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	Indicative Calendar*
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	Expected Dates
mm/dd/yyyy

	Work Program (for FSP)
	03/04/2010

	CEO Endorsement/Approval
	11/30/2010

	Agency Approval Date
	02/28/2011

	Implementation Start
	06/01/2011

	Mid-term Evaluation (if planned)
	06/01/2013

	Project Closing Date
	12/31/2015


* See guidelines for definition of milestones.
part i:  project IDentification                                                        
GEF Project ID
:      

gef agency Project ID: P116680
Country(ies): ARMENIA
Project Title: ARMENIA ENERGY EFFICIENCY PROJECT
GEF Agency(ies): World Bank
Other Executing partner(s): Ministry of Energy and Natural Resources
GEF Focal Area (s)
:  FORMDROPDOWN 
 FORMDROPDOWN 
Climate Change
GEF-4 Strategic program(s): CC-SP1-Building EE, CC-SP2-Industrial EE 
Name of parent program/umbrella project (if applicable):N/A       
A. Project framework  
	Project Objective:  Reduce energy intensity of the economy through removal of regulatory, information and institutional barriers

	Project Components
	Indicate whether Investment, TA, or STAb
	Expected Outcomes
	Expected Outputs 
	Indicative GEF Financinga
	Indicative Co-Financinga
	Total ($)

c =a + b

	
	
	
	
	($) a
	%
	($) b
	%
	

	1. Raising awareness of energy efficiency
	TA
	Enhanced awareness and understanding of Armenian energy consumers (commercial, residential, and public entities) of the benefits of energy efficiency and how to identify and implement energy efficiency measures
Changes in energy consumption of commercial, residential customers and public entities

	1.1 Comprehensive  information campaign and public education program implemented that explain the benefits and opportunities for energy efficiency
1.2 A range of outreach techniques developed and  implemented through a variety of communication channels  informing different types of consumers how to assess energy consumption and energy savings potential, and the range of investments that can be made
1.3 Benchmarking framework for public institutions established,  including:

i) Templates, guidelines, and procedures for use by public entities to submit energy consumption and investment data

ii) Dissemination of benchmarking results

	300,000
	100
	400,000
	0
	700,000

	2. Improving regulatory framework
	TA
	Policies and regulations approved that facilitate investment in energy efficiency

Regulations in place that improve utility incentives to save energy

	2.1 Amended public spending and public procurement procedures that encourage energy efficiency 

2.2 New regulations for the energy sector which provide incentives to energy utilities and consumers for energy efficiency, including:

i) Revised  electricity and gas tariff-setting methodologies 

(ii) Demand-side management initiatives
	400,000
	100
	100,000
	0
	500,000

	3. Strengthening the institutional framework and building capacity 
	TA
	Improved local capacities to leverage and manage investments in energy efficiency
	3.1 Training and other support provided to the public authorities, regulatory bodies and the designated Energy Efficiency entity to support the  adoption and implementation of policies and regulations promoting energy efficiency
3.2 Private sector is trained to provide financing, energy audit and energy management services to customers needing energy efficiency investments 
	380,000
	18
	100,000
	82
	480,000

	4. Energy efficiency investments in public buildings
	TA and Investment
	Energy efficiency in public buildings improved , as measured by the reduction of GHG (CO2) from the use of energy efficient technologies. 

Energy efficiency improvements in public buildings catalyze energy efficiency investments in other sectors

	4.1 Energy audits conducted for select public buildings and specific energy efficiency investment measures identified

4.2 Energy efficiency investments carried out in public sector buildings


	640,000
	5
	13,350,000
	95
	10,030,000

	5. Project management
	
	100,000
	100
	50,000
	0
	150,000

	Total project costs
	
	A1,820,000
	7
	B14,000,000
	93
	15,820,000


           a   List the $ by project components.  The percentage is the share of GEF and Co-financing respectively of the total amount for the component.
        b  TA = Technical Assistance;  STA = Scientific & Technical Analysis.

B.    Indicative Co-financing for the project by source and by NAME (in parenthesis) if available, ($)
	Sources of Co-financing
	Type of Co-financing
	Project

	Project Government Contribution
	US$3mln in cash and US$1mln in-kind
	4,000,000

	GEF Agency(ies)
	Loan
	10,000,000

	Bilateral Aid Agency(ies)
	
	

	Multilateral Agency(ies)
	)
	

	Private Sector
	 FORMDROPDOWN 

	     

	NGO
	 FORMDROPDOWN 

	     

	Others
	 FORMDROPDOWN 

	     

	Total Co-financing
	
	B14,000,000


C.  Indicative Financing Plan Summary For The Project ($)
	
	Previous Project Preparation Amount (a)

	Project (b)
	Total
c = a + b
	Agency Fee

	GEF financing 
	0
	A1,820,000 
	1,820,000
	181,000

	Co-financing 
	40,000
	B14,000,000 
	14,040,000
	

	Total
	40,000
	15,820,000
	14,860,000
	181,000


D.   GEF Resources Requested by agency (ies), Focal Area(s) and country(ies)1 
	    GEF Agency
	Focal Area
	Country Name/

Global
	(in $)

	
	
	
	Project (a) 
	Agency Fee (b)2
	Total c=a+b

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	 FORMDROPDOWN 

	 FORMDROPDOWN 

	     
	     
	     
	     

	Total GEF Resources
	     
	     
	     


1   No need to provide information for this table if it is a single focal area, single country and single GEF Agency project.

2   Relates to the project and any previous project preparation funding that have been provided and for which no Agency fee has been requested from Trustee.
part ii:  project JustiFication
A. State the issue, how the project seeks to address it, and the expected global environmental benefits to be delivered:  
The proposed project will reduce energy intensity of the Armenian economy by funding public sector energy efficiency investments and removing existing information, knowledge, regulatory, and financial barriers that hamper the wide penetration of energy efficiency investments in public buildings and the commercial and residential sectors in Armenia. This project may become part of a larger operation.
Energy efficiency is vital to Armenia’s energy security, economic competitiveness, natural environment, and the health of its population. More specifically, energy efficiency is important to Armenia for the following reasons:

· Energy security. Armenia imports nearly two-thirds of its energy needs, mostly from a limited number of foreign suppliers. Electricity demand is expected to grow two to three percent annually. Armenia will have to invest significantly in new generation capacity and rehabilitation of existing capacity in order to continue to meet consumer needs.

· Economic competitiveness. On May 1, 2008, Armenia’s gas tariffs increased by 42 percent for small consumers and by more than 51 percent for large consumers. On April 1, 2009 gas tariffs for small customers increased again by 14 percent. Electricity prices will increased on April 1, 2009 from AMD25 to AMD30 during the day and from AMD15 to AMD20 during the night. Armenian industries that fail to invest in energy efficiency may not survive the next round of tariff increases.
· Fiscal savings. Energy costs account for a large percentage of annual budgetary expenditures of public buildings at central and municipal government levels. In a survey of educational, municipal, and healthcare buildings, 35 percent of respondents noted electricity costs of 11 to 20 percent of total annual expenditure. Electricity costs were particularly large for educational buildings where 38 percent of respondents noted electricity costs as 11 to 20 percent of total annual building expenditures and 27 percent of respondents reported costs over 20 percent.

· Health. A 2007  World Bank Study
 found that 11 percent of urban
 households use wood or other solid fuels as their primary fuel source for cooking, heating, and other home energy needs leading to poor indoor air quality and increased health and human safety concerns. 

· Environment. Energy consumption, especially from highly polluting fuel sources, has significant consequences for the preservation of key natural resources and the long-term effects of climate change in Armenia. From an environmental standpoint, Armenia should care about energy efficiency because of:

· Deforestation. Use of fuel wood for heating is a common practice in Armenian households. In 2004, annual wood removal was estimated at 850,000 cubic meters of forest coverage per year. This is roughly thirteen times the total legal amount of annual wood removal (63,000 m3).

· Hydropower resources. Heavy reliance on Armenia’s hydropower capacity has in the past threatened Lake Sevan. As one of the largest freshwater lakes in the world, Lake Sevan is both a strategic source of reserve capacity and an environmental national treasure for Armenia.
· Climate change. Armenia is not a major contributor to greenhouse gas emissions, but global climate change effects will still have a significant localized impact in Armenia. Most notably, the rise in temperature, which may increase by as much as 2ºC over the next 100 years, and the drop in precipitation levels will have negative consequences including: reduced water supply, reduced plant cultivation, increased evaporation, increased flooding, and increased desertification.

· Outdoor air pollution. Outdoor air pollution is also likely to increasingly become a matter of concern for Armenia. Particulate levels in Armenia’s four largest cities – Yerevan, Vanadzor, Hrazdan, and Alaverdi – exceed international limits for particulate emissions.

Armenia can save greatly by investing in energy efficiency. A 2008 World Bank Study
 found that Armenia could save 132 billion Dram annually, equivalent to roughly 4.95 percent of its GDP, through energy efficiency investments. This is equal to energy savings of approximately 1.21 mtoe annually, or 1 TWh of electricity and 600 million m3 of natural gas. By investing in energy efficiency, Armenia can further diversify its energy supply and improve its economic competitiveness at a much lower cost than investing in new production capacity or energy imports. For example, Armenia can make energy efficiency investments that save natural gas at roughly 40 percent of what it costs to purchase a new unit of gas from Russia. Armenia can make energy efficiency investments that save electricity at roughly 30 percent of the cost of building new electricity supply. Nearly all of these investments are economically and financially viable (99 percent and 97 percent, respectively). Public sector investments provide the highest return on investment overall.

The Armenian Government has taken important steps to encourage energy efficiency. In 2005, the Government passed the Law on Energy Savings and Renewable Energy, creating a legal basis for energy efficiency in Armenia. The Government also created a National Program on Energy Savings and Renewable Energy which compiled an impressive wealth of data on energy use and energy efficiency in Armenia. Additionally, energy tariff increases and widespread installation and utilization of electricity and gas meters have removed the economic barriers to energy efficiency. Yet significant financial, information, and regulatory barriers (as seen in the table below) still exist that impede Armenia’s implementation of its energy efficiency investment potential. 

	Barriers
	Description
	Project response

	Information and knowledge barriers
	Investors are not aware of the value of energy efficiency investments. Consumers and private companies tend to systematically overestimate the costs, and underestimate the benefits of energy efficiency investments. This is, in part, due to investor’s lack of information on the efficiency of different types of equipment and specific energy efficiency investments available that are financially viable. 
	Component 1, Component 3

	Institutional barriers
	There is no dedicated energy efficiency agency that can anchor and provide leadership on implementation of energy programs by coordinating government policies in energy efficiency, serving as a clearinghouse for information on energy efficiency and coordinating various donor-funded programs. 

There are capacity gaps in policy-making and regulatory bodies. 
	Component 2, Component 3 

	Regulatory barriers
	Rules governing public sector contracting and budgeting limit public organizations’ incentives to save energy and limit their flexibility in entering into financing arrangements and multi-year contracts. 

Current regulation of energy utilities promotes inefficient energy use. The natural gas tariff encourages wasteful use by some smaller customers. The structure of the natural gas and electricity tariffs, and the way in which tariffs are changed over time, encourage utilities to sell as much as they can rather than help customers conserve energy.
	Component 2

	Financial barriers
	Lenders have insufficient experience appraising energy efficiency project risk and energy efficiency savings estimates and often do not understand how to appraise and assess technical aspects of energy efficiency projects. Project developers/ESCOs exist that provide engineering and consulting services for energy efficiency investments, but these firms do not yet participate as performance contractors.
	Component 3


This project aims to reduce existing information, regulatory and financial barriers that hamper the wide penetration of energy efficiency investments in public buildings and the commercial and residential sectors in Armenia. GEF financing will not be invested directly into renovations or energy efficiency improvements in existing buildings. Instead, GEF funds will be used to raise awareness and improve information availability, improve regulations in order to provide incentives for energy savings measures and energy efficiency investments, and build capacity to implement energy efficiency projects. The investment focus of the project (through partner co-financing) is on energy efficiency in public buildings as indicated in the description of Component 4 below. 

Component 1: Raising awareness of energy efficiency

Armenian consumers, including households and companies, avoid energy efficiency investments because they believe they would need additional financial assistance to make them. Specifically, 67 percent of households and 63 percent of Armenian companies said they would need additional financial assistance in order to make energy efficiency investments. However, evidence from other countries suggests that many energy consumers can make energy efficiency investments without access to additional external financing. The 2008 World Bank assessment of energy efficiency potential in Armenia suggests that most of the investments recommended by Armenia’s National Program are financially viable even with the high returns required by lenders. However, investors may perceive a financial barrier because they lack good information about energy efficiency investments and, as a result, have overestimated the costs and underestimated the benefits of investing in energy efficiency. 

Component 1 addresses these information and knowledge gaps through implementation of a comprehensive information campaign and public education program that explains the benefits and opportunities for energy efficiency in Armenia. The campaign may include media and awareness raising activities, such as TV and radio commercials, posters, flyers. booklets, documentaries, and targeted seminars. To help consumers understand how to identify and implement energy efficiency investments, an energy efficiency portal will be developed that contains: i) a user-friendly toolkit for assessing energy consumption and energy savings potential, and ii) a handbook that provides guidelines on energy management and efficient energy use. 
In order to demonstrate the effects of energy efficiency investments in public buildings, a benchmarking framework will be established that includes: i) templates, guidelines, and procedures to assist in data collection from public buildings implementing energy efficiency measures, and ii) dissemination activities to share results with investors and with other public institutions not participating in the program. 
Component 2: Improving regulatory framework

Energy efficiency investments in the public sector have the highest return on investment, and energy efficiency investments in utilities offer the greatest overall savings. Yet, regulatory barriers impede energy efficiency investments in these two sectors. Specifically, regulatory barriers reduce incentives and hamper the ability to make energy efficiency investments in public institutions, and regulatory barriers reduce utility incentives to save energy. The Government can directly remove barriers to energy efficiency in the public sector, and many segments of the utilities sector, as these institutions are either under the control of the state or local governments and/or are regulated by the Public Services Regulatory Commission (PSRC). Improving energy efficiency in the public sector and utilities also sends a strong signal to the private sector and general public about the Government’s commitment to energy efficiency, and thereby sets the stage for implementing policies in other sectors. 
Component 2 involves the following policy and regulatory changes to remove barriers and provide incentives for energy efficiency:
· To facilitate investment in energy efficiency in public institutions, this component will support Government in amending public spending and public procurement rules to encourage public entities to conserve energy and make energy efficiency investments. Reforms that may be considered include: i) changes to procurement legislation; ii) changes to budgeting rules. These reforms may also help encourage further development of an ESCO industry in Armenia. Current procurement and budgeting practices limit the ability of public institutions to enter into contracts with project developers and lenders. Introducing flexibility into these regulations can encourage public institutions to pursue energy efficiency investments, thus developing greater demand for companies with an ESCO-like role in the market.
· Energy sector regulatory reforms will provide incentives for utilities and consumers to use energy more efficiently. Some of these reforms may involve changes to the way the PSRC sets tariffs over time, for example, through “price cap” regulation. Other reforms may involve introducing mechanisms which de-link a utility’s profits from its sales. Such reforms may include “two-part” tariffs, rate “true-ups”, or “demand side management.” 
Component 3: Strengthening the institutional framework and building capacity
Armenia lacks an institution that is responsible for coordinating energy efficiency policy between line ministries, or between the public and private sectors. The Ministry of Energy and Natural Resources, with its dedicated energy efficiency unit, has enacted some reforms related to energy efficiency, but no institution exists to encourage energy efficiency reforms in other sectors (e.g., construction, housing, and transport).
The purpose of strengthening the institutional framework is to designate a champion for energy efficiency within Government. The entity will be created during project preparation, but will require ongoing training and technical assistance to establish itself as a credible and well-equipped institution that will coordinate government policies in energy-efficiency, and serve as a clearinghouse for information on energy efficiency. 
As part of this component, training and other support will be provided to the Ministry of Energy and Natural Resources, Ministry of Economy, Ministry of Urban Construction, and the PSRC to facilitate adoption and implementation of energy efficiency policies and regulations. 

Finally, training will be provided to the private sector (ESCOs, financial institutions, and large energy consumers (utilities, industrial companies) so as to build their capacity on energy audits, energy management, and financial appraisal of energy efficiency investments. Also some complementary software, testing and measuring equipment and training for their use might be provided to ESCOs to allow them approach energy consumers with some concrete monitoring data and suggestions for simple measures to improve their energy efficiency.
Component 4: Energy efficiency investments in public building
The 2008 World Bank assessment of energy efficiency potential in Armenia found that energy efficiency investments in public buildings, including state and municipal hospitals, schools, kindergartens, and administrative buildings, offer a greater return on investment than any other sector. It is the approach of the government to invest in energy efficiency of public buildings only and let the private sector take care of other (residential, industrial) sectors through creation of an enabling environment.
Component 4 assists the Government in:
· Identifying the sites (buildings) for investment and the specific investments to be made, through a series of energy audits. Energy saving potential would be a key criterion in the identification.
· Preparing the investments. This support will include any procurement and project management support required to see the investments through to completion.
Energy efficiency investments in public buildings offer a number of corollary benefits, including freeing up of fiscal resources, sending a strong signal to the private sector about Government’s commitment to energy efficiency, and “priming” the market by creating demand for energy efficient equipment and services. Finally, these investments are expected to catalyze energy efficiency investments in commercial and residential sectors by demonstrating the significant energy saving potential and viability of energy efficiency investments. 

As part of procurement, performance contracts may be used to encourage the private contractors to assume risk for achieving some of the energy savings. Performance contracting will likely be gradually introduced, beginning with simple performance-based service contracts, and moving over time into multi-year operating and maintenance contracts more typical of ESCOs. The specific approach will be designed during project preparation.
B. Describe the consistency of the project with national/regional priorities/plans:  
The proposed project is consistent with the Law on Renewable Energy and Energy Efficiency (2005) and the National Program on Renewable Energy and Energy Efficiency (2007). The Law lays out the principles of the government’s policy and governance structure supporting energy efficiency, and provides for energy efficiency standards, audits and awareness raising. The project components will help to contribute to awareness raising, as well as the improvement of the country’s institutional and regulatory framework to promote energy efficiency as identified in the Law.

The National Program on Renewable Energy and Energy Efficiency identifies the sectors with the largest energy efficiency potential and provides an outline of technical measures/solutions to be taken to realize the identified technically viable potential. The proposed project contributes to achieving the Government’s national priorities as it will help generate awareness of the benefits of energy efficiency investments, address other information and data gaps related to energy efficiency, remove institutional and regulatory barriers, address capacity weaknesses hindering the implementation of energy efficiency measures, and provide financing for energy efficiency investments in public sector drawing on the recommendations of the National Program.

C. Describe the consistency of the project with gef strategies and strategic programs:  
The project is consistent with GEF Climate Change Focal Areas, in particular with GEF Operational Program 5 – Energy Efficiency, and the following strategic programs under GEF-4: SP1 “Promoting Energy Efficiency Technologies and Practices in Appliances and Buildings” and SP2 “Promoting Energy Efficiency in the Industrial Sector.” The GEF incremental financing would contribute to ensure that project activities would promote global environmental benefits in addition to national benefits in Armenia. 
D. justify the type of financing support provided with the gef resources: 
The financing support provided will be in the form of a grant. This is justified by the lack of government budgetary resources to provide required technical assistance to address barriers to improving energy efficiency that the project would make possible. However the Government will provide in kind and cash co-financing for the project.

E. Outline the Coordination with other related initiatives: 
The project will be coordinated with the USAID-financed Commercialization of Energy Efficiency Program, which conducts energy efficiency awareness raising campaigns, facilitates lending to energy efficiency projects and provides some support for institutional capacity building of financial institutions and ESCOs, in order to enhance the project’s impacts and avoid duplication of efforts. The project will be coordinated with the proposed UNDP project to improve energy efficiency in residential buildings, which is expected to provide complementary support in the areas of equipment labeling, certification, establishment of building codes, among others. The project will also be closely coordinated with possible IFC energy efficiency initiatives in Armenia, as well as EBRD parallel financing of energy efficiency projects in Armenia. The EBRD project envisages financing of energy efficiency investments through on-lending by local financial institutions and will also provide technical assistance to strengthen the capacity of the private sector to identify, develop, finance and implement energy efficiency projects. The project team will actively seek to strengthen coordination among these projects to reinforce complementarities. 

F. Discuss the value-added of GEF involvement in the project  demonstrated through incremental reasoning :    
Without GEF support, the potential significant global environmental benefit in terms of GHG (CO2) emissions reduction from using energy efficient technologies will not be fully realized. The absence of an enabling regulatory framework and inadequate institutional capacity would limit the amount and sustainability of investments in energy efficiency. Additionally, without GEF involvement, minimal changes would likely be seen in energy efficiency trends in the commercial and residential sectors. Current energy sector regulations would most likely remain unchanged, deterring commercial, residential and utility investments in energy efficiency. Commercial, residential and public investments in energy efficiency investments would be limited as they would lack information, capacity, and knowledge about identifying, evaluating, financing and implementing energy efficiency projects. Under the “business as usual” scenario, in which minimal coordinated efforts to invest in energy efficiency exist, the GHG reductions are expected to be negligible. 

The Energy Efficiency Study conducted by the World Bank assessed the technical potential for indirect energy savings and assessed the economic (99%) and financial (97%) viability of direct and indirect energy savings. The total direct and indirect electricity savings are estimated at 1,006,195 MWh and 219,015 MWh respectively. The direct and indirect gas savings are estimated at 564,181 m3 and 85,727 m3 correspondingly. 

Based on UNFCCC methodologies for calculation of emission factors for electricity and natural gas (“Tool to calculate the emission factor for electricity system” and “Revised 1996 IPCC guidelines for national greenhouse gas inventories”) CO2 emission coefficients of 0.42kg/kWh for electricity and 1.88kg/tm3 for natural gas, the direct and indirect energy savings translate to CO2 emission reductions of 1.74 mln. tons economy wide annually. We conservatively assumed that at the initial stage the investments with the shortest payback periods (4-6 years) and highest returns will be realized, which approximately makes 10% of the total potential leading to 875,000 tons of C02 reductions over the project duration and 3.5 mln tons CO2 reductions over investment life of 20 years. With a funding request of US$ 1,820,000, this translates into abetment costs of US$ 0.52 per ton of CO2. However, the CO2 emission reduction targets will be verified during the project preparation.   

G.  Indicate risks, including climate change risks, that might prevent the project objective(s) from being achieved, and if possible including risk mitigation measures that will be  taken:  
	Risk
	Rating
	Mitigation

	Energy efficiency investment in public buildings does not generate interest in other sectors
	M
	This risk is considered moderate as energy efficiency investments in public buildings do not inherently generate investor interest. However, this project includes an extensive public awareness campaign and benchmarking framework to mitigate this risk. Additionally, emphasis will be placed on identifying and prioritizing public buildings that not only have high energy savings potential, but also demonstrate visible examples to the broader public.

	Lenders remain unwilling to provide loans for energy efficiency investments
	M
	The global economic downturn is likely to influence lenders’ willingness to offer financing for energy efficiency investments in Armenia. While this project may not be able to eliminate this risk, the financial mechanism to be developed for public building investments has intentionally not been identified at this stage in order to allow for a market analysis that appropriately identifies the best way to encourage lending. Moreover, lenders and borrowers will be shown the benefits of energy efficiency investments as demonstrated by the public sector energy efficiency investments

	Lack of developed ESCO market prevents achieving reduction of energy intensity in public buildings


	S
	Armenia’s lack of a well-developed ESCO market may pose a significant risk. However, the gradual introduction of performance based contracts and risk transfer to ESCOs, combined with capacity building, will help to mitigate this risk. During project preparation, an alternative implementation mechanism for public funding of energy efficiency investments will be developed.  Additionally, mandatory targets for energy intensity of public buildings will help to encourage development of an ESCO business model. 

	Energy prices and related regulation do not provide enabling environment for improving energy efficiency
	L
	This is considered a low risk since training, capacity building and the Bank’s ongoing policy dialogue with the Government under the Development Policy Loan operations will help ensure that the regulatory framework supports energy efficiency improvements.


H. describe, if possible, the expected cost-effectiveness of the project:  
The project will yield significant economic and financial benefits due to a reduction in electricity and gas consumption. Purchasing 1,000 m3 of natural gas from Russia costs the country more than twice what it would to invest in energy efficiency measures that would save 1,000 m3. Building 1 kW of new electric generating capacity costs the country more than five times what it would to make energy efficiency investments that would save 1kW. 
The preliminary estimate of the global benefits of the project has been assessed at 875,000 tons CO2 reduced annually and 3.5 mln. tons of CO2 over investment life-time of 20 years, compared to the baseline, which will be estimated during project preparation. With a funding request of USD 1.82 million, this relates to abatement costs of USD 0.52 per ton of CO2 reduced for the GEF funding only.

Justify the comparative advantage of GEF agency: The proposed project is an investment operation and is consistent with the comparative advantage of the World Bank as stipulated in the Comparative Advantage matrix. The World Bank has substantial experience in implementing energy efficiency projects and is a leading international financial institution in a number of sectors related to the GEF's focal areas. The Bank's comparative advantage also lies in its strong operational capacity, which is built on fiduciary standards, environmental and social safeguards, and portfolio quality assurance and monitoring system. Moreover, energy efficiency is identified as a strategic target and direction under the World Bank energy strategy and support program to developing economies. In Armenia, the World Bank is leading a policy dialogue with government authorities on energy efficiency. In 2008, the World Bank prepared a study, which identified the potential of and barriers to energy efficiency and suggested a set of measures to realize this potential. Energy efficiency is a key reform area for the development policy lending operations of the World Bank in Armenia (with an indicative amount of US$75 million for three operations); and the GEF grant would be instrumental in supporting the Government in implementing the agreed energy efficiency reforms.  

part iii:  approval/endorsement by gef operational focal point(s) and GEF agency(ies)
A.   Record of Endorsement of GEF Operational Focal Point (S) on Behalf of the Government(S): (Please attach the country endorsement letter(s) or regional endorsement letter(s) with this template).

	Name
	Position
	Ministry
	Date (Month, day, year)

	Aram Harutyunyan
	Minister 
	Nature Protection
	04.21.2009


B.  GEF Agency(ies) Certification



	This request has been prepared in accordance with GEF policies and procedures and meets the GEF criteria for CEO Endorsement.
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Steve Gorman

GEF Executive Coordinator

The World Bank
	Angela Armstrong, GEF Regional Coordinator

Tel. and Email: (202) 458-0975

aarmstrong@worldbank.org
Ms Ani Balabanyan, Task Team Leader

Project Contact 

Tel. and Email:+37410 52-39-92, 
abalabanyan@worldbank.org


�    Project ID number will be assigned by GEFSEC.


�    Select only those focal areas from which GEF financing is requested.


�    Include project preparation funds that were previously approved but exclude PPGs that are awaiting for approval.


� “Energy Consumer Survey in Armenia: Residential, Commercial, Public and Industrial Sectors.” Advanced Engineering Associates International. September 2006.


� Assessment of Heat Supply and Heating Options in Urban Areas of Armenia under the World Bank financed Urban Heating Project. 2007.


� While no reliable information exists on the use of wood and solid fuels in rural areas anecdotal evidence suggests that it is significantly higher in rural areas.


� Gabrielyan, Aram. “Capacity building in the Republic of Armenia for the technology needs assessment and technology transfer for addressing climate change problems.” Ministry of Nature Protection of the Republic of Armenia, Global Environmental Facility, and UNDP. Yerevan, 2003.


� Global Environmental Outlook 3. United Nations Environment Programme. 2002. 224.


� “The Other Renewable Resource: The Potential for Improving Energy Efficiency in Armenia”. July, 2008.
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