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Summary
The paper analysis some of the most promising financial mechanisms for energy efficiency

(EE) and renewable energy sources (RES) protects in Bulgaria - the TPF mechanism, the KIDS Fund,
delivered by the EBRD and the EE fund of the WB, established on the floor of the EE act, as well as
a number of some of the pre accession and European energy programs used for financing this area.
All data its rich intensive international and in -home work in the are of energy efficiency and renew-
able energy sources.

The process of preparation and implementation of one EE/RES project includes four steps:
1. The identification of the site/ object and its technical and economic study;
2. The selection of financial means for this project;
3. The real execution: design, construction/ installation and put in operation;
4. The Operation and maintenance;
Here we shall concentrate on the second step - the selection of the financing

process that always follows the feasibility study. As usually there are available various
financial sources:

- private ones,
- external financing ( usually are credits from commercial banks),
- loans from international banks - like WB,EBRD,EIB, in this case the minimum

allowed credit is higher than the budget of one EE project, so usually there are used addi-
tional credit mechanisms as credit lines.

- grants or soft loans'by specialized state funds or EC programmes - the financing
here is restricted and difficult for receiving;

- leasing - from an equipment supplier or mixed with soft loan;
- Third party financing (TPF) or Performance contracting

In practice all these financial means may be combined and usually are applied in the
mix way.
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What is the TPF? In the moment the TPF mechanism is very popular in the
European Union and starts to be widely implemented in Bulgaria, especially in the area of
municipal and state building ownership. Briefly the TPF (Third Party Financing) method
consists simply in the financing and execution of one EE project by a third party or ESCO
company( company for energy services). It can be described as an optimum combination of
the two elements necessary for the implementation of a refitting project: on the one hand, it
gives a guarantee for the necessary financing and, on the other hand, it gives the professional
technical assistance.

As already mentioned, thanks to TPF scheme an energy user who has no finance
10 implement a modernisation project does not have to bear any initial costs of the energy
efficiency investment. Instead, a TPF company charges the user with a fee equivalent to a
part of the energy saving achieved as a result of the modernisation. During the „payback
period" the user incurs costs not exceeding those from before the modernisation. After the
fee due to the TPF company has been repaid, the user gets the full amount saved and gains
the modernised installation. Performance Contracting is a TPF-variant with the guarantee of
energy cost savings and the remuneration of the ESCO cost by this saved energy costs. The
TPI-' method can be attractive also to energy users who have free financial resources as it
allows for getting profits from energy savings, without the necessity to freeze the capital.
This way the resources can be used for other purposes.

Another important support for the financing of EE and RES projects is deliv-
ered by the International financial institutions, EBRD, EIB.WB. The EBRD is sup-
porting the countries in transition from the CEE and has a special unit for identification and
development of projects on EE. Usually the EBRD and the other international banks are
crediting only large projects (the participation of the bank is restricted to 35% from long
term capitals of the project and is usually not less than 5 mln EUR). But usually the budget

.of-HE. and RES projects is far below this limit. The problem is usually decided by the so "
- credit line for financing a flow of EE and RES projects.

In relation to this I will show the following example - Tbe Kozloduy
International Decommissioning Support Fund (KIDSF), established and supported by
the EBRD.

Background
Compared to other countries in the region and the European Union countries, the

Bulgarian economy stands out as one of the most energy intensive countries in Europe - 2
to 3 times more energy intensive than the countries of Central Europe and 6 to 8 times more
energy intensive than the EU countries. The KIDSF was established at the EBRD in May
2002, to assist with the closure of the oldest and first generation Soviet designed blocks of
the Kozloduy Nuclear Plant in Bulgaria. In addition to providing grants for on-site decom-
missioning investments at Kozloduy, the establishment of this Fund will focus internation-
al support on essential investment projects for Bulgarian energy sector development, and
help-secure implementation of the main strategic energy objectives for Bulgaria as outlined
in the Bulgarian Energy Law of 2003 - security of supplies, guarantee of nuclear safety and
improved energy efficiency.

With KIDSF funding, the EBRD designed the Energy Efficiency and Renewable
Energy Credit Line to support Bulgaria's new energy law by overcoming market imper-
fections which impede the energy conservation market in Bulgaria, via-a-vis demonstrating
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the benefits of rational energy usage, building expertise (among the Participating Banks and
sub-borrowers, including SMEs), and increased financial intermediation targeted at rational
energy utilization. Most importantly, the Energy Efficiency and Renewable Energy Credit
Line will have a significant impact on reducing emissions, a major objective of KIDSF
Bulgaria as outlined in the Bulgarian Energy Law of 2003 - security of supplies, guarantee
of nuclear safety and improved energy efficiency.

With KIDSF funding, the EBRD designed the Energy Efficiency and Renewable
Energy Credit Line to support Bulgaria's new energy law by overcoming market imperfec-
tions which impede the energy conservation market in Bulgaria, via-a-vis demonstrating the
benefits of rational energy usage, building expertise (among the Participating Banks and
sub-borrowers, including SMEs), and increased financial intermediation Targeted at rational
energy utilization. Most importantly, the Energy Efficiency and Renewable Energy Credit
Line will have a significant impact on reducing emissions, a major objective of KIDSF pro-
grams, and will result in a considerable level of tradable Green Certificates in support of this
developing financial market.

Structure off EERE Crediit Faciility .The European Bank of Reconstruction and
Development has established a credit'facility, whereby the EBRD extends a loan to
Participating Banks (PB), whichon-lend to private sector companies for industrial energy
efficiency projects and small renewable energy projects. By utilizing local financial institu-
tions, EBRD provides an effective delivery mechanism for bundling these small energy pro-
jects together and the participating banks' capabilities in credit analysis ensure that borrow-
ers with good commercial prospects are included. An essential component of the Energy
Efficiency and Renewable Energy Credit Line is the provision of Consulting Services to
assist eligible project sponsors and participating banks develop financeable Rational Energy
Utilization and Financing Plans (REUPs).. Services include energy auditing, financial
analysis, deal structuring, risk assessment and development of bankable business plans and
formulation of loan applications for presentation to participating banks.

Shakehokier advantages and benefits:

Project sponsors:

.Reduce production costs and improve competitiveness of enterprises and their

products

. Improve profitability

. Rehabilitate and modernize assets

. Receive up to 20% of the loan principal reimbursement upon the project comple-
tion (see incentive fees details bellow)

. Establish credit history •.

. Obtain high quality expert advice on preparing Business Plans for lowering ener-
gy costs for production and/or earning money with renewables

. Obtain help with applying for loan financing from one of Participating Banks
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Participating Banks:

. Receive free independent due diligence from an experienced consultant not paid
by project sponsors

. Obtain high quality bankable proposals from an independent consultant

. Expand service offerings to clients

. Attract new clients and expand relationship with existing clients

. Enter the growing market for energy and emission reduction project development
and financing

. Increase branch activity

. Earn long-term financing experience

. Develop project due-diligence and risk mitigation skills

Incentive fees
Project sponsors implementing eligible projects approved by the independent ener-

gy expert receive the following grants:
For EE projects - 7.5% of the loan principle

For RES projects - 20% of the loan principle.

Eligible projects:
EE projects:

- small combined heat and power
- upgrade or replacement of utility systems
- heat recovery
- automation and control for processes and utilities
- fuel switching

RES projects:
- run of the river hydro
- solar
- wind
- biomass
- geothermal
- biogas

Environmental funds available in Bulgaria
The EE and RES theme is directly connected with the environmental protection,

there fore a possible source for financing may be the available funds in the country like:
• National Trust Eco Fund - created on a swap agreement on the scheme " Loan

for environment" between the governments of Switzerland and Bulgaria and its main task is
to manage finances, directed to the environmental protection , its priorities include:

• Reduce of air contamination, water protection, fuel switch, most of the energy
projects may be eligible and apply for this fund.

• Of course most of the projects , especially those of RES; are directly connected
with the above priorities and very suitable for application to these funds. But the require-
ments are a lot and some of them include co-financing from other sources, so that:
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• The self financing is about 70% as a contribution of the owner in case you apply
for donation from the fund; " •

• The self financing is about 50% as a contribution of the owner in case you apply
for a loan from the Fund ;

• Some of the projects already financed by this Funs concern the energy sector, fuel
switch with natural gas for thermal energy generation;

National environmental protection fund - Ministry of environment
• It finances projects with clear ecological benefits, like emissions reductions, via

submitting loans without interest. Each project is esteemed separately and has a specific
term, co financing scheme, pay back period, etc. Especially for the municipalities are terms
for grants.

Global environmental fund (GEF)
The GEF is a finance mechanism submitting grants or concessions to the countries

beneficent for projects and activities oriented to global environmental protection. The pri-
orities of the mechanism are to keep the biological diversity, climate changes, water purifi-
cation, ozone layer. The GEF activities are executed by triple partnership, of the UNDP,
UNEP, WB, called executive agencies.-'" The mechanism is active for projects of about 5,5
MUSD and term of execution for several years. In the year 1996 a procedure for medium
sized projects was approved a budget of not more than 1 M USD, national sized small pro-
jects of 500 000 and regional sized project of 250 000 USD.

As Bulgaria is a country party of the Frame convention of United Nations for cli-
mate change and is eligible to apply to GEF, all projects applying for financing should
ivccisc ihe support'of the government, to have clear ecological effect and be of national
importance , covering the GEF priorities and be accompanied by co-financing.

The pre-aecession financial instruments of the EU like Phare, Sapard and Ispa
are also means for financing EE and RES projects, but they are not subject of this paper.

The Energy programs of the EU - Intelligent energy for Europe

It has started in 2003 and will end in 2006 , the total budget is of 215 MEuro and
will implement the strategy of the Green Book for security of energy supplies, based on EE
and RES. The financial support will be distributed in the following ratio:

- RES promotion or (ALTENER): 86 MEuro

- Energy saving promotion or (SAVE): 75 MEuro
- RES and energy saving promotion and support in developing countries or

(COOPENER, similar to the famous SYNERGY): 19 MEuro

- New package of measures in transport area (STEER): 35 Meuro.

The largct of the F.U is to focus on specific activities with high Value added that
will case the dependence of the EU from external energy sources and to fulfill the Kyoto
enuauements for control on the climate change.
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At the end I would like to say a few words on the New EE Fund established with
the support of the WB in Bulgaria. The target of this private-public fund , total budget of
which is I6MUSD is to finance EE investments in Bulgaria on a fully commercial base
through partial credits guarantees and loans - financially viable EE projects which can pro-
vide substantial green house emission reductions. 10 MUSD of the capital of the Fund are
provided by GEF of the WB. The fund starts its operation at the beginning of the next year.
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