1

9 PROJECT IDENTIFICATION FORM (PIF) *
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PROJECT TYPE: Full-sized Project
TYPE OF TYPE OF TRUST FUND:GEF Trust Fund

PART I: PROJECT IDENTIFICATION

Project Title: Catalyzing market transformation iietlustrial energy efficiency and accelerate inwvesits in
best available practices and technologies in thenEpYugoslav Republic of Macedonia
Country(ies): Macedonia, The Former Yugoslav\GEF Project ID: 4902
Republic of
GEF Agency(ies): UNIDO GEF Agency Project ID: 12@12

Other Executing Partner(s)

Ministry of Environmand
Physical Planning, Ministry of
Economy, Energy Agency of the

Submission date

Re-submission date

13 March 2012

14 September 2012

Republic of Macedonia

GEF Focal Area (s) Climate Change Project Durafimonths) 42
Name of parent program (if Not Applicable Agency Fee ($) 140,000
applicable)
A. FocAL AREA STRATEGY FRAMEWORK :
Focal Area Expected FA Outcomes Expected FA Outputs Trust Indicative Indicative
Objectives Fund Grant Amount Co-financing
(%) (%)
CCM-2 Outcome 2.1: Appropriate | Output 2.1: Energy efficiency | GEFTF 245,000 650,00
policy, legal and regulatory | policy and regulation in place
frameworks adopted and
enforced Output 2.3: Energy savings
achieved
CCM-2 Outcome 2.2: Sustainable | Output 2.2: Investment GEFTF 1,050,000 4,750,00
financing and delivery mobilized
mechanisms established and
operational Output 2.3: Energy savings
achieved
Sub-total 1,295,000 5,400,00
Project Management Cost 105,000 220,00(
Total Project Cost 1,400,000 5,620,00

It is very important to consult the PIF prepemaiguidelines when completing this template.



B. PROJECT FRAMEWORK

Project Objective: To accelerate market transformation for industrialrgpefficiency by strengthening policy, regulatamyd
institutional frameworks and supporting increas#gfiision of and investment in best available indiastenergy efficiency
practices and technologies.

Indicative Indicative

CoI:anJoenCeEnts ?_;egg Expected Outcomes Expected Outputs A?T:(?S; i fina%(z:ing
$) $)
1. Strengthening | TA Enhanced promotion | 1. National Energy Management System 231,000| 610,000
Macedonian and support of Standard compatible with ISO 50001 is
policy, regulatory sustainable industrial | adopted and promulgated.
and institutional energy efficiency and | 2 secondary legislation (i.e. by laws) for
frameworks and green industry by energy efficient and green industry is
capacity for strengthened policy an{ geveloped (and adopted), including
market regulatory frameworks | ntroduction of energy efficiency
transformation for and market-based performance indicators linked to 1ISO 500
industrial energy mechanisms in the national protocol for Integrated
efficiency and Prevention and Pollution Control (IPPC) f
green industry. industry

3. Framework (methodology and
institutional set up) for Monitoring,
Reporting and Verification of energy
efficiency and GHG emissions performan
of industrial enterprises is developed and
tested.

4. Supporting programs for energy

efficiency best-practice and technologies
implementation in industry are developed
and implemented (options include IEE Be
Practices Dissemination Program and IEE
Best Performance Award)

5. Financial incentives to promote and
support energy efficiency best-practices g
investments are designed and establishe(
(option include financial incentives for ISC
50001 certification, free or cost-shared
technical assistance)

6. Certification program for Energy
Auditors developed.

7. Strengthened technical capacity of the
Macedonia institutions responsible for the
development, implementation and
monitoring of national and international
energy and climate change mitigation
policies and programs (Energy Agency,
Ministry of Economy, Ministry of
Environment, National Bureau of Statistic




2. Market TA Accelerated and 1. Top management of at least 50 620,000| 1,750,000
development increased adoption of | enterprises understands the economic an
support for energy and environmer environmental benefits of energy efficiend
deployment and management systems | and is made aware of key relevant
diffusion of best leading to greater commercial best-available practices and
available practices resource investments if technologies.
and technologies energy efficiency 2. Agroup of 50 local energy efficiency
for energy measures and low and environment professionals are equip
efficiency and carbon technologies, ai with the technical expertise and tools
environmental increased energy required to:
sustainability in productivity and a) develop and implement in industr
industry competitiveness of the P X y
Macedonian industries Energy Management Systems (EnMS)
line with ISO 50001
b) carry out industrial energy audits
¢) train industry personnel in EnMS
and energy system assessment and
optimization
d) offer EnMS, energy auditing and
system optimization technical services
industry
3. Ten (10) enterprises from key
Macedonian industrial sectors develop an
implement Energy Management Systems
(in line with ISO 50001)
4. Five (5) enterprises from key
Macedonian industrial sectors develop an
implement integrated Energy and
Environment Management Systems in lin
with ISO 50001 and ISO 14001
5. Personnel of fifthy (50) enterprises
receive training on the implementation of
energy management systems and energy
system optimization measures.
6. Atleastten (10) low cost energy
efficiency projects are implemented by
industrial enterprises as result of their
participation in the Training program of th
project.
3. Scaling-up of | TA Accelerated and 1. Two-three (2-3) selected energy 200,000 800,000
investments in increased adoption of | efficiency/low carbon lighthouse projects
energy efficiency energy efficient and are implemented in key energy intensive
and low carbon low carbon process/ industrial sectors
technologies for - = v sector specific 2. Mechanism to enhance mobilization a 220,000 2,200,000
industry technologies disbursement of available commercial
financing for energy efficiency and low-
carbon technology investments is
introduced
4. Monitoring and | TA Not applicable 1. Monitoring and evaluation framework 24,000 40,000
Evaluation 2. Independent final project evaluation
Sub-Total 1,295,000 5,400,000
Project Management Cost 105,000 220,000
Total Project Costs 1,400,000 5,620,000




C. INDICATIVE CO-FINANCING FOR THE PROJECT BY SOURCE AND BY NAME IF AVAILABLE , ($)

Source of Co-financing Name of Co-financier Type ofo-financing Amount ($)
GEF Agency UNIDO Grant 60,000
GEF Agency UNIDO In-kind 450,000
National Government Ministry of Environment In-kind 50,000
National Government Ministry of Economy Cash 50,000
National Government Ministry of Economy In-kind 1600
Other Energy Agency In-kind 50,000
Private Sector Enterprises Cash 1,250,000
Private Sector Enterprises In-kind 400,000
Private Sector Financial institutions Cash 1,900,00
Bilateral Aid Agency(ies) USAID Cash 850,000
Bilateral Aid Agency(ies) Unknown at this stage Wolwn at this stage 300,000
Other NCPC In-kind 110,000
Total Co-financing 5,620,000

PART II: PROJECT JUSTIFICATION
A. DESCRIPTION OF THE CONSISTENCY OF THE PROJECT WITH :

A.1.1 The GEF focal area/LDC/SCCF strategies

The project falls under and supports the GEF-5 &@Change Mitigation (CCM) focal area. By addregs&ey
existing information, capacity and policy barridos sustainable industrial energy efficiency in Medonia the
project directly contributes to and is fully alighevith the CCM Strategic Objective 2 - Promote neark
transformation for energy efficiency in industrydathe building sector. The project would make ragiiale
contribution to stimulate the creation of a Macddarmmarket for industrial energy efficiency (IEEpducts and

services. The project is consistent with UNIDO ramkledged comparative advantage for promoting gnerg
efficiency in the industrial sector.

A.1.2. For projects funded from LDCF/SCCF: th2QF/SCCF eligibility criteria and priorities: N/a

A.1.3. For projects funded from NPIF, relevarigibility criteria and priorities of the Fund: N/a

A.2. National strategies and plans or reports asdessments under relevant conventions, if afijiéicae.
NAPAS, NAPs, NBSAPs, national communications, TNIRs, PRSPs, NPFE, etc.:

The project is highly consistent with the natiopabrities that are expressed in key Macedoniatv&egies, policies
and legislation on energy, climate change mitigaaod economic development. The industrial sestdine largest
energy consumer in Macedonia; in 2006 it accoufue83.8% of total final energy use.

Promotion and implementation of energy efficiengyindustry permeates all relevant national policied strategies
that address climate change mitigation such ag&tleegy Law (OGRM. no 16/2011), Strategy for Develept of the
Energy Sector until 2030 (OGRM 61/2010), Strategy iimprovement of the Energy Efficiency in Repubtt
Macedonia until 2020 (September 2010), First Natiokction Plan for Energy Efficiency 2009-2016.tlme Second
National Communication on Climate Change (2008)Mzcedonia to the UNFCCC, energy savings and energy
efficiency were identified as the priority areaintervention to offset the increasing demand fogrgy deriving from

the forecasted 3% average annual economic growth.



The project is well aligned with the Nationally Appriate Mitigation Actions presented in the Secdvational

Communication to the UNFCCC. GHG emission reductiderventions identified focused on the industeiaergy

transformation sector and heating systems, inctufliel switching, improvement of the energy effimg and energy
saving, increasing of the contribution of renewablergy sources in the country’s energy balance aavateness
raising of the final consumers.

No technology needs assessment for the manufagtseictor has been carried out so far. In 2005 ahadtCapacity
Need Assessment for Global Environmental Managemwast carried out together with &valuation of Technology
Needs for GHG Abatement in the Energy Sector. RBatrcises highlighted a significant gap in termpearformance,
capabilities and modern technologies which ledhthbcatetechnology transfer has a key area for work arermattional

assistance.

B. PROJECT OVERVIEW :

B.1. Describe the baseline project and the prokleat it seeks to address:

Baseline project

The proposed GEF project aims at increasing aneéle@ting adoption of and investment in best abgla
industrial energy efficiency practices and techgme while strengthening policy, regulatory andtitnsonal
frameworks for industrial energy efficiency.

The proposed GEF intervention would build on aneiieéhe following baseline project activities:

1. Macedonia’s ongoing and planned policy and legmtatievelopment and implementation work aimed at
complying with commitments made within the Energyn@nunity Agreement and implementation of the
relevant First National Energy Efficiency ActioraRl

2. Existing programme of the Ministry of Economy topport competitiveness through subsidies for

compliance with and certification to ISO managenssistems
3. Existing national protocol for Integrated Preventand Pollution Control for industry

4. The USAID programme to support increased competitdss of Macedonian SMEs through improved
energy efficiency that will be launched in tH&4" quarter of 2012

5. The industrial energy efficiency services offerpjpcts pipeline and ongoing/planned activities loé t
Macedonian National Cleaner Production Centre

6. Ongoing, planned and envisaged innovation and greffgiency improvement investment programmes of
selected large energy intensive enterprises

7. Existing financing mechanisms available to Macednnénterprises for investments in industrial energy

efficiency

Background

Macedonia is a small economy with a gross domgstiduct (GDP) of about $9.17 billion (2010 estepnesenting
about 0.01% of the total world output. It is an gEonomy integrated into the international tragiéh a total trade-
to-GDP ratio of 81.6% at the end of 2009. Agriotdt and industry have been the two most importecioss of the
economy in the past, but the services sector hasdjghe lead in the last few years. Economic sl persist, even
as Macedonia undertakes structural reforms totithe transition to a market-oriented economy. Moidation of the

largely obsolete infrastructure is happening slovdnd foreign investment has not kept pace wittghimiring

economies. A relatively low standard of living, hignemployment rate, and modest economic growth aet the



central economic problems.
Figure 1: Electricity demand and supply in Macedor&, 2000-2010 (GWh)
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Baseline analysis

Energy supply and consumption patternsin the Former Yugosav Republic of Macedonia:

Domestic electricity supply is mainly from thernaald hydro generation. Lignite fired thermal powkmgs account
for 800 MW of the country electricity generatingwsr (equivalent to about 50%); heavy fuel oil (bagkcapacity)
amount to 210 MW and hydropower generating capamitpunt to 528 MW of installed power and about 26P%6
country total generated electricity. A new natgas fired thermal plant is expected to go on tipghe end of 2012.
Other renewable energy sources such as solar, anddgeothermal account for less the 1% of coungrnyecating
capacity. Transmission and distribution losseseatenated at about 15%, including technical androercial losses.

Since the year 2000, Macedonia electricity genematiapacity is insufficient to match peak power deach (about
1,500 MW) while maintaining a safe spare capacigrgim. Consequently Macedonia started to importtetsty.
Total imports averaged at about 20% of total elgtirdemand (1,468 GWh) between 2000 and 2009,pmaked at
32% (2,757 GWh) in 2008, with an average cost & ©@lion during the period 2003-09, and a peak285 million
(equal to 3.6 percent of GDP) in 2008. It is impattto note that imported electricity is almostlaesively procured
and consumed by Macedonian large industrial usess Fig. 1 on the following page).

Energy consumption patternsin the Former Yugoslav Republic of Macedonia and itsindustry

In 2006 the breakdown of final energy consumptignsbctors was: industry 33.8%, households 29.2&f6sport
20.5%, commercial and services 13.1%, agricultacefarestry 1.8% and others 1.7%.

Final energy consumption breakdown by source was

2006 2011
Electricity 2,221 GWh 2,390 GWh
Coal 1,279 GWh 1.105 GWh
Oil and oil derivatives 2,128 GWh 1,971 GWh
Natural gas 393 GWh 454 GWh
Biomass 38 GWh 34 GWh
Total 6,717 GWh 6,627 GWh



Energy consumption in the industry sector is domeitidoy the steel and ferro-alloys production sutiese Other sub-
sectors with comparable levels of energy consummi® non-metallic minerals and food sectors, ¥o#ld by textile,
mining and chemicals.

Industry final energy consumption breakdown by sabtor (2007)

= |ron and Steel 59%
= Non-metallic minerals 20%
= Food and Tobacco 8%
= Textile and Leather 3%
= Construction 2%

= Mining 2%

= Chemicals and Petrochemicals 2%
= Others 4%

In 2006 industry final energy consumption was 5T@ekwith the following breakdown: 33% electricity2% oll
products, coal 19%, thermal energy 10%, naturabpasit 6% and wood less than 1%.

With regard to electricity demand, the 10 largestustrial customers (in metals, chemical and cerpesduction)
accounted for 25 percent of total electricity canption in 2005—08; the residential sector consuatsalt 47%.

Electricity demand grows continuously during theige: 2002-2007 at an average annual rate of 4.4&epe

During the same period, industry reported the Bggeowth in final energy consumption, with an aalngrowth rate
of 7.15%, followed by the commercial and the sexgector with almost 4%, residential with 2.64%.

The metals and cement industry sub-sectors ardta@smost intensive final consumers of coal andnaagas.

The energy performance of Macedonian economy athalsiny remain significantly below those of OECD &pe as
well as neighbouring countries. According with Macedonia Statistical Office, Macedonia’s econam2009 was
3.48 times more energy intensive than the EU 2Tameé(amounting to 165.20 kgoe/1,000 Euro of GLd3ebyear
2000). Key reasons for the high energy intensitylmatraced to:

— Economy and industry structure, with predominarmrgy intensive sectors
- Low efficiency power generation, supply and constiomp
- The prevalence of using electric energy for redideheating during winter

As for industry energy performance clear and rédidigures are not available (reported estimatemwvshenergy
intensity more than 60% higher than EU 27 averag@g, to poor quality of industrial energy consumptdata and
lack of appropriate analytic skills which prevemoper assessment of energy performance in industigvertheless
the evidence gathered from past programs targatidgridual enterprises shows that efficiency leveldfer

significantly between sectors and between compafn@a the same sub-sector, but that technical awhamic
potential for energy savings and efficiency gaimsdmarkable. A large share of industrial energy stems from
heavy fuel oil, gas and coal used to operate lsoileat are typically either highly inefficient and/under-utilized.
Likewise electricity with electric motors, whichamnt for over 80% of the industrial sector’s tathdctricity use.

According with the estimates of the Strategy foptovement of the Energy Efficiency in the RepuldidMiacedonia
until 2020, industry is the sector with the largpstential for energy savings: 91.1 ktoe cumulatedr the period
2010-2020, equal to 38% of the total.



Policy framework for Industrial Energy Efficiency (IEE)

The Strategy for Energy Development in the Republiéacedonia until 2030 and the Strategy for Inwerment of
the Energy Efficiency in the Republic of Macedourdil 2020 are the two key documents that provigedverarching
guidance for policies and programs to be develapatiimplemented in the fields of energy and eneffjgiency.

The Strategy for Improvement of the Energy Efficerindicates industry as the sector with the higipesential for
energy savings.

As part of the Energy Community Treaty’s requiretsetthe Government of Macedonia developed its fational
Energy Efficiency Action Plan (NEEAP). The NEEARy$ out programs and plans for the implementatibn o
proposed strategic measures towards achievememmafional energy saving targets for the period022118. The
implementation of best available technologies (BARd practices (BAP) such as improved process tdopies,
energy audits, motor-driven systems optimizatiod anergy management are indicated as key inteprenfor the
implementation of industrial energy efficiency.

There are other national strategies and policias directly or indirectly call for and/or defineadmaps and goals
relevant for industrial energy efficiency.

The Industry Policy of the Republic of Macedoni®2@020 is an overarching document that definexripgs, aims

and instruments for creating a competitive econdisybasic purpose is enhancing the competitiveattdge domestic
industry through support to enterprises for acqugirstate-of-the-art knowledge and technologiespvations and

research leading to growth and development, creatioa stimulating business and investment climaknergy

efficiency is not explicitly defined as a tool tmprove the competitiveness. The Ministry of Econdmag prepared
also a limited number of industrial sector spec#tcategies, i.e. for textile and steel industry daurism. Each
strategy aims at an increased productivity and ggeefficiency but again, energy efficiency is remtognized as a
prerequisite to achieve these goals.

In the National Strategy for Sustainable Developmedustrial energy efficiency (IEE) is seen as important
economic development pillar. The need to complbte legal framework, undertake trainings on enengglitaand
management, establish energy performance indicatmdenchmarking as well as to improve the adoefisance for
IEE measures is clearly envisaged. Similarly, tlaidthal Strategy for Economic Development (199ghhghts the
need for national policy to be concerned with epezfficiency as a key factor in achieving natiodavelopment
goals.

Conclusion - Most national policy documents enghrine enhancement and acceleration of the adopfidrest-
available IEE technologies and practices in a suwmtée manner, through capacity building and investt support
programs and initiatives aimed to ultimately desesdependence on energy imports, reducing enetggsity, non
productive energy consumption and the impact orclingate.

Legal framework for |IEE

The Energy Law (May 2006), with its subsequent aingants (Official Gazette of the Republic of MaceidoNo.
106/08, 16/2011 and 136/11) is the main legal d@nirgoverning energy supply and consumption. Td& governs
the objectives of the energy policy and it setswinich activities should be carried out to achisueh objective. For
instance it governs the construction of new endagylities, the functioning of the Energy Regulgt@@ommission
(ERC), the introduction of a liberalized markets fdectricity, natural gas, oil and oil derivatiyeébermal and
geothermal energy. It provides also the overarchegal framework for the promotion of renewablergy resources
and energy efficiency.

But the development and enactment of secondarglédigin is lagging behind. Regulations on energgita and
certification of auditors have to be developed. e Thamework for monitoring, reporting and verifyirenergy
consumption and savings has to be properly develdge bylaw or regulation for energy efficiencyiimdustry has
been neither designed nor planned.

The Integrated Prevention and Pollution ControP@J protocol, currently mandatory for certain inmias enterprises,



while it is seen as instrumental to the deploymaEnBAT, BAP and the promotion of fuel-switching, does not
include any specific requirement regarding enefggiency.

Despite the remarkable efforts of the young Engkggncy and the relevant ministries, a significambant of work
remains to be done to establish the policy and ative environment needed to ensure the achieveroétite energy
efficiency, renewable energy and energy securiglgset by the Macedonian Governments.

I nstitutional framework for | EE

The Department of Energy, within the Ministry of ddomy, oversees the entire energy sector, bothhsugpm

demand side, and it is in charge of all energycefficy-related issues, especially from a policyspective. The
Ministry of Economy cooperates with the Macedonktademy of Sciences and Arts, as well as with iildizl

experts from the University of Cyril and Methodiuduring the last years a growing number of NGOsehbgen
increasingly involved in the policy dialogue abth# energy and environmental related problems afddania.

The Energy Agency of the Republic of Macedoniathasmission to support the realization of the Gowegnt energy
policy through the preparation of strategies, thgetbpment and implementation of plans, regulatiod programs
with special emphasis of energy efficiency (EE) asdge of renewable energy sources (RES).

The Energy Agency has the mandate to lead and ic@bedinitiatives to promote EE and RES, prepaopgsals for
law, regulations and technical standards; prep&aft RES studies, monitor and report on Macedd&BAP and
energy policy implementation.

The Ministry of Environment and Physical Planniagésponsible for ensuring that Macedonia meetsaipgirements
and fulfils the duties set forth by the internaibenvironmental agreements that the country hlascsibed, including
the Kyoto Protocol. Depending on the specific ratr area of the intervention the Ministry of Biaviment’s role
can vary between leading institution, or coordimgtior partner ministry.

The Energy Regulatory Commission (ERC) of the Répubf Macedonia is the independent regulatory body
responsible for energy tariffs setting and regatatias well as for the implementation of additiomedentives that
encourage investment in supply—side energy effigieand renewable energy. ERC is currently workimglevelop
new and update methodologies and rulebooks foulzding tariffs for all energy sources.

Energy tariffs

The price of electricity is subsidized by the gawaent for all consumers with the exception of fearyvlarge
industrial users that have to procure and impair thlectricity from the international market.

The present (December 2011) electricity tariff ctuve differentiates energy and power costs byageltlevels (110
kv, 35 kV, 10 kV and 0.4 kV); by consumer typegd(istrial, commercial, household and municipalitgt lighting);

by time of day; and by demand characteristics (&cRower, Reactive Power, and maximum Demand Chparlyethe

following table tariffs for medium voltage consumere presented.

Table 1: Tariffs for medium voltage consumers

Tariff
Item Unit Time 35 KV 20 KV or 10 kV or 6kV
MKD USD MKD USD
Power KW Monthly |  844.35 17.71 651.21 13.66
wh HT 2.48 0.052 2.74 0.057
Eneray LT 1.29 0.027 1.35 0.028
VARN HT 0.64 0.013 0.6 0.012
LT 0.31 0.006 0.37 0.008
Source: EVN

HT = High-tariff; LT = Low-tariff



The prices of oil, natural gas and heavy fuel-gél strongly correlated with the international manéces. Prices can
be changed every 2 weeks, depending on the pricabilay in the world markets. Unlikely electrigi the price of
oil, natural gas and heavy fuel-oil does not ddfgrate between industry, residential, etc. Tlaplhbelow shows a
comparison between the 2010 and 2011 prices ofalaas (nr), extra light oil and heavy oil (liters) in Macedan
Denar (MKD).

Figure 2: Price of natural gas (Gas), extra lightEL-1) and heavy fuel (M-1) oil

Financing for |IEE

The banking sector of the Republic of Macedonia mases of 18 banks and 11 saving houses. Bankstairain
satisfactory liquidity, with a continuous upwarduidity trend, in particular of the high-liquid @&ss.

The overall capabilities of the local banking aimhcing sector for energy efficiency projects liegdare still limited,
at best. Currently only few banks, supported eithebilateral technical cooperation projects oeingational financial
institutions, offer dedicated financial products émergy efficiency.

On the financing supply side the main challengstil$ represented by the fact that local banks hittle or no
experience in technical evaluation of energy edficly projects, and IEE in particular, which cledrigders decision to
provide financing. Local banks are unfamiliar whtbw to assess the risks of financing EE projectsedbas with how
to analyze and value the “cash flow” that a proyectild generate.

On the financing demand side, i.e. enterprisesetizea need to better appraise projects and coicaterthe financial
and economic benefits of external credit opportesjtsince the majority of enterprises seems prgfiarg their own
resources for EE project implementation, with itelvie delays and postponements, even when it woodde the
most financially convenient option.

The lack of funds for preparation of IEE projectsai critical financing barrier to the implementatiof IEE projects.
There are a number of banks that support IEE pjdwowever, their funding instruments are not isigfitly
promoted / disseminated among the potential cliemttuding the industries.

Barriers for Industrial Energy Efficiency

Over the last few years industrial energy perforoeamas made some progress, especially in largepests, as result
of some increased policy-makers attention to eneffigiency and the support of a number on inteomatly funded
projects.

However, the current policy and legal framework fodustrial energy efficiency is still largely inoplete and
inadequate, with laws that may even contradicttardper energy efficiency improvement.

Given the cross cutting character of energy efficjemany are the Government and public institutitrad have and
need to be involved and work on EE: Ministry of Bomy, Ministry of Environment and Physical PlanniMjnistry
of Finance, Ministry of Transport and Communicasi@md the Energy Agency. Efforts have been anteirey made
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to improve cooperation and coordination, but meraains to be done.

Government technical capacity for IEE policy-makengd implementation remains seriously constrained tack of
financial and human resources, and expertise taldpvand implement substantive and effective pedicand
programs to promote and support energy efficiendpdustry. In this regard it has to be mentiotteilack of a well
structured and institutionalized monitoring, repagtand verification framework for energy perforrann industry as
well as in other economic sectors (2006 and 200°& wWee most recent years for which official data available and
have been used for key national strategic documents

While most enterprises now pay greater attenticenirgy costs, they have limited awareness andstageling of the
financial and qualitative benefits that energyadincy, energy and environment management canedel®n the one
hand this is consequence of lack of informationuatand understanding of what is technically feasdohd what is
commercially available with regard to IEE. There aro structured IEE promotion, dissemination andcation

programs. On the other hand, inadequate energy rdatatoring and analysis practices and insufficieetthnical

capacity are the causes of poor energy performassessments and subsequent impossibility to seedtential
energy and costs savings. Technical expertisedisitrial staff is concentrated on key equipment attention is
focused exclusively on reliability and continuit{ @perations, with very little or no understandioig the impact of
different operations on energy performance.

Although some Macedonian industries are 1SO9001 I&@14001 certified, the transition from old maragat
practices to those required by modern market ecgrierstill lagging behind. Rarely enterprises hawvene elements
of an energy management system in place, such pali@y, energy reduction targets and an appointetsgn
responsible for energy. In the vast majority of Kdeanian enterprises there is a lack of structumguraach to
managing energy.

The major technical and economic potential for ithplementation of energy efficiency measures in itrsustrial
sector remains mainly untapped. The market forgnefficiency services and technologies is undestigped. This is
consequence of policy and legal frameworks thatehstil to create the right enabling environmentbtmost the
penetration of energy efficiency technologies irthbiarge enterprises and SMEs and for the locaiggnservices
industry to grow. At the same time, this is alse thsult of still insufficient technical expertias well as a services
offer that does not fully meet needs and opporiesit

Financing continues to be a major challenge withare to the local banks capabilities to properlprafse energy
efficiency projects/investments and reducing tratisa costs. As for enterprises there is a need bietter
understanding of the financial and economic bemefitexternal credit opportunities vis-a-vis the 0§ own resources.
The lack of funds for project preparation remairgsitical barrier for implementation.

Past, ongoing and planned technical assistance piragns for IEE

Past and ongoing technical assistance programearg\eefficiency have only partially targeted inttysinternational
organizations and financial institutions such asB@&¥, WB and EBRD have all supported energy efficygprojects
through direct leading programs or on-lending paogg through local banks or provision of technicsdistance.
USAID is the bilateral donor that has provided there consistent technical assistance support apaliey and
strategy development level, besides supportingggrefficiency investments, especially in SMEs.

A credit and guarantee scheme for building sustdénanergy efficiency and renewable energy souscestablished
through the state owned Macedonian Bank for Devatg Promotion (MBDP) and five local commercial ksin
Komercijalna Banka, UNI Banka, NLB Tutunska Bank&,Banka, and Ohridska Banka. Energy efficiencyjgcts

are financed up to $500,000 per project with tHefang financial structure: 60% MBDP, 10% owneggquity, and
30% commercial bank participation, with a repaynpariod up to 4 years.
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In March 2009 EBRD has launched two investmentlifees that provide debt financing for renewableeggy and
industrial energy efficiency projects to small angdium-sized enterprises in the Western Balkantudimg
Macedonia, as follows:

« Western Balkans Sustainable Energy Direct Fimandtacility. €50 million to provide direct individli loans
between €1 million and €6 million to industrial ege efficiency and renewable energy projects. Taeility is

complemented with grant funding for Technical Assise for project identification, preparation angpiementation
verification. Incentive payments of up to 15% ot tlhoan principal shall be provided to eligible s upon
successful physical completion of the constructimid beginning of operation of project facilitieshel repayment
period can be up to 12 years including a graceodent 2 to 3 years.

» Western Balkans Sustainable Energy Credit Linalifa €50 million to provide loans to participag banks for on-
lending to sub-borrowers for energy efficiency aadewable energy investments up to €2 million pejegt in the
industrial sector or in buildings used for commaka&ervices. . The facility is complemented witlargrfunding for
marketing and awareness-raising, establish techeiagibility criteria, prepare/appraise projecisiplementation
verification, etc. Incentives payment up to 20%haf loan principal shall be provided to eligibl®jects.

EBRD local representatives expected Macedonia ticjgmte in both facilities with 1 to 2 projectsesy year. The
interest rates are market based. Collateral witidogiired and will depend on the type of the finag@rovided.

USAID has introduced two Development Credit AuthorfDCA) facilities to support small and medium egiz
enterprises (SME) and energy efficiency projectdMimicipalities and Residential sector. The SMEilitgcis $9
million split between two financial institutions UNI bank ($5 million) and NLB Leasing ($4 million).he energy
efficiency facility is $10 million split equally Ibeeen the same two financial institutions. The maxn loan amount
for Municipalities and Residential Sector is se$40,000 while for SMEs is extended to $500,000.

The idea behind the USAID DCA is that through thisarantee that covers 50% of the banks’ risk, banisld
engage in more non-traditional lending activitid$ie SMEs DCA had a promising operation start ihcompanies
accessing the facility for loans ranging from $6,%6 $200,000. However, based on a more recepsss®ent, the
Guarantee facility has not worked as and genertitedresults expected. One potential reason foh sisow-
expectation performance has been identified irlable of a technical assistance component for Eeprreparation.

Established in 2007 by UNIDO in collaboration witte Ministry of Environment and Physical Plannitigge National
Cleaner Production Centre (NCPC) is based in tloailjaof Mechanical Engineering of the Ss. Cyridaviethodius
University of Skopje. Since then the NCPC has ssgfully established itself as national focal pdimtthe provision
of resource efficiency and cleaner production (RE&H?vices to industry and SMEs in particular.

Since the end of 2010 the NCPC has bee focusiraritegities on the food processing agro-industrgt@eproviding
technical assistance and training on the developraad implementation of low carbon production. iities

performed and to be performed include developménnethodology and approaches, training of natisealice
providers, execution of RECP assessments, ideatidic of low carbon production opportunities, dietitechno-
economic analysis of most promising ones, promotibenvironmentally sound technologies (EST) ancraness
raising. The NCPC closely collaborates with thechtionian Chambers of Commerce and Industry.

The Republic of Macedonia is a contracting partytttd Energy Community Treaty. As such Macedonia ha
committed itself to implement the "Acquis commursg’, develop an adequate regulatory framework tnd
liberalize the energy markets in line with the Aisqunder the Treaty. The latter includes key Elalexgts in the area
of electricity, gas, environment and renewable gnefhe Treaty envisages that the main principfesld competition
policy are also applicable. Macedonia took up dhs® commitment to implement a set of security @iy and
energy efficiency related legislation. However, Mthe Energy Community Treaty sets out clear mreguénts and
timelines with respect to legal and regulatory steg well as the implementation of Action Plangreéhare no
resources attached to the Treaty to support th& ammd compliance.

With regard to planned programs targeted to IEEANSis launching in the '8 -4" quarter of 2012 a SMEs
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Competitiveness Enhancing Program with a substactiamponent on energy efficiency. The Program,clvhivill
focus on SMEs, will combine technical assistancpadity and institutional level with capacity build and EE and
RE investments support.

Trajectory of the baseline scenario

The Macedonid.aw on Energyhas only one line referring to energy efficiencyimaustry. According with the
“Strategy for Improvement of the Energy Efficienity the Republic of Macedonia until 2020”, hereieafsimply
referred as EE Strategy, industry is the econoewtos that is expected to generate the biggese sifanergy saving
over the period 2010-2020 at the lowest investmest (Table 2)

Table 2: Cumulative energy savings and investmesity economic sector

Economic sector Cumulative energy savings Cumulative investments
From 2010 to 2020 From 201® 2020
Industry 91.09 ktoe 73.901€
Residential 57.14 ktoe 279.94 €
Commercial and Public Building 28.60 ktoe 114.10 €M
Industry 91.09 ktoe 73.901€
Transport 60.48 ktoe 54.9@ €

However, looking more closely to numbers and assiamg behind, one would find that investments fatustry are
expected to come entirely from the private sectith wo allocation of public funding (unlikely alltler economic
sectors) and no supporting program specificallgeatrd to industry. By-laws, cost-reflective enemgyces and
liberalized energy markets (as of 2015) are expettelrive investments and energy savings.

However, the evidence from OECD countries shows$ wiale regulation and energy price are key driveos
substantial energy savings at low cost for publiddets, regulation and energy price alone areufbtient to capture
the full economic potential for energy efficienoggrovements and savings.

According with theLaw on Energyall secondary legislation for the energy sector andrgy efficiency should have
been drafted by February 2012. As of January 2bB&2ievelopment of most bylaws for energy efficiehag still to
be initiated.

According with the strategic timelines of the EEagtgy, the period 2010-2012 should have also devéll gaps in
the institutional capacity and frameworks for ewyeefficiency. The establishment of Energy EffiagriJnits within
the Ministry of Economy and the Energy Agency wasigaged together with the setting up of a monigrand
verification process/ framework to track progressl @ontinually improve effectiveness of policiesgulation and
programs. As of January 2012 none of the Unitslbeen established and no significant work has loesre for
monitoring and verifying energy consumption andf@renance in the various economic sectors, and ftigodar in
industry.

It has to be mentioned that the EE Strategy explicefers to the need for financial support frorteznal donors and
international financial institutions to achieve gt goals, to a level of about 20% of the toteégiments.

In the absence of the proposed GEF-UNIDO projeatédania will continue to and increasingly lag behim reaping
the environmental and economic benefits offeredth®y energy efficiency improvement potential of iitglustrial
sector. That will be the result of a persistentthie short term, lack of adequate institutiongdacity for industrial
energy efficiency, lack of tailored regulation asditable market support and incentives to ensustasiable
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progression of industrial energy performance, ab aginsufficient awareness, knowledge, capaaity funding for
energy efficiency and savings projects.

In the short-term little changes are likely to hapjn the market with respect to the provisionrdrgy efficiency and
energy management advisory services. It is verikelyl that energy service companies (ESCOs) wiflesp in the
short and even medium term since in the prelsamton Energyheir role is not defined nor there is any inceatior
their entrance in the market. In the case ESCOsldigpomehow start their engagement in Macedonidnénnear
future, they will almost certainly concentrate thactivities in the commercial building sector iaity and only at a
later stage engage with industry. The horizon Hefrtgradual involvement in the IEE market can m®tforeseen. The
GEF-UNIDO project would and shall contribute toatgte these processes.

It seems very likely that the majority of Macedanenterprises will continue to face constraintdwéspect to access
to finance and that they may continue to mainly ol their own resources to finance new investments

Ongoing internationally supported projects will tooe to provide useful and important support bueg the size of
the challenge more resources are and will be netmlemsure impact and sustainability. The USAlDgoam is
envisaged to make a significant positive contritmutiowards promotion and support of energy managesystems
and increased energy efficiency investments in Mac® SMEs, but still it will reach a limited past the SMEs
population.

Considering the above, the baseline scenario will be able to mitigate significantly the legal aimgtitutional,
knowledge and awareness, market and investmenedekarriers that are hampering increased enefgyesicy in
industry and the creation of a modern service niddtdEE.

Energy efficiency projects and investments willrease compared to the past thanks to the USAIDegtoput they
will remain localized to a relatively small numbmrcompanies. But overall meaningful gaps will remia the overall
normative and market infrastructure for industeakergy efficiency, delaying to tomorrow what coalad should be
achieved today. The harvest of the major econa@margy efficiency improvement potential in Macedoiridustry
would be further delayed and prolonged with consefiGHG emissions that could and should be otherspsred to
the Global Environment.

The GEF-UNIDO intervention would have a significamtremental and multiplying effect on the impattree current

and expected baseline activities. Synergies wbalgarticularly substantial with the USAID SMEs Gmetitiveness

Enhancing Program where the contribution of UNID@bWledge assets and expertise with respect to BSOS/
50001/EE programs would free tangible cash ressumrareaching out and supporting a larger numbepmpanies.

B. 2.Incremental / Additional cost reasoning: describe incremental (GEF Trust Fund) or additional
(LDCF/SCCF) activities requested for GEF/LDCF/SCi@fancing and the associated global environmenailddits
(GEF Trust Fund) of associated adaptation ben¢fiBCF/SCCF) to be delivered by the project:

Project Objective
The proposed project will accelerate the transfeionaof the Macedonian market for industrial enegdfficiency by

strengthening policy, regulatory and institutiofralmeworks for IEE and support increased diffussband investment
in best available industrial energy efficiency pi@gs and technologies.

Project Approach

The project will use a combination of technicalisissice, capacity building and investment supportdntribute

addressing many of the policy, legal, institutionBihancing and knowledge barriers that are hampgeitihe

transformation and growth of a national market ifaustrial energy efficiency services and resoursastments.
Project activities will be articulated in three maiomponents: 1) Strengthening of policy, legal amstitutional

frameworks; 2) IEE market development support tgloknowledge dissemination, capacity building forda
deployment of best-available practices and teclgiesy 3) mechanisms/support for increased invedsriBiEE.
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Incremental Project Activities

Component 1. Strengthening Macedonian policy, eguy and institutional frameworks for IEE and gneedustry
This component is designed to ensure that supgoptilicies, secondary legislation and programsiipaity targeted
to IEE are putin place. Itis also meant to eashat decision-makers build the knowledge andstfucture needed to
promote and support industrial energy efficiencq sustainable and increasingly more effective way.

In this component, GEF funds will be used to prevspecialized IEE expertise, mainly internatiomakupport of the
design and development of specific policies, bydamnd IEE market-stimulating programs. Co-finagaiill partially

contribute to the design and development phasewvalhdgorovide resource for the enacting and makingemtion
policies and programs developed. Specific acgisitinder the following outputs will be finalizedrohg the project
preparation period.

Key proposed outputs and activities

Output 1.1. National Energy Management System &tahcbmpatible with ISO 50001 is adopted and prgateld.
Activities under this output are likely to inclufiEcilitating and supporting national establishedgasses for adoption
and promulgation of ISO and other internationalfp@an standards as national standards.

Output 1.2. Secondary legislation (i.e. bylaws) éwrergy efficient and green industry is developad adopted,
including introduction of energy efficiency perfaance indicators linked to ISO 50001 in the natigmaltocol for
Integrated Prevention and Pollution Control (IPRE)industry

Activities under this output are likely to includenvening one or more multi-stakeholder workingugr@and provide
technical and legal expertise/inputs in the desifjisecondary legislation specifically targeted e manufacturing
sector for energy consumption data and performesymarting as well as energy efficiency “promotioaupport”.

Output 1.3. Framework (methodology and institutloset up) for Monitoring, Reporting and Verificatiof energy
efficiency and GHG emissions performance of indalénterprises is developed and tested.

Activities under this output will include convenirggakeholders and expert working groups, provisibriechnical
expertise in the design of an appropriate methapyoémnd effective institutional set up. The projeciuld also provide
national and international experts support in gsthe methodology.

Output 1.4.Supporting programs for energy efficiebest-practice and technologies implementatiomdustry are
developed and implemented (options include IEE Bactices Dissemination Program and IEE Best Badoce
Award)

Based on the analysis and stakeholder consultat@mied out during the preparation of the PIF mber of potential
relevant programs and incentives have been idedtifWhich ones will be supported and implementghdinvthe full-

fledged project will be defined during the PPG ghasHowever, activities under this output are lkébd include
provision of models and implementation guidanceilifating stakeholder consultations, providingheical expertise
for designing schemes and processes.

Output 1.5. Financial incentives to promote amglb®rt energy efficiency best-practices and investimare designed
and established (option include financial incergifa ISO 50001 certification, free or cost-shatesthnical
assistance).

Possible incentives have been identified duringpieparation of the PIF and consultations with etmiders; these
includes financial incentives for ISO 50001 cectition and free/cost-shared technical assistancEEoinvestments
preparation. However, significant further work asmhsultations will be needed during the PPG phaskefine which
incentives will be supported and implemented withie full-fledged project. Activities under thistput are envisaged
to focus on provision of technical expertise forsigaing the incentive schemes and facilitating etalder
consultations,

15



Output 1.6. Certification program for Energy Audgas developed

Activities under this output will involve provisioof international technical expertise in the desfjithe certification
program with respect to requirements, procedurestictlum, training material, qualification examstc. and
convening national expert working groups for vdiiola and endorsement.

Output 1.7. Strengthened technical capacity of tMacedonia institutions responsible for the develepm
implementation and monitoring of national and in&dional energy and climate change mitigation ppedicand
programs (Energy Agency, Ministry of Economy, Minysof Environment, National Bureau of Statistics)

This output will be the results of the learningdbging and activities carried out by the variougiingonal partners of
the project under the previous outputs. Additioaetivities may include few thematic training taédd to specific
relevant institutions.

Component 2: Market development support for deptyt and diffusion of best available practices teahnologies
for energy efficiency and environmental sustainbih industry:

This component is designed to introduce and sumjeptoyment of energy management systems, 1ISO 5800 best-
available practices for industrial energy systeifffisiency improvement in Macedonian enterprises #8H market.

The goal will be pursued by working both on the dach and supply side for energy efficiency servidbspugh

knowledge dissemination between industry decisiahars, skills and expertise upgrade of national deEvice

providers, training enterprises through hands-gesgnce and coaching in implementing energy managésystems
and EE projects. This component will make use ‘Girain-the-Trainers” approach.

In this component, GEF funds will be used to previgecialized energy management system, ISO 50D &reergy
system optimization expertise, mainly internatioimaksupport of the delivery of the capacity builgliprogram for local
EE service providers and enterprises as well éiseopilot implementation of EnMS/ISO50001 in sebeclarge energy
intensive enterprises. Co-financing will partiatigntribute to the delivery of the capacity builgliprograms and it will
provide the resources for the implementation of BAMO 50001 as well as of low-cost energy efficienc
improvement projects identified as result of bothMS implementation and the capacity building pragraSpecific
activities under the following outputs will be fiimed during the project preparation period.

Key proposed outputs and activities

Output 2.1: Top management of at least 50 ent@prinderstands the economic and environmental iteen&Energy
efficiency and is made aware of key relevant conesmakbest-available practices and technologies.

Activities under this output are likely to includacilitating and supporting the delivery of awareneaising events
tailored to industry top management.

Output 2.2. A group of 50 local energy efficienaydaenvironment professionals are equipped withtéofinical

expertise and tools required to:

a) develop and implement in industry Energy Manag@nsystems (EnMS) in line with ISO 50001

b) carry out industrial energy audits

¢) train industry personnel in EnMS and energyesysassessment and optimization

d) offer EnMS, energy auditing and system optiniimatechnical services to industry

Activities under this output will include coordimag the delivery of the overall capacity buildingogram and
providing the international expertise in EnMS ak¢t Ito train local expert trainees and coach thether work with

partner enterprises. Some limited technical aasigt support for the implementation of low-cost [iEgjects is also
envisaged.

Output 2.3. Ten (10) enterprises from key Macedoimiaustrial sectors develop and implement Energmnagiement
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Systems (in line with ISO 50001).

Output 2.4. Five (5) enterprises from key Macedommalustrial sectors develop and implement integr&inergy and
Environment Management Systems in line with ISO808nd ISO 14001

Based on initial discussions and assessment, miap@artner enterprises will most likely belorgthe following
sectors: iron and steel, non-metallic minerals;goétemicals and mining.

Activities that will contribute to the achievemenftOutputs 2.3 and 2.4 will be, to a great extentegral part of the
capacity building activities carried out under Quit@.2. Additional activities are likely to incladhe provision of
international expertise to work with national expein finalize ISO 50001 implementation either &snd-alone
management system or as management system intkgrighel SO 14001.

Output 2.5. Personnel of fifty (50) enterpriseseree training on the implementation of energy nggmaent systems
and energy system optimization measures.

Activities under this output will include provisionf support and guidance in convening trainingswadl as
international experts for delivery of the initi@ssions.

Output 2.6. At least ten (10) low cost energy édficy projects are implemented by industrial entegs as result of
their participation in the Training program of theject.

As results of enterprises’ participation in thejpod capacity building program and implementatiérEaMS in line
with ISO50001, a pipeline of energy efficiency impements measures and investments will be idedtifictivities
to be performed under this output will focus on athing to the implementation stage at least 10dost-energy
efficiency projects with significant savings potant

It shall be highlighted that through implementatioh EnMS and 1SO50001 energy efficiency is integdain
companies’ daily procurement practices as wellmasgnore strategic and/or capital intensive investnasgtisions.
Progressive wider dissemination of EnMS and ISO030QGupported through regulation, incentives anaftber
programs, will increasingly and inherently shiftdustry procurement and investment patterns towanmisrgy
efficiency services and technologies.

Component 3: Scaling-up of investments in eneffipiesfcy technologies for industry

This component aims at accelerating the pace @&simwents in IEE projects and technologies. DutliegPPG phase
the design of the component will be finalized antivities detailed accordingly. In the light of tliadings and insight
gather through the analysis and stakeholder catmrnits carried out during the PIF preparation, approaches and
corresponding possible outputs will be further aped during the PPG phase without excluding thesipdity of
hybrid approach. Indeed, while a number of finanmiatitutions and organizations have highlightee difficulties
faced in lending out available funds for EE and REyumber of enterprises expressed greater willisgo invest in
EE using their own resources if technical assigtarould be provided towards project/investment aragon. In any
case, this component will include training on fioi@hand risk assessment of EE investments fovaelieprofessionals
of national financial institutions.

In this component, GEF funds will be likely usedpt@vide international and national expertise fibhex designing/
packaging light-house EE projects and/or desigringechanism to increase lending of national anernational
financing institutions for EE investments. Co-fisarg would be either represented by equity anduess contributed
by partner enterprises towards the implementatfdigbt-house EE projects or by the funds earmar&edobilized
by national and international banks to finance Eiguts and investments supported by the GEF projec
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Key Proposed Outputs and Activities

Output 3.1. Thee-four selected energy efficienighthouse projects are implemented in key energgnsive
industrial sectors

Activities under this output would include technicssistance to selected partner enterprises ilgrdeg and
packaging light-house EE projects for financing anglementation kick-off.

Output 3.2. Mechanism to enhance mobilization digbursement of available commercial financing émergy
efficiency and low-carbon technology investmentstsoduced (options include: TA facility attachexlMacedonian
bank credit line or enhancement of loan guarargberses).

During the PPG phase special attention will be mit®@ mechanisms/schemes that could support andheatthe
USAID loan guarantee mechanism (Development Ciadlibority facility) for small and medium sized ergases and
the credit scheme of the Macedonian Bank for Dgaraknt Promotion. Based on the initial discussioth @asessment
the GEF-UNIDO project may support the design, péod initial operation of a technical assistanaglifa for EE
investment preparation to be supplemental and ttiréioked to one of these two existing mechanisn#sctivities
associated to the establishment of any supportocigeree will certainly include training on financiahd risk
assessment of EE investments for partner finaimgtutions.

Activities under this output would include provisi@f international and national experts to workhamational and
international financing institutions to detail mditlas of collaboration and to make operationallsomdalities in order
to increase EE lending from existing credit faiekt

Project management:

Project management will focus on supporting thggatamplementation arrangements on a day-to-daisbemanaging
the staff and experts involved in the pilot projeand other activities; coordinating with all stiagkelers, including
other GEF-funded projects under implementation; itoong and evaluating project progress and captuiessons
learned; and communicating with all stakeholdeaothbn Macedonia and internationally, about thegguts activities
and results.

The Ministry of Environment and Physical Plannitige Ministry of Economy and the Energy Agency af Bepublic
of Macedonia are the key institutional counterpaated beneficiaries of the project. While detailpwject
implementation and management structure will banddf during the project preparation phase, on tasisbof
discussions held with counterparts during the pidjmn of the PIF the following is envisaged:

« A Project Advisory Committee (PAC) will be estabksl for periodically reviewing project implementati
progress, facilitate co-ordination between parthn@mevide advice and guidance, and ensuring owiggrsh
support and sustainability of the project resultShe PAC will include representatives of the Minisbf
Environment, the Ministry of Economy and the Enewygency, plus representatives of industry, NGOs,
financial institutions and other bilateral/ intetipaal organizations partnering in the project.

¢ A lean Project Management Unit (PMU) reporting tNIDO and the PAC will be established. The PMU will
be responsible for the day-to-day management, mamit and evaluation of the project activities. diose
collaboration with the Ministry of Environment, thinistry of Economy and the Energy Agency, the Pl
ensure coordination of all project activities betagried out by project personnel and partners.

Global Environmental Benefits

While addressing barriers to increased and su$ii@renergy efficiency in industry, the outputs andcomes of this
project are expected to deliver substantial rednctf GHG emissions. The project will lead to ddesable energy
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savings and GHG emission reductions through prajeatponent 2 and 3. The project will produce ditgeiG

emission reductions through the implementation ¥5, the technical capacity built and the impleragoh of EE
projects within the project duration. Indirect uetions will accrue from the replication and disgeation of EnMS
and light-house EE projects as well as throughpibleey and regulatory technical assistance thak evéate a more
supportive enabling environment for industrial gyeefficiency.

Based on initial calculations the project is expdcto bring about direct GHG emission reductionshat level of
30,000-45,000 tons G&q and indirect GHG emission reductions between(@®&0and 500,000 tons G& over a ten
years period. During the PPG phase calculatioreatichates will be refined.

B.3. Describe the socioeconomic benefits to be delivbyeithe Project at the national and local levetsluding
consideration of gender dimensions, and how thelswpport the achievement of global environmesnédfits
(GEF Trust Fund) or adaptation benefits (LDCF/SCCRy a background information, read Mainstream@egnder
at the GEF™:

Energy efficiency will reduce the local environmarimpacts of the energy production and use. Tgiahe IEE the
atmospheric emission of harmful substances suaxides of sulfur, oxides of nitrogen, and smokd Wwd reduced.
The adverse effects on health such as common agspirailments that are associated with those éeomsswill
consequently decrease. Improvements in commezctaiomic performance, and uplifting the energycedficy sector
itself, will inevitably lead to nationwide employmeopportunities. Energy efficient manufactured @ai$o preserve the
occupants” health and wellbeing.

Reducing C® emissions through IEE is one of the most costcéffe methods of reducing GHG emissions, and
thereby combating climate change. It has been dstradad that one of the most cost-effective waysakimizing
commercial profitability is the adoption of apprape IEE measures. Nationwide, this will improve dddonia’s
export performance and improve the value of theneoty. The IEE will also enable to meet the risiragional
maximum demand. Energy conservation will reducenigessary volume of electricity and crude oilamtigular. This
will enhance the robustness of Macedonia’s eneegyrity and will increase the country’s resilieragginst external
energy supply disruptions and price fluctuations.

Having in mind that the women are equally engageithé industry as men, they will benefit from tbé creation and
abatement of health problems that are presentlyrammdue to the air pollution associated with thergy intensity
and dirty energy sources.

B.4 Indicate risks, including climate change risat might prevent the project objectives from geachieved,
and if possible, propose measures that addrese thglss to be further developed during the propgign:

Risk Level of | Mitigation

Risk
Institutional: Coordination between key Moderate| This risk will be substantially mitigatieg
ministries and stakeholders remains weak and (i) building understanding and capacity of project
enterprises do not actively participate in the counterparts and stakeholders during project
project. preparation to ensure stronger ownership of prpject

(ii) Clear definition of roles and responsibilitidsiring
project preparation and establishment of a Praject
Management Unit (PMU) to coordinate execut|ng
partners and major stakeholders during
implementation.
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(iii) Project Steering Committee establishing |
institutional linkages among stakeholders
Policy and Regulatory — Proposed policies, Moderate| This risk will be substantially mitigategt
regulations and programs are not adequdtely () Engaging decision makers early on in the prio
adopted and implemented; weakening | of preparation phase, building their understanding
political commitment. keep them involved during the implementation.
(i) Carefully designing and providing capac
building programs tailored to policy-makers
institutional specific needs.
Technologica: Companies and EE service Low This risk will be substantially mitigated by:
providers fail to understand the technigal/ (i) building clear understanding of target beciefies
business opportunities and potential benefits of about EnMS and the project during project prepanat
implementing energy management systems|and (i) preparing effective information packages
energy efficiency projects. (iii) carefully designing tailored capacity buildjn
programs for experts and enterprises clearly dejini
the targeted outcomes
(iv) setting up intermediate performance indicators
monitor, verify and report on progress
Economic and Financial: Following the Low This risk will be substantially mitigated by:
EnMS implementation and energy systems (i) providing training for enterprises’ key pershto
optimization assessment and report, enterprises build their capacity to better understand the eatino
might not be willing to invest in energy and financial value of investing in energy managem
efficiency projects and technologies, even if and energy systems optimization.
energy saving potential is important (i) provide project preparation technical assiseaand
enhance promotion and marketing of existing
financing facilities through training for both ban&nd
target clients.

D

B.5. Identify key stakeholders involved in the grbjncluding the private sector, civil society anjzations, local
and indigenous communities, and their respectilestas applicable:

Given its articulated structure and interventiogido the project will work with many stakeholderogps,

delivering benefits to most of them.

At the Government and institutional level the Minysof Economy, the Energy Agency and the Minisbfy
Environment and Physical Planning will be the kiaksholders, counterparts and beneficiaries of uRdgect

Component 1.

Manufacturing enterprises, both large and SMEs, #malr sector associations will play the key role a
stakeholders, partners and beneficiaries of Pr@j@rhponent 2. Under this component EE service ipeos
and consultants, including the National CleanedBection Centre, will be also playing a key role gmdviding

a critical contribution to the achievement of pobjeutputs.

National banks and international financial instans will be the key stakeholders of Project Congour8.

Non Governmental Organizations (NGOs) such as #met for Climate Change and international orgditina
such as the Regional Environmental Centre will telived to facilitate and support ongoing dialogui¢h
enterprises and institutions as well as broadé&ehtader consultations.
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B.6. Outline the coordination with other relatedtimtives:

United States Agency for I nternational Development (USAI D)

The USAID program to be launched during th&3* quarter of 2012 offers great potential for synesgivith
the UNIDO-GEF project and multiplying overall impand cost-effectiveness of both programs.

The USAID program has a focus on SMEs and enhanttieg competitiveness through increased energy
efficiency. The Program will provide substanti@pacity building for IEE, including energy manageine
systems, and technical assistance for EE and Ristiments support.

The UNIDO-GEF project will focus on large energyeinsive enterprises and sectors.

UNIDO has been the initiator of the process thatJime 2011 led to the release of ISO 50001 Energy
Management System Standard and it has activelyribated to its development. UNIDO currently is the
leading international organization in building ceipa of enterprises and experts in implementing rgne
management systems in line with ISO 50001, with m@mensive and tested training programs. Based on
discussion held with USAID colleagues in Macedoni#iNIDO would provide its EnMS/ISO 50001
implementation training program to USAID for usethim its Program, saving significant USAID budget
resources that would be devoted towards the pavisif more training and technical assistance urler
USAID and GEF-UNIDO projects. Similar synergiesulbbe possible for other trainings planned by USAI
for which UNIDO has already available comprehensind proven training programs.

Additional synergies and coordination between tHeAWD program and the UNIDO-GEF project will be
pursued under Project Component 1 and 3. Undge@®r@omponent 1 the USAID and UNIDO-GEF will
collaborate and join resources with respect to daeelopment of a monitoring, verification and rejmuy
framework and methodology. Under Project Compoerollaboration will be explored in relation toetrisk
guarantee fund that USAID has currently in placetbat is not performing according to expectation.

National Cleaner Production Centre (NCPC)

Established in 2007 by UNIDO in collaboration witle Ministry of Environment and Physical Plannitigg
NCPC is based in the Faculty of Mechanical Engingeof the Ss. Cyril and Methodius University ofdple.
Since then the NCPC has successfully establisisetf s national focal point for the provision esource
efficiency and cleaner production (RECP) servieeSMES, for coordinating RECP initiatives, partngrivith
public and private institutions at national andioegl levels and enhancing national capacity thhogining.

Since the end of 2010 the NCPC has bee focusingctisities on the food processing agro-industrgtee
providing technical assistance and training ondaeelopment and implementation of low carbon prtidac
Activities performed and to be performed includeselepment of methodology and approaches, trainihg o
national service providers, execution of RECP assests, identification of low carbon production
opportunities, detailed techno-economic analysismo$t promising ones, promotion of environmentalynd
technologies (EST) and awareness raising.

The UNIDO-GEF project will build on the experienaad knowledge assets accrued by the NCPC over the
years. The NCPC will be a key project partner bedeficiary under Project Component 2. The UNIDBFG
project will close work with the NCPC also undepject Component 1 with respect to monitoring, veaifion

and reporting of industrial energy performance trdinclusion of energy performance indicatorshim mational
protocol for Integrated Prevention and Pollutiom@ol (IPPC) for industry.
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National and I nternational Financing I nstitutions

The GEF-UNIDO project would look for synergies aaflaboration with the national and internationabhcial
institutions that have ongoing financing facilitismechanisms to support EE investments in ingustr

During the PPG phase the GEF-UNIDO project will lexg feasibility and modalities of collaborationtiwi
national banks such the Macedonian Bank for Devetyg Promotion, Komercijalna Banka, UNI Banka, NLB
Tutunska Banka, IK Banka, and Ohridska Banka; ab ase with the EBRD in order to identify mutually
beneficial collaboration opportunities between th¢IDO-GEF project and the two EBRD regional investin
facilities current available for Macedonian comeni

C. DESCRIBE THE GEF AGENCY’S COMPARATIVE ADVANTAGE TO IMPLEMENT THIS PROJECT

UNIDO is included in the Comparative Advantage Niafior promoting energy efficiency in the industria
sector. Furthermore, GEF Council Document on Coatpar Advantages of the GEF Agencies has recognized
UNIDO'’s extensive knowledge of SMEs in developimgiatries and countries with economies in transition

UNIDO will draw upon its previous and current expace of cooperation with Macedonian manufacturing
enterprises and stakeholders as well as of implatien of environmental and resource efficient petg that
contribute to enhance Macedonian industry competigss while delivering key global and local envinental
benefits.

UNIDO will bring to the project its leading expemige and extensive knowledge assets (i.e. trainiograms,
tools, methodologies, platforms, etc.) for capadityilding on energy management systems (EnMS) and
standards implementation, industrial energy systemit and optimization, certification schemes forMs,
energy managers and ISO 50001 auditors, monitaradgverification, etc.

C.1 Indicate the co-financing amount the GEF age® bringing to the project:

UNIDO is contributing to the project both in-kinehéh cash resources. The in-kind co-financing wal b
represent by the knowledge and training assets dreatavailable to UNIDO and that UNIDO would
contribute to the project. These would includeftil®wing:

= Energy management systems (EnMS) and ISO 5000k ingpitation
= Energy system assessment and optimization

= Energy audits

= Monitoring and Verification

= Certification schemes for ISO 50001 auditors arefgymanagers

Additional in-kind contribution will be contributeddy the UNIDO NCPC through the provision of
knowledge assets such industrial energy audits;feasbility studies and energy efficiency project
pipelines as well as expert advisory services amart for Project Component 2 and 3. The NCPC has
provided inputs and support in the preparationhef present PIF. Its knowledge and pool of expertis
would be further capitalized during the PPG phamkthe full-fledge project implementation phase.

The overall value of UNIDO in-kind co-financing dabution is estimated to amount to 450,000 USD.

As for the cash co-financing, UNIDO would contrieu80,000 USD to the implementation of the full-
fledged project.

22



C.2. How does the project fit into the G&tency’s program (reflected in documents suchMBAF,
CAS, etc.) and staff capacity in the country tddwl up project implementation:

The project is well aligned with the UNIDO stratefgy Macedonia and other countries of the Former
Yugoslav Republic, focusing on environmentally sthuamd resource efficient industry, reduction of
ozone depleting substances and persistent orgalhitgnts.

UNIDO contributes to UNDAF 2010-2015 under OutcaBné&nvironmental Protection. The proposed
would contribute to the achievement of Sub-outc@rie National policies better address climate
adaptation measures and demonstration mes resporglirhate change challengesd to Output
3.1.2: Demonstration of energy efficiency and renewalmégtives implemented and preparatory
assistance for financing projects through the cldamelopment mechanisms supparted

UNIDO has several ongoing environmental projectslatedonia including the GEF project “Phasing-

out and elimination of PCBS and PCB-containing pmént”. UNIDO does not have a country office

but it has a National Cleaner Production Centrectviprovides local support to projects. The Centre
has at the moment two full time employees.
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PART lll: 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 thH@perational Focal Point endorsement lettex(#) this template. For
SGP, use thi©®FP endorsement letjer

NAME

POSITION

MINISTRY

DATE (MM/dd/yyyy)

Ms. Daniela RENDEVSKA,

Head of Unit for

Ministry of

GEF Operational Focal Point Bllat_eral and Enwr_onment ar_1d 12 SEPTEMBER2012
Multilateral Physical Planning,
Cooperation FYR Macedonia

B. GEF AGENCY(IES) CERTIFICATION

This request has been prepared in accordance with GEF/LDCF/SCCF policies and procedures and
meets the GEF/LDCF/SCCEF criteria for project identification and preparation.

Agency DATE Project Tele- Email Address

Coordinator, Signature (MM/dd/vyy Contact phone

A.ge.nc.y name ¥) Person
Dmitri 'Plskounov, 14 September Mr. Marco +431 M.Matteini @unido.
Managing 2012 Matteini 26026 org
Director PTC, 4583
UNIDO GEF Industrial Y S
Focal Point Development [l

Officer
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