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OFFICE MEMORANDUM
DATE: January 31, 2001

TO: Mr. Ken King, Assistant CEO, GEF Secretariat
Att:  GEF PROGRAM COORDINATION

FROM: Lars Vidaeus, GEF Executive Coordinator

EXTENSION: 3-4188

SUBJECT: Regional (Albania, Macedonia): Balkan Energy Efficiency Program (BEEP)
Work Program Inclusion – Resubmission (if required)

Please find enclosed the electronic attachment of the above-mentioned project brief for
work program inclusion.  The project was originally submitted for the November intercessional
Work Program and recommended for inclusion in a work program but was withheld due to the
funding shortfall. The brief has been revised to reflect comments provided by the Secretariat on
September 20 and 21, 2000, as well as comments provided by UNDP in January 2001.  Also
attached, please find endorsement letters from both the Macedonian and Albanian GEF Focal
Points and the original cover memo dated September 7, 2000.

As described in the September 7, 2000 cover memo, the proposal is consistent with the
Criteria for Review of GEF Projects.  The proposal also responds to comments provided
(September 20 and 21) by the GEF Secretariat on four specific points:

• Paragraph 2 (page 2) elaborates on the lessons learned from the Hungary Energy-
Efficiency Co-finance program which have been adopted in conceiving the proposed
project.

• Paragraph 23 (pages 8-9) describes in greater detail the evolving financial market
conditions and the range of guarantee and other financial mechanisms to be adopted by
IFC, as appropriate, based on findings during appraisal and as conditions evolve further
over the course of implementation.

• Paragraph 27 (page 10) expands the strategy for building a sustainable impact from the
program by building viable enterprises and a vibrant market for the delivery of energy
efficiency services through project development activities which will be replicable after
the program has concluded operations.

• Paragraph 33 elaborates on how IFC’s existing and future credit lines to local FIs will
provide leverage by mainstreaming the financing of energy efficiency investment in the
local financial markets.



Mr. Ken King -2- February 8, 2001

The proposal further responds to comments provided on January 19, 2001 by the UNDP on three
specific points:

• Paragraph 28 refers to BEEP’s coordination with UNDP’s GEF-SGP (Small Grants
Program).

• Paragraph 28 refers also to how BEEP will complement and engage the Balkan Stability
Pact.

• Annex 2: the Logical Framework,  has been elaborated to provide specific and
measurable Outputs from each project subcomponent.

Please let me know if you require any additional information to complete your review prior
to inclusion in the work program.  Many thanks.

cc: Andreas M Raczynski (CTEDR); Louis Bursting, Dana Younger, Russell Strum, Sharon
Sullivan (CTEEP); Carolyn Breezily (CHARS); Arthur Dennis Long (CFABB); Ted Kennedy
(ENVDR)



PROJECT BRIEF
1.  IDENTIFIERS
PROJECT NUMBER
PROJECT NAME Regional (Albania, FYR Macedonia): Balkan -  Energy

Efficiency Program (BEEP)
DURATION 4 years
IMPLEMENTING AGENCY World Bank
EXECUTING AGENCY International Finance Corporation
REQUESTING COUNTRY OR COUNTRIES Albania, FYR Macedonia
ELIGIBILITY Albania:        FCCC ratification on 3/10/94

Macedonia:   FCCC ratification on 1/28/98
GEF FOCAL AREA Climate Change
GEF PROGRAMMING FRAMEWORK Operational Program #5
2.  SUMMARY: As the Balkan countries of Albania and Macedonia emerge from the aftermath of the Kosovo
crisis, there is recognition that the SME sector will be a driving force of employment and economic growth in
these countries.  At the same time, the legacy of historically low, subsidized energy prices and a centrally
planned economy have led to inefficient patterns of energy use which are now beginning to financially impinge
on newly privatized SMEs.  However, while SMEs stand to gain economically from energy efficiency
improvements, there are still barriers to widespread adoption of these improvements in the SME sector.  The
BEEP Program will work in close coordination with the IFC Balkan Enterprise Facility (BEF) to work with
SMEs in helping to overcome the barriers to EE.  Specific interventions will include: (i) training / awareness
campaigns targeted at the SME sector; (ii) project development assistance; (iii) local capacity building with
potential local ESCO firms and FIs; (iv)the establishment of financing facilities for EE through local FIs.
3.  COSTS AND FINANCING (MILLION US$)
GEF -Project

- PDF
Subtotal GEF

6.000
0.000
6.000

CO-FINANCING 
Subtotal Co-Financing

n/a
n/a

TOTAL PROJECT COST 6.000

4.  Associated Financing (Million US$)
Projected Technical Assistance Funding
Projected Financing

3.150 -7.150
0.900 - represents 1:1 leverage;
2.25 –6.25, or 1:1 - 1:3 leverage.

5.  Operational Focal Point Endorsement
Name:  Maksim Deliana
Organization:  National Environmental
Agency, Republic of Albania

Name  Toni Popovski
Organization:
Ministry of Environment and Physical Planning,
Republic of Macedonia

Title:  Chairman
Date:  September 4, 2000

Title:  Minister
Date: September 5, 2000

6.  IA Contact Russell Sturm, IFC
Tel: (202) 458 9668; Fax:  (202) 974-4349 ; Email: rsturm@ifc.org



PROJECT CONCEPT DOCUMENT

I.  BACKGROUND AND CONTEXT

1. This Project Document summarizes the Balkan Energy Efficiency Program ("BEEP" or
"the Program") for which the International Finance Corporation (IFC) will act as executing
agency. The Program will utilize up to US$6.0 million in funds from the Global Environment
Facility (GEF).  The Program's main objective is to promote the incorporation of energy efficiency
(EE) projects in small and medium enterprises (SMEs) in Albania and Macedonia.  Upon Bosnia
and Herzegovina's (BiH) ratification of the UN FCCC, the Program may be expanded to BiH.
EE projects include investments in efficient lighting (in all sectors), building and district heating,
boiler and control systems, and motors and industrial process improvements.  By promoting and
supporting local capacity in the implementation of EE projects, the Program serves GEF's
objectives to: (i) reduce greenhouse gas emissions, and (ii) create local capacity for EE project
development and implementation, as mandated in the GEF's Operational Strategy climate change
mitigation Operational Program on "Removing Barriers to Energy Conservation and Energy
Efficiency."

2. The design of BEEP takes into account lessons learned from several other IFC/GEF
programs, including the IFC/GEF SME Program, the Efficient Lighting Initiative (ELI), and the
IFC/GEF Hungary Energy Efficiency Co-Financing Program (HEECP).  For example, HEECP
lessons which have been incorporated into the design of BEEP include: 1) the need to educate
potential ESCOs (Energy Service Companies) and end users on the benefits of comprehensive EE
solutions; 2) the need for specific training and technical assistance with financial intermediaries (FIs)
to educate them in EE finance; 3) the need for proactive technical assistance programs that target
EE project development; and 4) the need to organize or provide technical training for vendors /
contractors and other companies involved in the EE project cycle.   The intention of BEEP is to act
as a pilot in the effort to mainstream the incorporation of one or more GEF operational programs into
IFC's new initiatives with small and medium enterprises.  Specifically, with the formation of the IFC
SME Department in FY2000, there has been renewed focus and emphasis on Project Development
or Enterprise Facilities which assist SMEs in business planning, managerial and technical skills,
access to knowledge and information, and access to finance in order to grow and expand.  In June of
2000, IFC established the Balkan Enterprise Facility (BEF) to conduct such activities in BiH,
Macedonia, Albania, and Kosovo.  The BEF is an IFC-managed,  $30M donor-funded technical
assistance facility, designed to assist SMEs in business planning, financial management, marketing,
and other relevant skills.  The BEEP program will complement and enhance BEF activities by adding
a global environmental component to BEF.  In addition, IFC is in the process of establishing similar
Enterprise Facilities in other parts of the world, including specific provinces in China and Central
Asia.   Opportunities are also being explored to utilize GEF co-financing in other regional Enterprise
Facilities of IFC's SME Department.

3. BEEP will therefore be integrated into BEF activities and, subject to appraisal, will be
implemented by local Implementing Entities (IEs), in conjunction with BEF staff.  All SMEs that
the BEF works with will be screened for potential participation in the BEEP program, and BEF
Investment Officers will likely assist on parts of the project structuring and financing components
of the Program.  Thus, the arrangement represents true mainstreaming of GEF Operational
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Program # 5 into IFC BEF operations.  During the pre-appraisal other GEF Operational Programs
were considered as well, but given the specific market conditions of the Balkans, including
intensive industrial energy usage and high cost of energy to SMEs, energy efficiency was selected
as the focus of BEEP. Similarly, in future GEF arrangements with other IFC enterprise facilities,
local market conditions will dictate the appropriate GEF Operational programs.

4. Due to UN FCCC ratification issues in Bosnia and Herzegovina, and political
considerations in Kosovo, BEEP will initially operate in Albania and Macedonia only.  However,
given that the BEF will focus its activities in Bosnia and Herzegovina, Kosovo, Albania and
Macedonia, BEEP reserves the right to initiate operations in Bosnia and Herzegovina and/or
Kosovo as well, should circumstances change during the appraisal period or during the life of the
Program.  In such circumstances, IFC could make a supplemental request to GEF to amend the
target countries, and increase the Program funding and budgets accordingly.

5. The Program will consist of four components in each country: (i) training / awareness
campaigns targeted at the SME sector; (ii) project development assistance with SMEs, (iii) local
capacity building with potential local ESCO firms in project development and financial
intermediaries (FIs) in financing; (iv) financing mechanisms. These four components are
necessary because, although the economics for EE projects in SMEs makes sense, the EE market
is at a nascent stage in both countries, and barriers exist throughout the project cycle (see
paragraph 12 for a description of barriers).  A further description of project activities can be found
in paragraphs 19-24.

6. It is estimated that the US$ 6.0 million in GEF funding will be budgeted as follows: (i)
$200,000 for awareness campaigns; (ii) $1,855,000 for project development assistance with SMEs,
including energy audits and project structuring; (iii) $540,000 for ESCO development work and FI
training; (iv) $2,250,000 for financing mechanisms and $162,000 in associated technical assistance,
and (v) $980,000 for Program administration.  It is envisioned that the above allocation will be split
more or less equally between Albania and Macedonia, though following appraisal appropriate
revisions may be made.

7. The Program will be administered by IFC's Environment Division, in coordination with the
BEF Headquarters in Sarajevo, and BEF field offices in Albania and Macedonia.   It is envisioned
that day to day program operations will be run by local Implementing Entities (IEs) and managed
by BEF / BEEP field staff in Albania and Macedonia, with coordination and supervision by the
IFC Environment Division's BEF representative in Sarajevo and support from IFC's Environment
Division in Washington.  The Program is decentralized by design in order be consistent with BEF
operational policies and to strengthen local capacity.

II.  PROGRAM OBJECTIVES, BENEFITS AND RATIONALE FOR GEF
FUNDING

Specific Program Objectives and Benefits

8. Specific objectives of BEEP are to: (i) increase awareness amongst SMEs of potential
savings from EE improvements;  (ii) provide technical assistance for project development in order
to develop bankable EE projects;  (iii) catalyze and develop growth of the local ESCO market and
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increase / develop the capacity of FIs to finance such projects; and (iv) enhance the capacity and
willingness of local financial institutions to finance EE project investments.  The primary objective
is to demonstrate bankable projects and at the same time build local ESCO capacity and local EE
financing capacity in order to develop the EE market. Finally, as the availability of finance is a
necessary but not sufficient part of the EE project cycle, participation of local FIs (such as banks,
local investment funds, and leasing companies) in the financing of such projects will be key.  The
type of financing intervention BEEP will provide to local FIs will be determined, during appraisal
and in the first year of the project, from a variety of mechanisms which IFC has experience with
in other countries (see paragraph 23).

9. Benefits from BEEP activities include: (i) direct energy cost savings for SME energy
users; (ii) entry and expansion of domestic ESCOs in the EE financing market; (iii) entry and
expansion of domestic FIs in EE financing; (iv) documentation of the financial structure and
environmental benefits of successful EE investments; and (v) promotion of a sustainable,
commercially viable EE financing market which can evolve to fully non-concessional finance
methods.  It is generally recognized that the SME sector will be a driving force of employment and
economic growth in these countries; implementing energy efficiency measures will not only assist
SMEs in managing their energy costs and consumption while reducing GHG emissions, but such
projects will serve as demonstration projects to other sectors of the economy.   In addition, the
Program is likely to provide pioneering experience of interest to the GEF regarding mainstreaming
GEF funds and Operational Programs  into the  SME advising and financing efforts of IFC.
Anticipated lessons learned concern how to: (i) most effectively structure GEF programs into IFC
Project Development Facilities and Enterprise Facilities; (ii) most efficiently work with SMEs
which face difficult market conditions.

National and Global Environmental Objectives and Benefits

10. Expanded investment in EE offers economic and environmental benefits including: (i)
avoided capital costs for new power and transmission/distribution capacity; (ii) reduced foreign
exchange costs for fossil fuel imports; (iii) reduced state deficits from direct and indirect energy
costs; and (iv) cost-effective reductions of global greenhouse gas (GHG) emissions and local
pollutants.  The EE projects supported by BEEP will generate global environmental benefits by
reducing GHG emissions.

11. Analysis of initial EE projects indicates that Program support can be applied to gain
carbon emissions reductions at costs ranging from US$ 1.41 - US$ 2.77 per ton of CO2, or US$
5.22 - US$10.27 per ton of carbon.  These calculations assume: 1) both direct and indirect effects
of the Program are taken into account; and 2) all Program resources are expended and US$1.8 M
of the US$ 2.25 M in financing mechanism funding is returned, for a net expenditure of US$ 4.2
M.  The estimated total GHG emissions reductions achieved by the EE projects supported and
catalyzed by the Program are between 1,514,000 and 2,982,000 tons CO2, and 409,000 - 805,000
tons of carbon. The Program's range of possible incremental costs (direct, indirect, and total) are
indicated in the incremental cost analysis provided as Annex I.

Rationale for GEF Funding
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12. BEEP responds directly to GEF's objective of seeking cost-effective means to reduce
GHG emissions consistent with the mandates of the GEF Operational Strategy. Improving energy
efficiency is a primary method for cost-effective control of GHG emissions; BEEP will
specifically focus on Operational Program #5, removing the following barriers to energy efficiency
projects in the SME sector: (1) lack of awareness, information, and confidence on the part of
SMEs in the efficacy of EE investments and technology; (2) lack of capacity in EE project
development, including engineering, installation, and monitoring of energy efficiency measures; (3)
lack of understanding and capital available through FIs for EE investments; and (4) perceived risks
of EE investments by FIs.  BEEP aims to catalyze EE investments in the SME sector which
would likely not occur absent the GEF funding.  In this Program, IFC will use GEF resources to
catalyze four important aspects of the EE project cycle - 1) project development and structuring,
2) ESCO development, 3) FI training and awareness, and 4) financing mechanisms or support.
The lessons learned from the Program are likely to have application in other eligible GEF recipient
countries and for future GEF projects.

13. It should be noted that, subject to the results of the appraisal, BEEP may use a
combination of grant and non-grant based financing mechanisms. The Program has been
specifically designed as a tailored intervention for the target countries, responding to the needs and
capacities of the specific economies and capital markets.  In this context, grant-based technical
assistance is required to increase general EE awareness amongst SMEs, and to build capacity and
project development skills within potential ESCOs and domestic FIs; in these cases the GEF funds
will be expended in a manner consistent with normal GEF grant financing modalities. With regard
to the financing elements of the Program, non-grant concessional finance mechanisms, such as
concessional loans, may be appropriate; alternatively, more sophisticated instruments such as
partial guarantee mechanisms may prove during appraisal to be best suited to the needs of these
countries.

Project Leverage:
14. BEEP aims to achieve leverage in both the project development and financing aspects of
the Program.  It is projected, subject to appraisal, that technical assistance funds used for energy
audits will be matched 1:1 by the potential EE / ESCO firm and/or SMEs.  Thus, a total of US$
900,000 over 4 years will be leveraged by an additional US$ 900,000 in matching project
development investment from non-GEF sources.  For the financing phase of the project, several
scenarios are possible (as presented in paragraph 23).  If a credit line is utilized, and assuming a
50:50 debt : equity ratio for project financing, the leverage would again be 1:1, where US$ 2.25 M
leverages an additional US$ 2:25 M in project investment under Scenario (i).  If a guarantee
facility if used, and assuming the facility covered 1/4 of project costs, then the leverage would be
1:3, or US$ 2.25 M leveraging an additional US$ 6.75 M in project costs under the Scenario (ii).
In addition, see paragraph 33 for a discussion of potential leverage with IFC-supported financial
intermediaries in the target countries.

III.  BACKGROUND CONDITIONS AND PROGRAM CONTEXT

Energy Economy and Policy
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15. Macedonia:  Macedonia has a very energy intensive economy, yet it is short of domestic
energy resources.  The primary indigenous resource is lignite, which is used to generate electricity,
though there is some hydropower as well (representing 2.3% of the total energy supply, 13% of
electricity production).  While Macedonia is basically self-sufficient in electricity, it lacks oil, gas,
or high quality coal, and thus imports approximately 40% of its total energy consumption, mostly in
the form of  petroleum and crude oil.  Indeed, petroleum or its products account for approximately
11-16% of total annual imports ($143 million -$215 million).1

Table 15 : Energy Intensity in Selected Countries of the World
ENERGY USE (Oil Equivalent)

Country GDP per Capita ($)
Per Capita
(kg)

GDP Output
per Kilogram ($)

Central and Eastern
Europe
FYR Macedonia 780 767 1.2
Albania 340 421 0.5
Bulgaria 1160 2422 0.5
Czech Republic 2730 3873 0.7
Poland 2270 2407 0.4
Romania 1090 1958 0.5
Ukraine 1910 3885 0.6

Developed
Market Economies
Denmark 26,510 3729 7.3
Germany 23,560 4353 5.5
Portugal 7890 1816 4.7
Greece 7390 2173 3.5

Source: WB Report No. 15313-MK: Former Yugoslav Republic of Macedonia Energy Sector Review
    Note: Units are Oil Equivalent where 1 Kg. Crude Oil = 10,200 Kcal

16. Table 15 shows the relative energy intensity of Macedonia and Albania as compared with
other CEE and selected economies.  Macedonia's intensity is primarily due to several factors,
including the following: (i) industry represents a relatively high share of GDP, and the specific
industry sectors (chemicals, metals, cement) are inherently energy intensive; (ii) both large and
small scale industry and enterprises alike use less energy efficient technology than their Western
counterparts, and (iii) buildings and houses are poorly insulated.   As such, energy efficiency
measures are a priority for the Macedonian government, and IFC's BEF would be well positioned
through BEEP to assist in improving the energy intensity profile of Macedonia through its work
with SMEs.

17. Albania:  Albania is relatively less energy intensive than other CEE countries, yet often
suffers from energy shortages and blackouts, due to technical and non-technical losses which
pervade the system.  The state owned electricity company  (KESH) dominates the energy sector,
                                                                
1 WB Report No. 15313-MK: Former Yugoslav Republic of Macedonia Energy Sector Review, World Bank,
May, 1996.
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and continues to suffer from non payment and theft of electricity.  While electricity generation is
95% hydro, the majority of the energy consumed in the industrial and service sectors, including
SMEs, is derived from thermal sources.  Specifically, in the industrial sector, it is estimated that
over 75% of the energy consumed is broken down as follows: 25% from lignite, 20% from diesel,
18% from firewood, 11% fuel oil, and 4% from coal-fired district heating.  In the service sector, it
is estimated that approximately 60% of the energy consumed is from thermal sources, with 44%
from firewood and 16% from coal-fired district heating. 2

18. The National Agency of Energy (NAE) has made energy efficiency a priority, and has,
with EU support, established the Albania - EU Energy Efficiency Center Foundation to conduct
EE activities.  In addition, the NAE, with EU assistance, has prepared a draft New Energy
Strategy for Development of the Albanian Energy Sector.  Under this strategy, focus is given to
energy efficiency in different sectors, with an emphasis on efforts which can be made through
behavioral changes, technological improvements, and structural changes in the industry. It is
recognized that many SMEs depend upon heavy fuel oil and other carbon-intensive fuels for
technological processes, heating, and autogeneration, and thus non-electrical energy savings can
result in relatively large CO2 savings.  Thus, BEEP fits in well with the priorities and focus of the
Albanian government.

Market  Barriers and Programmatic Approaches to Remove Them

Project Development Assistance for Demonstration Projects:
19. Development of a sustainable ESCO market for SMEs in these countries will require
interventions on the demand (end-user) and supply (ESCO) side.  On the demand side, development
of EE projects requires significant up-front at-risk expenses for energy audits, engineering, project
contract development, sales and administration and arranging of financing.  EE projects tend to have
relatively high pre-investment development and transaction costs (the transaction cost barrier)
especially where EE markets are in early stages of development.  The Program intends to address
these up-front risks and high development and transaction cost barriers by supporting the early stage
project development efforts.  Specifically, BEEP will support, on a cost-sharing basis,  the up-front
project development work with targeted SMEs, which will serve as demonstration projects.  The
focus will be on preparing projects for implementation on commercial terms,  and will likely include:
(i) feasibility studies to identify EE investment opportunities; (ii) full energy audits with selected
SMEs; and (iii) structuring and financial advisory services to properly structure and package the
projects for financing out of cash flow or for ESCO financing.  It is envisioned that an average of 20-
30 demonstration projects per country will be initiated (including audits and project preparation for
financing) per year for 3 years.

ESCO Development Programs:
20. On the supply side, both Albania and Macedonia appear to have an initial base of EE
businesses, namely experienced consulting engineers, mechanical/electrical contractors, equipment
distributors, and construction companies.  These firms will form the basis of the energy services
capacity necessary to develop commercial projects in these energy markets. The ESCO business
development program would: (i) identify the existing businesses which have interest in developing this
business capacity; (ii) train, engage and educate these businesses; and (iii) involve the interested and
qualified firms in the project development activities and entire project cycle of the demonstration
                                                                
2 Source: National Agency of Energy, Tirana, Albania.
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projects, including hands-on training in ESCO business tools such as project development,
performance contracting, project finance, and measurement and verification of energy savings.
Where relevant, BEEP will introduce local capacity to international ESCO firms as well.

Assistance to FIs: Promoting EE Financing:
21. In terms of financing, BEEP intends to begin to promote EE financing with established FIs,
building on existing capacities.  The Program in this area will initially be directed at assisting
commercial banks, and equipment leasing and/or any commercial finance companies as they begin to
emerge, to better understand certain EE markets. Training and workshop programs may be
established to educate officers in the FIs on the EE market, special features of risk analysis and
financial structuring for this market, and to introduce them to BEEP demonstration projects and local
ESCO firms which are developing projects. Because the most productive way to promote EE finance
with established FIs is to bring them transactions needing financing that represent sufficiently
creditworthy demand for financing, this part of the program targeting FIs will work hand-in-hand with
the Project Development Assistance and ESCO Business Development Program.

22. Through development of the demonstration projects, the ESCO Development Program,
and the FI training, the intention is to reach the point where both countries have i) a pipeline of EE
Projects, ii) local ESCO capacity to perform the projects, and iii) local FIs which have a general
understanding of EE projects and a willingness to finance them.  However, given IFC's experience
in Hungary and other places, it is predictable a financing barrier will remain. While many EE
projects have very short paybacks, longer terms are often needed to allow projects to be financed
on a positive cash flow basis, the heart of EE marketing. The Albanian and Macedonian capital
markets lack this medium to long term debt capital which is necessary for most EE projects.
Thus, BEEP intends to offer appropriate financing mechanism in each country in order to
stimulate financing of these projects and complete the project cycle.

Financing Mechanisms:
23. Because the capital markets in the target countries are relatively underdeveloped but do
continue to evolve, the precise financing mechanism to be provided will depend upon country and
capital market conditions at the time of appraisal.   Determining which specific mechanisms are
most likely to be successful in each specific market is a function of sound business judgement
based on the specific situations.  While the initial assessment suggests that liquidity is an issue in
both markets, and thus a credit line may be the most appropriate mechanism, it is possible that one
or more markets will continue to evolve in such a way that a more limited approach, such as a
partial guarantee, is appropriate.  Regardless of the mechanism(s) selected, IFC will undertake to
maximize leverage of the GEF funds being used for this purpose.  The likely scenarios are
described below in more detail:

(i) Credit Line to Domestic Banks for EE Projects. BEEP may provide long-term, five to ten year
debt capital in the form of a credit line to established FIs, in order to give them a source of funds for
EE financing.  The credit line would be structured in the least concessional way, consistent with
IFC's approach to non-grant financing mechanisms.

(ii)  Partial Guarantee Mechanism for EE Projects:
Credit risks, both real and perceived, are likely to be a barrier to the financing of these SME EE
projects, especially given the small and immature nature of these companies in Albania and
Macedonia.  Therefore, BEEP may provide mechanisms which provide or organize credit
enhancement to share in credit risks. Such credit enhancement may be provided in the form of
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guarantees or provision of loss reserves, as in the case of the IFC/GEF Hungary Energy Efficiency
Co-Financing Program (HEECP).

(iii) Transaction Assistance and Associated Financing Mechanism:
As with HEECP, it is possible that initially FIs will require specific, individual transaction support (in
the form of assistance in credit analysis, legal contracting, etc.) in order to complete the transactions.
In this instance, BEEP will provide transaction assistance, on a cost share basis with the FI, in
addition to the appropriate financing mechanism as described above.

24. It is expected that BEEP will work with SMEs from a variety of industries, and the EE
projects will depend upon the needs of the individual SMEs.  Examples of types of SMEs the
Program is likely to work with include: construction materials companies (brick factories, cement
factories, metal works companies), food and agribusiness companies (milk factories, canning
factories, pasta and grain factories), light industry (paper and packaging companies, textile and
clothing companies, chemical and pharmaceutical companies, and other light industrials).  The types
of EE projects are expected to include a package of several or more of the following improvements:
cogeneration and district heating improvements, HVAC and building control systems installations
and/or upgrades, motors and industrial process improvements, and installation of efficient lighting.

IV.  RISKS AND SUSTAINABILITY

25. Specific risks include: (i) market risk, in that BEEP activities could fail to result in the
growth of the SME EE market; (ii) political and economic risk, in that the economies themselves
could suffer a downturn which would hurt the Program's SME clients; (iii) lack of potential
ESCOs, in that there could be an inadequate number of ESCO partners to work with in trying to
build the ESCO market; (iv) lack of interest by local FIs in SME EE financing.   These risks can
be mitigated or avoided through careful project appraisal and design activities, including extensive
consultation with local BEF staff who know and understand local conditions,  further consultations
with local FIs, further appraisal of existing EE companies and their ESCO potential, and sound
project implementation plans.  In addition, the ability to draw on the experience and lessons
learned by IFC in the HEECP and other EE finance programs, as well as the local experience of
the Albanian Energy Efficiency Center and the Macedonian Clean Production Center should help
in program design and trouble-shooting.

26. BEEP addresses sustainability in terms of:  (i) ensuring capacity building in all parts of the
project cycle so as to build the necessary technical, financial and professional infrastructure
necessary to maintain market growth; and (ii) aiming to demonstrate and produce bankable
projects for commercial, private sector financing.  GEF funding will be applied through private
sector and NGO channels and administered by IFC to stimulate the local SME EE markets.   Care
will be taken to ensure that BEEP activities are indeed market strengthening and lead to market
growth and sustainability in the SME energy efficient finance market after GEF funding has been
exhausted.   The objective is not to have a one-time impact but rather help establish or reinforce
expansion of healthy, profitable markets for EE projects in the SME sector, which will ensure
long-term sustainability.   Involvement and engagement of commercial FIs should greatly increase
the availability of sustainable financing for SME EE projects after the program ends.   The key to
this success will be structuring financial instruments which do not create long-term dependency by
the FIs, but which assist the FIs in developing a new and profitable financing market.
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27. The BEEP Program aims to achieve replicability by demonstrating that the general
approach taken - namely, providing a combination of technical assistance, capacity building, and
financial mechanisms which aim to build the local market infrastructure -  can result in the on-
going implementation of EE or other environmental projects, in a variety of countries. While
certain conditions will be specific to the countries or markets involved, the general approach of
identifying the weaknesses and/or gaps in the local market infrastructure and then strengthening
these gaps through a combination of instruments, is an approach which should prove viable - and
thus replicable - in a variety of regions and sectors.  It is also expected that by working with
selected FIs and ESCO-like companies which then implement financially viable projects, a
demonstration effect may occur, as has been seen in the HEECP project; specifically, other FIs
and potential ESCOs may see that there is a viable business opportunity in the sector and may
wish to pursue it as well.   Finally, the lessons learned from the BEEP program should be useful to
a broad range of stakeholders, and as such IFC will pursue opportunities for dissemination of
lessons among this broader group of stakeholders both within and outside the region.  Specifically,
it is expected that BEEP lessons and experience will be discussed with BEF and other IFC
investment officers at periodic retreats and seminars, and at external and internal conferences.  It
is also proposed that lessons learned from BEEP be posted on the IFC SME website, and that
other forms of outreach to broader stakeholders are considered and undertaken.

V.   STAKEHOLDER PARTICIPATION AND IMPLEMENTATION
ARRANGEMENTS

28. Country consultations were conducted by IFC during the summer of 2000 and  resulted in
strong expressions of support for BEEP from host country government agencies, NGOs, financial
intermediaries, and various private sector firms.  BEEP will offer additional opportunities for
stakeholder participation at the national and local level through engagement of local governments,
private financial intermediaries, equipment installers and NGOs during the appraisal and
implementation phases.   BEEP intends to continue to consult with government agencies (including
specifically the National Environmental Agency in Albania and the Ministry of Environment in
Macedonia), NGOs, research institutions and other interested parties to inform and adjust the
development of individual country implementation plans and to provide an independent review of
the activities to be carried out under those plans.   In addition, BEEP will seek leverage
opportunities from ongoing parallel activities in each of the BEEP country markets, including the
GEF Small Grants Programme (SGP) implemented by UNDP.  SGP provides grants and other
support to community-based groups and non-governmental organizations for activities that address
local problems related to the GEF areas of concern. BEEP will coordinate with SGP through the
national steering committee, which provides overall guidance and strategic direction for SGP and
screens and selects projects for grant awards.  During appraisal, IFC will refine the BEEP
program strategy to fully complement the Southeast Europe Compact for Reform Investment
Integrity and Growth (the Balkan Stability Pact), which serves as the multilateral focal point for
economic and infrastructural development support in the region.  BEEP’s focus on establishing a
sustainable energy efficiency capability in the BEEP focal country markets is directly supportive
of the Stability Pact’s focus on establishing a robust sustainable market economy.  Coordination
with the Stability Pact Country Economic Team Leaders will be a key responsibility of BEEP
program managers.
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29. The proposed administrative structure of BEEP is still under development by IFC.   As
currently envisioned, BEEP will be executed by consultants or local Implementation Entities (IEs)
under contract to IFC which will be selected following project appraisal.   For example, it is
envisioned that the EU sponsored Energy Efficiency Center in Albania could function as the IE
for several parts of the Program in Albania, as could the UN sponsored Clean Production Center
in Macedonia.  The IEs will be chosen on the basis of their knowledge of energy efficiency, ability
to design creative programs, managerial capacity and familiarity with the region.  IFC staff and
consultants in BEF HQ in Sarajevo, and ultimately in Washington, will provide managerial and
technical oversight and supervision to the IEs and for the various country sub-project activities
under the BEEP program.   IFC will ensure that BEEP coordinates with other relevant GEF
supported initiatives, and will ensure that GEF objectives and policies are followed, financial
management is sound, and projected leveraging levels are achieved.   GEF funds will be applied to
the proposed programs on an incremental cost basis to mitigate risk, reduce market barriers, and
help lower transaction costs.   The local IEs will perform most of the tasks required in the targeted
countries and will be involved in administration of GEF funds.                           .

30. Implementation methods will be determined by IFC in accordance with its experience in
administering technical assistance and private sector financing mechanisms, and in accordance
with the lessons learned from the IFC/GEF SME Program, PELP, ELI, HEECP,  and other
previous GEF and non-GEF funded energy efficiency and/or SME financing projects.   Regardless
of the method used, additional technical and financial expertise, including involvement of local
financial intermediaries for the countries addressed, will be required by IFC to support program
implementation and achieve target levels of financial leverage.  In addition, GEF fund
disbursement schedules are expected to be specific to each country program and IE requirements.
In each case, a proposed country program activity will need to be included in the overall BEEP
work plan and will be subject to IFC approval.

Incremental costs and Project Financing

31. As the final composition of the country programs is not yet fully known, it is not possible
to precisely estimate the incremental costs associated with BEEP.   However, GEF resources will
only be directed to those applications that meet incremental cost guidelines.  At present, it is
envisioned that there will be two categories of incremental costs to be met by the Program: (i)
Program direct incremental costs and (ii) FI incremental costs and/or risks. In the case of (i),
these are the costs incurred by IFC, including administration costs (staffing, rent, etc.) and project
costs (including technical assistance, awareness campaigns and ESCO business development
TA). Such costs are entirely consistent with the GEF’s Operational Program #5 on barrier
removal.  In the case of (ii),  if a credit line is being supplied to a local FI, it is being done so to
remove the barrier of lack of capital, and hence is an incremental cost associated with barrier
removal.  If a partial guarantee is being supplied, FIs perceive that additional financial losses may
occur as a result of the inherent riskiness of EE investments (most of which are viewed as
unsecured loans due to a lack of collateral value of EE equipment). The baseline would be the FIs
appraisal of its required overcollaterization or risk-adjusted interest rate in order to make EE
investments.  (See Annex I for the more detailed incremental cost analysis).

32. The US$ 6.0 M GEF funding contribution to BEEP is expected to be applied as described
earlier in this document (see paragraph 6). These budgets and allocations were developed based
on the pre-appraisal process and some flexibility needs to be retained by IFC to adjust these
budgets once appraisals are completed.  Opportunities will be sought wherever possible to
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economize in use of GEF funds and to maximize their use in non-grant financing modalities (e.g.,
concessional loans or guarantees) that offer the possibility to produce returns of GEF funds at the
conclusion of the project.   Use of GEF resources is estimated to leverage approximately US$ 1.0
M in matching funds for development of the projects, and an additional US$ 2.25 M - US$ 6.25 M
in commercial financing from non-GEF sources.

33. IFC is also a major source of equity and debt financing to commercial FIs in Albania and
Macedonia.  IFC’s investment portfolio includes over $15 M in capital placed with commercial
banks and venture capital funds in the two countries.  It is expected that through BEEP activities,
opportunities can be found to deploy portions of this capital into commercial energy efficiency
financing activities, which could represent additional leverage and mainstreaming.  IFC will seek to
use its existing relationships with these FIs to realize this financial additionality potential wherever
possible.                           .

Administrative Budget

34. The Administrative Budget is estimated at US$ 980,000, or 16% of the proposed budget.
Experience with the SME Program and other non-GEF IFC SME project development and
financing facilities indicates that projects involving SMEs require extensive 'handholding' and
careful management to achieve durable results.   Not only are there more sub-projects under an
SME Program than one involving fewer, larger sub projects, but the nature of SMEs in general
require more technical support and financial  / management guidance than larger, more
experienced companies.  Note that the bulk of these administrative expenses are for the specified
project-related costs of the BEEP implementing entities selected by IFC.  There is also a budgeted
amount for local coordination with BEF HQ and BEF local offices, as each IE will report to and
coordinate with BEF local offices and HQ on routine matters.

VI.  MONITORING, EVALUATION AND DISSEMINATION

35. The monitoring and evaluation plan for BEEP will be built into the project structure.  It is
anticipated that an Independent Evaluator (the "Evaluator") for the Program will be selected
before the Program begins, and reporting and data requirements will be agreed to and supplied by
the IEs throughout the life of the Program. The Evaluator will: 1) conduct a baseline review and
produce a baseline report at the beginning of the Program;  2) conduct a mid term evaluation and
write a mid term report in the middle of year 2 of the Program; and 3) conduct and produce a
Final Evaluation after the Program is finished.   The costs of this M&E plan are part of the
administration costs in the budget. BEEP builds upon lessons learned from the development,
implementation and evaluation of PELP, HEECP, and the SME Program, as well as other energy
efficiency programs currently under implementation or being undertaken during the past five years
in North America, Europe, Latin America, Asia and Africa.

36. BEEP monitoring and evaluation efforts will be designed to assess both the direct impacts
of the GEF funded activities in the target countries and the catalytic effects of the broader
stimulus to the energy efficiency markets in Albania and Macedonia.  By design, BEEP's M&E
plan will also allow continual fine-tuning of BEEP program designs to maintain the project’s
responsiveness to its objectives.
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37. As discussed above, BEEP evaluation and monitoring activities will be integrated into the
program components. Data monitored will include financial and other more standard measures, as
well as achieved and verified targets of related GHG emission reductions. This will be
supplemented by regular IFC project supervision and financial controls.  In addition, it is envisioned
that market research will measure long-term market impacts including number of EE projects,
types of EE measures and types of SMEs, number of ESCOs, and the like.  This data will also be
used to measure BEEP's benefits in terms of GHG emission reductions, and attempt to measure
the persistence of these benefits once the Program is complete.

38. This project proposal was subject to an Independent Technical Review by a qualified
expert from the STAP roster, whose summary comments are attached as Annex III.  The
reviewer found the project concept to be consistent with GEF strategies and plans, and technically
sound.  In addition to several editorial mistakes which have been corrected, the reviewer also
suggested a slightly different approach to calculating the incremental costs (Annex III, Section 8:
Global Benefits), which have been adopted and are fully reflected in this proposal.
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Annex I
Incremental Cost Analysis

1. Broad Development Goal and the Baseline

The broad development goal is the efficient provision of energy services through the incorporation
of energy efficiency (EE) projects in small and medium enterprises (SMEs) in Albania and
Macedonia. While it has been established that there exists enormous potential demand for
efficiency improvements, until now there has been very limited energy saving (ES) activities in
these markets.

BEEP is designed to remove barriers to the development of SME EE projects as well as barriers
that hinder the development of local ESCOs. The EE projects supported by BEEP will generate
global environmental benefits by reducing GHG emissions and assist Albania and Macedonia in
fulfilling its commitments under the UN FCCC. BEEP will systematically identify and initially
support suitable SMEs through training and awareness campaigns, project development assistance
and cost effective credit and/or guarantee facilities through local FIs. There will also be technical
assistance provided to work with and train potential local ESCOs and FIs.

The baseline scenario implies increased CO2 emissions through economic growth. The use of fuel
oil and other hydrocarbon-based fuels in technological processes as well as heating and
combustion processes results in higher fossil fuel imports.

2. Global Environmental Objectives

The global environmental objective is to reduce GHG emissions from the use of hydrocarbon-
based fuels used in: (i) technological and production processes, (ii) heating, and (iii) inefficient
combustion processes.  In addition general lack of insulation and inefficient lighting results in
increased GHG emissions from electricity generation.  Total CO2 emissions for the year 1999 in
the baseline scenarios are estimated to be 1.49 Mt of CO2 in Albania and 9.31 Mt of CO2 in
Macedonia for all sectors.

While both countries recognize the importance of EE and are seeking to or have incorporated
some EE aspects into their national energy plan, future efforts will likely focus on larger, state
owned enterprises. There is currently little activity in the SME EE sector.

3. Alternative

The proposed GEF alternative, implementation of BEEP, will assist Albania and Macedonia in
achieving ES objectives. Various estimates indicate a technical and economic potential to save 20-
30% of total energy consumption through EE projects having simple pay back periods of six years
and less.

The Program’s main objective is to build local capacity with potential ESCO firms and local FIs.
Through its activities, the Program will directly support the implementation of cost-effective EE
projects and indirectly promote a commercially sustainable EE project development and finance
market.
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4. Scope of  Analysis

The GEF Alternative will primarily affect local SMEs, including the FI partners and the
businesses, which provide training and technical assistance and deliver the EE equipment. In
general, increased EE investment will shift production, investment and consumption patterns away
from current energy use patterns toward efficient use. Macroeconomic studies in North America
and Western Europe indicate that such a shift can result in increased employment opportunities, all
other things being equal.

Domestic Benefits and Savings

Expanded investments in EE offers national economic and environmental benefits for Albania and
Macedonia including: (i) avoided capital costs for new power and transmission/distribution
capacity; (ii) reduced foreign exchange costs for fossil fuel imports; (iii) reduced state deficits
from direct and indirect energy costs; and (iv) cost effective reductions of global GHG emissions
and local pollutants.

In addition to the macroeconomic benefits cited above, expanded investments in EE will contribute
to reduced local and regional air pollution and its related economic, social and health benefits; job
creation for the domestic service and manufacturing sector; capacity building through training,
project development assistance and ESCO business development; and accelerated transfer of EE
technologies.

Global Benefits and Savings

Global benefits can only be estimated within a wide range, due to the variance in the types of
SMEs and types of EE projects to be undertaken.  Direct, indirect, and total GHG emissions
reductions have been estimated, as follows:

Direct:
Energy audits from industrial and service sector SMEs were provided by the EU Energy
Efficiency Center, and the results and data were analyzed and applied to BEEP estimates.
Assuming a total of 46 projects financed directly by BEEP, and an average project life of 10
years, direct CO2 reductions may range between 367,000 and 722,000 tons CO2. The probable
carbon savings of the project are estimated to range between 100,000 and 195,000 tons of carbon.
This translates into US$ 5.82  to US$ 11.46 per ton of CO2, and to US$ 21.54 - US$ 42.43 per ton
of carbon for the proposed US$ 4.2 million in GEF funds not returned under the Program.

Indirect:
Using similar data from above, and assuming that in each country 4 ESCO-like businesses are
catalyzed by the Program, which in turn complete 3 projects per year for years 5-10 of the
Program, an additional 144 projects would result. Thus, the indirect CO2 reductions are estimated
to range between 1,148,000 and 2,260,000 tons CO2, and the indirect carbon savings of the project
are estimated to range between 310,000 and 610,000 tons of carbon.  This translates into US$
1.86 to US$ 3.66 per ton of CO2, and to US$ 6.88 - US$ 13.55 per ton of carbon for the proposed
US$ 4.2 million in GEF funds not returned under the Program.

Total:
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Because the Program is designed to be sustainable by its emphasis on capacity building and
building up the local EE market infrastructure, it is appropriate to measure not only the direct
impacts of the GEF-funded program but also the indirect impacts which are estimated to result
from the Program.  Thus, it is appropriate to consider the total - direct and indirect - CO2 and
carbon reductions when considering global benefits and cost effectiveness.  The total CO2
reductions are estimated to range between 1,514,000 and  2,982,000 tons CO2, and the total
carbon savings of the project are estimated to range between 409,000 and 805,000 tons of carbon.
This translates into US$ 1.41 to US$ 2.77 per ton of CO2, and  US$ 5.22 to US$ 10.27 per ton of
carbon for the proposed US$ 4.2 million in GEF funds not returned under the Program.

5. Costs

Total cost of the EE investments facilitated by BEEP is estimated to be around US$ 6.0 million.
The program  will support EE projects that would not otherwise be implemented due to institutional
and financial barriers and the incremental risks perceived by FIs.

In accordance with the guidance of the UN FCCC, the GEF approach on incremental costs
requires that the incremental costs incurred in this project be financed in full. Estimates of
incremental costs, and their incidence, form the basis for the amount of grant (or grant equivalent)
made available by GEF. These are discussed further below.

There are two categories of incremental costs to be met by the Program: ( i) Program direct
incremental costs and (ii) FI incremental costs and/or risks. In the case of ( i), these are the costs
incurred by IFC, including administration costs (staffing, rent, etc… ) and project costs (including
technical assistance, awareness campaigns and ESCO business development TA). Such costs are
entirely consistent with the GEF’s Operational Program #5 on barrier removal.  In the case of (ii),
if a credit line is being supplied to a local FI, it is being done so as to remove the barrier of lack of
capital, and hence is a barrier removal type of incremental cost.  If a partial guarantee is being
supplied, FIs perceive that additional financial losses may occur as a result of the inherent
riskiness of EE investments (most of which are viewed as unsecured loans due to a lack of
collateral value of EE equipment). The baseline would be the FI's appraisal of its required
overcollaterization or risk adjusted interest rate in order to make EE investments.

The modalities for utilizing and transferring the requested US$ 6.0 million in GEF funds and the
terms and conditions controlling their use have been developed on the basis of:
(i) regular ways that IFC and the participating FIs conduct business with the private sector; (ii)
relating the grant element of the financing to the incremental cost; (iii) providing commercial
incentives to encourage financial innovations in the interest of the global environment combined
with appropriate risk management in the interest of cost effectiveness, financial sustainability, and
future replicability; and (iv) ensuring that GEF funds will in no case be used to exceed the
“financing gap” (the amount of required credit support/enhancement via a credit line and or a
guarantee facility that cannot be otherwise obtained from commercial sources).

The direct incremental cost associated with the program is calculated as follows:
The US$ 0.20 M for awareness campaigns, US$ 1.86 M for project development assistance with
SMEs, US$ 0.54 for ESCO development work and FI training, and US$ 0.98 for administration
adds to US$ 3.58 M.  This US$ 3.58 M represents the direct incremental costs of IFC and the
participants, and will not be recoverable.   In the financing mechanisms, it is assumed that US$
0.16 M will be used for technical assistance and it is assumed that 20% of the credit line or partial
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guarantee will be lost, and the rest will be repaid or recovered.  Thus, US$ 0.16 M + US$ 0.45 M
can be added to the incremental cost, and US$ 1.8 M considered recovered for the GEF.  This
brings the total Incremental Costs to US$ 4.2 M.

There is no firm basis for estimating a priori the amount of actual incremental cost to be met by
the GEF funds under the Program. It will be only after a period of Program performance that
good information on actual outcomes will be available.

6. Incremental Cost Matrix and Table of Environmental Benefits

Attached is an Incremental Cost Matrix as well as a Table of Environmental Benefits. The matrix
values reflect the incremental cost discussion above. It should be noted that the estimates of
carbon emission reductions account for projects directly and indirectly supported by the Program -
thus total emissions reductions estimates resulting from EE projects directly and indirectly induced
by the Program’s catalytic activities and its contribution to creating a sustainable EE finance
market.  The table calculates projected emission reductions, million tons/year and is based on
certain assumptions as described in Section 4, Global Benefits and Savings.
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Incremental Cost and Benefits Matrix

Baseline Alternative Increment

Domestic
Benefits

Heavy fuel oil usage for
realizing the technological
process.

Lack of insulation causes
high fuel usage.  Fuel oil
must be imported at a high
cost.

Inefficient combustion
process

High unemployment and
low qualification

Systematic penetration of
selected sectors
guaranteeing high-energy
savings.

Local SME capacity
building through training,
project development
assistance and ESCO
business development

Job creation in the
domestic service and
manufacturing sector

Less local and regional air
pollution

Higher competitiveness of the
SME sector through lower
production costs.

Less unemployment and trained
employees

Global
Benefits

Emissions from heavy fuel
use, heaters and lighting
amount to  between 2.2 to
14.2 million tons of CO2

CO2 emissions reduced
to 0.7 to 11.2 million
tons

1.5 to 3.0 million tons of CO2
emissions eliminated

Costs Depending on the fossil fuel
market price the costs can
vary.

Total program cost will
be around US$ 6.0
million whereas US$ 1.8
million
will be repaid resulting in
a net incremental cost
US$ 4.2 million

Energy efficiency investments
produce Internal Rate of
Returns of up to 40% depending
on the sector, the measures
applied, and the methodology
used.

Incremental Costs of the Balkan
Energy Efficiency Program
establishment:
Net Project costs: US$ 2.76M
Finance losses:     US$ 0.45M
Administration:    US$ 0.98M
Incremental Cost: US$ 4.2 M
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Annex II
Logical Framework:  Balkan  Energy Efficiency Program

Narrative Summary Key Performance
Indicators

Monitoring and
Evaluation

Critical Assumptions

(a)  Sector-Related
Country
Assistance
Strategy (CAS)
Goal

BEEP addresses CAS goals
related to environmental
protection and private sector
development.

• Increases in energy
Efficiency projects in
the SME sector.

• WB study on
energy and EE
market in target
countries.

 (Goals to Bank/GEF
Missions)
 Assumes:

• Stable or growing
national economies.

• No new significant
nuclear or
hydropower
facilities.

(b)  GEF Operational
Program Goal

Reduce greenhouse gas
emissions.

• Greenhouse gas
emissions avoided.

• 1.5 to 3.0 million tons of
CO2 emissions
eliminated

Same as above. Same as above.

(a) Project Development
Objective
Accelerate the development
of the energy efficient
market for SMEs in Albania
and Macedonia.

• Aggregate growth in
number of EE projects
and ESCOs in Albania
and Macedonia.

• 46 direct EE projects
(years   1-4).

• 4 EE service provider
businesses are catalyzed
by the BEEP program
resulting in around 144
EE projects (years 5 to
10)

• Market
reports;
market
transformati
on studies
(before &
after data on
consumer
awareness,
and number
of EE
projects with
SMEs,
ESCOs

 (Objective to Goal)
 Assumes
• Continued core group

commitment to EE
measures

• SMEs respond to
consumer awareness
campaigns and project
development assistance

• ESCOs and FIs
respond to TA and
emergence of EE
market

(b)  Project Global
Objectives

Greenhouse gas emissions
reductions via removal of
barriers to implementation of
energy efficiency projects in
SMEs

• Decrease in greenhouse
gas emissions based on
decrease in : i) use of
fuel oil and other
hydrocarbon based fuels
in the SME sector; (ii)
electricity from thermal
sources

• Energy sector /
EE studies for
target markets

 
Same as above

Project Outputs
• (i) training / • Increase in # of SMEs • Consumer /

(Outputs to Objective)
Assumes
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Narrative Summary Key Performance
Indicators

Monitoring and
Evaluation

Critical Assumptions

awareness
campaigns targeted
at the SME sector;

• (ii) project
development

• (iii) local capacity
building with potential
local ESCO firms
and FIs;

• (iii) financing
mechanisms.

interested / aware of EE
potential

• Increase in number of
SME EE projects in
pipeline

• Increase in number of
Esc firms in target
countries

• Increase in capital going
to finance SME  EE
projects

Market Surveys
• IE Management

reports,
externally
verified.

• Market Studies

• Existence of local
private sector actors
interested in pursuing
ESCO business – FIs,
engineering companies,
equipment installers,
etc.

• Existence of SMEs
interested in pursuing
EE improvements;

Project components/
Subcomponents
(main activities that must be
undertaken in order to
accomplish the results)
• Implementing Entities in

each country to conduct
awareness campaigns
and seminars with SMEs

• IEs to work with
potential EE firms /
ESCOs in conducting
energy audits, structuring
projects with SMEs

• Capacity building and TA
with potential ESCOs
and FIs

• Credit lines and/or
guarantee mechanisms to
be provided to local FIs
for financing of the
projects

 Outputs
 
 
 
 
• Increase in # of SMEs

interested / aware of EE
potential

• Increase in number of
SME EE projects in
pipeline

• Increase in number of
EE providers able to
deliver energy efficiency
products and services in
target countries.

• Increase in private
capital invested in SME
EE projects

Same as above  (Components to
 Output)
 Assumes:

• TA is effective in
developing EE
projects;

• TA is effective in
catalyzing EE
businesses.

• Pipeline and TA is
effective in
catalyzing local FI
interest in the
market
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Annex III

The BEEP proposal was subject to an Independent Technical Review by a qualified expert from
the STAP roster, whose summary comments are attached below.  The reviewer found the project
concept to be consistent with GEF strategies and plans, and technically sound.  In addition to
several editorial mistakes which have been corrected, the reviewer also suggested a slightly
different approach to calculating the incremental costs (see Section 8: Global Benefits), which has
been adopted and is fully reflected in the proposal.

Technical Review
Balkan Energy Efficiency Program (BEEP)

1. Overall Impressions

The project proposal is focused on greater energy efficiency in SMEs using variety of tools:
project development assistance, training, awareness campaign, financing mechanisms, etc. Among
them the main interest will be devoted to the development of energy efficiency services on
commercial base in the region, i.e. the ESCO business. In spite of this ambitious goal the concept
is clear and written with an excellent knowledge of the subject as well as of the barriers to be
overcome in the region. The proposal represents a good conceptual paper which consists of
methodology and process description upon which a sound energy efficiency program can be
developed. The eventual investment projects will focus on developing profitable energy saving
projects in SMEs on a sustainable commercial basis. The project has long-term impact on CO 2

emissions as the mitigation process should  become an indivisible part of the economic activity in
the target countries.
The objectives of the project will not be  easy to reach. The success of the project depends very
much on the management and capability of the project team. In this initial phase the project
proposal cannot identify all the organizations, experts and local agencies to be involved in the
future operations. Nevertheless, IFC as a experienced GEF executing  agency can guarantee
selection of capable project partners.

2. Relevance & Priority

The project concept is relevant to the goals of the GEF. It is designed to reach a significant CO 2

emission reduction on a sustainable basis through business services and commercial financial
institutions.

3. Background and Justification

BEEP will initially in  Albania and Macedonia. In future it could be extended to Bosnia and
Herzegovina and/or Kosovo as well. All those countries are facing recovery and the need for
further development of their energy sector in a near term future. This time period is appropriate
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for introduction of energy efficiency in SMEs. The role of energy savings in respective countries
is twofold:
a) To promote economic development
b) To protect the environment and reduce GHG emissions.

4. Scientific and Technical Soundness

Energy efficiency projects do not require the latest models of technology only. The project
strategy is based on economic evaluations and involvement of private entities. Thus the technology
which is to be used is the one with the highest net present value regardless of its date of
introduction.  On the other hand the project brings a state-of-the-art tool into the region: a modern
way of delivering energy efficiency services based on ESCO (Energy Service Company)
business. This approach ranks among the very advanced techniques utilized  in the developed
economies.

5. Objectives

Objectives of the BEEP are to:
increase awareness amongst SMEs of potential savings from EE improvements
provide technical assistance for project development in order to develop bankable EE projects
catalyze and develop growth of the local ESCO market and increase / develop the capacity of FIs
to finance such projects
provide the appropriate financing mechanisms for project implementation.

The primary objective is to demonstrate bankable projects and at the same time build local ESCO
capacity and local EE financing capacity in order to develop the EE market.

6. Activities

The Program will consist of four components in each country:
training / awareness campaigns targeted at the SME sector
project development assistance with SMEs
local capacity building with potential local ESCO firms in project development and FIs in financing
financing mechanisms.

7. Participatory Aspects

Country consultations resulted in strong expressions of support for BEEP from host country
government agencies, NGOs, financial intermediaries, and various private sector firms.  BEEP will
offer additional opportunities for stakeholder participation at the national and local level through
engagement of local governments, private financial intermediaries, equipment installers and NGOs
in the appraisal and implementation phases.
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8. Global Benefits

The initial analysis presented, from sample EE projects, indicated that Program support could be
applied to gain carbon emissions reductions at costs ranging from US$5.80 - 13.50 per ton of
carbon ($1.58 and $3.7 per ton of CO2).  These calculations assumed that all Program resources
were  expended and 2.0 M of the 2.25 M in financing mechanism funding was returned, for a net
expenditure of 4.0 M. Total direct GHG emissions reductions achieved by the EE projects
supported during the Program's GEF-funded phase were estimated between 297 and 688 thousand
tons of carbon.

As the overall emissions reduction estimate was derived from data inputs not involved in the
paper,   the reviewer had no opportunity to validate the proposed numbers. When compared with
the current level of CO2 emissions the objective seems to be rather optimistic.  Therefore, after a
consultation concerning the reliability of the emissions reduction estimates, I recommended
dropping down the expected total direct GHG emissions reductions, but  including both direct and
indirect GHG emissions reductions.  In this case, the benefits may be even higher then the original
level. Another reason for decreasing direct emissions reductions is that the average lifetime
assumed originally was 18 years, which is higher than the level many commercial energy
efficiency projects  reach.  Therefore, the revised and final emissions estimates assume a 10%
reduction in number of projects and a decrease in average project life from 18 years to 10 years,
both of which seem reasonable.  The final direct emissions reductions figures are 367,000-
722,000 tons CO2, or $5.82 - 11.46 per ton CO2.  The total direct and indirect emissions
reductions figures are 1,514,000 - 2,982,000 tons of CO2, or $1.41 - $2.77 CO2.  These figures
seem reasonable.

9. GEF Strategies and Plans

The project concept is consistent with GEF strategies and plans.

10. Replicability

Replicability is a key part of the project which seeks the best way to ensure energy efficiency
projects pipeline driven by businesses and commercial financing after the completion of the GEF
project.

11. Capacity Building

There is significant scope for capacity building within this project; and this will be essential to
ensure sustainability.

12. Project Funding
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The amount of $6 million requested from GEF is reasonable. This amount of money is planned to
be used very effectively: Reduction of 1.5 or 3.0  million tons CO2 translates into the incremental
cost between $1.41 and $2.77 per ton of CO2.

13. Time Frame

The proposal indicates 4 years project activity. Its effect will last much longer. That is why the
results are calculated over the period of 15 years.

14. Conclusions

The project proposal is highly recommended for GEF funding.

STAP Reviewer:

Jaroslav Marousek
SEVEn Prague


