effect. Where one mechanism fails
to promote a sustainable path for energy efficiency, as may be the case for grants due to
their one-off nature, another mechanism fills the void — accompanied by preferential
loans and/or energy performance contracting to ensure some form of sustainable
development in projects. Amongst the countless benefits brought by the use of energy
efficiently, there is also the indirect benefit of ensuring a longer-lasting security of supply,
economic development by using less energy, climate change mitigation and, most
importantly for Kosovo’s case, locally generated greener employment. Nonetheless,
issues such as associated risks, hidden costs, other priorities, as well as political
unwillingness (if not government anomie), and a lack of information on the topic of
energy efficiency, have been understood to be the main barriers to reform and the
implementation of clearer energy efficiency policy. Nevertheless, if established based on
careful deliberation and a contextually sensitive design — presented in this policy paper —
the creation of an energy efficiency fund has been widely praised and documented as a
great tool to disseminate energy efficiency polices.

Consider the case of a home retrofit: to implement it requires employees, to understand
it necessitates engagement by the homeowners; its results are reduced energy
consumption and a decrease of indoor and outdoor exposure to pollutants. Without
marketing and expert consultancy homeowners would not know the best energy services.
The venture also requires the manufacturing of equipment and materials; it requires skills
such as insulation, window glazing, and process improvement (e.g. industrial machinery).
To monitor and evaluate the outcome of the retrofit requires energy auditors and
efficiency ratings, all of which offer job opportunities. This has been attested by 4,000
green jobs created in Croatia’s waste management project and also a UK study
highlighting that for every million pounds spent on energy efficiency approximately 10 to
30 years of direct employment is created. There is a clear potential for job creation with
the progression of an energy efficiency marketplace in Kosovo. Particularly important to
Kosovo’s case is the fact that energy efficiency is a local process and requires local firms,
employees, and necessitates capacity building to induce locally attained skills and
expertise that are appropriate for Kosovo’s context. All in all, by establishing an energy
efficiency fund, Kosovo creates an opportunity for guided and coordinated willingness to
progress in the field of energy efficiency but also a fluid and innovative platform to push
individual projects in different municipalities, with different tools, timetables, individuals,
and companies. Through it, the low priority afforded to energy costs in management
decision-making processes would be tackled by inspections, energy audits, and by
monitoring the progress of borrowers and grantees in a systematic and standardised
manner.

The recommendations of this policy paper highlight a step-by-step procedure in
establishing a revolving energy efficiency fund that is cognizant to Kosovo’s electrical
energy landscape. For such a fund to be created it requires some amendments to
Kosovo’s legislation. Following this, it requires funding, which is sought after through
earmarked taxes, international development institutions, etc. and a objective, a target
market, and a structure of governance (the proposed structure is a board and a
management team). Thereafter, it is necessary to recruit the management staff, define the
specificities of the services provided, the financing options available, and the technical
staff that will peddle these to the public and private sector. Administratively speaking, it



is important to establish clear regulations and eligibility criteria, develop the marketplace
for such services, and reduce costs once everything has been set up, specifically by
standardising the procedure for later projects. The steps presented are a reflection of the
best practices and the lessons learned from past experiences in the European continent
that are applicable to Kosovo’s case. Responsibility for the implementation of the
recommendations lies with Kosovo’s government and parliament and thereafter with the
fund board members and fund management team. It is important to note that the
discussion of past experiences does not necessarily imply rigid guidelines or definite
routes, their purpose is to outline barriers and promote solutions to universal as well as
specific problems encountered in the energy efficiency field.

Kosovo’s energy efficiency fund would provide easier access, tangible incentives, and
lower interest rates for regular households, businesses, and building owners to implement
energy efficiency measures. Poorer families would be able to save on their energy bill by
applying for grants that will supplement their efforts to retrofit their house or apartment.
Businesses will have the opportunity to apply for low or zero-interest rates in order to
make their machinery more energy efficient or their building insulated. For those seeking
employment, the fund supports the creation of jobs in the field of energy efficiency
through buildings retrofits and upgrades. For those wanting skills, the fund promotes a
marketplace that requires technical (energy efficiency measures — double glazing,
insulation, retrofit, etc.) and professional skills (risk assessment, granting sustainable
loans, etc.) in relation to energy services. Lower energy demand and use translates into
less pollution and thus an alternative use of sustainable energy. Tapping into the vast
opportunities in Kosovo for energy savings by being more efficient can also avert the
building of new coal-fired power plants.

Methodology

The purpose of this policy paper is instructive. It stands as a framework developed
towards the establishment of a revolving energy efficiency fund specifically for the case
of Kosovo. The conclusions and recommendations of this policy paper are based on a
literature survey of 75 legal, academic, and country case-sensitive documents specifically
focusing upon energy efficiency, energy marketplace, implementing tools and measures
for energy efficiency, and country-specific methods of implementation. By juxtaposing
findings in relation to energy efficiency barriers and solutions, this policy paper bases it’s
recommendations on document analysis, cross-comparative case studies, and contextual
analysis.

The process of case selection was guided by the search for answers, solutions, and best
practices in the region. With that in mind, each case was structured to yield a lesson, a
good practice, or possibly a route towards the establishment of an energy efficiency
measure, market, or project. Still, not all practical lessons learned are applicable to the
case of Kosovo, especially as countries vary in terms of technical capability; scope of
project, expertise, funding, manageability, building structure and legislation, and in regard
to demographic facts; population size, GDP and purchasing power parity, population
density. Countries that have been extensively covered are: Croatia, United Kingdom,
Armenia, Bulgaria, Estonia, and Romania.



Kosovo and Energy Efficiency

There is an increased awareness, regionally and globally, regarding energy issues. This
newly formed energy paradigm, the focus of which is energy efficiency, has its roots in
the discourse of energy security and the sustainable development of human civilisation.'
Particularly potent for the case of Kosovo, energy efficiency inculcates an internally
driven measure towards energy security’. Promoting energy efficient measures would
unburden public utilities by decreasing the demand for electricity and simultaneously
instil a range of normative decrees, whether that is through information campaigns,
legislative instruments, or loan/grant offerings, which would lead to smarter uses of
energy. Currently, Kosovo’s energy efficiency is legislatively cemented under a number of
laws, where the main ones are:

a) Law on Energy’

b) Law on Electricity'

c) Law on Energy Regulator
d) Law on Energy Efficiency’
e) Law on Construction’

The abovementioned laws are also supplemented by a range of secondary legislation and
administrative instructions, all of which represent the legal basis dictating Kosovo’s
energy efficiency field. Nonetheless, while the judiciary arm means well the practical side
remains under-monitored, underdeveloped, and still in the theoretical phases of
implementation. For instance, and according to the 2™ National Energy Efficiency
Action Plan (hereafter NEEAP) for Kosovo, the household sector is the single largest
energy end-use sector in Kosovo, estimated at approximately 39%. This is followed by
the industrial sector (approximately 27%), transport sector (approximately 23%), service
sector (approximately 9%), and agricultural sector (approximately 2%). Below is a telling
figure of sectorial energy consumption in Kosovo:

I Morvaj, Z., and Bukarica., (2010)., ‘Energy Efficiency Policy’, In Palm, J., (ed.), Energy Efficiency, Rijeka, Croatia: Sciyo
2 Energy security is a politicised concept. For instance, Russia’s energy security is a salient political tool, aimed at
creating dependence upon it by neighbouring and regional actors, done through pipeline politics and asserting
dominance over gas exports to Europe and beyond. This in turn provides Russia with energy security. For Kosovo, on
the other hand, energy security means the diversification of sources of energy imports, namely, not reliant upon coal
but a multitude of imports such as gas, petroleum, etc. Being energy efficient decreases ones dependence on imported
energy and as such can be translated into energy security.

3 Law No.3/L-184, “On Energy”, Republic of Kosovo, [Online] Available at:
http://www.kuvendikosoves.org/common/docs/ligjet/2010-184-eng.pdf

4 Law No.3/L-201 “On Electricity”, Republic of Kosovo, [Online] Available at:
http://www.kuvendikosoves.org/common/docs/ligjet/2010-201-eng.pdf

5 Law No.3/L-185 “On The Enetgy Regulator”, Republic of Kosovo, [Online] Available at:
http://www.kuvendikosoves.org/common/docs/ligjet/2010-185-eng.pdf

6 Law No.04/1-016 “On Energy Efficiency”, Republic of Kosovo, [Online] Available at:
http://www.kuvendikosoves.org/common/docs/ligjet/Law%200n%20energy%o20efficiency.pdf

7 Law No.04/1-110 “On Construction”, Republic of Kosovo, [Online] Available at:
http://www.kuvendikosoves.org/common/docs/ligjet/Law%200n%20Construction.pdf

8 2nd National Energy Efficiency Action Plan (NEEAP) of Kosovo, (2013), Republic of Kosovo, [Online| Available at:
https://www.energy-community.org/portal/page/portal/ ENC_HOME/DOCS/3354151/2nd_NEEAP_2013-

2015.pdf
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Figure 1. Energy End-use by Sector Breakdown, Kosovo, 2012
Source: 224 NEEAP of Kosovo, 2013

A recent empirical study concerned with the energy efficiency of the residential sector
(approx. 39% of energy consumption) found that it was in an appalling condition. The
statistics speak for themselves: 63.7% of households have no insulated roofs; 52.9% have
no double-glazed windows; 69.5% live in privation without insulated walls.” Indeed, such
tigures reflect the culpable neglect afforded to energy efficiency by not only the
household sector, albeit their neglect is founded on a lack of information and
inexpensive options, but also the nonchalant political, economic and institutional
willingness afforded to energy efficient measures.

Most worryingly, this nonchalant attitude in the face of a rising tide of electrical energy
demand represents an impending disaster. Kosovo’s electrical energy consumption rose
by 47.49% in 14 years; 2835 GWh in 2000 to 5399 GWh in 2014." And while demand
has been reasonably stable for the last 5 years, the expectation is that it will keep rising as
Kosovo’s industrial sector begins advancing, economic development increases, and the
population keeps growing. To date, the Kosovo government, including the institutional
actors that are tasked with ensuring an energy efficiency paradigm is substantiated with
practical measures, have not efficiently tackled the impending issues related to the ever-
increasing electrical energy demand. Indeed, such is their priority that 70% of
municipality spending in the first quarter of 2015 is dedicated to electricity (see figure 2
below). What’s more, for the entirety of 2014, 13.8 million EUR was spent on electricity

9 Bowen, H. B., Myers, A. J., Myderrzi, A., Hasaj, B., Halili, B., (2013), ‘Kosovo Household Energy Consumption:
Facts and Figures’, AUK-RIT Center for Energy & Natural Resonrces, [Online] Available at:

http:/ /www.rit.edu/research/cenr/sites/rit.edu.research.cenr/files /2013 _03_01_cenr_kosovo_household_energy co
nsumption.pdf; KOSID., (2014), ‘Efficiency for Development: Economics of Energy Efficiency in Kosovo’, Institute
Jfor Development Policies.

10 Energy Regulatory Office, (2014), Yearly Report, 2014, Energy Consumption, pp. 43, [Online| Available at: http://ero-
ks.org/Annual%20Report/2014/Raporti_Vietor_2014.pdf
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Figure 2. Municipality Expenditure, Kosovo, 15t Quarter of 2015
Source: GAP Institute, 201511

out of a total of 22.1 million EUR municipality expenditure budget, approximately 62.8%
of the total municipality spending. The lack of energy efficiency is overbearing if not
daunting to the prospects of a sustainable route towards development. Put simply, if the
institutional infrastructure and bureaucracy with its buildings and offices cannot maintain
a minimum standard of energy efficiency, one cannot reasonably expect the rest of
society to implement such measures that lack abidance from the source itself. What’s
more, there is little budgetary transparency afforded to energy spending, especially as
there is no measures in place for energy accounting and monitoring consumption for
each municipality building."? The reason for this is clear, there is no mandatory decree
outlining the need to do so, which risks a facile comprehension of energy consumption

in public buildings.

While the picture is bleak and the road ahead precarious, energy efficiency and the
associated measures which come with operationalising it in practice, are a closer step
towards a possible accession to the European Union, particularly by an adherence to the
Energy Community Treaty guidelines set in 2006. Moreover, the beneficiaries of energy
efficiency are invariably the population at large, through a cleaner environment, smarter
use of energy, opportunities for greener employment, etc. Surprisingly, there have been a
number of initiatives taken towards this end, namely, a local small enterprise, Apesit
sh.p.k, invested in new and efficient meat processing machines and cooling chambers,
leading to substantiated energy savings and reductions in CO2 emissions; highest in the
business sector.” In a similar vein, a private citizen, by insulating their windows, walls,
and installing a biomass heating system, reduced their energy consumption by 50%; the
highest in the residential sector."

1 How does the state spend its revenue?, (2015), ‘Kosovo’s Budget Spending: Municipality Spending’, GAP Institute,
[Online] Available at: http://www.institutigap.org/spendings/#/~ /buxheti-i-kosoves----planifikimet

12 World Bank and Network of Associations of Local Authorities in South-East Europe, (2014), Municipal Budgeting and
Finance, [Online] Available at:
http://www.worldbank.org/content/dam/Worldbank/Event/ECA/GN%20muni%20budget%20final.pdf

13 Melohina, V., (2014), ‘EBRD celebrates energy efficiency in Kosovo’, Ewuropean Bank for Reconstruction and Development,
[Online] Available at: http://www.ebrd.com/news/2014/-ebrd-celebrates-energy-efficiency-in-kosovo.html

14 Ibid.




With little guidance, the two cases above represent individual initiatives to promote
energy efficiency. Evidently, the achieved energy savings are immense and although one
cannot expect such high savings in every project, it is clear that there is a huge gap
between what is and what can be achieved if measures such as the above are
implemented. The introduction of specific measures that would facilitate the
proliferation of such individual initiatives, whether that is in the private or public sector,
would promote a greener, better, and more sustainable future for Kosovo. By creating a
fund for energy efficiency that would act as a platform through which measures,
initiatives, and projects could be lanced forward and tackle issues related to the efficient
use of energy, Kosovo’s energy overconsumption, inefficient electrical energy use, and
lack of energy security, could be tackled by a central and independent organ."

Expectations from Europe

Kosovo’s entry into the Energy Community Treaty'® (hereafter ECT) in 2006, often
considered a stepping-stone towards European Union (hereafter EU) integration as is
seen by the examples of Romania and Bulgaria, marked the beginning of an uphill
struggle towards a harmonisation of its legal system with that of the EU. There are three
particular directives with regard to energy efficiency that the ECT guidelines'’ its
member states to transpose within their domestic realms, namely, a) Directive
2012/27/EU"; b) Directive 2010/ 30/ EU"; and c) Directive 2010/ 31/ EU.

Directive 2012/27/ EU

The scope and aim of this directive involves the creation and facilitation of the necessary
conditions for removing the existing institutional, political, and market barriers to energy
efficiency measures. Its objective is to promote the onset of a market for energy services
and subsequently a delivery mechanism for such services to the final consumer. With the
adoption of the Law on Energy Efficiency in 2011*', Kosovo has made considerable
headway in this direction, particularly in the creation of an appropriate legal and
institutional framework that supports the implementation of energy efficiency measures.
The Law also provides a legal basis for possible development/amendment of secondary
legislation.”” Indeed, the Law has prescribed the setting of energy efficiency targets and

15 Such an independent institutional organ could also facilitate easier coordination in relation to issues of energy
efficiency. Specifically, and through a central command of the topic, it could help direct and implement the NEEAP
targets.

16 The Treaty signatories are Albania, Macedonia, Bulgaria, Bosnia and Herzegovina, Croatia, Montenegro, Romania,
Kosovo, and Serbia. The aim is to establish an energy community in Southeast Europe, in a sense a form of
integration, making it then easier to join the European Union.

17 Applied through Title II guiding signatories to implement the acguis communantaire, Treaty Establishing the Energy
Community, 20006, [Online| [Available at: https://www.energy-

community.org/portal/page/portal/ ENC_HOME/DOCS/2796177 /Pages_from_2178178.pdf

18 Directive 2012/27/EU of the European Patliament and of the Council of 5 April 2006, [Online] Available at:
http://eur-lex.curopa.cu/legal-content/ EN/TXT/PDF/?uri=CELEX:32012L0027&qid=1441714802905&from=EN
19 Directive 2010/30/EU of the European Patliament and of the Council of 19 May 2010, [Online] Available at:
http://eur-lex.europa.eu/LexUriServ/LexUriServ.doruri=0O]:1.:2010:153:0001:0012:en: PDF

20 Directive 2010/31/EU of the European Parliament and of the Council of 19 May 2010, [Online] Available at:
http://eur-lex.europa.eu/LexUriServ/LexUriServ.doruri=0]:1.:2010:153:0013:0035:EN:PDF

21 Directive 2012/27/EU is a continuation of Directive 2006/32/EC

22 Energy Community Secretatiat., (2014), ‘Annual Implementation Report 2013/2014’, [Online] Available at:
https://www.energycommunity.org/portal/page/portal/ ENC_HOME/DOCS/3356393/Energy_ Community_Imple
mentation_Report_2014_WEB.pdf

10



plans, energy management, energy auditing, and has also outlined the role and scope of
state institutions and several other organisations dealing with energy efficiency. While the
1" NEEAP was facile in its approach and did not appear to have a rigid methodology in
evaluating how much energy has actually been saved, the 2 NEEAP is germane in
tackling the energy issues prevailing in Kosovo’s environment. Unexpectedly, Kosovo
was the first signatory member of the ECT to submit a draft for the 2™ NEEAP in May
2013, subsequently adopted in December 2013. According to an Energy Community
Secretariat report, the action plan was professional and of good quality, in its evaluation
and analysis of the 1¥ NEEAP but also in its reporting on energy savings.” Nevertheless,
the action plan still lacks a coherent and well-established measuring platform, basing its
calculations on forecasted numbers and a small sampling framework. The creation of an
energy efficiency fund would precipitate two immediate measures, a mechanism to
deliver energy efficiency services and a mechanism to monitor and evaluate the savings
achieved.

Directive 2010/ 30/ EU

The purpose and objective of this directive is to promote a harmonisation of national
measures in relation to end-user information, particularly by means of labelling and
product information. With regard to labelling, the Administrative Instruction on the
Labelling of Energy Related Products™ transposes the requirements of the above titled
directive. Products across Kosovo have been labelled adequately with the necessary
information for end-users to deduce which product uses less energy and which uses
more.

Directive 2010/ 31/ EU

The purpose of this directive is to lay down a minimum standard of requirements for
buildings and their energy performance. It seeks to promote measures that improve the
energy performance of buildings by taking into consideration cost-effectiveness, and
outdoor as well as indoor climate requirements. To transpose such a directive, Kosovo’s
Ministry of Economic Development and the Ministry of Environment and Spatial
Planning have to collaborate in its draft, a thorny subject matter that has not yielded any
practical results. Implementing this directive has remained a serious challenge as
exemplified by the unsatisfactory amendments of the Law on Construction adopted in
2012 There is, however, some headway being made in this regard highlighted by a
Draft Law on Energy Performance for Buildings submitted to the ECT on 6 February
2015.* The Law outlines primary decrees related to a minimum standard of requirements
for buildings, specifically, it posits in Chapter 4, Article 9.1, that building energy
certification shall be mandatory under these circumstances:

9.1.1. For buildings being sold or rented out;

23 Ibid.

24 Administrative Instruction on Labeling of Energy Related Products, (2012), Republic of Kosovo, [Online| Available at:
http://www.kryeministri-ks.net/repository/docs/UA_092011.pdf

25 The amendments only provided for the possibility of transposing the Directive through secondary legislation.

26 Draft Law on Energy Performance of Buildings, (2015), Republic of Kosovo, [Online] Available at:

https:/ /www.energy-

community.org/portal/page/portal/ ENC_HOME/DOCS/3588154/Kosovo_EPBD_Draft_Law_final EN.pdf

11



9.1.2. For parts of buildings being sold or rented only if the part of the building
has a separate heating meter;

9.1.3. For existing buildings being sold or if energy certification is requested by a
prospective tenant or owner;

9.1.4. When a building is first built, renovated or reconstructed.

There seems to be some recourse with this proposed Draft Law in transposing the
requitements of the Directive 2010/31/EU, however it may encounter troubling barriers
once its implementation phase begins. It should be noted that there are illegal settlements
and buildings that have been built unplanned for over a decade, including illegal
extensions on legally obtained building permits, which seemingly posit an
insurmountable problem to the implementation of building certification. Yet, with the
necessary political willingness and institutional fervour to tackle this epidemic issue, there
is hope in transposing this Directive into the legislative as well as practical context.

Above all, there seems to be no initiative, plan, strategy, or Administrative Instruction
directed at solving the remaining barriers for financing energy efficiency projects and
programmes. There is no stipulation as to how such a financial mechanism would work,
be set up, or become a reality in Kosovo’s landscape. While there is legislative room left
for the prospect of an energy efficiency fund being created, this remains a murmur
among lawmakers and public officials and has yet to manifest itself as a sound option. It
seems as though Kosovo’s decision-makers are adherent to the legislative tones set by
the ECT guidelines and EU Directives but not to the practical process that they
insinuate, albeit for some more than others. In order to understand further the practical
implications of energy efficiency measures, one must first comprehend what energy
efficiency is. This includes exploring the prospects of an energy efficiency fund in
Kosovo by juxtaposing several specific case studies and deducing the barriers confronted
and the solutions found along the way.

Understanding Energy Efficiency

In this policy paper, energy efficiency is understood as a means to achieve overall
resource allocation, rather than the goal in itself.”” In other words, by improving energy
efficiency, the goal of securing energy supply, economic development, climate change
mitigation, and greener employment, are also consequentially achieved.”

Detfinition and Operationalization

In layman’s terms, energy efficient output in economic terms can be achieved in two
ways — through energy savings resulting from a shift in economic structure, and through
technical efficiency gains. Energy savings achieved by a structural change resulting from
broad socio-economic trends (such as the discovery of a new natural resource or changes
in sources of industrial value added) are unlikely to be commendable by policy decisions
and are rooted in fortuity or a convoluted process with interacting elements. Achieving

27 Dennis, K., (2006), ‘The Compatibility of Economic Theory and Proactive Energy Efficiency Policy’, The Electricity
Journal, Vol. 19, No. 7, pp. 58-73

28 Morvaj, Z., and Bukarica., (2010)., ‘Energy Efficiency Policy’, In Palm, ]J., (ed.), Energy Efficiency, Rijeka, Croatia:
Sciyo; Palm, J., (ed.) (2010)., Energy Efficiency, Rijeka, Croatia: Sciyo
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energy savings through technical policies and programmes focused upon the reduction of
energy use per unit of physical output is a more straightforward and measureable
phenomenon.” For instance, this includes the use of new technology that is energy
efficient (e.g. the use of LED lighting), managing energy consumption by improving
operational and maintenance practices, and avoiding excessive and superfluous use of
energy by implementing regulation (e.g. minimum standard of requirement for buildings)
and policies designed to tackle and stimulate behavioural changes.” Thus, energy
efficiency is conceptualised as a measurable phenomenon achieved through the reduction
of energy use per unit of physical output, not output value.

Energy Efficiency Fund

Surveying a diverse range of energy efficiency policies one comes across a myriad of
potentialities but also a multitude of failed cases. Adopting well-intentioned but
ultimately foreign policy instruments has led to ineffective measures and at times — due
to divergent political contexts — what works in one country is not necessarily the solution
for another. Indeed, the creation of a fund that commands partial or complete
independence from the state central budget has functioned well in developed countries
characterised by a strong rule of law in juxtaposition to countries that continue to face
corruption where extra-budgetary funds are used as cadre-sponsoring schemes for
political patronage and clientelistic tendencies. Thus, policy makers have misunderstood
the utility of well-intentioned universal solutions, inadvertently using these to form the
basis of their energy efficiency strategy without considering the specificities of one’s own
country energy efficiency market.”’ Policy instruments are not equally relevant at all times
and should be differentiated based on the maturity of the market, timing, and feasibility
of implementation. Indeed, prior to any sort of energy efficiency policy design there
should be a market assessment, revealing not only the maturity of the market but also
what policy instruments are likely to have an impact, when, and how.” This is true as
some policy measures may accelerate commercialisation, or improve the penetration of
certain energy efficient products and services.”

Present in most countries in the Western Balkans as well as throughout the European

continent, the utility of an extra-budgetary fund, in this case actualised for the

dissemination of energy efficiency policy, has

been widely documented and praised for its

achievements in the field of energy savings. ~ Funds thatare replenished most commonly

S Il ki he fund i through charges levied from goods and services
tructurally speaking, the fund is an extra- .0q/6r on lending operations.

budgetary entity engaged in extra-budgetary

transactions, holding extra-budgetary accounts, maintains its own governance structure

and, often, has a legal status independent of government ministries, departments, or the

parliament.” Ultimately, it is defined as an “economic entity that is capable, in its own

right, of owning assets, incurring liabilities, and engaging in economic activities and in

29 Taylor, P. R., Govindarajalu, C., Levin, J., Meyer, S. A., and Ward, A. W., (2008), Financing Energy Efficiency: Lessons
from Brazil, China, India, and Beyond, Washington: The International Bank for Reconstruction and Development / The
World Bank

30 Morvaj, Z., and Bukarica., (2010)., ‘Energy Efficiency Policy’, In Palm, |., (ed.), Energy Efficiency, Rijeka, Croatia: Sciyo
31 ibid.

32 Palm, J., (ed.) (2010)., Energy Efficiency, Rijeka, Croatia: Sciyo

33 Briner, S., and Martinot, E., (2005), ‘Promoting energy-efficient products: GEF experience and lessons for market
transformation in developing countries’, Energy Policy, Vol. 33, pp. 1765-1779

34 Allen, R, and Padev, D., (2010), ‘Extrabudgetary Funds’, International Monetary Fund, Technical Notes and Manual.
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transactions with other entities” while also maintaining “a complete set of accounts,
including a balance sheet of assets, liabilities, and net worth.”> A “Revolving Fund” is an
example of an extra-budgetary entity. It is financed usually by charges made on goods
and services, donations, and on-lending operations, whose income is available to, and
replenished by, financing and lending continually to prospective projects and operations.
It is also characterised by long-lead times, ranging from 10 to 20 years.” The repaid loan
— once approved — is subject to recycling and available as a new loan.

It is to be noted however, that the creation of an extra-budgetary entity specifically for
the cause of promoting energy efficiency projects and programmes should not set a
precedence for the creation of subsequent superfluous funds. Indeed, the creation of
such a fund should be characterised by a clearly defined and structured role, scope, and
objective, avoiding any ambiguous language that would facilitate opaque decision-making
and transient effectiveness. Extra-budgetary funds (hereafter EBF) have at times been
associated with the dilution of accountability and avoidance of transparency, inexplicable
problems with reporting of fiscal data, and intransigency regarding the modification of
earmarked taxes associated with EBFs. Empirical studies have found that EBFs have
been utilised by political cadres, at times referred to as “little empires”, for private and
purely interest-based tasks.” For instance, at the onset of the 1990s countries such as
Turkey, Russia, Poland, Bulgaria, Georgia, Armenia, and Ghana, established numerous
EBFs, which consequently had damaging effects on the fiscal performance of these
countries. Ghana has suffered in particular with its plethora of statutory funds “in sectors
such as roads, social security and mining,” all of which have had an adverse impact on
overall budget management.” With this in mind, it is necessary to outline a clear
managerial structure and the do’s and don’ts of an energy efficiency fund before such an
entity is created and implemented by parliamentary decree.

FEconomic and Social Benefits

Among the many benefits brought by energy efficiency policy, economic studies
highlight that improved energy savings can
bolster  productivity and create an
opportunity for greener jobs, increasing
growth and in turn reduced inflation.”” As a
quintessential example underlining most of
the benefits above, consider the case of a home retrofit — to implement it requires
employees, to understand it necessitates engagement by the homeowner, its results are
reduced energy consumption and a decrease

of indoor and outdoor exposure to

pollutants.* Without marketing and expert %000 green jobs created in the waste management

system between 2006 and 2011.

consultancy homeowners would not know

the best energy services. The venture also requires the manufacturing of equipment and
materials; it requires skills such as insulation, window glazing, and process improvement

43,000 to 130,000 net new jobs could be created in
the country by 2020 from a large-scale buildings
efficiency retrofit programme.

35 Ibid: pp. 3

36 Ibid.

37 Allen, R, and Padev, D., (2010), ‘Extrabudgetary Funds’, International Monetary Fund, Technical Notes and Manual.

38 Ibid: pp. 11

39 Department of Energy & Climate Change., (2012), ‘The Energy Efficiency Strategy: The Energy Efficiency
Opportunity in the UK.

40 Stephens, B., Carter, M. E., Gall, T. E., Earnest, M. C., Walsh, A. E., Hun, E. D., and Jackson, C. M., (2011), ‘Home
Energy-Efficiency Retrofits’, Environmental Health Perspectives, Vol. 119, No. 7, pp. A283-A284; Allcot, H., and
Mullainathan, S., (2010), ‘Behavior and Energy Policy’, Science, Vol. 327, pp. 1204-1205
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(e.g. industrial machinery). To monitor and evaluate the outcome of the retrofit requires
energy auditors and efficiency ratings, all of which offer job opportunities. And while
these home retrofits may not achieve the same level of energy savings, or create the same
level of employment and homeowner engagement, they nonetheless facilitate the
opportunity for such happenings. A study
exploring the employment opportunities
created found that in the United I{ingdom An estimated 10 to 3Q years of direct employment
approximately 10 to 30 person years o £ Lsfgi?;tlecd for every million pounds spent on energy

y measures.
employment is created for every million
pounds spent on energy efficiency measures, and with appropriate training programmes
implemented this could even reach 60 person years." Likewise, a survey of Hungary’s
situation concluded that between 43,000 and 130,000 new vacancies would be created by
2020 as a direct consequence of large-scale building efficiency retrofits.*

Another concrete example, one that is based on IEA findings, is the potential for energy
efficiency in household appliances. By reducing the average appliance’s energy
consumption by 33% in 2030, the study suggests, “the profit per ton of CO2 emissions
avoided is expected to be 169 EUR.”® EU Energy Labelling Directive, 2010/30/EU,
which introduced energy labels to related energy products, in alignment with national
regulations, has already led to a substantial reduction in the level of consumption,
ranging anywhere between 25% and almost 40% of previous levels.* Moreover, one
study shows that if users installed efficient lamps in order to save money over the life
cycle of the lighting service®, global lighting electricity demand would decrease
substantially, so much so that total demand would almost “remain unchanged from 2005
levels by 2030.”*

Considering Kosovo’s Administrative Instruction on the Labelling of Energy Related
Products, we would expect a clear reduction in energy consumption as seen throughout
the European Union. However, one must consider the lengths to which the Kosovo
population would be willing to pay a higher price in order to obtain an energy efficient
product that consumes less, despite the fact that in the long-term one would recuperate
the investment, if not gain from it. Measures designed to influence the behaviour of end-
users require constant engagement and an understanding of the contextual situation, in
this case a poor underdeveloped nation with a population that has an average monthly
wage of approximately 350 EURY may be considered a barrier to such efforts. For end-

41 Wesselink, B., Hamsen, R., Eichhammer, W., (2010), ‘Energy Savings 2012: How to triple the impact of energy
saving policies in Europe’, Ecofys and Fraunhofer IS1S, Commissioned by the European Climate Foundation (ECF) and
the Regulatory Assistance Project (RAP); Ace Research, (2000), ‘Energy Efficiency and Jobs: UK Issues and Case
Studies’, A report by the Association for the Conservation of Energy to the Energy Savings Trust.

#2 Urge-Vorsatz., and Diana, et. al., (2010), ‘Employment impacts of Large-Scale Deep Building Energy Retrofit
Programme in Hungary’, The Center for Climate Change and Sustainable Energy Policy, Central European University, [Online]
Available at: http://3csep.ceu.hu/projects/employment-impacts-of-a-large- scale-deep-building-energy-retrofit-
programme-in-hungary

3 WWEF — World Wide Fund., (2005), “The Energy Efficiency Challenge’, [Online| Available at: www.panda.org/epo
4 Fraunhofer Institute., (2012), ‘Concrete Paths of the European Union to the 2C Scenario: Achieving the Climate
Protection Targets of the EU by 2050 through Structural Change, Energy Savings and Energy Efficiency
Technologies’, Scientific Support in the Preparation of Proposals for an EU Energy Roadmap.

4 Efficient light bulbs have a lifespan ranging from 6,000 to 15,000 hours in comparison to old-style incandescent light
bulbs, which have a lifespan of approximately 1,000 hours.

46 Taylor, P. R., Govindarajalu, C., Levin, ., Meyer, S. A, and Ward, A. W., (2008), Financing Energy Efficiency: Lessons
from Brazil, China, India, and Beyond, Washington: The International Bank for Reconstruction and Development / The
World Bank

471n 2014, the GDP PPP stood at 7,950 EUR (based on the exchange rate of 1 Dollar = 0.90 EUR), clearly
highlighting the inability and impossibility of averting funds to sponsor energy efficient measures for Kosovo’s
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users hoping (this is assuming information is available to them outlining their energy
efficiency options) to implement a deep retrofit, insulation, double glazing, etc., the
presence of an energy efficiency fund that provides a financial mechanism, grants and
preferential loans, to deliver such services at a discounted price can be considered a
godsend. Indeed, this seems to be the only viable option for low-income
individuals/families. What's more, setting up such a fund supports energy efficient
initiatives by assigning a priority to such endeavours through subsidised financial delivery
mechanisms. The past and present European experiences in matters of energy efficiency
and the creation of an energy efficiency fund may further elucidate the issues discussed
above.

Examples from Furope

H
R

Croatia

In 2004, Croatia established the Environmental Protection and Energy Efficiency Fund
(hereafter EPEEF) as an extrabudgetary ensi#y with the aim of strengthening the financial
delivery mechanism of energy efficiency goods and services.* Particular focus is afforded
to a sustainable use of energy, renewable energy sources, and the protection and
improvement of the environment.” The fund can support up to 40% of the total
investment depending if the party fulfils the conditions set out by the 2003 Act and
Statute of the Environmental Protection and Energy Efficiency Fund.” From 2005 till
2011 the EPEEF has provided loans, grants, and subsidies, totalling 148.6 million EUR.”
Projects that received funding included the sustainable building sector, improving heating
and lighting systems, energy efficient building envelopes, and optimising combustion
systems.

The EPEEF is replenished through earmarked taxes and a diversified charge system
tackling the main pollution and emission sources. These include, but are not limited to,
taxes on air pollution, water and waste charges, used tyres, and end-of-life vehicles.
These measures are enforced and upheld by judicial (criminal charges / misdemeanour)
and economic (gradually increasing fines)
non-compliance measures.”” By gradually
increasing the severity of the punjshment Earmarked revenue; Transfers from budget; User
for a habitual lack of cornpliance asserts charges; Sales of financial apd nonfinancial assets;

. . K Setvices and good; Borrowing; Donor funds; etc.
poignantly a clarity regarding the
importance of these measures in the eyes
of the judiciary and administrative institutions as well as the government itself. Indeed, as
a result of such methods of enforcement and also through the opportunities afforded by

inhabitants. Trading Economics, (2015), Kosovo GDP Per Capita Ppp, [Online] Available at:
http://www.tradingeconomics.com/kosovo/gdp-per-capita-ppp

48 United Nations Economic Commission for Europe., (2014), ‘Environmental Performance Reviews: Croatia’, Second
Review, pp. 1-234

49 Tbid.

50 This includes loan-zero interest rate, repayment period, maximum 230,000 EUR per project, financial aid (grant),
only eligible for local and regional authorities however.

51 United Nations Economic Commission for Europe., (2014), ‘Environmental Performance Reviews: Croatia’, Second
Review, pp. 1-234

52 Tbid.
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the EPEEF, the Croatian industrial sector’s energy efficiency increased by over 20%
from 1995 to 2010.”

Estonia

Established in 2009, the Estonian KREDEX Fund is known as the first revolving loan
fund among the European financial institutions. Through its dedicated renovation loans,
KREDEX targets apartment buildings constructed before 1993 by providing preferential
loans and guarantee/grant schemes for those interested.” Its sources of funding include
international donor agencies, European developmental funding, especially from the
European Regional Development Fund (approx. 17.7 million EUR) (hereafter ERDF),
and domestic tax levies.” In only four years, KREDEX managed to distribute 534 loans

for 515 buildings while simultaneously infusing supportive investments, both respectively
totalling 129.8 million EUR.”

Estonia’s revolving loan fund is characterised by clear and established criteria and
funding eligibility, and as a result is considered a successful example of a financial
instrument for the implementation of energy efficiency measures in buildings with
almost no unsuccessful projects reported. Its success lies in its ability to require final
recipients (mostly done by random) of loans and/or grants to provide supporting
evidence for the annual energy consumption in the form of invoices. Indeed, before the
loan/grant is awarded, KREDEX and the awardee sign a regular reporting contract that
consists of the final recipient accurately reporting their metered annual energy
consumption for heat and hot water. Additionally, a key factor to Estonia’s revolving
loan fund success is its framework involving local banks as the driving force behind the
creation of an energy efficiency market. Specifically, through the dispersion of
preferential loans with fixed interest rates of 4.01% for the first 10 years, with a
maximum of 20-year payback, local banks have had a key part to play in the
implementation of energy efficiency measures.” Their desire to maintain a market share
in this thriving and innovative market-space has kept local banks motivated and at times
supporting marketing and awareness campaigns to inform the public of the need to
renovate, what the loan requirements are, how costly renovation is, etc.

Bulgaria &

Established by the Energy Efficiency Act of 2004, the Bulgarian Energy Efficiency Fund
(hereafter BEEF) is a revolving loan scheme that is designed to promote sustainable
commercial financing for energy efficiency projects. As with previous examples, the fund
is financed by fees levied from environmental taxes and used to fund clients that are
seeking to implement energy efficiency measures. In order to kick-start BEEF, the
Bulgarian as well as the Austrian government allocated $1.8 million and $2 million,

53 Odyssee., (2012), Energy Efficiency Profile: Croatia, [Online] Available at: http://www.odyssee-
indicators.org/publications/country_profiles. PDF/cro.pdf

>* KREDEX Estonia, [Online] Available at: http://www.kredex.ce/en

55 Pocock, 1., (2015), ‘KREDEX — Estonia’s Funding Revolution’, Manage Energy, [Online] Available at:
http://managenergy.net/sm_kred_ex_estonia.html

56 ICF International., Hinicio., and CE Delft., (2014), ‘Financing the Energy Renovation of Buildings with Cohesion
Policy Funding’, Eurgpean Commission.

57 Ibid.
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respectively, towards its sustainability”. Due to its flexible structure, BEEF has had the
dual-capability of advancing energy efficiency measures through its technical expertise
while simultaneously offering financial products for those involved in the energy
efficiency market. Among a diverse range of projects, BEEF has financed improvements
in the industrial, commercial, and residential sector. It also had a key role in the
refurbishments of public sector buildings such as schools, universities, cultural facilities,
and healthcare facilities.”” By the end of 2010, the fund had awarded approximately 81
loans at a total sum of $16 million, which combined with the total investments made by
all parties involved comes to $24 million.”

Launched in 2005, Bulgaria’s Residential Energy Efficiency Credit Line (hereafter
REECL) represents an extension to the revolving loan scheme, and is similar in that it
offers the same financial delivery mechanism, namely, low interest rate loans and grants.”'
In similar vein to Estonia’s KREDEX| it utilises commercial banks in order to deliver its
energy efficiency products to end-users. Additionally, it incentivises grant seekers by
attaching the number of measures implemented and the projected costs of the project
with the relative size of the grant. There is a grant cap, however, of 20% of the total sum
awarded by participating commercial banks for dwelling-type projects and 30% of
building-type projects. Within five years of operating, the REECL awarded
approximately 46 million EUR for over 28,100 residential projects, which were
implemented and subsequently monitored and verified. In that spirit, another 40 million
EUR in 2011 were signed and loaned through a total of five pre-selected commercial
banks, resulting in an additional 19,700 projects being implemented in the period of two
years.”” The important lesson derived from Bulgaria’s case is the need to outline cleatly
the focus and scope of the operations that the energy efficiency financial measures will
tackle. And while this national programme is replicable in other countries, it must be
noted that the scope and technical capability is reflected by the conditions of the local
market.

United Kingdom = ¢

With a loan volume of £115 million, the independent and publicly funded organisation —
Salix Finance, acts as the fund manager for funds disbursed by the United Kingdom
Department for Energy and Climate Change (hereafter DECC). These funds are
delivered through Salix Finance as 100% interest-free capital exclusively to the public
sector to improve its energy efficiency and reduce their carbon emission. One of its
funding programmes — the Recycling Fund of Salix — has already funded over 7,400
projects collectively worth £115 million, resulting in over £456 million in monetary
savings, and with an average project payback of 3.5 years.”” It should be noted that the
recycling fund is analogous to the revolving fund discussed throughout this policy paper.
Specifically, the Recycling Fund of Salix provides long-term interest-free loans to selected
energy efficiency projects and, once there are empirically established savings done

58 Limaye, D., Singh, J., and Hofer, K., (2014), ‘Establishing and Operationalizing an Energy Efficiency Revolving
Fund’, World Bank Group, pp. 3-34

59 Tbid.

60 Tbid.

61 ICF International., Hinicio., and CE Delft., (2014), ‘Financing the Energy Renovation of Buildings with Cohesion
Policy Funding’, Eurgpean Commission.

62 Tbid.

03 Limaye, D., Singh, J., and Hofer, K., (2014), ‘Establishing and Operationalizing an Energy Efficiency Revolving
Fund’, World Bank Group, pp. 3-34
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through monitoring and energy auditing, those then are rerouted into the fund, hence
recycling fund.

Another example of a financial initiative, funded by the housing association (Radian) and
partly by grants from the ERDF, is the Revolving Retrofit Guarantee Fund (hereafter
RRGF) which has as its focus the deep retrofitting of a small number of domestic
properties for the purpose of demonstrating and raising awareness of such measures and
their energy saving potentials. From 2009 till 2012 around /£1.39 million were injected
into projects that resulted in 70-89% energy efficiency improvements.” This astounding
figure has had the effect of spurring a local supply chain of energy efficiency services and
has reduced the risk for commercial loan providers. The innovative mechanisms that led
to such surprising levels of energy efficiency improvements have subsequently been
communicated through public hearings, conferences, reports, policy papers, and case
studies, and could be proliferated to different environments, keeping in mind that a
feasibility study would have to be conducted for such a venture to be practical and
possible.

Armenia

Based on the legal provisions of Armenia’s Law on Energy Efficiency and Renewable
Energy, the Renewable Resources and Energy Efficiency Fund (hereafter R2ZE2) became
operational in 2006 as an independent non-governmental organisation.” Starting up, the
Fund capitalised on $8.7 million for investments in public facilities. As in the case of
Salix Finance, R2E2 objective pertained to enforcing a reduction in energy consumption
in social and public facilities; these included schools, hospitals, administration buildings,
and street lighting. Similar to most of the cases discussed above, structurally the fund
was a revolving loan scheme offering two financial products for public entities.” On the
one hand, municipalities, and those institutions or bodies with independent budget
streams, are provided loans, but not conceptualised in the form of debt but rather
structured so that repayments are done through the energy savings achieved.

On the other hand, schools, healthcare facilities, and other public bodies without an
independent budget from the central government, are given the opportunity to only pay
the baseline energy cost while the Fund designs, pays, commissions, implements, and
monitors the project. Indeed, the Fund directly pays the energy bills incurred to the
utility on behalf of the public entity and through this consequently recovers the
investments and costs paid during the project.”’ By hiring sub-contractors for such
projects, R2ZE2 has promoted and supported the rise of the ESCO industry in Armenia,
particularly through several initiated marketing campaigns to increase demand for energy
efficiency measures. By 2014, the Fund had commissioned 19 projects costing $2.35
million with achieved energy savings varying from 41% to 53% and a project payback
period of approximately 6 years.”” One crucial lesson to be learned from R2E2 is its
utilisation of simple and effective energy performance contracts, which have not only

04 1CF International., Hinicio., and CE Delft., (2014), ‘Financing the Energy Renovation of Buildings with Cohesion
Policy Funding’, Eurgpean Commission.

% Limaye, D., Singh, J., and Hofer, K., (2014), ‘Establishing and Operationalizing an Energy Efficiency Revolving
Fund’, World Bank Group, pp. 3-34

66 Tbid.

67 Ibid.

08 World Bank., (2014), Armenia: World Bank Energy Mission, January 27-31, 2014, Aide Memoire, Washington, DC.
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lowered the risk to private construction firms/contractors but also helped build and
strengthen the ESCO industry in Armenia.

Romania

The Romanian Energy Efficiency Fund (hereafter FREE) was established in 2001 and
became operational in 2003 through the infusion a grant worth $10 million”. It is an
independent body that provides commercial financing for the purpose of improving
energy efficiency in, but not limited to, the industrial sector and other energy-related
consumers. Specifically, the focus is on introducing new energy-efficient technologies
and replacing old generation equipment such as boilers, lighting, and industrial
machinery. Within the first five years, FREE was committed to disbursing over $11
million in loans and, through its revolving loan scheme, managed to regain these in order
to reallocate back into the Fund. The total investment amounted to $34.19 million, and
involved three commercial banks offering $18.2 million for four behemoth projects. By
2008, 16 projects had been completed, of which 12 were in the private sector.”

By creating FREE, Romania managed to tackle its crippling high interest rates,
concentration on short-term lending programmes, ridicules collateral requirements, and
inefficient sources of financing for energy efficiency projects and measures.”" Indeed, the
germane combination of project development, technical-financial assistance, monitoring
and evaluative studies, low/zero interest rate loans, and creditworthiness evaluation, all
led to energy savings. This supported Romania’s seismic shift from a country with one of
the highest energy intensities in Eastern Europe, to one heralding projected energy
savings of the already implemented measures at 2.18 million tons of CO2e.”

Comparison and Lessons Learned

The process of case selection was guided by the search for answers, solutions, and best
practices in the region. With that in mind, each case was structured to yield a lesson, a
good practice, or possibly a route towards the establishment of an energy efficiency
measure, market, or project. Still, not all practical lessons learned are applicable to the
case of Kosovo, especially as countries vary in terms of technical capability; scope of
project, expertise, funding, manageability, building structure and legislation, and in regard
to demographic facts; population size, GDP and purchasing power parity, population
density.

Evidently, the predominant structure for the implementation of energy efficiency
measures in the above-discussed cases is a revolving loan scheme; established as an extra-
budgetary entity and lanced as an Energy Efficiency Fund. Likewise, the overarching
financial mechanisms used were zero-interest loans, or in some cases low-preferential
loans, grants, and energy performance contracts, all of which will be discussed in-depth
in the coming sections. What is clear from the discussed cases, is that through

09 $8 million is dedicated to financing loans while $2 million is set aside for technical assistance in project
implementation.

70 Limaye, D., Singh, J., and Hofer, K., (2014), ‘Establishing and Operationalizing an Energy Efficiency Revolving
Fund’, World Bank Group, pp. 3-34

" Taylor, P. R., Govindarajalu, C., Levin, J., Meyer, S. A., and Ward, A. W., (2008), Financing Energy Efficiency: Lessons
from Brazil, China, India, and Beyond, Washington: The International Bank for Reconstruction and Development / The
World Bank

72 Wortld Bank., (2009), Implementation Completion and Results Report (I'F-50705) on a Grant From the Global Environmental
Facility Trust Fund in the Amount of US 10.00 Million to Romania for an Energy Efficiency Project’, Washington, DC
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government commitment, as well as external funding and technical assistance, venues
and platforms have been formed with decisive financial measures aiming to improve
energy efficiency, particularly in public facilities as seen by Salix Finance and R2E2.” The
table below is a summary of the investments and savings achieved by the energy

efficiency programmes discussed above:

Energy Efficiency EPEEF KREDEX REECL RRGF R2E2

Program

Investment, Grant €148.6 €129.8 $86 million £1.38 $8.7 million $11 million

and Loans Amount | million million million

Savings 20% Energy | 36% Energy | C02 70-89% Annual Annual
Efficiency Efficiency Reduction of | Energy savings CO2e
for for Buildings | 319 Kton Efficiency varying from savings of
Industrial per year for 41% to 53% 183,237 tons
Sector Refurbished

Homes

Example 78 projects 534 Loans 28,100 Small 19 Projects 16 Projects,
in the for 515 Residential number of commissioned | of which 12
Sustainable Buildings Projects domestic for public have been in
Building properties clients the private
Sector sector

Timeline 2005-2011 2009-2013 2005-2013 2009-2012 2005-2014 2003-2008

Table 1. Cross-Comparative Investment and Savings Breakdown, 2014
Sources: Eunropean Commission, Technical Guidance — Final Report, 2014; World Bank Group, 2014,
World Bank, 20147+

Once seen as a barrier to the potential opportunities and increasing/existing demands for
energy efficiency measures, the lack of available funding has been quelled through the
creation of extra-budgetary entities. These dedicated independent entities have managed
to promote a financial delivery mechanism for energy efficiency projects and with it a
range of innovative means to promote energy savings.”” Nevertheless, there were plenty
of barriers that these cases faced in their pursuit of energy efficiency policy, all of which
are discussed in the subsequent section.

Barriers Found and Solutions Suggested

The transplanting of institutional solutions to Kosovo’s environment requires a flexible
and eclectic approach, not the least due to the difference in context and technical
capability. Simply put, the implementation of energy efficiency measures in Kosovo’s
context must be presented and established as a locally embedded process. Localities can
vary even within Kosovo’s contours and therefore require central flexibility in order to
conjure feasible solutions applicable to a particular terrain. While maintaining a standard
of uniformity in energy efficiency measures, the potential of a soon-to-be energy
efficiency fund in Kosovo creates an opportunity for guided and coordinated willingness
to progress in the field of energy efficiency but also a fluid and innovative platform to

73 Limaye, D., Singh, J., and Hofer, K., (2014), ‘Establishing and Operationalizing an Energy Efficiency Revolving
Fund’, World Bank Group, pp. 3-34

74 Wortld Bank., (2014), Guidance Note: Financing Municipal Energy Efficiency Projects, Washington, DC

7> Limaye, D., Singh, J., and Hofer, K., (2014), ‘Establishing and Operationalizing an Energy Efficiency Revolving
Fund’, World Bank Group, pp. 3-34
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push individual projects in different municipalities, with different tools, timetables,
individuals, and companies.

Although the abovementioned cases provide incredibly rich information in relation to
energy efficiency measures, most significantly the impact of sound financial delivery
mechanisms, their method of implementation is cognizant to their contextual setting.”®
Consequently, it is important to note that the cases discussed only represent experiences
and innovative ideas on the issue of energy efficiency, which are taken into account,
analysed, and best practices highlighted. This involves exploring the underlying barriers
faced and the solutions to these. Accordingly, this policy paper considers a barrier to be:

“a postulated mechanism that inhibits investments in technologies that
are both energy-efficient and economically efficient™”

Correspondingly, the associated risks, hidden costs, other priorities, as well as political
unwillingness, if not government anomie, and a lack of information on the topic of
energy efficiency, have been understood as the main barriers to reform and the
implementation of clearer energy efficiency policy.

Barriers
| |
| | | | | | | | | | | |
Imperfect Other Access to Hidden Political Associated
Information Priorities Capital Costs Unwilligness Risk

Figure 3. Summary of Barriers to Energy Efficiency Implementation

Associated Risk, Costs, and Other Priorities

Whether it is the public or private sector, energy efficiency receives less attention in
comparison with production, comfort, design appeal, and speed.” This is exacerbated by
the uncertainty associated with profit returns from investments in retrofitting, wall
insulation, new technologies and equipment,
windows, etc.” In the case of the private sector,
and particulatly industries, projects aimed at = Avoiding risk may become the reason why

in " ldom rank 1 ith on energy efficiency measures are constrained
saving energy seldo ar} as e.quas W O cs by short payback critetia
that are focused at increasing production,
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World Bank
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introducing new services, and capturing new markets. Benefits from observable new
production assets are easier understood, not perceived as inherently risky, and are
considered less nebulous than calculated savings from energy efficiency measures.”’ In
the case of Kosovo, this may be a particularly hard constraint as the industries are still
growing and have their priorities firmly set towards rapid advancement and, worryingly,
not the use of energy in an efficient manner. Such

a fact is aggravated by the short-term vision of

corporations, firms, and industries that seek  These canbe overhead costs, cost of
immedite profic from new cquipment and shy | SOk g
away from long lead times associated with the

introduction of new technologies into the market.” Unsurprisingly, the high investment
costs, particulatly as energy efficient appliances/technologies are usually new and reflect
unfathomable prices, can be overbearing for medium and small companies as well as
regular households. They have other priorities and understandably cannot afford to
invest in measures, with little knowledge at that, without a reasonable guarantee that such
an investment will payoff.

Indeed, alternatives to technologies that are energy efficient are often less expensive and
easier to access.” In order to be able to afford new technologies that have a higher
energy efficiency rate, there has to be a platform with access to capital that is willing to
lend money for such purposes. Industrial firms maintain a portfolio of expensive and
highly specialised equipment that require enormous amounts of capital to refurbish. Yet,
with inadequate information regarding the utility of energy efficiency measures and
appliances, and especially restrictions on lending

due to low liquidity or at times restrictions that

are self-imposed to allow for investment in  Limited access to funds can hinder the

other priorities, prospects for the implementation of energy efficient measures.
implementation of energy efficiency measures

seems thin.*’ Industrial actors that affiliate a range of vicissitudes with energy efficiency
changes further problematizes this, especially as it involves infusing capital investment
while simultaneously disrupting the production line, something that may be detrimental
for a company/industry placed in a aggressively competitive and rapidly growing
economy.” Without an adequate financial mechanism to provide capital to propitious
projects in such a sector, obtaining these individually involves significant transactions
costs, information seeking, and substantial paperwork. It could also involve capital delays
from the loan provider, unforeseen administrative and technical costs, and uneconomical
interest rates.”

A recent study evaluating the expectations of industrial executives in relation to energy
efficiency projects found that more than half of those interviewed required “payback

80 Taylor, P. R., Govindarajalu, C., Levin, J., Meyer, S. A., and Ward, A. W., (2008), Financing Energy Efficiency: Lessons
from Brazil, China, India, and Beyond, Washington: The International Bank for Reconstruction and Development / The
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82 Almeida, E. L., (1998), ‘Energy Efficiency and the Limits of Market Forces: The example of the electric motor
market in France’, Energy Policy, Vol. 28, No. 8, pp. 643-653
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periods of less than three years.” The short-term horizon of industrial firms and the
perceived inherent risk associated with energy efficiency projects and their results, are
blocking the realisation of very high potentials in energy efficiency. Imperfect
information on the utility of energy efficiency measures is a clear factor. The sharing of
experiences in this field has not been very forthcoming and as a result has led to a lack of
clarity and uncertainty. There is however positive empirical evidence from a variety of
sources that attest to the utility of energy efficiency projects. Congruently, a survey that
analysed 455 energy efficiency investments and projects implemented in 11 developing
countries found that 80% of the projects implemented recovered their investment costs
“through energy cost savings within 30 months.”’ Yet, the dominant discourse on this
issue seems to remedy that proven technology is still preferred to new, expensive, and
volatile new technology.”

Furthermore, property owners (restaurants, hotels, residential buildings, etc.) may be
unwilling to implement energy efficiency measures as this may involve a trade off
between quality and energy savings, with the former taking precedence in this case. Take,
for instance, the difference between a fluorescent light bulb and an incandescent bulb.”
Locally, the price for a fluorescent light bulb is approximately 2.80 EUR while an
incandescent light bulbs costs 0.50 EUR, the difference amounting to 2.30 EUR is a clear
factor for poorer families, if not also for those middle-class.” Fluorescent light bulbs take
longer to warm up, have a different type of lighting colour and intensity, and at times
produce an erring sound depending on the environment, all of which make it harder to
consider its financial benefits. Consumer sensitivity to such quality variation may
arguably impact the market demand and hence their willingness to pay for the service(s)
provided despite them being provided in an energy efficient context.”’ Subsequently,
property owners may not be willing to borrow money, as the benefits of energy
efficiency are not considered salient to his/her business objectives. The benefits are
questioned on the basis that a house which is fully insulated and heralds more efficient
appliances may receive the same appraised value in comparison to the inefficient house
next door, evidently not reflecting the substantial energy savings to be had.” Put
differently, if the costs of implementation are higher than the actual profits attained it
will not be logical to invest. This is an evaluative problem that must be addressed by the
appropriate institutions, specifically by establishing normative and economic incentives
for those housed in energy efficient buildings juxtaposed with those ignoring
opportunities to become more energy efficient.

Most property owners in Kosovo, but also most households in general, lack the
necessary income to implement significant projects to modernise their buildings or
houses. More worryingly, however, is the findings from a study conducted on European
households, which reported that 63% of expenditures on household retrofitting are
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financed through savings and received tax returns.” Put differently, households are
reluctant to borrow money to retrofit their house/building due to the high transactions
costs, monthly payments, and costly energy audits that may be required. While there is no
valid statistical evidence highlighting the situation in Kosovo, the high interest-rates
make loans unaffordable for such ventures and are a clear obstruction to a potential
opening of a market for energy efficiency services. By introducing an energy efficiency
fund, as was done in the previous cases discussed, a sustainable financial delivery
mechanism would be imposed on subsidiary bodies to provide loans at a preferential
rate, especially for low-income households, and support the creation of a energy
efficiency marketplace.” This in turn would lower the risk of those seeking to attain a
loan for energy efficiency projects and may also spur the development of energy service
providers, through the involvement of the government, competing to implement such
projects.

Political Unwillingness and Lack of Information

In the face of economic distress, territorial ambiguities, and security issues, Kosovo’s
political elite’s unwillingness, or perhaps unknowingness, to promote energy efficiency
with due care and less prioritised nature has led to the unfortunate circumstance where
there is a lack of information, statistically and qualitatively, on the present status guo. It is
clear that a majority of measures taken in relation
to energy efficiency are as a response to, and
following of, the EU agenda. Willingness towards  This can lead to a lack of coordination
a normative push for EU prescribed strategies, o ccn ministrics and government
institutions.
particularly in  terms of legislation and
technocratic instructions, by Kosovo’s political elite does not translate into a practical
manifestation of such measures on the ground. Put differently, normative and legislative
tools are given priority rather than the implementation of practical measures with
measurable results in the near future. In hindsight of the experiences of other cases, the
primary instrument that governments utilised up until now to promote energy efficiency
and innovation has been educational funding, namely, research and developmental
studies. Notwithstanding some developed nations that had simultaneous building
retrofitting programmes, this studious instrument only concerns the zzput of innovative
processes in energy efficiency measures but not the oufput.”” The focus has gradually
shifted to means promoting the oxfput and deployment of energy efficiency measures.
This, however, is a convoluted process as it involves the establishment of a standardised
energy efficiency loan product with the ability of reducing risk for lenders as well as
borrowers.

The loan programme has to have the technocratic ability to recapitalise on the loans
invested, but without a degree of governmental involvement lenders are limited in their
ability to recapitalise on investments and simultaneously promote low-interest loans to
secondary markets.” Empirical evidence suggests that the true barrier to energy
efficiency programmes is not wholly access to sources of capital — instead the essence of
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Joint Center for Housing Studies, Harvard University; Cambridge, MA
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the issue is institutional development. With a lack of clearly established procedures for
monitoring institutions as well as policy-making, one cannot evaluate and highlight what
works and what does not work, which is an important feature of development and
proper implementation of measures in practice.”” This is particularly true for Kosovo’s
case, where local capacity, administrative capability, and the clientelist bureaucratic
machinery have obstructed the implementation of energy efficiency project
development.” Moreover, partial blame also lies with the inexperience of the main actors
involved in energy efficiency measures, especially the role of banks in forwarding low-
interest loans to secondary markets. This has been a persistent problem in the wider
region as well. Take for example Albania’s banking sector, where a lack of experience has
hindered the prospect of an energy efficiency market despite the fact that there are
numerous businesses attempting to become involved but lack the physical collateral as a
guarantee.” As a result, market imperfections have arisen that have suppressed the
prospect of such a marketplace being developed. ' A particular solution advocated by a
recent IEA report pointed towards the importance of public-private partnerships,
defining these as:

“voluntary efforts in which government and the private sector collaborate
to analyse public policy problems and jointly implement solutions.
Public-private partnerships work most effectively when they focus on a
specific issue or problem (ie. are programmatic), involve broad
engagement with private-sector entities, and include some form of co-
financing on technology or concept development or demonstration”'”"

Such a partnership could be envisaged through the establishment of an energy efficiency
fund. The fund would have a specific issue as its focus, a clear programme to achieve it,
and financial delivery mechanisms to strengthen the ties between the private and public
sphere.

Another possible solution to this issue is promoting a mix of policy instruments,
information campaigns, and tailor-made legislation.'”” Congruently, by creating an energy
efficiency fund it would be possible to include a mix of policy instruments, involving the
banking sector and other private businesses that would implement efficiency measures
and attain credible energy savings. Kosovo’s government has to have an active role in the
implementation of energy efficiency policy and programmes, but is not the only key actor
that has a part to play. Indeed, its sphere begins
with public buildings in particular, and the entire
public sector in general. And while it has the  lackofinformation may lead to cost-

: : : effective energy efficiency measures being
means to attain relevant information and experts, . o0
homeowners and business owners are unaware of
the options available to them, let alone the extent of energy savings that can be
achieved.'” Multiple studies have highlighted that the lack of information, or rather

97 Morvaj, Z., and Bukarica., (2010)., ‘Energy Efficiency Policy’, In Palm, |., (ed.), Energy Efficiency, Rijeka, Croatia: Sciyo
%8 Allen, R, and Padev, D., (2010), ‘Extrabudgetary Funds’, International Monetary Fund, Technical Notes and Manual.
99 Economic Commission for Europe., (2009), ‘Financing Energy Efficiency Investments for Climate Change
Mitigation Project’, United Nations.

100 Palm, J., (ed.) (2010)., Energy Efficiency, Rijeka, Croatia: Sciyo

101 International Energy Agency., (2011), ‘Joint Public-Private Approaches for Energy Efficiency Finance’, [Online]
Available at: www.iea.org

102 Morvaj, Z., and Bukarica., (2010)., ‘Energy Efficiency Policy’, In Palm, J., (ed.), Energy Efficiency, Rijeka, Croatia:
Sciyo

103 Palmer, K., Walls. M., and Gerarden, T., (2012), ‘Borrowing to Save Energy: An Assessment of Energy-Efficiency
Financing Programs’, Resources for the Future Report.

26



imperfect information, held by lenders and borrowers in relation to the advantages of
efficiency improvements, exacerbated by non-reliable estimates of energy savings as a
result of no monitoring or evaluative capabilities, has created an impasse that can only be
resolved through information campaigns and spreading risk across and between the main
actors involved.'™

There are a number of solutions to the abovementioned barriers. What has persistently
been a successful measure decreasing the impact that these barriers have had on energy
efficiency project development has been the establishment of an energy efficiency fund.
Previous cases have highlighted its utility as a source of capital, as a hub for information
and expertise on efficiency implementation and energy savings, and as a facilitator of
public-private partnerships. It has also been credited with the establishment of an energy
efficiency marketplace and the strengthening of energy service providers through its
financial delivery mechanisms. Cases that have had miserable track records of CO2
emissions, such as the case of Romania during the 1990s, have managed to regain ground
with regard to environmental issues precisely due to their implementation of such a
programmatic fund. The following section discusses the different financial delivery
mechanisms employed by a wide variety of energy efficiency funds found in Europe and
elsewhere.

Solutions
1 | | |
Informational Research and Environmental Energy Service Revolvine Fund
Campaign Development Fees Companies cvolving fun

Figure 4. Summary of Solutions to Energy Efficiency Barriers

Grants, Preferential Loans, and Energy Performance Contracting

For the purpose of this policy paper three tables have been prepared explaining the
financial delivery mechanisms most commonly used by energy efficiency funds in the
cases discussed beforehand. These include a brief description of the mechanisms, its
advantages and disadvantages, and one or two examples of cases where such a financial
mechanism exists. Energy performance contracting will be explained further as this
includes the concept of ESCO and requires an in-depth understanding of the manner in
which such entities function in different marketplaces; underdeveloped or mature.

104 Ibid; APEC Energy Working Group., (2005), “Thailand’s Energy Efficiency Revolving Fund: A Case Study’, Asia-
Pacific Economic Cooperation; Kapur, N., Hiller, J., Langdon, R., and Abramson, A., (2011), ‘Show Me the Money: Energy
Efficiency Financing Barriers and Opportunities’, Environmental Defense Fund, Department of Energy & Climate
Change., (2012), ‘The Energy Efficiency Strategy: The Energy Efficiency Opportunity in the UK.
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Description

Advantages

Disadvantages

Grants are non-reimbursable
financial contributions for the
implementation of specifically
selected projects. These are most
often disbursed in the case where
technologies are pre-commercial or
in the early stages of commercial
deployment and are highly expensive
if not unaffordable.

a) Fluid, meaning it can be used to
achieve multiple and a diverse range
of policy objectives.

b) Can be used for the purpose of
demonstrating the feasibility and
propitious nature of innovative
measures.

¢) Grants can be disbursed with
conditions attached in order to
further stimulate private financial
investment (e.g. awardees are also
obliged to install other energy
efficiency measures).

d) Flexible mechanism that can be
used in combination with other
financial mechanisms or policy
packages.

e) Suitable for economically
immature and financially constrained
markets, as well as economically
depressed ateas/zones.

a) Risk that the sought outcomes are
not attained.

b) Risk of mismanagement and high
levels of grant distribution, leading to
increased levels of expenditure.

¢) Can only be used once and thus
has a limited capacity with regard to
sustainability of public funding.

d) Tendency towards expensive
solutions to practical problems.

e) Lack of accountability and
monitoring capacity.

Project examples:

a) The Initiative for Energy Conservation in Houses “EXOIKONOMISI KAT” OIKON” in Greece is a practice
example where grants are used in combination with loans to finance energy saving measures, specifically thermal
insulation, boiler replacement, etc. The 396 million EUR is divided between a revolving fund (241 million EUR) and a

grant fund (155 million EUR).

b) The Renewable Heat Premium Payment (RHPP) in the UK is a grant scheme utilised by the domestic sector and is
designed to instill the use of renewable heat technology. Eligible persons are provided a grant that represents
approximately 10% of the installation cost.

Table 2. Understanding Grants

Sources: partially based on European Commission, Technical Guidance — Final
Report, 2014; World Bank Group, 2014

Grants are most useful in cases of hardship; where the demographic is struggling to cope
with daily living and cannot afford energy efficiency measures. Still, it is not a sustainable
model that could be maintained indefinitely as it involves only a non-reimbursable
payment that does not ensure continuity. Nonetheless, grants are useful when used in
combination with other financial delivery mechanisms, especially preferential loans. It
can act as an incentive for businesses and private citizens that are hesitant to take loans
or cannot afford to do so, where a grant would act as a stepping stone to cover start-up
costs and create a sense of security.

Energy Efficiency Fund Grant >—>) Building Owner

A v

Preferential Loans

Energy Efficiency Project

Figure 5. Conceptual Grant Model
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Description

Advantages

Disadvantages

Preferential loans refer to the
acquisition of funds through
borrowing. In the context of energy
efficiency projects, a lender provides
a loan to a borrower for a defined
purpose over a fixed period of time,
usually 10 to 20 years. The loan is
provided at much lower interest rates
in comparison to those seen in the
commercial setting, usually in the
range of 1% to 5%. Rate at around
3% are considered to be preferential.

These loans could also be afforded
through a financial intermediary.
Under a condition of a risk-sharing
arrangement, the financial
intermediary may repackage the loan
at a higher interest rate and borrow
the funds at a below market interest
rate.

a) Recipients of the loan are
incentivised to utilise efficiently and
functionally the wherewithal
awarded.

b) Well defined and understood
mechanism among parties involved,
whether that is risk or payment
method.

) As the loans are repaid, these can
in turn be reutilised for further
projects in energy efficiency,
effectively creating a sustainable
method of development.

d) Under the right institutional
conditions and with adequate
monitoring capabilities, preferential
loans are not particularly difficult to
administer.

a) Energy efficiency savings may not
be considered as a cash flow for a
number of financial intermediaries.

b) Borrowers do not always
understand the benefits of a loan
with low interest rates and therefore
are less likely to partake.

¢) Inadequate for poorer households
who cannot afford loans.

Project examples:

a) KfW, the German public bank, finances itself at low interest rates on the capital markets due to its triple A rating
and the guarantee of the Federal State. As such, KfW receives subsidies directly form the government at low interest
rates, at which point it lends this to commercial banks, which in turn offer loans to homeowners at below the market

interest rates.

Table 3. Understanding Preferential Loans
Sources: partially based on European Commission, Technical Guidance — Final Report,
2014, World Bank Group, 2014

Arguably a necessity in spearheading energy efficiency projects into practice, preferential
loans establish a win-win situation for all parties involved. For instance, the energy
efficiency fund could directly provide preferential loans to borrowers or channel these
through financial intermediaries in order to unburden from the administrative duties
associated with financial processes. The latter option promotes a system that has the
potential of becoming sustainable due to the incentives provided to, for example,
commercial banks and their lending operations. Similar to grants, preferential loans
should be utilised in combination with other financial delivery mechanisms but with the
crucial difference that loans are a necessity whereas grants are a supplementary tool
acting as an incentive or providing relief.

. . &€—— Preferential Loan [——>>
Energy Efficiency Fund Borrower
A A
i______________> Financial Intermediary | ____________ f E’
Interest Free Loans (e.g. Banks) 1-5% Preferential Loans OE

Energy Efficiency Project

Figure 6. Conceptual Preferential Loans Model
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Description

Advantages

Disadvantages

Energy Performance Contracting
(EPC) is an agreement between a
contracting partner (in most cases an
ESCO), end-user, and the financing
institution, with the purpose of
implementing and designing energy
conservation/efficiency measures
with a guaranteed level of energy
performance for the duration of the
contract.

Subsequently, the energy savings
yielded from the measures and the
revenue generated from this is used
to repay the upfront investment
costs. Payment is based on the
achievement of energy efficiency
measures.

a) Clients are shielded from
performance risk due to guarantees
of energy savings.

b) End-users gain energy and
financial savings as well as more
efficient equipment performance.

¢) The contracted ESCO provides
expert knowledge on the technical
requirements, permit legislation, and
support schemes.

d) Allows for facility upgrades to be
paid for immediately.

e) Projects are financed through low
interest rates, and may even involve
tax-free municipal leases

f) ESCO represents a single point of
accountability.

@) Energy savings can be measured
and verified, and thus help one
understand what works and what
requires further development.

a) EPC is a complex arrangement.
The process requires (at times
external) expertise, as each project
needs to be evaluated and assessed
individually.

b) Signing the contract obliges the
facility owner to utilise only one
vendor for the term of the contract.

¢) ESCOs tend to focus on low risk
and shorter-term payback projects.

d) Monitoring of energy efficiency
performance is exhausting and time-
consuming,.

Project examples:

a) RE:FIT, a UK based programme, streamlines the procurement process by providing pre-negotiated, EU-regulation-

compliant contract. This programme is also available public sector organisations.

Table 4. Understanding Energy Performance Contracting
Sources: partially based on European Commission, Technical Guidance — Final Report, 2014; World
Bank Group, 2014
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Figure 7. Conceptual Energy Performance Contracting Model
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The usefulness of these financial delivery mechanisms is in their synergetic utility and
combined effect. Where one mechanism fails to promote a sustainable path for energy
efficiency, as may be the case for grants due to their one-off nature, another mechanism
fills the void — preferential loans may accompany grants to ensure some form of
sustainable development in projects. In Figure 7, a simplified process path is highlighted,
whereby a ESCO business is in a co-joint agreement between both the building owner
and the energy efficiency fund under the terms set out in the energy performance
contract. And while this requires enormous contractual knowledge by the fund’s
management board and the ESCO business as well as recognisable expertise on energy
technology and means of achieving energy savings, this process and its participants mark
the potential route towards a self-sustainable development of energy efficiency
programmes.

Regarding ESCOs, their utility is in their self-sustaining nature that once developed to a
certain point may become the bastion of an energy efficiency marketplace. With
sufficient financial incentives and sources of funding, ESCO businesses may flourish and
incrementally launch a marketplace for energy efficiency services and products. To
clarify, an ESCO can be defined as any company or organisation that utilises energy
performance contracting. Referred to as energy saving company or energy service
company, an ESCO offers a broad range of technical energy solutions through an
EPC'. Increasingly the utility of ESCOs has become an indispensible part of the
development of an energy efficiency marketplace. Indeed, for building owners,
commercial facilities, and even public sector bodies with little to no knowledge regarding
the technical aspects of energy efficiency measures, guaranteed energy savings can be an
important incentive. ' Due to this crucial element, government agencies have
consistently made use of ESCOs and have outsourced energy efficiency projects aimed at
the public as well as private sector.'”

It should be noted however, that the ESCO model is not the sole remedy to the issue of
energy efficiency. In actuality, ESCOs have had numerous difficulties ascertaining
financial backing due to the inchoate nature of the business, this is especially in countries
lacking developed banking systems and adequate institutional infrastructures. Mediation
between the key actors (ESCO, Fund, Building Owner, Financial Intermediaries, etc.) is a
complex process and involves contractual difficulties along the way. Most significantly,
the implementation of energy efficiency measures require a range of technical and
professional skills that need to be locally brewed rather than externally sought, as this is
essential to sustaining the development of a local marketplace and the creation of new
jobs.'” However, there are a number of strategies that could overcome the convoluted
process associated with ESCOs. For instance, the concept of a “Public ESCO” has
emerged as a possible solution to barriers present in underdeveloped markets; Croatia’s
HEP ESCO is but one example of such efforts in practice. It should be noted that this

105 Energy performance contracts are used to specify what is to be achieved rather than how that target is achieved.
Nonetheless, the how is still managed by the ESCO.
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does not preclude the Public ESCO from outsourcing some of its projects to other
private ESCOs; the aim of such an endeavour is to help reduce the issues associated with
establishing new and local ESCOs in an immature marketplace.'”

In the case of Kosovo, establishing a “Super ESCO” that would act and function as a
normal ESCO but exclusively for the public-sector market (public buildings, hospitals,
schools, municipalities, etc.) while simultaneously supporting the development of new
local/private ESCOs by financing and outsoutcing energy efficiency projects, would be a
first step towards a sustainable platform for energy efficiency.'"” Nevertheless, Kosovo’s
institutional capabilities are questionable to say the least and such a Super ESCO under
the management of incapable technocrats may have potential drawbacks such as
inhibiting competition before it has ever begun and, as a corollary, not provide efficient
and well-developed energy saving services.''' While it is hard to assess whether a Super
ESCO may be the viable solution to the problem of creating a sustainable marketplace
for energy efficiency services and products, it is not surprising that its success hinges
upon the regulatory and monitoring capabilities of the responsible institutions and
stakeholders. The Ministry of Economic Development in Kosovo is tasked with
promoting energy efficiency measures, however, it may be inhibited in its actions and
aims by the lack of administrative support, technocratic expertise, and legislation that
impedes its capacity to establish an energy efficiency fund and subsequently a Super
ESCO to implement its biddings and energy projects. With regard to expertise, foreign
specialists can become the bridging force for local professionals to gain expert
knowledge on how to implement energy efficiency measures. This then could be
proliferated further by the local experts themselves. Establishing an independent and
extra-budgetary entity that handles its accounts and can freely enter into bilateral
agreements as well as outsource its activities to commercial banks is in effect an
administrative support for the government in their pursuit of implementing energy
efficiency measures and projects.

Demand-side Management (DSM)

Faced with a lack of possibilities to promote energy efficiency, whether that is due to
incapable institutions or insufficient expertise, there is an alternative mechanism available
to governments. Utility demand-side management (hereafter DSM) recognises this issue
and attempts to deal with it through tasking energy distribution utilities with all energy
efficiency related issues, including delivery, financing, technical development, and
monitoring.'> DSM programmes are mandated by the government and rely on the
technical capabilities and infrastructural strength of the local electric power utilities.
Keeping in mind their relationship with consumers, major utilities invest and deliver,
based on a contractual agreement, small-scale energy efficiency investments, which then
are repaid by the consumer through their subsequent electricity bills.'”” In retrospect, the
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savings achieved will technically foot the electricity bill in the long term. What’s more,
energy utilities may also implement these measures through a variety of means including,
but not limited to, by outsourcing the implementation and technical procedures to
ESCOs, establishing financial intermediaries to invest and fund the energy efficiency
projects for consumers, and/or partner with commercial financial entities in order to
perform billing and collection functions.'"* California’s PG&E utility has a DSM
programme that offers 85 residential and commercial energy efficiency measures,
services, and goods, and has achieved positive effects with regards to energy savings. The
manner in which this has been possible is by “decoupling” the electricity sales and the
revenue gained from the utility’s profits. As a result of this, California “has per capita

s 115

energy use of 6700 kWh/yeat, compared to over 12,000 for the US national average”.

Nonetheless, there are prerequisites for such a programme to function efficiently,
especially in developing countries. The utility industry has a relatively strong demand-side
management protocol to public sector mandates. Put differently, it must be responsive to
government policy and abide by its administrative instructions.''* The government must
entice major electric power utilities to invest in energy efficiency measures by providing
benefits and incentives, whether that is by expanding its customer base or reducing
certain taxes and lowering the cost of services. This is problematic as improving the
energy efficiency of consumers represents a direct conflict of interest for supply utilities.
Put simply, every kilowatt-hour saved constitutes a lost sale and reduced revenue.
Indeed, for such a programme to function and be feasible requires enormous strength on
the part of the government or industry regulators to monitor and create compliance by
providing special incentives for major utilities."'” Other complications such as substantial
changes to government or utility practices, implementing on-bill financing, and
introducing new legislation, stymie the establishment of such a system to promote energy
efficiency practices.'"” Specific to the case of Kosovo, the feasibility of adopting DSM is
farfetched due to a variety of issues. For one, the privatisation of the distribution grid as
well as the supply of energy despite the invariable consequences this forbears for
consumers echoes the facile nature of Kosovo’s energy regulatory body'"” to uphold its
duty as the protector of end-user interests. Notwithstanding the fact that the regulatory
body is not capable of monitoring the implementation of DSM programmes, the lack of
transparency and accountability in relation to billing and price setting is unambiguous
and presents a true barrier to the implementation of such programmes.

Social, Economic, and Judicial Compliance

Ensuring that energy efficiency programmes are effective in their delivery requires a
degree of compliance by the actors involved. Compliance can be achieved through
coercive/economic, informational, or incentive measures — a combination of the three is
recommended to tackle apathetic stakeholders. The primary goal is to embed a
normative order that prioritises smart uses of energy at every level of society. Judicial
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compliance predates social and economic measures and as such represents the inchoate
beginnings of a framework to uphold the main aims posited by an energy efficiency fund.
It is possibly the most coercive element out of the three as it instils a range of
enforcement indicators, establishes environmental inspection, and forces agencies,
institutions, and homeowners, among others, to publicly disclose their performance in a
systematic manner.'” It is of paramount importance that such measures are enforced,
specifically legislation that requires borrowers to disclose energy related information on
expenditure and savings could shed light on what works and what does not. In the case
that these are not properly enforced, the legal legitimacy of an energy efficiency fund may
diminish and with it it’s capability to enforce a clear monitoring criteria, which in turn
may lead to lower energy savings, if any at all.

Once a legal framework is in place, economic enforcement is but one out of a range of
punitive measures (e.g. criminal charges) used to implement it. For instance,
environmental taxes levied from inefficient light bulbs, plastic bags, and used tires, can
be an efficient way to foster a more rational use of energy and in turn reduce pollution.'”!
Moreover, instilling an aggregating economic punitive measure exclusive to habitual
offenders delineates red lines that cannot be crossed in energy related issues and as such
affords this discourse clarity and a normative order that is upheld by a legal code and
protected by economic compliance measures. Tax incentives (e.g. low VAT rates) and
monetary subsidies are also state instruments that can have the potential to promote
compliance. Tax exemptions for initiatives that support greening the economy, such as
electric cars or developing renewable energy sources, help promote innovative and
creative ways to save energy. '~ Such exemptions could also extend to ESCOs
implementing energy efficiency projects, offering businesses favourable prices and lower
interest-rates depending on the energy savings projected. Indeed, such efforts would also
stimulate ESCO businesses locally and support newly formed businesses in the field of
energy efficiency.

The root cause of unnecessary uses of energy is consumer behaviour, a phenomenon
that is staunchly intransigent despite the better part of energy efficiency campaigns
attempting to encourage improved energy management and lifestyle changes.'” Indeed,
decision-makers have come to question whether promoting voluntary energy
conservation measures has any impact on consumer’s economic and social incentives to
modify their behaviour. A vast body of research suggests that consumers are generally
poorly informed about the marketplace, energy efficient technology characteristics, and
their own energy use.'” The misinformed consumer lacks the incentive to invest in
energy efficiency measures because they lack knowledge of the options available to them.
Logically, an apathetic consumer base supports the maintenance of a market void, as a
corollary of consumer indifference, financial and investment companies are inhibited in
their potential to invest in energy efficiency measures.
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Although the majority of studies point towards the lacklustre effects of voluntary energy
efficiency promotions, there are empirical studies revealing that appeals to voluntary
energy saving accompanied by informational campaigns have led to some sustained
reductions in energy demand.” What’s more, some findings suggest that the potential
for energy savings achieved from modest behavioural changes is in the range of 20% to
30% over five to ten years.'” California’s media campaign, which promoted voluntary
energy efficiency action by raising awareness of its advantageous potential, is a salient
example of energy conservation appeal that has had some impact on the population.
Over the course of six months and without any punitive compliance measure, energy use
in San Diego per capita declined by approximately 7%.'” Thus, by establishing a
platform to proliferate energy related information to consumers in an easy and accessible
manner (e.g. Switzerland’s information website for energy efficient appliances
www.topten.ch) has the prospective to modify behaviour and lead to smarter uses of
energy. ' However, and as mentioned beforehand, it is important to note that
educational and information materials alone in most cases fail to alter behaviour and lead
to energy efficient action by consumers. Therefore, a combination of judicial, economic,
and social instruments designed to coalesce consumers to abide by more energy efficient
standards are more likely to lead to a successful appeal to save energy.'” Indeed,
combining home retrofits with an additional and complementary education campaign
and regular feedback on energy use may have surprising and positive results in relation to
energy savings.”’ On-going monitoring and sustained media campaigns highlighting the
energy efficiency options available are in the interest of financial intermediaries, ESCOs,
government institutions, and the end-consumer. Correspondingly, by establishing an
energy efficiency fund such programmes can be coupled as a single energy efficiency
setvice and be provided to building owners, public sector buildings, and/or residential
homeowners, in a systematic and standardised manner.

Kosovo’s Roadmap towards an Energy Efficiency Fund

How propitious is the prospect of establishing an energy efficiency fund in Kosovo and,
more importantly, to what extent can it be successful? There are disquieting aspects to
Kosovo’s state of affairs; particularly worrisome is the volatile nature of doing business,
political corruption, misappropriation of funds, and the overbearing clientelist habits of
office holders. In a public disclosure document assessing the implementation status and
results of the World Bank funded energy efficiency and renewable energy project
totalling over $30 million, the substantial risks identified were political governance,
macroeconomic policy, technical design of project or program, institutional capacity, and
fiduciary."”! Establishing an energy efficiency fund as an extra-budgetary and independent
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entity has the potential to address, albeit if not done correctly augment, the risks
associated with Kosovo’s landscape. If established based on a careful deliberation among
stakeholders and a contextually sensitive design, the fund may yield several advantages. It
would address the lack of awareness present in Kosovo regarding energy efficiency
products by investing in educational campaigns while simultaneously incentivising
commercial banks, ESCOs, and potential funders to compete for end-consumers and
broaden their market share.'” Through it, the low priority afforded to energy costs in
management decision-making would be tackled by inspections, energy audits, and by
monitoring the progress of borrowers and grantees in a systematic and standardised
manner.'” Once established, the fund would act as a central hub for energy efficiency
projects and, while maintaining its independent status, would be the governments
helping hand in the implementation of energy efficiency policy. Indeed, with such a
specialised entity one would see a clear improvement in bureaucratic handling and less
paperwork once energy audits are conducted in a standardised way. Similarly, voluntary
energy efficiency programmes may gain a support boost leading to lower levels of energy
demand in end-users.

There is sufficient legal precedence and justification for the establishment of an energy
efficiency fund in Kosovo. For example, Article 52 of Directive 2012/27/EU specifies
that:

“The financing facilities could in particular use those contributions,
resources and revenues to enable and encourage private capital
investment, in particular drawing on institutional investors, while using
criteria ensuring the achievement of both environmental and social
objectives for the granting of funds; make use of innovative financing
mechanisms (e.g. loan guarantees for private capital, loan guarantees to
foster energy performance contracting, grants, subsidised loans and
dedicated credit lines, third party financing systems) that reduce the risks
of energy efficiency projects and allow for cost-effective renovations even
among low and medium revenue households; be linked to programmes
or agencies which will aggregate and assess the quality of energy saving
projects, provide technical assistance, promote the energy services market
and help to generate consumer demand for energy services.”'**

Furthermore, Chapter 8, Article 16 of Kosovo’s Draft Law on Energy Performance of
Buildings legally supports and in a sense foreshadows the presence of an energy
efficiency fund. It states the following:

“All funds collected from fines imposed based on this Law shall be
transferred to the Fund on Energy Efficiency or, in the absence of such a
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Fund, to the Budget of the Republic of Kosovo

There is a clear legislative pattern which asserts that the introduction of an energy
efficiency fund within Kosovo’s realm is plausible theoretically, but whether it is possible
in practice is an entirely different question. This is a matter dependent upon the
willingness of the government to promulgate an agreed policy position on the criteria for
establishing an energy efficiency fund as an extra-budgetary entity.'” The criteria should
outline the structure of the fund, its governance and financial management, legal and
economic status, and the intervals of internal and external reviews. A framework should
be passed exclaiming the exclusivity of this fund and the inappropriateness of using it as
a legal precedence to set up similar or other extra-budgetary entities, a measure designed
to limit the number of funds and the impact these have on the central budget and fiscal
soundness of the country. Most suitable for Kosovo’s case, the energy efficiency fund
should be a revolving fund established as an independent organisation, corporation, or
NGO, with its own legal status. Financially, the energy efficiency fund would gain the
initial revenue from environmental taxes and levies — currently however these are directly
routed to the central budget — and international funding agencies such as EBRD or the
World Bank. For the former, the excise tax of €0.30 cents on inefficient light bulbs
levied"" is but an example of the potential wherewithal that could be generated and put
to specific use and not routed directly to the central budget where it may be used for
something other than the environment or energy efficiency.

Principally, an established revolving energy efficiency fund in Kosovo would be
structured something along the following lines:

Funding Sources
Donor Agencies Fundi Loan/Grant
Government Budget Allocation unding Kosovo Eﬂergy Kosovo Energy Efficiency Agency
Environmental Taxes Efficiency Fund Banking Sector
Punitive Measutes ' Repayment
Revenue Bonds 1 7
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Figure 8. Conceptual Model of Kosovo’s Revolving Energy Efficiency Fund
Source: partially based on World Bank, 2013
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Figure 8 above only goes so far as to outline the delineations of the fund’s structure but
does not delve into the specificities of its function. This is the duty of Kosovo’s
government, which should consider the multiple applicability of the fund." Indeed,
through its financial delivery mechanisms, the energy efficiency revolving fund could
provide loans for: a) purchasing and installing equipment, b) engineering design and
monitoring fees, including payable fees to ESCOs for guaranteed savings, c) costs of
implementing and operating equipment, d) transportation and possible demolition costs,
e) any value added tax (VAT) associated with costs, f) site preparation, g) and
construction costs directly related to the energy efficiency project.””” Additionally, there
should be a clear guideline set on what projects are not eligible for funding, what the
target markets are (e.g. public or private sector? residential or commercial buildings?),
and the kind of financial delivery mechanisms and energy efficiency services that are
available to actors.

It is recommended that the fund should provide investment and subsidies for low-
income families and building owners, as these are the most vulnerable. Indeed, those
near the poverty line, or even those simply getting by, cannot afford to borrow loans
from commercial banks at increasingly impossible interest rates. For instance, Pro-Credit
Bank in Kosovo provides “Eco Credits” for businesses and private citizens. The
investment suggested for private citizens is €11,100 with an interest rate ranging from
5.8% to sometimes over 8%."" Evidently, this is almost impossible to bear for average
earning citizens, and improbable to expect low-income families to invest in energy
efficiency measures when their priorities lay with having sufficient food for the month.

According to Kosovo’s 2™ NEEAP, Pro-Credit Bank and Raiffeisen Bank have
dedicated ‘substantial’ loans towards environmentally friendly and energy efficient
projects. The former has disbursed approximately €20 million in microcredits while the
latter €200,000 thousand in microcredits and €2 million to SMEs. "' Yet, and
unsurprisingly, the extent to which these projects have been successful and the energy
savings achieved across the board is not documented. Neither Pro-Credit Bank nor
Raifessein Bank has sent energy auditors to document the extent of energy savings
achieved through these loans. Likewise, both do not have any monitoring capacity
dedicated to producing lessons learned reports or do’s and don’ts of energy efficiency
projects. The problem is clearly the decentralised nature of energy efficiency discourse,
where the government has a energy efficiency programme, the commercial banks have a
different “Eco Credits” programme, and end-users have taken individual initiatives to
save energy. Immeasurable programmes cannot attest to successful routes that lead to
energy efficiency.
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Recommendations

Based on the best practices of past cases, World Bank Group study, and the route of
implementation chosen by neighbouring countries, this paper presents a step-by-step
framework to establishing a revolving energy efficiency fund:

Establish the legal
framework for the fund

Develop and document
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Figure 9. Operationalising the Energy Efficiency Fund
Source: partially adopted from World Bank Grounp, 2014

1 Establishing the legal framework for the fund is the duty and responsibility of Kosovo’s
government and parliament. The most crucial requirement is an amendment to the Law
on Public Financial Management and Accountability, specifically Article 2.3 that states
that:

“All public money shall be deposited in the Kosovo Consolidated Fund
in accordance with the FMC Rules and, public money may only be used
or expended after it has been duly appropriated in accordance with this
LaW.” 142

The establishment of an energy efficiency fund, as an independent and extra-budgetary
entity, cannot be done without this Law being amended.

2 Developing reliable and sustainable funding sources necessitates the government and parliament
to support the established fund through earmarked taxes, which again requires that the
legal framework of the fund be extra-budgetary and acting independently of the central

142 Law 2008/03-1.048, “on Public Financial Management and Accountability”, Republic of Kosovo, [Online]
Available at: http://www.kuvendikosoves.org/?cid=2,191,255
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budget. Proceeds from user-charges on environmental grounds, excise taxes on
inefficient appliances and products, fees and taxes levied on the basis of CO2 emissions
are only some forms of funding that could be obtained and allocated towards the energy
efficiency fund. Funding from international and regional actors, albeit require the
coalescing ability and willingness of the government, can also be obtained from the
EBRD and/or other development institutions and financial giants.

Defining the funds objectives and target markets is achieved by a collaborative framework
between the elected board members of the fund, the government, and the parliament.
The target markets could be public sector buildings, schools, hospitals, or private sector
households, businesses, corporations, etc. Agreed upon aims and objectives can change
over time due to the fluid nature of energy efficiency, new technological advancements,
and changes to infrastructure, status guo, and other positive/negative happenings.

Developing the governance structure should be a priority of all the stakeholders involved. The
preferred approach is that the fund should be established with a governing body
consisting of a board of trustees that is appointed by the government and/or patliament.
The fund’s board members should preferably comprise of government officials and
private sector representatives in order to avoid political capture and ideological sways.

Selecting and recruiting the fund management is the duty of the fund governing board members
who have a number of options with regard to the management structure. The options
include hiring existing ministry staff, independent fund management organisation (e.g.
UK’s Salix Finance), government agency (e.g. Kosovo Energy Efficiency Agency), or a
fund management consultant. For Kosovo, the germane option is a fund management
team operated by a “fund manager” that is not a public sector official, something which
offers an array of advantages including their contract being terminated and replaced if
performance of the energy efficiency fund falls short of expectations.

Hiring the staff is the managerial responsibility of the energy efficiency fund board
members. At first, the staff may be external experts tasked with training and equipping
local employees. Thereafter and once local staff are adequately capable with the
proceedings of the energy efficiency market, external experts will not be as necessary.
The required skills and knowledge of know-how are energy efficiency project
management, project financing, energy services, investment management, credit and risk
assessment, and loans disbursement and recovery. Overall, staff must understand that the
fund’s objective is that cater to the needs of, and be responsive to, the public and private
sector.

Defining the major financial products has already been achieved in this policy paper through
the discussion and analysis of grants, preferential loans, and ESCO energy performance
contracting. These financial delivery mechanisms are viable in Kosovo’s context and can

be used through a financial intermediary such as an ESCO or a commercial bank, if not
both.

Defining service offerings is critical in ensuring a sustainable path and a long-lasting chain of
energy efficiency projects. This is the responsibility of the fund board members and
should include unambiguous definitions of services, e.g. conducting procurement of
equipment and services, and should also underscore the administrative and transaction
costs of each service offered through the energy efficiency fund.
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Developing and documenting eligibility criteria is the task of the management team but should
require the guidance and consent of the fund board members, who have a tenure based
on government and parliament instructions, objectives, and aims. Eligibility criteria
should be established for each financial service and product offered.

Defining the application procedures and preparing the related forms is based on the eligibility
criteria agreed upon and the major financial services and products offered. For this step,
the energy efficiency fund needs to lay out process and implementation rules and manual
guidance for its operations, which will provide an understanding and clarity for all
stakeholders taking part but also employees and implementers.

Developing a marketing strategy and approach involves identifying and hiring public agencies
for each fund component, which is each financial product and service offered. A
marketing strategy should be developed for each target market with divergent tools for
reaching and attaining the intended objective.

Developing the project pipeline is achieved by using the marketing strategy and the targeted
population in order to identify and implement specific projects and thereafter establish a
project pipeline.

Developing approaches for project aggregation to reduce transaction costs is necessary in order to
create a sustainable approach to energy efficiency projects, particularly as these have high
project and transaction costs. The aim of the fund board members and the fund
management team should be to promote a standardised path for energy efficiency
projects in order to reduce transaction costs.

1 4 Developing and documenting monitoring, reporting, and evaluation procedures and approaches is

possibly the pillar and most important aspect of an energy efficiency project or measure.
The fund management team should afford the upmost importance in developing a clear
monitoring and evaluation capacity and/or system that will feed in into a database with
all the necessary figures.
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