PROJECT IDENTIFICATION FORM (PIF) [footnoteRef:1] [1:    It is very important to consult the PIF preparation guidelines when completing this template.] 

[bookmark: Dropdown7][bookmark: projectType]PROJECT TYPE:  
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PART I: PROJECT IDENTIFICATION
	Project Title:
	Small and Medium Enterprise Energy Efficiency Project

	Country(ies):
	Turkey
	GEF Project ID:[footnoteRef:2] [2:     Project ID number will be assigned by GEFSEC.] 

	     

	GEF Agency(ies):
	[bookmark: GEF_IA_02][bookmark: GEF_IA_03]           
	GEF Agency Project ID:
	P131398

	Other Executing Partner(s):
	MENR, VakifBank, HalkBank, ZiraatBank
	Submission Date:
	2012-04-26

	GEF Focal Area (s):
	
	Project Duration (Months)
	60 months

	Name of parent program (if applicable):
· [bookmark: CheckSFM]For SFM/REDD+ |_|
	     
	Agency Fee ($):
	360,000


A.  FOCAL AREA STRATEGY FRAMEWORK[footnoteRef:3]: [3:    Refer to the reference attached on the Focal Area Results Framework when filling up the table in item A.] 

	Focal Area Objectives
	Expected FA Outcomes
	Expected FA Outputs
	Trust Fund
	Indicative  
Grant Amount
($) 
	Indicative Co-financing
($) 

	[bookmark: sec_fa_obj_01]   
	Outcome 2.2: Sustainable financing and delivery mechanisms established and operational
	Output 2.2: Investments mobilized

Output 2.3: Energy savings achieved
	
	3,170,000
	244,500,000

	[bookmark: sec_fa_obj_02]   
	Outcome 2.1: Appropriate policy, legal and regulaory frameworks adopted and enforced
	Output 2.1: Energy efficiency policy and regulation in place
	
	320,000
	1,000,000

	[bookmark: sec_fa_obj_03]   
	 
 
	 
	
	     
	     

	[bookmark: sec_fa_obj_04]   
	 
	  
	
	     
	     

	[bookmark: sec_fa_obj_05]   
	     
	     
	
	     
	     

	[bookmark: sec_fa_obj_06]   
	     
	     
	
	     
	     

	[bookmark: sec_fa_obj_07]   
	     
	     
	
	     
	     

	[bookmark: sec_fa_obj_08]   
	     
	     
	
	     
	     

	[bookmark: sec_fa_obj_09]   
	     
	     
	
	     
	     

	[bookmark: sec_fa_obj_010]   
	     
	     
	
	     
	     

	[bookmark: sec_fa_obj_011]   
	Others
	     
	
	     
	     

	Sub-Total
	
	3,490,000
	245,500,000

	 Project Management Cost[footnoteRef:4] [4:    GEF will finance management cost that is solely linked to GEF financing of the project.] 

	
	150,000
	7,000,000

	Total Project Cost
	
	3,640,000
	252,500,000


B. PROJECT FRAMEWORK
	[bookmark: projObj]Project Objective:  To improve the efficiency of energy use in the small and medium enterprise (SME), by scaling-up commercial bank lending for energy efficiency

	Project Component
	Grant Type

	Expected Outcomes
	Expected Outputs
	Trust Fund
	Indicative 
Grant Amount ($) 
	Indicative Cofinancing
($) 

	[bookmark: projComp_01] 1. EE investments in SMEs and buildings
	
	Commercial lending for industrial EE demonstrated

GHG emissions avoided (tons of CO2 equivalent)
	Sustainable financing and delivery mechanisms establishted and operational for SMEs and bulding
	
	1,350,000
	2,500,000

	[bookmark: projComp_02] 1. EE investments in SMEs and buildings
	
	GHG emmissions avoided (tons of CO2 equivalent)

Commercial lending for industrial energy efficiency (EE) demonstrated

	Loans provided for EE improvements in the Turkish SMEs and buildings
	
	1,350,000
	240,000,000

	[bookmark: projComp_03] 2. Broad market development, policy support
	
	Replication/Spill-over lending from other financial institutionals
	Increased awareness and capacity across markets

ESCO development achieved

Institutional support to MENR
	
	790,000
	3,000,000

	[bookmark: projComp_04]      
	
	     
	     
	
	     
	     

	[bookmark: projComp_05]      
	
	     
	     
	
	     
	     

	[bookmark: projComp_06]      
	
	     
	     
	
	     
	     

	[bookmark: projComp_07]      
	
	     
	     
	
	     
	     

	[bookmark: projComp_08]      
	
	     
	     
	
	     
	     

	[bookmark: projComp_09]      
	
	     
	     
	
	     
	     

	[bookmark: projComp_010]      
	
	     
	     
	
	     
	     

	Sub-Total
	
	3,490,000
	245,500,000

	Project Management Cost[footnoteRef:5] [5:    Same as footnote #3.] 

	
	150,000
	7,000,000

	Total Project Costs
	
	3,640,000
	252,500,000



C. INDICATIVE CO-FINANCING FOR THE PROJECT BY SOURCE AND BY NAME IF AVAILABLE, ($)
	Sources of Cofinancing 
	Name of Cofinancier
	Type of Cofinancing
	Amount ($)

	
	IBRD
	
	200,000,000

	
	Participating Financial Institutions (Cash and in-kind)
	
	7,500,000

	
	MENR (Cash and in-kind)
	
	5,000,000

	
	End users, ESCOs (project equity)
	
	40,000,000

	
	     
	
	     

	
	     
	
	     

	
	     
	
	     

	
	     
	
	     

	
	     
	
	     

	
	     
	
	     

	
	     
	
	     

	
	     
	
	     

	Total Cofinancing
	
	
	252,500,000


D. GEF/LDCF/SCCF  RESOURCES REQUESTED BY AGENCY, FOCAL AREA AND COUNTRY1
	GEF Agency
	Type of Trust Fund
	Focal Area
	Country Name/Global
	Grant Amount (a)
	Agency Fee (b)2
	Total c=a+b

	
	
	
	Turkey
	3,640,000
	360,000
	4,000,000

	
	
	
	     
	     
	     
	0

	
	
	
	     
	     
	     
	0

	
	
	
	     
	     
	     
	0

	
	
	
	          
	          
	          
	0

	
	
	
	          
	          
	          
	0

	
	
	
	          
	          
	          
	0

	
	
	
	          
	          
	          
	0

	
	
	
	          
	          
	          
	0

	
	
	
	          
	          
	                    
	0

	Total Grant Resources
	3,640,000
	360,000
	4,000,000


1  In case of a single focal area, single country, single GEF Agency project, and single trust fund project, no need to provide 
    information for this table 
2   Please indicate fees related to this project.
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PART II:  PROJECT JUSTIFICATION
A. DESCRIPTION OF THE CONSISTENCY OF THE PROJECT WITH:
A.1.1   the GEF focal area/LDCF/SCCF strategies:  
	The project is consistent with the GEF Climate Change Focal Area, specifically the second climate change mitigation objectives under GEF-5: “Promote market transformation for energy efficiency (EE) in industry and the building sector.” The GEF incremental financing would contribute to ensuring that the project activities would promote global environmental benefits in addition to national benefits in Turkey. The activities that would be included to achieve this would support establishing financing and delivery mechanisms that promote EE investments.


A.1.2.   FOR PROJECTS FUNDED FROM LDCF/SCCF:  THE LDCF/SCCF ELIGIBILITY CRITERIA AND 
              PRIORITIES:  NA 
A.2.  NATIONAL STRATEGIES AND PLANS OR REPORTS AND ASSESSMENTS UNDER RELEVANT 
CONVENTIONS, IF APPLICABLE, I.E. NAPAS, NAPS, NBSAPS, NATIONAL COMMUNICATIONS, TNAS, NIPS, PRSPS, NPFE, ETC.:  
	The Turkish economy is energy intensive. Although total primary energy supply per capita in Turkey is low—1.35 toe/capital in 2007—compared to the Organization for Economic Cooperation and Development (OECD) average of 4.64 toe/capita, the Turkish economy is comparatively energy intensive. In 2007, the economy required 0.27 toe for each US$1,000 of gross domestic product (2000 US$ terms), above the OECD average of 0.18 toe.
In recent years the Turkish government has made improving EE a priority. As laid out in a recent World Bank assessment report on EE in Turkey[footnoteRef:6], it is of critical importance for three reasons: (i) energy supply security is at risk due to rapid growth in demand; (ii) EE is crucial for competitiveness and long-run sustainable economic growth; and (iii) mitigating the impacts of climate change is a policy priority and commitment of the government. Further, a strong EE agenda fits in with Turkey’s accession to full European Union membership. Turkey's Climate Change Strategy and the National Climate Change Action Plan 2011-2023 echoes these statements by setting targets to: a) to reduce energy intensity by 10% in 2015 compared to 2008 figures; b) increase subsidies for promoting energy efficiency by 100% by 2015; and c) aiming to reduce CO2 emissions per capita of GDP equivalent from industry by 2023.  Energy Efficiency Strategy 2012 - 2023, approved by the High Planning Council on February 27, 2012, sets the long-term target as 20% reduction in energy intensity by 2023 compared to 2011 figures. [6:  Turkey: Tapping the Potential for Energy Saving, World Bank Report No. 52210-TR. October 2010, Washington, D.C. ] 

Considerable achievements have been made in setting up regulatory and institutional frameworks to promote EE. The Energy Efficiency Law (No. 5627), enacted in 2007, provides the framework to promote EE throughout the economy, including the SME and the building sectors. Supplemental legislative documents as well as a National EE Strategy Paper provide for procedures, programs, targets, etc., and are now operational or will be in the coming months. Secondary regulations related to energy service companies (ESCOs) are also being developed, including considering alternative business models and increased subsector specializations. In parallel, the government is implementing a three-year program to establish a data collection and aggregation system, which is designed to provide information on energy consumption patterns and benchmarks on a sector level, in order to help inform the government on priority areas and actions. It is important to note that as a result of recent restructuring, EIE’s Energy Efficiency and Renewable Energy functions have been absorbed by the Ministry of Energy and Natural Resources (MENR). A new division within MENR—the General Directorate of Renewable Energy—has been created to absorb EIE’s functions and capacity which is consistent with the Government’s consolidation efforts.
According to World Bank estimates, the industrial and the buildings sectors offer an aggregated energy savings potential of over 15 million toe of energy consumption per year, or 14 percent of total consumption.[footnoteRef:7] The industrial sector accounts for about 39 percent of total final consumption and represents the sector with the greatest energy use, while the buildings sector, including commercial, residential and public facilities, accounts for about 30 percent of total final consumption. These two sectors also have the highest projected energy demand growth. Therefore, they offer the largest potentials for energy savings, making them priority sectors for promoting EE lending in the commercial banking sector. [7:  EE potential was calculated based on international benchmarking exercises conducted by EIE and IBS research. Additionally, short survey of nineteen plants from four sectors was conducted, which provided qualitative insight into EE potential and investment opportunities available ] 

Over 99% of all businesses in Turkey are classified as SMEs, thus broadening and deepening the EE market requires explicit approaches to address SME lending. World Bank estimates indicate that the country could save some US$3.0 billion annually (8 million toe) in the industrial sector, or about 25 percent of 2007-level consumption. Many of the large, energy-intensive industries are already receiving support from the ongoing World Bank/CTF EE financing program and other financing both public and private, but 99% of factories in Turkey are considered small and medium enterprises (SMEs) with limited capacity and access to financing.[footnoteRef:8] In 2009, the government initiated a support program for small-scale EE investments.  This initiative and the EE law provides for mechanisms for promoting EE investments such as voluntary agreements and subsidy programs. Such projects, largely in the SME sector, are expected to help improve competitiveness while helping to constrain increase in energy imports as the Turkish economy grows. Various incentive and awareness programs are in place now, but will be revamped and boosted in order to enhance uptake and effectiveness. Similar efforts are planned for the energy audit grant program, which is being implemented by KOSGEB[footnoteRef:9] in partnership with the General Directorate of Renewable Energy. An enhanced awareness and communications program is also being planned to increase participation in such programs. [8:  Based on KOSGEB’s definition published in the No. 25997 official paper, a micro, small or medium size enterprise is one that has less than 250 employees and a net revenue that does not exceed 25 million TL and are categorized accordingly]  [9:  The Small and Medium Enterprise Development Administration of Turkey] 

Buildings also represent an important market segment for energy savings. Accordingly to a recent World Bank report, the energy savings potential in buildings (commercial, public, residential) is up to 30% (7 million toe), or 7 percent of total energy use. About 79 percent of this potential is in the residential sector, and the remaining 21 percent in public and commercial buildings. This is also a fast developing sector, with demand tripling since 1990. Under the EE Law, building sector regulations include the Regulation on Energy Performance of Buildings for new construction and substantial modification to existing buildings and other building codes, and requirements to appoint energy managers for large buildings. The EE strategy is expected to include measures to boost the implementation of these regulations as well, e.g. through systematic implementation of energy audits in selected buildings.
Cost-based pricing mechanisms for energy have been recently implemented and are an important step toward a more energy efficient economy. Prior to 2008, Turkey’s energy pricing had not been cost reflective and, hence, did not provide appropriate signals for EE. During the 2002-07 period, despite significant increases in power generation costs, retail electricity prices changed little. However, pricing reforms were introduced in 2008, and today electricity prices in Turkey are on par with those of the Western Balkans and Central European countries. The Government recognizes that cost-reflective tariffs, coupled with regular bill collections, provide appropriate incentives to consumers for energy conservation and economically viable EE investments and are now committed to cost-reflective tariffs.



B. PROJECT OVERVIEW:
B.1. Describe the baseline project and the problem that it seeks to address: 
	Increasing energy efficiency in Turkey is a key priority for the government. EE can contribute to achieving energy supply security, sustained growth, protection of the environment, and mitigation of climate change. Specifically:
Energy supply security is at risk due to rapid growth in demand. Electricity demand has grown annually at about 7-8% over the last 5-6 years, and is expected to resume this fast-paced growth as the economy recovers from the recent global financial crisis. Although forecasts show that security of supply risks are much lower in the short-term due to subdued demand, they will persist in the medium- to long-term, and could even increase with potential delays in commissioning additional generation plants and/or low availability of existing plants. Therefore, it is critical for Turkey not only to increase energy supply, but also to enhance EE on the demand side in order to ensure supply stability.
EE increases are crucial for Turkey’s competitiveness and long-run sustainable economic growth. Low EE means high costs for businesses, so EE improvements are essential for Turkish industry to remain competitive in the global economy. Inefficient energy use also translates to higher public expenditures, which reduce the budgetary space for other socioeconomic priorities. Such inefficiencies result in higher energy imports—in 2008, energy imports totaled US$48 billion—adding to Turkey’s high current account deficit and increasing the risk of external shocks to the Turkish economy from import availability constraints and price volatility.
Mitigating the impacts of climate change is a policy and a commitment of the government. Although GHG emissions per capita in Turkey are still low, its growth rate has been the highest among Annex 1 countries in the United Nations framework Convention on Climate Change (UNFCCC). During 1990-2007, GHG emissions increased by 119%, with the energy sector being the single largest contributor at 77% in 2007. As energy demand rises, controlling emissions growth will be a major challenge for Turkish policymakers. In the first National Communication submitted to the UNFCCC, the government has identified that investing in EE is a cost-effective way to manage emissions.
Given these huge opportunities and strong commitments from the government, there is an urgent need to tap commercial financing in order to realize these improvements in the SME and building sectors. However, at present, significant barriers exist in the Turkish market, which prevent this commercial lending from taking place. Specific barriers include:
Lack of knowledge among banks and SMEs about EE opportunities, project performance and risks: Turkish banks have insufficient experience assessing EE opportunities and project benefits, assessing technical and repayment risks, and verifying EE savings estimates. As a result, perceived risks and thus risk premiums are prohibitively high. Further, there is a general lack of understanding and thus low priority among SME and other managers about the opportunities for operational cost savings through EE investments
High transaction costs for smaller investments: Turkish banks lack developed approaches to identify and assess projects for smaller investments, as technical reviews of detailed energy audits are only practical for much larger loans. Since investments in the SME and building sector are expected to be much smaller (most under $1 million), the transaction costs for each project (identification, loan origination, technical assessment, energy savings estimation, technology review, etc.) could be prohibitively high, unless simple schemes are developed and adopted to streamline these processes without introducing undue risks.  This has resulted in a lack of developed financing strategies and products (e.g., leasing, cash-flow based financing, ESCO lending) which limit the potential market to only highly creditworthy SMEs with sufficient collateral/project equity and technical capacity to pursue EE improvements
Limited institutional capacity in market to identify, prepare bankable EE projects: Smaller industries and building owners are generally unaware of the opportunities, costs and benefits of EE improvements, despite the recent legislative measures. High transaction costs hinder EE among all end-users due to the small-size of improvements and modest returns of EE investments.  Irrespective of cost, the number of improvements needed to realize substantial EE savings may require too much time, knowledge, effort, risks (hassles) to make EE investments “worth it” for many end-users.  There are also a lack of efficient delivery mechanisms to link financing and EE projects with acceptable transaction costs.  Service companies and ESCOs lack viable business and financing models, and credibility among potential clients and financiers. This vicious cycle results in a lack of demand, in the form of well-prepared, bankable loan applications and the perception among banks and ESCOs that this is not yet a viable market.
Project Baseline. Due to the prevailing barriers noted above to EE lending and the generally underdeveloped EE market in Turkey, commercial lending for EE in the SME and building sectors is very low. Most of the commercial EE lending under the World Bank/CTF program, for example, has been for large investments in large industrial enterprises. While commercial banks do lend to the SME sector, their focus has been on production expansion, working capital, etc. rather than operating cost reduction, retrofits, etc. the perception in the market is that EE loans, which due to small size and need for technical appraisal would have high transaction costs and thus not be a lucrative market. Further, the ESCO market is very underdeveloped, so there is a lack of service providers capable of packaging and delivering portfolios of projects to these banks.
Given these realities, the World Bank has proposed to provide a US$200 million IBRD loan in order to begin to develop expertise in three candidate commercial banks (VakifBank, HalkBank, and ZiraatBank) and foster the nascent domestic experience with EE lending for SMEs and buildings in Turkey. As the participating banks are among the largest in Turkey, it is expected they will be able to leverage their client bases and branch networks to develop the EE market on a national level. GEF resources would be used to complement the loan with primarily technical assistance (TA) and policy support to broaden the market development impacts of the loan. The project would also seek to pilot financial and implementation models for EE investments in commercial.
In the absence of the project, conventional SME lending would persist, without much lending for EE other than ongoing equipment renewal. Demand would remain low for EE investments and services, thus, minimal uptake by other banks or a sustained lending market. EE business models, ESCOs, and innovative banking products would remain underdeveloped, as would meaningful dissemination of successful EE investment experiences across the market. Banks would continue their marketing and lending focus on the major urban, industrial and tourism centres of Turkey, leaving other geographic areas and sectors with potential for EE untapped. EE lending to buildings would also remain nascent.


C. 2. incremental /Additional cost reasoning:  describe the incremental (GEF Trust Fund) or additional (LDCF/SCCF) activities  requested for GEF/LDCF/SCCF  financing and the associated global environmental benefits  (GEF Trust Fund) or associated adaptation benefits (LDCF/SCCF) to be delivered by the project: 
	The proposed World Bank-GEF project will help to address the above listed issues through a combination of financial and TA to concerned Turkish entities, including local banks and the General Directorate of Renewable Energy (GDRE) in MENR. The project is expected to have three main components:
Component 1:  Energy efficiency investments in SMEs and buildings (Estimated cost: US$245.5 million; proposed financing: IBRD Loan US$200 million, GEF US$2.7 million, PFIs US$1.5 million, GDRE: $1.0 million, project owners/ESCOs US$40 million)
The World Bank will extend a US$200 million IBRD line of credit to three participating financial institutions (PFIs)—VakifBank, HalkBank, and ZiraatBank.  As the PFIs are among the largest in Turkey, it is expected they will be able to leverage their client bases and branch networks to develop the EE market on a national level.  For the SME sector, the Project would seek to identify and target key, energy-intensive subsectors (e.g., metallic goods, textiles, furniture, food processing and beverage, paper, and agro-processing) as well as SME commercial (e.g., hotels/restaurants, office buildings, shopping centers).
In order to overcome the critical barrier of transaction costs for these smaller investments, simple, standard product lines would be developed.  During project preparation, efforts will be made to standardize the loan application and appraisal procedures to minimize administration costs.  While different options would be explored as part of preparatory work, one strategy being developed deals with simple banking products around standard retrofits in key technical systems.  ESMAP is now supporting the development of a simple EE calculator and project screening tool to help bank loan officers assess such investments.  While the exact technical systems would only be determined after further market and energy consumption analyses, likely systems may include boilers, kilns and furnaces, motors and drive systems, heating and air conditioning (HVAC), pumps and fans, lighting, solar water heating, and building envelop measures.  Once the market analysis is completed, other critical market barriers and risks will be identified and assessed.
This component consists of two sub-components, namely:
A) Project development, project appraisal and monitoring.  [Total cost: US$4.0 million, GEF US$1.5 million, PFIs US$1.5 million, GDRE US$1.0 million]  Under this component, efforts would be taken to help ensure the successful implementation of the credit line and PFIs’ EE business development.  Activities to be undertaken are expected to include: (i) pipeline development and marketing; (ii) energy audits (to be covered under GDRE/KOSGEB audit support program); (iii) development of ‘product line’ assessments, to allow simple assessments in single systems; (iii) technical due diligence for early subprojects; (iv) ESCO pipeline development support; (v) development of special EE project financing products or schemes, such as ESCO financing, equipment leasing, trust/escrow accounts, etc.; (vi) developing enhanced systems for monitoring energy savings after the projects have been financed and implemented; and (vii) bank training and other TA.
B) Investment lending.  [Total cost: US$241.5 million, IBRD US$200 million, GEF US$1.5 million, End users/ESCOs US$40 million]  Under this component, the PFIs would on-lend the IBRD loan at commercial rates in accordance with their own lending policies and assume all financial risks.  It is proposed that a portion of the credit line is also made available to their subsidiary leasing companies to offer EE equipment leasing as well.  Sub-project selection criteria, including a list of eligible sectors, project type and size, energy savings requirements, as well as monitoring and reporting requirements will be fully defined in the Project’s Operational Manual (to be developed by project appraisal).  GEF funds would be used to defray risks associated with new loan products and subprojects (up to US$500,000 per bank).  Use of these funds may include subordinated debt cofinancing for new product lines and ESCO financing, a loan loss reserve fund for new EE project types, small grants for early ESCO projects, or other suitable scheme to allow new financing modes to be tested without having the PFIs take on excessive risks.  Reflows from the grant would be used for additional new product lines, or for additional TA as requested by the banks.  Experiences gained under this sub-component will allow the PFIs to continue financing EE projects after the IBRD loan funds are fully disbursed.
Component 2:  Broad market development, policy support and technical assistance (Estimated cost: US$3.85 million; proposed financing: GEF US$0.79 million, GDRE US$3.0 million)
Further TA will be needed to support the policy dialogue, enabling environment and broader market development.  Given the vast investment potential and limited size of the credit line, efforts will be made to broaden the market in three main areas: (i) awareness and information dissemination among industrial and building owners, ESCOs, and financiers on EE opportunities and modalities and sharing experience from the credit line; (ii) policy and market support for ESCO development and financing; and (iii) institutional support to GDRE to support its EE policy and programs.  Also, at the request of GDRE, a few pilot investments in commercial buildings will be undertaken to help develop a future loan directed to buildings (e.g., lighting, insulation, HVAC).
A key focus of this project is to assist the government to help develop a domestic ESCO market.  Despite previous efforts, progress has been limited.  Global experience shows that, while Western-style ESCOs can be an attractive model for developing countries, they rarely succeed in underdeveloped markets.  However, the introduction of simpler models, such as one-year energy performance contracts, equipment leasing, vendor credit, etc. with simple measurement and verification (M&V) methods or even stipulated energy savings based on engineering estimates, are easier to introduce in such markets, while allowing for more sophisticated models to develop as the market and enabling environments evolve.  The Project is well-suited to build upon these lessons by seeking to promote ESCOs in single lines of business in the SME sector, often in partnership with existing equipment suppliers, and in simple, replicable upgrades in the building sector.
Two sub-components are envisaged under this component:
A) Market development and information dissemination.  [Total cost: US$2.5 million, GEF US$0.5 million, GDRE US$2.0 million]  In order to fully realize the benefits of the credit line, efforts will be undertaken to broaden the impacts.  Under this sub-component, efforts would be made in the following areas: (i) awareness raising, training, and information dissemination to key market actors (e.g., financiers, ESCOs, equipment suppliers, leasing companies, auditors, industrial and building owners, construction firms) on the opportunities for EE and successful implementation schemes used in the credit line; (ii) ESCO development, through TA to GDRE to help develop guides, template bidding documents, sample contracts, financing and M&V schemes, etc. and other efforts to foster viable ESCO models within Turkey; (iii) market studies, assessments and options papers for future investment programs beyond the SME market, such as the public and residential sectors; and (iv) stakeholder dialogue will be supported through roundtables and other fora to discuss various policy and market issues and develop recommendations to scale-up investments in the SME sector and address emerging financing and capacity (e.g., procurement, budgeting, taxation) barriers.
B) Policy dialogue and capacity building within GDRE.  [Total cost: US$1.35 million, GEF US$0.35 million, GDRE US$1.0 million]  In addition to the broader market development, there is a need to strengthen the policy and regulatory regime for EE more broadly within Turkey. Although the EE Law and some supplemental legislation exist, there remain some gaps as well as areas for further strengthening.  Further, institutional support to GDRE is needed to assist them to building their internal capabilities to refine existing initiatives as well as formulate regulations and programs in outer years. Under this sub-component, the following activities are envisaged: (i) review ongoing EE primary and supplemental policies to identify deficiencies and recommend actions for their resolution with a focus on the SME and building sectors; (ii) review incentive and informational programs for EE and develop a set of recommendations to improve utilization and impacts; (iii) provide support to design and launch an energy/EE indicator function within GDRE and database covering all sectors; (iv) identify and assess other potential policies with high impact potential, such as building code implementation linked with seismic upgrades, government green/EE procurement, minimum energy performance standards, etc. and develop program plans; and (v) staff training.
Project Management (Estimated cost: US$7.15 million; proposed financing: PFIs US$6.0 million, GEF US$0.15 million, GDRE US$1.0 million)
The bulk of project implementation costs will be borne by the executing agencies themselves.  The PFIs will incur costs to implement the EE credit line, including the recurrent costs of their respective project coordination units (PCUs) which will be responsible for coordinating project activities.  Project implementation costs will also include the costs incurred by the PFI’s operational departments in identifying, appraising and monitoring subprojects that will be financed from the US$300 million credit line.  Similarly, GDRE will cover a portion of the operating costs of their project implementation unit (PIU), which will be responsible for managing their portion of the GEF grant, and participation of its operational units in implementing activities cofinanced by the GEF.  Specific items that would be supported with GEF grant resources may include (i) recruitment of consultants to support project implementation, including procurement, project monitoring, evaluation, and reporting activities, and (ii) PIU incremental operating costs, such as office rental, basic equipment, utilities, and travel.
Incremental benefits. The joint IBRD-GEF project will be critical to help establish viable financing and implementation models for the SME and building sectors which can be tested, refined based on early implementation experiences, and scaled-up and institutionalized with purely commercial financing. The IBRD loan will allow these early experiences to be gained on a more commercial basis and create a critical mass of successful investments to allow for broader replication. Without GEF involvement aimed at bringing down the barriers and creating the investment enabling environment, addressing some of the policy constraints, and testing alternative market mechanisms for financing and implementation, the participation of the three PFIs would be less likely, and thus EE financing for SMEs and buildings in Turkey would be significantly delayed. The GEF project will also allow broad sharing of the participating banks’ experiences, which would not occur under the baseline project. Finally, GEF funds would allow for the piloting of ESCO models and financing/implementation schemes which would not be possible under the baseline scenario.
[bookmark: _GoBack]The project will also produce significant global environmental benefits. According to conservative estimates, the project will catalyze about US$360 million of EE investments in SMEs. Based on preliminary results from the ongoing World Bank /CTF program with two other Turkish banks, the Industrial Development Bank of Turkey (TSKB) and Development Bank of Turkey (TKB), US$100 million invested in EE could result in savings of about 482 Tcal/year and reduction of CO2e emissions by 190,000 tons/year. Therefore, the joint IBRD-GEF project could lead to an estimated reduction in GHG emissions by more than 684,000 tons of CO2e per year, or 6.84 million tons over a 10-year lifetime. Furthermore, the removal of barriers to EE investments and strengthening of the enabling environment, supported by the GEF grant, is expected to spur other banks on to undertake EE financing in the industry and building sectors with huge savings potential, as well as to begin to develop the vast municipal market.


B.3. 	Describe the socioeconomic benefits to be delivered by the Project at the national and local levels, including consideration of gender dimensions, and how these will support the achievement of global environment benefits (GEF Trust Fund) or adaptation benefits (LDCF/SCCF). As a background information, read Mainstreaming Gender at the GEF.": 
	The project will help Turkey realize it is vast EE potential and thus, make the country’s economy more efficient and hence competitive. Improved competitiveness will in turn create favorable conditions for further economic growth, while developing new markets for EE equipment and services will create more domestic employment. Overall, a more competitive and robust economy will also have a positive impact on the labor market and hence will improve people’s living standard. In addition an increase EE will relieve the energy supply risk and allow for reduced energy imports. Realizing its EE potential will also help Turkey reduce its GHG emissions and ensure a sufficient supply of energy resources to support further economic growth.


B.4	Indicate risks, including climate change risks that might prevent the project objectives from being achieved, and if possible, propose measures that address these risks to be further developed during the project design: 
		Risk
	Rating
	Mitigation

	Lack of commitment to energy pricing reforms which then undermines economics of EE investments
	L
	Government commitment to pricing reforms is clear. Ongoing policy dialogue will help follow-up on planned pricing adjustments.

	Credit line is unable to generate proper financial products and project pipeline to allow for high volumes of lending in the target markets
	H
	The EE Law and rising energy prices provide strong drivers for demand for EE and thus financing. Use of simplified product lines, linkages with ongoing audit and investment grant programs, intensive marketing, etc. will help. Pipeline building will be intensively done as part of project preparation and monitored closely during supervision.

	ESCOs are unable to offer viable models to generate strong portfolios and mobilize financing for implementation
	M
	Use of simplified ESCO contracts, piloting project lines of business which should attract equipment suppliers, linkages to GDRE ESCO support programs, exposure to working models in the region, etc. are planned.

	High transaction costs persist making smaller EE loans in SMEs and buildings unattractive for PFIs, ESCOs and other market actors
	M
	Simplified audit procedures, selection of PFIs that traditionally make smaller loans to target sectors, bundling through ESCOs and supplier leasing, etc. will all be developed to help keep transaction costs manageable.





B.5. Identify key stakeholders involved in the project including the private sector, civil society organizations, local and indigenous communities, and their respective roles, as applicable:  
	Key project stakeholders include industrial consumers, building owners/tenants, equipment suppliers, construction/engineering companies, ESCOs, banks, GDRE, KOSGEB and relevant government ministries (e.g., Treasury, Energy and Natural Resources, Economy, Development, Environment and Urban Planning, and Science, Industry and Technology).
The main stakeholder of this project will be the PFIs, as lenders, and the industrial and building owners, as borrowers. They will be responsible for investing and implementing EE improvements under Component 1. The PFIs will gain from increased lending opportunities and the sub-borrowers will benefit from reduced energy use and thus lower operating costs.
The General Directorate of Renewable Energy (GDRE), a division of the Ministry of Energy mandated to promote renewable energy (RE) and EE in Turkey, will also be a key implementing agency in the project. They will be involved in ESCO development, EE awareness and information sharing, and building institutional capacities to support market development under Component 2.
ESCOs in Turkey are still in the development stage but are critical to the broader development of the EE market. The TA activities under the project will help in developing their industry by offering alternative models to the traditional Western-style ESCO structured. Also the financing provided under the project will help address the financial and implementation barriers facing ESCOs today. ESCOs are seen as a key vehicle to package and bring projects to the credit lines under Component 1.
Equipment suppliers, engineering firms, construction companies and others also play a critical role in helping to implement the subprojects under Component 1, and will benefit from increased business opportunities as demand for EE increases.
The Government of Turkey, represented by various ministries (e.g. Treasury, Energy and Natural Resources, Economy, Development, Environment and Urban Planning, and Science, Industry and Technology) also has political commitments to realize much of the vast EE potential within the country, and see this project as instrumental in helping them achieve their stated goals. The Energy Efficiency Law (No. 5627) enacted in 2007 provides a framework to promote EE throughout the economy, including the SME and the building sectors; supplemental legislative documents as well as a National EE Strategy Paper provide for procedures, programs, targets, etc., and are now being finalized. However, translating these laws and procedures into on-the-ground results has proven difficult and the government will provide oversight and policy support to help the project achieve its developmental objectives.


B.6. Outline the coordination with other related initiatives: 
	There are a number of donor-funded programs that are underway related to EE.  They are summarized below, along with planned coordination efforts and plans to avoid overlap.
In 2009, the World Bank/CTF financed the Private Sector Renewable Energy and Energy Efficiency project has a development objective of helping to increase privately owned and operated energy production from indigenous renewable sources within the market-based framework of the Turkish Electricity Market Law, enhance EE, and thereby help reduce GHGs. This includes an IBRD loan of US$500 million and CTF loan of US$100 million. Additional financing of US$300,000 was provided in 2011 to help further scale up activities. As this works with large industrial clients only, no direct overlap is expected with this proposed project.
EBRD has a project valued at up to €400 million, under which it provided funding in 2010 to at least four commercial banks in Turkey for onlending to private sector borrowers for mid-sized EE, RE, and waste-to-energy investments (MidSEFF).   The original framework of MidSEFF consisted of €300 million in unsecured senior loans or loans secured by current and future remittances, to be accompanied by €100 million of Direct Risk Participation agreements. An additional €300 million of co-financing is anticipated from other multilateral or bilateral financing institutions. Under the extended framework €225 million will be provided as EBRD exposure to commercial banks (either through unsecured senior loans or securitized Diversified Payment Rights (DPRs)[footnoteRef:10] programmes and will be complemented by €75 million of EBRD direct risk participation in selected sub-projects. Direct participation will be administered under Risk Participation Agreements (RPAs) with the same commercial banks. This extension is sought in order to increase the scale and market impact of current operations and further encourage partner banks and project sponsors to comply with higher standards of environmental preparedness of mid-sized RE investments (maximum individual sub-loans up to €40 million). This project is similar to the WB’s 2009 Private Sector Renewable Energy and Energy Efficiency Project (PSREP) which included an IBRD loan for US$500 million along with the US$100 Clean Technology Fund loan. There has been ongoing cooperation with this project and the proposed SME EE project. Efforts are being made to coordinate the WB’s PSREP and EBRD’s MidSEFF projects. [10:  Türkiye Garanti Bankası A.Ş. (Garanti Bank) is the first local bank to join MidSEFF. Through the purchase of notes issued by Garanti Diversified Payment Rights Finance Company under Garanti Bank’s established diversified payment rights securitisation programme, it will receive a total of €150 million from the EBRD and the EIB for on-lending to eligible sub-borrowers. Three more banks are anticipated to join the facility in early 2011.
] 

UNDP has a series of GEF-funded projects dealing with EE in the industrial, buildings and residential appliance sectors. In industry, a US$5.9 million grant (US$12.9 million co-financing) aims to improve EE in Turkish factories by enabling and encouraging them to adopt a range of energy conservation measures and energy efficient technologies. The project aims at strengthening the policy and institutional framework through sectoral evaluations, creating awareness of EE in Turkish industry and private energy providers, and demonstrating best practices for energy savings. The project is being implemented by GDRE and the Technology Development Foundation of Turkey (TTGV). The EE promotion in buildings project (US$2.6 million GEF, US$18.6 million co-financing) is being executed by GDRE in order to reduce energy consumption and associated GHG emissions in buildings through raising building energy performance standards, improving enforcement of building codes, enhancing building energy management and introducing the use of an integrated building design approaches. The appliances project (US$2.7 million GEF, US$2.9 million co-financing) aims to reduce the greenhouse gas emissions of Turkey by accelerating the market transformation towards more energy efficient building appliances and is being executed by GDRE. The project focuses on developing the appliance labeling policy, training to ensure compliance of appliance labeling and verification of products and developing consumer awareness in regards to appliances. Since these projects include mostly TA support, this proposed project will complement them well with investment financing. Coordination is needed to ensure synergies are fully identified and exploited and to avoid overlapping the activities all these projects; this will be done through GDRE which will be the main counterpart for all these efforts.
In 2011, AfD launched a €100 million SME credit line with HalkBank for EE and small-scale RE projects, with about €60 million going towards EE improvements in SMEs. Some TA is included in the program. Since this credit line is with one bank only, and the available financing is small relative to the market size, this project would serve as a complementary start-up phase for the proposed World Bank-GEF project.


C.   DESCRIBE THE GEF AGENCY’S COMPARATIVE ADVANTAGE TO IMPLEMENT THIS PROJECT: 
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 EE projects globally, from Eastern Europe to China to North Africa to Latin America, lending U$S4.7 billion for EE in the FY2008-10 period.  Within the region, the Bank has had a strong focus on EE, 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 ability to offer significant co-financing and its strong operational capacity, which is built on fiduciary standards, environmental and social safeguards, and portfolio quality assurance and monitoring system. Moreover, EE is identified as a strategic target and direction under the World Bank energy strategy and support program to developing economies. The World Bank has produced several publications in EE within the region (e.g., “Tapping the Potential for Energy Savings in Turkey” in December 2010, “Energy Efficiency in Russia: Untapped Reserves” in December 2008, “Status of Energy Efficiency in the Balkans” in June 2010, and “Lights Out?: The Outlook for Energy in Eastern Europe and the Former Soviet Union” in 2010), which have become references for policymakers and other stakeholders. Further, recent knowledge products, such as ESMAP’s Financing Energy Efficiency (2008) and Public Procurement of Energy Efficiency Services (2010) will provide substantial operational knowledge and best practices in this area and the project team draws on this vast expertise.

C.1   Indicate the co-financing amount the GEF agency is bringing to the project: 
	According to estimates, the project will result in mobilizing about US$240 million in EE investments during the 5-year implementation period. This will include an IBRD loan of US$200 million, US$40 million from project owners/ESCOs, and the rest ($17 million) in co-financing from the implementing agencies (three banks and GDRE). However, in reality, the co-financing is likely to be significantly higher, as models are developed and widely deployed. The removal of market barriers to EE investments and enabling environment, as well as dissemination of experience’s through GDRE, KOSGEB and others, is likely to bring other commercial banks into the EE lending market.


C.2  How does the project fit into the GEF agency’s program (reflected in  documents such as UNDAF, CAS, etc.) and staff capacity in the country to follow up project implementation:  
	The project is fully consistent with government priorities and the current Country Partnership Strategy (CPS) between the World Bank and Turkey (Report No. 51689-TR, dated December 3, 2009). Specifically, the project will support the CPS goal of “Competitiveness and Employment” by making the economy more efficient, and hence more competitive, while at the same time promoting sustainable growth. The CPS identifies in the energy sector supply security, reliability, sustainability including EE, as key development challenges to achieving sustained rapid economic growth.
Project implementation will be overseen by a skilled and experienced World Bank team that is based in Washington, D.C. with strong support from the Bank’s Ankara Office. This team includes the project’s Task Team Leader, a Senior Energy Efficiency Specialist, Financial Management Specialist, Procurement and Safeguard Specialists, and Operations Officer. The team’s strong existing relationship with the client and close cooperation will allow it to ensure continuous project supervision effectively and efficiently and to address any issues that may arise.





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 Operational Focal Point endorsement letter(s) with this template. For SGP, use this OFP endorsement letter).
	NAME
	POSITION
	MINISTRY
	DATE (MM/dd/yyyy)

	Dr. Lutfi AKCA
	Undersecretary
	MINISTRY OF FORESTRY AND WATER AFFAIRS
	04/24/2012

	     
	     
	     
	     

	     
	     
	     
	     



B.  GEF AGENCY(IES) CERTIFICATION	
	This request has been prepared in accordance with GEF/LDCF/SCCF policies and procedures and meets the GEF/LDCF/SCCF criteria for project identification and preparation.

	Agency Coordinator, Agency name
	
Signature
	DATE (MM/dd/yyyy)
	Project Contact Person
	
Telephone
	Email Address

	Karin Shepardson, GEF Executive Coordinator, ENVGC, World Bank
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	April 26, 2012
	Angela Armstrong, GEF Regional Coordinator

Shinya Nishimura, Task Team Leader
	(202) 458-0975



(202) 458-9063
	aarmstrong@worldbank.org
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