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[bookmark: _Toc421602227][bookmark: _Toc426032954]Pilot case study: Polish Infrastructure and Environment Operational Programme[footnoteRef:1] [1:  The main author of this case study is Kamila Paquel.] 
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Methods used in the case study include analysis of information from:

· operational programme review, 
· inventory of national public funding,
· monitoring data presented,
· evaluation reports reviewed,
· literature review, and
· interviews with stakeholders.  

The main challenge of the pilot case study was the availability of data. There is very limited information existing and/or available about the energy efficiency interventions in buildings supported under the studied priority of the Operational Programme.    

The key characteristics of the analysed programme are presented in Table 1 below.

[bookmark: _Ref424637038]Table 1: Key details of the Polish Infrastructure and Environment Operational Programme 
	Name of Country
	Poland

	Name of Operational Programme
	Operational Programme Infrastructure and Environment 
[Program Operacyjny Infrastruktura i Środowisko]

	Name of Priority area
	Priority 9 
Environment-friendly energy infrastructure 
and energy efficiency 
[Infrastruktura energetyczna przyjazna środowisku i efektywność energetyczna]

	CCI Code
	2007PL161PO002

	Date of operation
	2007-2013

	Level of funding
	National

	Source of funding
	Cohesion Fund (CF) and national budget

	Total EU share
	EUR 28.34 billion[footnoteRef:2] [2:  Monitoring data (2013) provided by the European Commission.] 


	Managing Authority
	
Ministry of Infrastructure and Development

	Implementing Body
	
National Fund for Environmental Protection and Water Management



Poland was the biggest beneficiary of EU Cohesion Policy Funds in 2007-2013 and the OPI&E is the biggest operational programme ever implemented in the European Union[footnoteRef:3]. Findings from the literature review and the initial review of the OPI&E allowed us to formulate some initial observations and hypotheses regarding the energy efficiency interventions supported in public and residential buildings: [3:  Poland will be also the biggest net beneficiary of EU funds in the 2014–2020 programming period.] 


· Poland has a significant potential for energy saving investments in the public and residential sectors[footnoteRef:4], largely due to the legacy of the communist era lasting almost half of the XX century.  [4:  A. Kassenberg (2012), Expert Evaluation Network Delivering Policy Analysis on the Performance of Cohesion Policy 2007-2013 Year 1 – 2011, Task 1: Policy Paper On Renewable Energy And Energy Efficiency of Residential Housing – Poland, http://ec.europa.eu/regional_policy/sources/docgener/evaluation/pdf/eval2007/expert_innovation/2011_synt_rep_pl.pdf, and
Węglarz A. (2011),  Analiza procesu wzrostu efektywności energetycznej gospodarki polskiej, http://www.chronmyklimat.pl/lang/pl/page/efektywnosc_energetyczna/id/72/stronicowanie/5/view/analiza_procesu_wzrostu_efektywnosci_energetycznej_gospodarki_polskiej/] 

· Energy efficiency interventions realised under OPI&E have already shown some achievements based on input and output indicators monitored by the programme authorities. The value for one of the result indicators has been spectacularly overachieved but there is no consistent data available. This may indicate that the design of the intervention was not accurate in terms of expected results of the energy efficiency interventions in buildings.
· Only interventions in public facility buildings were eligible for support and the threshold for project value was EUR 2.5 mn. However, many local government units chose to meet this minimum requirement by grouping a number of investments under one umbrella project managed by different final recipients, which appears to negate the purpose of the threshold, to create significant administrative complexity for beneficiaries, and to render the process of project selection more obscure.
· Operations changed in the course of programming period; the initial support to thermo-modernisation projects of public facility buildings was replaced by support to preparation of investment documentation for public artistic schools and local planning documents of the Polish communes. Physical thermo-modernisation was no longer supported.
· The popularity of group projects and a change in the character of eligible investment may be a sign of the developments in the course of the programme implementation that were not anticipated at its planning stage.
· Strategic planning related to energy efficiency investment was missing at the beginning of the programming period resulting in relatively uncoordinated operations in this area.
· ‘Low-level air pollution’ (pl. niska emisja) is an acute environmental problem in Poland. Energy efficiency improvement in buildings helps to tackle it by reducing air pollution from dispersed individual low-efficient heaters. It would therefore be interesting to examine whether this health co-benefit was explicitly addressed, and what steps have been taken to maximise its impact.
[bookmark: _Toc421602229][bookmark: _Toc426032956]

1.2. Summary of main findings 

Under measure 9.3 of priority axis 9, “Environment-friendly energy infrastructure and energy efficiency” of the OPI&E, thermo-modernisation of public facility buildings was supported. The main findings of this case study are summarised as follows:

What are the socio economic objectives to be achieved through these investments? Do they form part of integrated regional or urban/local strategies? What was the background to the interventions: was the urban dimension important?

· In terms of socio-economic objectives, energy efficiency improvements were expected to lower greenhouse gas emissions, improve air quality, and help fulfil requirements on the Polish authorities arising from EU and national legislation. Local strategic documents described the needs and plans for energy efficiency investment at a very general level, and not in sufficient detail to provide a coherent investment plan in the area of energy efficiency in public and residential buildings throughout the Polish regions, communes and cities. The lack of strategic planning of energy efficiency coordinated between the authorities on different administrative levels and inclusive of possible financing options to trigger investments was indicated as one of the main obstacles to energy efficiency interventions uptake over the examined period.

Have market failures been identified in the context of the design of the interventions? Is there an economic argument for public support to energy efficiency investments in buildings (public / residential)?

· The main barriers and market failures mentioned in the context of the intervention design are: the regulatory and legislative gap; a lack of strategic planning; low awareness of environmental problems; low awareness of the financial benefits of energy efficiency leading to excessive concern about the upfront costs of such investment, with little appreciation of payback periods, and the limited access for local governments to the capital required for investment. However, there is little evidence that the form of intervention – grants available for 85% of the costs of investment – was chosen specifically to overcome these obstacles. Instead of addressing awareness and strategic planning problems, the capital access difficulty was directly targeted. It seems likely that the level of funding allocated was higher than was needed to secure the required investment; and there is some risk that the available EU funds in effect filled the gap left by inadequate set-up of funding at national level and stifled public-private partnerships. 

What is the logic of intervention and what is the intended change (i.e. what should change as a result of the investment, in order for the investment to be considered successful)?

· In terms of the intervention logic, the socio-economic objectives, barriers and market failures gave reasonably clear grounds for public intervention to increase the availability of funding to public buildings in Poland. Public sector bodies had clear needs for investment, and limited own funds available for energy efficiency interventions; and the market and existing Government policy failed in various respects to ensure sufficient access to finance for such investment. This failure can be broadly ascribed to limited awareness, experience and know-how of the national and local authorities in charge of energy and build sector policy, a lack of legislative tools or public sector finance policy at the national level, and an underdeveloped offer on the financial markets in this area.  However the choice of a very generous grant scheme to support energy efficiency in public facility buildings is questionable. 

What particular challenges have been faced (awareness of funding available, building owners being reluctant to invest, etc.)?

· Organisational challenges occurred in the majority of projects: most beneficiaries teamed up into ad hoc project groups that were difficult to manage efficiently. Other challenges stemmed from stakeholders’ limited experience in energy efficiency investment, which affected the quality of projects and monitoring data.

What is the nature of the activities and who are the main beneficiaries of the support?

· With regard to energy efficiency of buildings, the activities targeted only public facility buildings. Eligible investment costs included energy audit preparation, insulation of walls and windows, replacement of heaters and other interventions necessary for a complex energy efficiency improvement of a dwelling. This approach was changed in 2013:  support under the measure was directed to preparation of investment documentation and local low-carbon growth plans, but no longer to physical interventions in buildings. The change addressed the lack of strategic planning identified in the course of the programming period. Eligible beneficiaries were various public sector bodies, NGOs, churches and religious associations. The main beneficiaries supported were local government units.

What are the selection criteria for projects?

· Among the project selection criteria, quantified positive environmental impacts were emphasized, especially in terms of CO2 emissions and energy savings. In general the quality of the selection procedure was flawed by the lack of a consistent methodology for calculation of the parameters assessed made available to the applicants and the dubious quality of energy audits. This flaw resulted in the risk of supporting poorly designed and cost-inefficient projects with a very limited impact on energy efficiency improvement and few wider benefits.

Was an energy audit obligatory? Are energy performance certificates used in this context and are they effective in improving the performance and rating of buildings?

· An energy audit conducted ex-ante by an independent auditor constituted a core document in the project selection process and throughout the investment. The recommendations from energy audits helped delimit the scope of investment and decide the eligible costs that could be co-financed from the CF. The quality and transparency of energy audits were highly questionable. No ex-post energy audits or energy performance certificates were required.

What was the level of ambition for energy savings, by types of buildings (public / residential)?

· The level of ambition for energy savings in terms of outputs and results was low. If achieved as planned, the energy savings and CO2 reduction from thermo-modernisation of public facility buildings would contribute only marginally to the goals established in the energy and climate policy and law. There is little indication that the investments were designed to deliver multiplier effects in terms of: (i) sharing and replication of experience from the projects funded or (ii) creation of a flourishing energy efficiency services sector; either of which could have helped to some extent to bridge the gap between the stated objectives and the expected contribution. However, an ambition to support public hospitals, kindergartens and schools well reflected the most pressing needs in terms of energy efficiency investment in Poland. The Operational Programme did not attempt to fund energy efficiency investments save energy in residential buildings through supported projects.

What was the form of support for different types of investments (grants, subsidised loans, guarantees, others, including combinations of different forms of support, potentially for different parts of the investments)?

· Grants were the only form of support and covered, on average, 81% of the total investment costs. The EU allocation came solely from the Cohesion Fund and, after a number of increases to meet a high level of demand for support to thermo-modernisation of public facility buildings, reached EUR 109.4 million.  Over 95% of this amount was distributed among 40 projects aiming at physical intervention in public facility buildings to improve their energy efficiency. The remainder was allocated to strategic planning and investment documentation preparing energy efficiency interventions in the programming period 2014-2020.

What outputs and results are captured by the monitoring system? What views do stakeholders have on wider impacts (spill-overs)?

· In terms of outputs, at the end of 2014 thanks to 40 completed projects, 413 buildings had undergone energy upgrades. In total, 560 buildings are expected to be thermo-modernised by the end of 2015. The final results of the projects in terms of energy saved and CO2 emissions avoided are not yet fully known, as some of them are still in progress and reporting is not yet complete. At the end of 2014, energy savings from project completion reached over 94,796 MWh/year (30% of the target value) and 39.42 thousand tonnes of CO2 emissions was avoided (15% of the target value).
· According to the Polish evaluators, the projects will provide only an insignificant contribution to the achievement of the goals of climate and energy policy. Beneficiaries are, however, satisfied with lower energy bills resulting from the investment.

Identify good [or bad] practices by types of buildings (public / residential, including different types of public buildings, e.g. offices or schools, and residential, e.g. multi-apartment or single family houses).

· Good practice was to target schools, kindergartens and hospitals in very poor technical condition. Thermo-modernisation significantly improved the comfort of their users and increased the buildings’ energy efficiency. Timely support to these types of buildings helped optimise meeting the needs of the most vulnerable groups of building users – children, students and patients who are particularly affected by thermal conditions, indoor air quality and the general comfort level of buildings they occupy. Good practice showed also in a mid-term change of the intervention design, with funding provided for preparation of preparatory plans and documentation. This could help to address both the lack of strategic planning, and the risk of overly generous support to physical investment, demonstrating the value of adapting interventions in the course of the programme, in response to experience.
· [bookmark: _Toc415065086]Examples of practices to be improved included overly generous grants with a 85% co-finance rate available to the beneficiaries. Such extent of support was likely to crowd out other sources of investment, and slow down the development of potentially more optimal approaches, such as the creation of public-private partnerships Moreover, significant oversubscription to the CF scheme of support was partly due to the inappropriate selection criteria and general lack of coordination of support from CF and other national public funds.  Another practice to be improved was the lack of coherent strategic planning of energy efficiency investment, which means that it is difficult for the managing authority to be confident that thermo-modernisation projects were funded in the places where they were most needed. This weakness was addressed however by the mid-term change of the intervention design mentioned above. 
1.3. [bookmark: _Toc421602230][bookmark: _Toc426032957]Background information: economic and social context

In terms of population (38.5 million) and territory (312,000 km)[footnoteRef:5], Poland is the biggest of the Member States that joined the EU in 2004. With over 67 billion EUR allocated funds it is also the biggest beneficiary of EU Cohesion Policy Funds in 2007-2013. Over that period the level of GDP per capita in almost all Polish regions remained below 75% of the EU average[footnoteRef:6].  According to the Commission’s estimates, Cohesion Policy contributed to a 1.7% increase of GDP and 1% growth in employment in Poland over 2007-2013[footnoteRef:7]. [5:  Eurostat, Population of 1 January, tps00001, http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&language=en&pcode=tps00001&tableSelection=1&footnotes=yes&labeling=labels&plugin=1]  [6:  EC, DG REGIO database, https://cohesiondata.ec.europa.eu/dataset/GDP-Per-Head-2011-PPS-/j8wb-jxec?]  [7:  EC, DG REGIO (2014), Sixth Report on Economic, Social and Territorial Cohesion, http://ec.europa.eu/regional_policy/sources/docoffic/official/reports/cohesion6/6cr_en.pdf] 


Poland is a unitary state divided into sixteen voivodeships (regions), each having its own self-government and development strategy reflecting goals set at national level. Further administrative division splits voivodeships into poviats (counties) that are then divided into smaller units: gminas. Poviats and gminas are represented and managed by public local authorities with relatively limited powers.  

During the Soviet era, many energy inefficient buildings were constructed in Poland. They were poorly designed, there were low levels of knowledge of construction techniques, and energy prices did not provide market signals to improve energy consumption patterns. The entire Polish economy suffered from the lack of an environmental policy. Since 1989 Poland has been on a path of structural transformation, including modernisation and development of energy efficient buildings. Over the past fifteen years the Polish legal system has been evolving, both in response to the EU acquis and domestic policy decisions, and now incorporates a number of laws addressing energy and environmental concerns and driving energy efficiency investment. 

The main legal acts relevant to energy efficiency include: the Energy Efficiency Act (2011)[footnoteRef:8], the Energy Law (1997)[footnoteRef:9], the Construction Law[footnoteRef:10], and the Act on Supporting Thermo-modernisation and Renovation (2008).[footnoteRef:11] Energy performance of buildings is the responsibility of the Ministry of Infrastructure as regards technical conditions for buildings and their location (2002), amended in 2008 to introduce new energy efficiency requirements.[footnoteRef:12] Another key act in this respect is the regulation of the Ministry of Infrastructure on the methodology of energy performance calculations and scope of energy performance certificates[footnoteRef:13]. Nevertheless the national legislative efforts were considered insufficient by the European Commission, who in July 2014 referred Poland to the Court of Justice of the European Union for failing to fully transpose the Energy Performance of Buildings Directive. The newly adopted Law on the Energy Characteristic of Buildings (2014)[footnoteRef:14] includes the energy performance certification obligation for existing buildings occupied by public authorities and frequently visited by the public. [8:  Dz.U. 2011 nr 94 poz. 551, http://isap.sejm.gov.pl/Download?id=WDU20110940551&type=3]  [9:  Dz.U. 1997 nr 54 poz. 348, http://isap.sejm.gov.pl/Download?id=WDU19970540348&type=3]  [10:  Dz.U. 1994 nr 89 poz. 414, http://isap.sejm.gov.pl/Download?id=WDU19940890414&type=3]  [11:  Dz.U. 2008 nr 223 poz. 1459, http://isap.sejm.gov.pl/Download?id=WDU20082231459&type=3]  [12:  Dz.U. 2002 nr 75 poz. 690, http://isap.sejm.gov.pl/Download?id=WDU20020750690&type=2]  [13:  Dz.U. 2008 nr 201 poz. 1240,  http://isap.sejm.gov.pl/Download?id=WDU20082011240&type=2]  [14: Dz.U. 2014 poz. 1200  http://isap.sejm.gov.pl/Download;jsessionid=3941E0A977B9D17F5C453CE43DD64E68?id=WDU20140001200&type=2] 


The Polish energy generation mix is dominated by fossil fuels; energy from coal represented more than 50% of Polish gross inland energy consumption in 2012.[footnoteRef:15] In 2007 final energy consumption derived from solid fuels in households accounted for 32.2% of Poland´s total energy consumption and was the highest in the EU (EU average of 3.5%).[footnoteRef:16] Moreover, even though Poland experienced one of the steadiest decreases in energy intensity due to the shift from a centralised economy in the early 1990s[footnoteRef:17], it remains a highly energy intensive country. Poland is also deeply concerned about energy security, especially with regard to the reliability of its gas and oil imports from the East.[footnoteRef:18] ’Low-level’ emissions from individual and municipal heaters increases air pollution and has a negative impact on public health. For example, incineration of waste in domestic boilers is associated with generating a significant amount of dust and gas contamination.[footnoteRef:19]  [15:  Eurostat, EU energy in figures, Gross inland energy consumption by fuel, http://ec.europa.eu/energy/publications/doc/2014_pocketbook.pdf ]  [16:  Eurostat, Final energy consumption in households by fuel, t2020_rk210, http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=t2020_rk210&plugin=1]  [17:  Energy intensity of economy is the ratio between the gross inland consumption of energy and the gross domestic product (GDP) for a given calendar year. It measures the energy consumption of an economy and its overall energy efficiency.]  [18:  IEEP (2014), EU Climate and Energy policies: opportunities and challenges in Central and Eastern European Member States, http://www.ieep.eu/work-areas/climate-change-and-energy/mitigation/2014/11/europe-s-climate-and-energy-crossroads-ieep-seminars-for-meps-on-climate-and-energy-issues#]  [19:  Dzikuć, M., Adamczyk, J., The ecological and economic aspects of a low emission limitation: a case study for Poland, International Journal of Life Cycle Analysis nr 20/ 2015, pp. 217-225.] 


According to the International Energy Agency (IEA), in 2009 buildings were the largest final energy consumer in Poland with a share close to 46%, more than other sectors such as industry or transport. Poland has a significant potential for energy saving investments in the public and residential sectors. The energy efficiency potential of public buildings is particularly high; programme documentation shows that exploiting this potential would be cost-efficient and could lead to 9TWh of saved energy per year translated into 1.33 million tonnes of CO2 emission reduction[footnoteRef:20]. [20:  Program operacyjny Infrastruktura i Srodowisko, p. 41.] 


[bookmark: _Toc415065087][bookmark: _Toc421602231]ERDF/CF support to improved energy efficiency in residential housing over 2007-2013 in Poland was negligible[footnoteRef:21]. The biggest component of EU funds dedicated to energy efficiency interventions in public utility buildings was under action 9.3: thermo-modernisation of public utility buildings, within priority axis 9: Environment-friendly energy infrastructure and energy efficiency of the OPI&E. Apart from OPI&E, energy efficiency in public buildings in Poland has been supported by a number of national public mechanisms such as the Thermo-modernisation Premium[footnoteRef:22], Green Investment Scheme[footnoteRef:23], the EEA and Norwegian grants.[footnoteRef:24] Between 2007 and 2013 the allocation from CF for the relevant priority theme (energy efficiency, co-generation, energy management) in Poland, represented 1% of the total EU ERDF/CF amount allocated to Poland, but in absolute terms was one of the highest among the EU Member States.[footnoteRef:25]  In terms of amounts dedicated to selected projects for the priority theme on energy efficiency, co-generation and energy management, Poland exceeded its initially allocated funds by 9.4% and ranked fourth after Greece, Italy and Czech Republic.[footnoteRef:26] [21:  CEE Bankwatch Network (2013), Poland: Energy Efficiency and Renewable Sources, http://bankwatch.org/sites/default/files/shadow-PL-EE-RES.pdf]  [22:  Law of 21 November 2008 on thermo-modernization and renovation, [USTAWA z dnia 21 listopada 2008 r. o wspieraniu termomodernizacji i remontów], http://isap.sejm.gov.pl/DetailsServlet?id=WDU20082231459  ]  [23:  System Zielonych Inwestycji - Zarządzanie energią w budynkach użyteczności publicznej, http://nfosigw.gov.pl/system-zielonych-inwestycji---gis/programy-priorytetowe/]  [24:  Program Operacyjny (PL04) „Oszczędzanie energii i promowanie odnawialnych źródeł energii” w ramach Norweskiego Mechanizmu Finansowego 2009-2014, http://nfosigw.gov.pl/srodki-norweskie/programy/program-pl04-2014-energia/; Odyssee-MURE (2012), Energy Efficiency Profile: Poland, http://www.odyssee-mure.eu/publications/profiles/poland-efficiency-trends.pdf]  [25:  Monitoring data provided by the Commission.]  [26:  Monitoring data provided by the Commission.] 

1.4. [bookmark: _Toc426032958]Rationale(s)
1.4.1. [bookmark: _Toc415065088][bookmark: _Toc426032959]Socio-economic objectives

On a macro level the objectives pursued through energy efficiency investment including thermo-modernisation of public buildings are:
a) Energy security
Since 2003 depleting domestic coal resources triggered an increase in coal prices which gave an additional stimulus to the search for ways to increase energy efficiency. The OPI&E mentions the role of energy efficiency in ensuring affordability of energy for consumers and improvement of energy security.[footnoteRef:27] Energy efficiency is viewed as having the potential to reduce Poland’s dependence on imported fuels; and a reduction of energy intensity is considered to be one of the main challenges for the Polish economy.[footnoteRef:28] [27:  OPI&E (2008), p. 8]  [28:  PwC (2013) ‘Analysis and evaluation of the possibilities of integrating activities in the scope of energy efficiency with consideration of renewable energy sources, including those deriving from municipal waste and sewage sludge’ [Analiza i ocena możliwości zintegrowania działań w obszarze efektywności energetycznej z uwzględnieniem odnawialnych źródeł energii, w tym z odpadów komunalnych i osadów ściekowych], Warszawa 
http://www.nfosigw.gov.pl/download/gfx/nfosigw/pl/nfoopisy/544/16/1/nfosigw_raport_koncowy.pdf] 

b) Reduced air pollution and climate change mitigation
Energy efficiency is key to air quality protection and climate change mitigation in Poland[footnoteRef:29]. Greenhouse gas emissions (GHG) from energy generation dominated by fossil energy carriers are higher in Poland than in the EU on average. Inefficient heaters are common throughout the country, causing ’low-level’ air pollution that is an acute environmental issue and an important public health consideration.[footnoteRef:30] However, according to the interviewed stakeholders, the co-benefits of GHG reduction and reduced low-level pollution were not an important expected result of investment.[footnoteRef:31] [29:  Polish Ministry of Economy (2003) Poland’s Climate Policy. The strategies for greenhouse gas emission reductions in Poland until 2020, https://www.mos.gov.pl/g2/big/2009_04/cf234906b019de170218bf79f913990c.pdf (accessed 17.03.2015)]  [30:  Low-level pollution is emitted by domestic heaters running on solid fuels, mainly coal. ]  [31:  This information was confirmed by all stakeholders interviewed in the case study.] 

c) Compliance with EU legislation
From the formal perspective, support to energy efficiency helps Poland comply with a number of legally binding and strategic documents. These include the Lisbon Strategy, directive 2006/32/EC on energy end-use efficiency and energy services[footnoteRef:32] and the Kyoto Protocol commitments.[footnoteRef:33] Alongside other funds and programmes, the OPI&E was intended to help Poland meet the EU accession requirements in the field of energy and environment.[footnoteRef:34] [32:  OJ L 114, 27.4.2006, http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:32006L0032&from=EN (accessed 17.03.2005)]  [33:  OPI&E (2014),interview with the Managing Authority, Ministry of Infrastructure and Development.]  [34:  OPI&E (2014), p. 5.] 

d) Market stimulus 
Public funds are expected to leverage private investment through financial contributions and increased stability of the investment environment. Public support would also fill the gap on the market by stimulating cost-efficient investments in energy efficiency that would otherwise not have been taken up.[footnoteRef:35]  However, it is not clear whether there is an expectation of continued economic benefits deriving from the fostering of an energy efficient services sector. [35:  OPI&E (2014), interview with the Managing Authority, Ministry of Infrastructure and Development.] 


On a smaller scale, energy efficiency investments were realised to meet the following objectives:
e) Reduced energy bills 
One clear socio-economic objective that prevailed in stakeholder interviews is reduced energy bills and their impact on the overall budget of entities in charge of public facility buildings. According to some beneficiaries, the expected cut in the energy bill was a minimum of 30% on payments before the intervention.[footnoteRef:36]  On a project level, this was the most important driver of energy efficiency interventions in buildings. [36:  All beneficiaries interviewed in the case study emphasized that the reduced building maintenance costs was the main driver of investment.] 


The building’s maintenance costs go beyond the energy bill and involve the money needed for a general renovation that the building would have to undergo at some point, regardless of energy efficiency interventions. There is therefore potential for improving the overall efficiency of modernisation and renovation investments by tackling energy efficiency and wider renovation needs at the same time; however, this also implies a dilution of the energy efficiency rationale for investment, and thus of the rationale for Cohesion Fund support.
f) Improved comfort of users
Many public facility buildings are hospitals, schools and kindergartens. The users of such buildings include vulnerable people whose comfort is particularly dependent on indoor temperature changes resulting from changing weather conditions. The Polish climate is characterised by very cold winters and hot summers during which poorly insulated buildings offer only limited protection.[footnoteRef:37] The air quality impacts noted above are also particularly relevant for hospital patients with respiratory conditions. Improved comfort and satisfaction was mentioned just after the financial aspect as a motivation to the beneficiaries to apply for support.  [37:  Interview with a beneficiary.] 

1.4.2. [bookmark: _Toc415065089][bookmark: _Toc426032960]Link to national strategies and the urban dimension 

Through energy efficiency investment in public facility dwellings, Poland expects to deliver a part of its EU climate policy and energy security objectives.  Improvement of energy efficiency is one of the priorities of Polish energy policy established in the sectoral strategy ’Energy Policy of Poland until 2030’.[footnoteRef:38]  This is the flagship document for the energy sector in Poland and commits the public sector to serve as a role model in efficient energy consumption. The overarching goal is a 20% reduction in energy consumption by 2020 as compared to the ’business as usual’ scenario and in line with an indicative target for energy efficiency set in the 2020 EU climate and energy legislation. The strategy highlights that the support from European funds for the years 2007–2013, is an ’extremely important element of the energy policy implementation’. [38:  Ministry of Economy (2009), http://www.mg.gov.pl/files/upload/8134/Polityka%20energetyczna%20ost.pdf] 


The measures listed in the document include: ‘supporting investments in energy saving through preferential loans and grants from domestic and European funds, also under the Act on supporting thermo-modernisation and renovations, the Operational Programme Infrastructure and Environment, and the National Fund for Environmental Protection and Water Management’. Priority 9 of the OPI&E is also mentioned in the Polish National Energy Efficiency Action Plan (2011), where it is referred to as a ’financial support pillar that provides funds for investments that improve energy features of buildings’.[footnoteRef:39] [39:  Polish Ministry of Economy (2012), 2nd  NEEAP, http://ec.europa.eu/energy/sites/ener/files/documents/2011_neeap_translated.zip] 


Improvement of energy efficiency in public facility buildings and the development of relevant financial mechanisms to achieve this is one of the regional policy actions foreseen in the ‘National Regional Development Strategy 2010-2020: Regions, Cities and Rural Areas’ prepared by the Ministry of Regional Development and adopted by the Polish government in July 2010.[footnoteRef:40]  Implementation of OPI&E measures related to sustainable development, including thermo-modernisation of buildings, was also expected to contribute to realization of the ‘EU Strategy for the Baltic Sea Region Action Plan’.[footnoteRef:41] These strategies broadly refer to energy efficiency in public buildings and do not set any specific targets in this regard; it is therefore not possible to quantify contribution of OPI&E to realisation of their objectives. [40:  Polish Ministry of Regional Development (2010), ’ National Regional Development Strategy 2010-2020: Regions, Cities and Rural Areas’, pp. 113 [Krajowa Strategia Rozwoju Regionalnego 2010—2020: Regiony, Miasta, Obszary Wiejskie], http://isap.sejm.gov.pl/Download?id=WMP20110360423&type=2]  [41:  EC (2012), Action Plan accomanying the European Union Strategy for the Baltic Sea Region, SEC(2009) 702, http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52009SC0702&qid=1426671651291&from=EN] 


Thermo-modernisation projects were integrated in regional or local revitalisation strategies. Support from EU funds was usually mentioned as an important contribution to sustainable energy investment in voivodeships[footnoteRef:42] However, all these strategic documents described the needs and plans for energy efficiency investment at a very general level, insufficient to set a coherent investment plan in the area of energy efficiency in public and residential buildings throughout the Polish voivodeships, poviats and gminas. The only strategic documents that provided detailed guidance in this respect were the “Plans of Supplying the City with Heat, Electricity and Gas Fuels” developed by some communes. There was neither a coherent framework nor guidance that would ensure consistency in planning of such investment on regional and local levels. The lack of strategic planning in terms of the energy efficiency interventions was confirmed in the interviews.[footnoteRef:43]  [42:  Information confirmed in the interview with Beneficiary/ Also: Regional Council of the Wielkopolskie Voivodeship (2005) Wielkopolskie Development Strategy,  http://www.wrpo.wielkopolskie.pl/zalaczniki1/2012/Strategia_rozwoju_wojewodztwa_wielkopolskiego_do_2020_roku.pdf (accessed 17.03.2005)]  [43:  Interview with the Managing Authority, Ministry of Infrastructure and Development. ] 

1.4.3. [bookmark: _Toc415065090][bookmark: _Toc426032961]Market failures and other arguments for public support to energy efficiency interventions in buildings 

The main arguments believed to justify public support to energy efficiency interventions in public facility buildings in Poland relevant to 2007-2013 programming period were:
a) Limited access to capital
Public finance units and individuals often had low credit ratings or very limited own finance available to invest in energy efficiency of public or residential buildings. National public support schemes were considered too modest to incentivise energy efficiency investment in public facility buildings.[footnoteRef:44] There is no clear evidence confirming this however, as there was a number of national public funds available in parallel to EU support schemes. Many local government authorities used debt to provide match funding for infrastructural projects supported from EU or national public funds. Despite the growth in GDP at a time of wider EU economic recession, the public finance sector deficit in Poland deteriorated. In 2009 the income of Polish communes reached around EUR 4.97 billion while spending totalled some EUR 5.38 billion.[footnoteRef:45] Alongside the public deficit, rules governing budgetary discipline of local government units were cited as a reason for their limited investment capacity[footnoteRef:46]. Alongside the maximum allowed debt ratio, modernisation and renovation of buildings, including energy efficiency interventions, constitute their running costs budget rather than a separate investment category.  Another factor relates to a common practice of ascribing low priority to energy efficiency investments by the public authorities in contrast to other areas requiring interventions.[footnoteRef:47] The existence in practice of financial constraints on local and regional authorities, preventing them from carrying out energy efficiency improvements, seems clearly established. However, it is not clear that the appropriate response to this was the use of Poland’s Cohesion Fund allocation or the specific design chosen, rather than a more appropriate national policy to facilitate the funding of the relevant investments through better allocation and management of public funds, and improved access to information and expert advice and facilitation of public-private partnerships.  [44:  Graczyk A. (2011), ’Economic problems of energy use in public service buildings’ [Ekonomiczne problemy wykorzystania energii w budynkach użyteczności Publicznej], Research Papers of Wrocław University of Economics (Prace Naukowe Uniwersytetu Ekonomicznego we Wrocławiu), issue: 227 / 2011, pp: 182-191]  [45:  Graczyk A. (2011), op. cit., pp.188.]  [46:  PwC (2012), Investment challenges of the major cities in Poland – 2035 perspective [Wyzwania inwestycyjne głównych miast Polski – perspektywa 2035], https://www.pwc.pl/pl_PL/pl/publikacje/wyzwania-inwestycyjne-miast/pwc_wyzwania_inwestycyjne_miast_2012.pdf]  [47:  EIB (n/a), Guidance on energy efficiency in public buildings [Poradnik w zakresie efektywności energetycznej w budynkach publicznych] http://www.eib.org/epec/ee/documents/ee-guidance-pl-.pdf ] 

b) Regulatory and legislative gap 
There is a legislative gap at the central level as the implementation of EU legislation in the area of energy efficiency is neglected by the national authorities. Partly because of the need to avoid burdens on the state budget where possible, the Polish authorities adopted national rules which are widely considered to be vague, and to have failed to lead to concrete action in terms of energy efficiency improvement before or during 2007-2013.[footnoteRef:48] In Poland, investors’ uncertainty in this field persists predominantly due to the lack of predictability of the national legislative and regulatory framework, including the existing and future rules driving energy efficiency investment.[footnoteRef:49]  [48:  Instytut Ekonomii Środowiska, CEM (2012), Model role of local governments in rational energy management [Wzorcowa rola samorządów w zakresie racjonalnego zarządzania energią], http://pl.boell.org/sites/default/files/wzorcowa_rola_samorzadow_energetyka_raport_z_badan_hbs.pdf]  [49:  ECORYS Polska (2012), Analysis of the benefits and limitations of using financial engineering as a means of support to investment projects in the energy sector [Analiza korzyści i ograniczeń przy zastosowaniu inżynierii finansowej jako instrumentu wsparcia projektów inwestycyjnych z zakresu energetyki], https://www.ewaluacja.gov.pl/Wyniki/Documents/Analiza_korzysci_i_ograniczen_inzynierii_finansowej_energetyka_10062013.pdf] 

c) Low awareness of environmental problems and of the costs and benefits of energy efficiency investment
Evidence suggests that the officials who work in public administration and take key decisions in the area of energy efficiency have usually very limited knowledge of energy issues[footnoteRef:50]. Moreover, social acceptance of ´low-level’ pollution persists in Poland. Inefficient heaters fuelled by fossil fuels often mixed with domestic waste are common practice in many Polish buildings.[footnoteRef:51] It is recognised that in Poland, ’climate change does not play a great role for decision-makers or in the public eye, and, at the EU level, Poland opposes more ambitious GHG reduction targets and the further development of climate change policies’.[footnoteRef:52] Low awareness resulting in limited knowledge of the potential costs and, particularly, benefits of energy efficiency interventions, led to inability to see beyond the upfront costs of such investment, and to insufficient attention being paid to designing financial tools and budget frameworks for energy efficiency investment.  [50:  Protas, M., Sustainable energy investments as support for local development [Inwestycje w zrównoważoną energetykę jako stymulator rozwoju lokalnego], Research Papers of Wrocław University of Economics (Prace Naukowe Uniwersytetu Ekonomicznego we Wrocławiu), issue: 231 / 2011, pp. 287­299. ]  [51:  IES, KAPE, NAPE, BPIE and PwC, Building modernisation strategy: road map 2030 [Strategia modernizacji budynków: mapa drogowa 2050], http://www.renowacja2050.pl/files/raport.pdf ]  [52:  Ecologic Institute (2013), Assessment of climate change policies in the context of the European Semester
Country Report: Poland, http://ec.europa.eu/clima/policies/g-gas/progress/docs/pl_2013_en.pdf] 


The Managing Authority and the programme documentation recognise that the socio-economic objectives of energy efficiency improvements of public buildings justify public support for investment due to the market failures.[footnoteRef:53] However, it is not clear that the market failures and other barriers believed to disable energy efficiency investment in public buildings justified the intervention design under the OPI&E, with grants offered at 85% of project costs, given the potential for short- to medium-term payback offered by energy efficiency projects.  [53:  OPI&E (2014) and the interview with the Managing Authority, Ministry of Infrastructure and Development .] 

1.4.4. [bookmark: _Toc415065091][bookmark: _Toc426032962]Logic of intervention and the intended change 

There are reasonably clear arguments justifying public intervention in Poland to increase the availability of funding to public buildings because of the limited own funds available for energy efficiency interventions and a failure of financial markets in various respects to ensure sufficient access to finance for energy efficiency investment. The rationale for energy efficiency interventions is explained in the programme documentation: energy efficiency investment in public facility buildings was expected to bring measureable results in terms of energy saved and reduced air pollution including greenhouse gas emissions. Greater energy efficiency of public facility buildings was also expected to fulfil the requirements stemming from EU and international laws.[footnoteRef:54] All these results would, according to the programme documentation, have some wider impacts, such as improved energy security and climate change mitigation.[footnoteRef:55] There were also other socio-economic objectives recognised by the programme authorities that were not explicitly mentioned in the programme documentation (e.g. improved comfort of building users and lower energy bills).  [54:  OPI&E (2014).]  [55:  NOSiGW (2014), OPI&E Detailed descritpion of priorities [POIiŚ Szczegółowy Opis Priortyetów], http://pois.nfosigw.gov.pl/download/gfx/pois/pl/nfoopisy/248/5/28/20141205_szop_dokument_glowny_wersja_4_3.pdf ] 


However, the grounds for choosing grants as the form of support, with a very high co-finance ratio, are not clearly set out in official documents nor were they explained by the Polish MA of the OPI&E. The same can be said about the choice of public facility buildings as a target of activities. The public sector’s role as an exemplar, and the significant investment needs in this sector, are frequently used as a justification in relation to this programme, but there was little activity designed to maximise the impact of the exemplar role of the investments supported from public funds in Poland.  

EU funds disbursed through grants differ from commercial funds aiming at maximising financial return on investment, in that they focus on social and economic objectives pursued by the Cohesion Policy. Grants provide a one-off support and are usually suitable for projects without revenue generating capacity. Energy efficiency interventions in buildings can be a source of important cost savings. A very high co-finance ratio of grant to support energy efficiency in public buildings is therefore questionable. The choice made can be explained to some extent by the difficulty of Polish local government units to access funds for such investment and other barriers present in Poland during 2007-2013. Limited access to finance of Polish public sector bodies stems from regulatory constraints imposed on these bodies with regard to their budget management, as well as general under-preparedness of financial markets and organisational structures offering support on more competitive terms (e.g. in the formula of public-private partnerships and use of revolving funds). There is little or no evidence however that use of financial engineering instruments would be more effective than grants in achievement of the ultimate socio-economic objectives, i.e. fulfilment of EU climate and energy policy objectives and lower air pollution, set in the rationale of energy efficiency interventions.

Finally, while energy efficiency is an important cross-cutting focus of Cohesion Policy investment in Poland, with over EUR 623.5 million allocated to projects in the energy efficiency, co-generation and energy management priority theme at the end of 2013[footnoteRef:56], the rationale for focusing the OPI&E’s energy efficiency investment on public buildings – rather than on support for energy efficiency investments in the wider economy – raises some questions as to whether this is the most effective route either to reducing energy demand, or to fulfilling Cohesion Policy’s primary objective of reducing economic disparities between regions. There is, for example, limited evidence of the funding being used explicitly to create a thriving and sustainable energy efficiency service sector in Poland. The possibility of allocating funding to public authorities raises some risks that decisions will be taken, consciously or unconsciously, in part because of their impact on the broader financial position of public authorities in the Member State concerned – either through reduced pressure on national tax resources for investment expenditure in the short term, or through reduced expenditure pressure on running costs in the medium term. The OPI&E did not guard against this risk.  [56:  It was fourth largest amount of cohesion policy funds allocated to projects in code 43 in EU Member States during the 2007-2013 programming period. Monitoring data provided by the Commission. ] 


Figure 1 represents a general logic of intervention in the area of energy efficiency of public facility buildings supported under priority 9 of the OPI&E 2007-213 base on programme documentation and interviews with programme authorities.

[bookmark: _Ref424035487][bookmark: _Toc421538146]Figure 1: Logic of energy efficiency intervention in public buildings under the OPI&E 2007-2013



1.5. [bookmark: _Toc415065092][bookmark: _Toc421602232][bookmark: _Toc426032963]Interventions
1.5.1. [bookmark: _Toc415065093][bookmark: _Toc426032964]Governance and method of project selection 

The Department of Coordination of Infrastructural Programmes within the Ministry of Infrastructure and Development acts as the Managing Authority (MA) for the operational programmes and the Cohesion Fund. The MA shares its operational duties with the European Funds Department of the Ministry of Economy that acts as a first level intermediate body. The implementation of priority axis 9 is mainly in the hands of the National Fund for Environmental Protection and Water Management (Narodowy Fundusz Ochrony Środowiska, hereinafter NFOSiGW or the Implementing Body). NFOSiGW deals directly with beneficiaries, assesses the applications and implementation of projects, evaluates and grants the refunds (see: Figure 2).[footnoteRef:57]  [57:  NFOSiGW (2009), Applicant’s Textbook on the Preparation and Realisation of Investment Projects under the OPI&E 2007-2013: Priority 9, [Podręcznik dla Wnioskodawcy w zakresie przygotowania i realizacji projektów inwestycyjnych Programu Operacyjnego Infrastruktura i Środowisko 2007-2013: Priorytet IX]] 


[bookmark: _Ref415585026][bookmark: _Toc421538147]Figure 2: Basic governance structure of support mechanism to investment in energy efficiency of public facility buildings under priority axis 9 (OPI&E 2007-2013)

Selection of projects related to energy efficiency in public facility buildings was mainly done through open competition. There were two competitions organised under measure 9.3 ’thermo-modernisation of public facility buildings’. Only the first competition targeted technical intervention in buildings.  Projects selected in the second competition, involved preparation of local strategic documentation scoping and setting priorities for future energy efficiency investments. This second call, together with the latest initiative to support investment documentation prepared for the public artistic schools, were auxiliary to the physical thermo-modernisation of public facility buildings. They have been presented in more detail below (‘Accompanying activity’).
[bookmark: _Toc415065094][bookmark: _Toc426032965]

1.5.2. CORE ACTIVITY: thermo-modernisation of public facility buildings

Due to delays in preparation of the selection procedure for measure 9.3, the notification about the first call for applications was published in December 2008, almost two years after the beginning of the programming period.[footnoteRef:58] The first call for applications opened in February 2009 and closed on in March 2009.  [58:  OPI&E was formally adopted on 7/12/2008, so the first competition in energy efficiency of buildings was launched one year after the official approval of the operational programme.] 

[bookmark: _Toc415065095][bookmark: _Toc426032966]Nature of activities
OPI&E targeted only public buildings. The array of different types of public facility  buildings potentially eligible was vast; eligible buildings included dwellings dedicated to public administration, justice, culture, religion, general and higher education, health care, social care, and sports[footnoteRef:59]. Residential buildings and dwellings dedicated to commercial activities were excluded unless they took up no more than 15% of public buildings. [59:  NFOSiGW (2009), OPI&E, National Strategic Reference Framework, Detailed description of the priorities: Selection Criteria, http://pois.nfosigw.gov.pl/gfx/pois/userfiles/files/ix_priorytet_po_iis/ogloszenie_o_naborze_wnioskow/9_3/priorytetix.pdf] 


Eligible investments involved replacement of construction elements and equipment in public buildings with items of the highest cost-efficient energy efficiency standards including: 

· insulation of walls, 
· replacement of door and windows, 
· modernisation of heating system and replacement of heaters, 
· modernisation of ventilation or air-conditioning,
· preparation of technical documentation[footnoteRef:60].  [60:  NFOSiGW (2009), Detailed descitprion of the priorities.. op.cit. ] 


Where possible, energy efficiency works could also involve adaptation of buildings for the disabled. In general, the scope of works necessary for thermo-modernisation project was delimited by energy audits.
[bookmark: _Toc415065096][bookmark: _Toc426032967]Main beneficiaries
The final eligible beneficiaries of support to thermo-modernisation of public facility buildings were:

· public sector bodies: local governments units and their unions, public administration bodies, public universities, police and fire-fighting bodies, independent public health care centres, and
· non-governmental organisations, churches and other religious associations[footnoteRef:61]. [61:  NFOSiGW (2008) Rules of Competition, op. cit.] 

[bookmark: _Toc415065097][bookmark: _Toc426032968]Selection criteria for projects
[bookmark: _Ref415585995][bookmark: _Toc421538188]Among the project selection criteria, quantified positive environmental impacts were emphasized, especially in terms of CO2 emissions and energy savings. Only projects demonstrating a reduction of at least 30% of the energy losses in buildings affected by the intervention could be selected.[footnoteRef:62] Cost-effectiveness was also considered, and projects involving installation of renewable or combined heat and power sources were given additional points in the selection procedure (Table 2 below).  [62:  Interview with the Implementing Body, NFOSiGW. ] 

Table 2: Selection criteria for energy efficiency projects in public facility buildings supported under priority axis 9 of the OPI&E 2007-2013[footnoteRef:63] [63:  NFOSiGW (2009), Detailed description..., op.cit. ] 

	Selection criteria
	Maximum number of points

	1. Project maturity assessed based on the basis of investment documentation: construction permit, permit from the regional heritage conservator (if applicable), technical project, and proof of secured match funding 
	16

	2. Reduced energy demand (%) calculated as a difference between energy demand of items before and after thermo-modernisation divided by the energy demand of items before thermo-modernisation. This ratio is assessed for all the applications and benchmarked internally, with the highest and lowest value setting a range of possible results. 
	16

	3. Unit cost of energy savings (PLN/GJ) calculated as a ratio of the project value and a difference between energy demand of the items before and after thermo-modernisation. This ratio is assessed for all the applications then benchmarked internally. 
	16

	4. Use of renewable energy sources (%) calculated as a ratio of the amount of energy produced from renewable sources installed in the items (if applicable) to the energy demand of the items after thermo-modernisation.
	4

	5. Use of cogeneration (combined heat and power cycle, %) calculated as a ratio between amount of energy produced in cogeneration appliances installed as a part of the project and energy demand of the items after thermo-modernisation.
	4



The information needed for the selection procedure was sourced from energy audits.[footnoteRef:64] [64:  NFOSiGW (2008), OPI&E Content-specific assessment of the second degree – checklist. Priority 9, measure 9.3 [POIiŚ, Lista Sprawdzająca nr 4 do oceny merytorycznej II stopnia, priorytet IX, działanie 9.3] http://pois.nfosigw.gov.pl/download/gfx/pois/pl/nfoopisy/224/3/8/lista_sprawdzajaca_do_oceny_merytorycznej_ii_stopnia.doc ] 

Evaluation of the selection criteria ex-post showed that ’Reduced energy demand’ was only moderately accurate as it privileged the projects that resulted in the highest amount of energy saved, regardless of the overall energy performance of the building. Moreover, the baseline established in the energy audits could be questioned just as could be doubted the overall audit’s quality, according to the beneficiaries and national evaluators.[footnoteRef:65] The ’Unit cost of energy saving’ criterion was evaluated as highly accurate, measurable, and clear but criticised for not being linked to the unit value of co-finance per 1MWh.[footnoteRef:66] Evaluation of the ’Use of renewable sources’ criterion led to the conclusion that is was measurable, and could be evaluated objectively. However even marginal use of renewables in a project could gain the same number of points as involvement of a much more significant share of renewable energy. It could therefore lead the investors to opt for any, even suboptimal, renewable energy installation to gain points in the selection procedure.[footnoteRef:67] In general the quality of the selection procedure was flawed by the lack of a consistent methodology for calculation of the assessed parameters, and the dubious quality of energy audits.  [65:  Interview with a beneficiary. Also: ECORYS Polska (2010), op. cit.]  [66:  Polinvest, Agrotec (2014), Polinvest, Agrotec (2014) Analysis and evaluation of the accuracy of the selection criteria for projects in the energy sector, Priorities IX and X, Operational Programme Infrastructure and Environment for the years 2007 - 2013 [Analiza i ocena trafności kryteriów wyboru projektów w sektorze energetyki IX i X Priorytetu PO IiŚ na lata 2007-2013] pp.67-77, http://www.mg.gov.pl/files/upload/13083/RK_Agrotec-Polinvest_28.07.pdf ]  [67:  Pollinvest, Agrotec (2014), op. cit.] 


The minimum project value was around EUR 2.5 million (PLN 10 million). This threshold proved to be very high, and was difficult to meet for single applicants. The selection criteria allowed group applications however and many applicants teamed up in order to pass the threshold. The majority of projects were therefore group projects involving many buildings from different communes and local authorities, with little or no cohesive logic.
[bookmark: _Toc415065098][bookmark: _Toc426032969]Level of ambition for energy savings
At a project level, energy saving achieved through the supported project formed part of the selection criteria and result indicators. The baseline energy consumption of each building was established in the energy audit. It took into account the overall energy consumption of a building before thermo-modernisation. It did not include a link to the energy efficiency standards of buildings. As mentioned above, this could lead to suboptimal investment in extremely inefficient buildings that would not comply with standard energy requirements even after the thermo-modernisation. A minimum 30% of reduction in energy consumption of buildings compared to the baseline was required[footnoteRef:68]. The indicator ‘amount of energy saved as a result of thermo-modernization projects’ was defined clearly[footnoteRef:69], but beneficiaries struggled to understand the method of its calculation due to insufficient guidance provided by the NFOSiGW.[footnoteRef:70]  [68:  Interview with the Implementing Body, NFOSiGW. ]  [69:  ECORYS Polska (2010), op. cit.]  [70:  Interviews with benficiaries.] 

In general, the level of ambition for energy savings from energy efficiency interventions in public facility buildings supported under the OPI&E was low. If achieved as planned, the energy savings and CO2 reduction from thermo-modernisation of public facility buildings would contribute only marginally to the goals set in the energy and climate policy and law. For example, its implementation would contribute to 0.05% of the emissions amount required for the 20% target of CO2 reduction by 2020 as compared to the 1990 level, and 0.15% of the 20% primary energy saving by 2020 compared to 2005[footnoteRef:71]. These levels show that the expected benefits included in the rationale for investment were significantly overestimated. [71:  Agrotec, CDM (2010), Evaluation of the impact of investment as part of the 9.1 , 9.2 and 9.3 of the Operational Programme Infrastructure and Environment for the implementation of commitments related to energy saving [Ocena wpływu inwestycji w ramach działań 9.1, 9.2 i 9.3 na realizację zobowiązań związanych z oszczędzaniem energii], pp. 30-31, http://www.ewaluacja.gov.pl/Wyniki/Documents/4_047.pdf] 

[bookmark: _Toc415065099][bookmark: _Toc426032970]Role and effectiveness of energy audit 
An energy audit conducted ex-ante by an independent auditor constituted a core document in the project selection process and throughout the investment. Applicants were required to submit it as an annex to the application and ensure it meets the legal requirements.[footnoteRef:72],[footnoteRef:73] All items designated for thermo-modernisation within a project needed to be covered by the energy audit(s). The audit had to contain the so called ‘optimal option’ that indicated the scope of the intervention.  Any changes to the project investment needs occurring during project delivery had to be assessed and approved by the energy auditor.[footnoteRef:74] The recommendation from energy audits helped delimit the scope of investment and decide about the eligible costs co-financed from the CF. However, the quality and transparency of energy audits were highly questionable as they were often flawed, with overestimated figures, resulting in ineffective distribution of funds.[footnoteRef:75] Moreover, some interviewed beneficiaries suggested that rigid requirements of the tendering procedures in which energy auditors were selected, led to the choice of the cheapest providers. This caused delays in energy audit delivery and lack of certainty about its outcomes.[footnoteRef:76] [72:  Dz.U. 2008 nr 33 poz. 195, http://isap.sejm.gov.pl/Download?id=WDU20080330195&type=2  ]  [73:  Dz.U. 2002 nr 12 poz. 115, http://isap.sejm.gov.pl/Download?id=WDU20020120115&type=2  and NFOSiGW (n/a), Annex 4 to the nr 1 /PO IiŚ/ 9.3/ 2008 competition rules [Załącznik nr 4 do Regulaminu Konkursu nr 1 /PO IiŚ/ 9.3/ 2008].]  [74:  Interview with the Implementing Body, NFOSiGW. ]  [75:  ECORYS Polska (2012), op. cit. p. 31.]  [76:  Interview with a beneficiary. ] 


No ex-post energy audits were required. Reporting of achievements upon project completion was based on beneficiary declarations and energy bills. Energy bills indicate the energy consumption of a building, and facilitate comparison of its levels before and after interventions. They do not capture however any potential rebound effects so may fail to identify achievements in terms of broader benefits than energy savings; and they can be influenced by other factors, particularly variations in weather conditions from year to year. The beneficiaries are required to monitor the achievements during five consecutive years upon project completion. Result indicators are evaluated one year after project completion.  

There is no evidence of use of Energy Performance Certificates in the context of energy efficiency interventions supported under the OPI&E.[footnoteRef:77]  Until 2014 Poland failed to comply with Energy Performance of Buildings Directive, despite the transposition of its principle to the national legislation in 2007 and 2008.[footnoteRef:78]   [77:  Interviews with beneficiaries and the Implementing Body, NFOSiGW.  ]  [78:  Poland implemented the principles of the EPBD in 2007 and 2008. The changes to the Construction Act approved by the Parliament on the 19 of September 2007, together with three Ministerial Ordinances published in November 2008, constitute the transposition of the EPBD into national law. The certification of buildings started in January 2009. According to the article 63, paragraph 2, of the Construction Act, in public buildings dedicated to administration services or providing services for the general public, as e.g. railway stations, airports, museums, exhibition halls etc., the energy certificate should be placed where it is visible to the public, Sowa, J. CA-EPBD (2011) Implementation of the EPBD in Poland. Status in November 2010, http://www.epbd-ca.org/Medias/Pdf/country_reports_14-04-2011/Poland.pdf and Kasperkiewicz, K., Wall, S. (2013) Implementation of the EPBD in Poland. Status at the end of 2012, http://www.buildup.eu/sites/default/files/content/CA3-National-2012-Poland-ei.pdf] 

[bookmark: _Toc415065100][bookmark: _Toc426032971]Form of support available 
The only form of financial support available to thermo-modernisation of public facility buildings were non-repayable grants.[footnoteRef:79] This could take the form of advance payments or expenses refunds. From 85% up to 100%[footnoteRef:80] of project eligible costs were co-financed from CF. Initially this share for the majority of beneficiaries was much lower (43%) but it increased over time, as the tendering savings occurred, allocation grew and the final list of beneficiaries was established. The average co-finance share was 81% and was the second highest among the measures in the priority axis targeting energy sector.[footnoteRef:81] Very high and easily accessible grants appealed to many public sector bodies. The exact number of public bodies applying for funds is unknown because they often teamed up to file one application. There were 135 applications submitted; such demand was unexpected by the programme authorities and lead to delays in project selection and further intervention phases.   [79:  NFOSiGW, Rules of Competition (2012), interview with the Implementing Body, NFOSiGW. ]  [80:  100% co-finance was available to public budget units. This type of beneficiaries was marginal among the measure 9.3 beneficiaries selected in the first competition.]  [81:  Polinvest, Agrotec (2014), op.cit., pp. 53-54.] 


Under the OPI&E EUR 354 million was allocated to ‘energy efficiency, cogeneration and energy management’ priority theme[footnoteRef:82]. This amount includes EUR 109.4 million dedicated to thermo-modernisation of public facility buildings in both physical interventions (EUR 104.4 million) and support to strategic planning and future investment documentation.[footnoteRef:83] Support was disbursed from the Cohesion Fund.  [82:  Annual Implementation Report for 2013.]  [83:  Interview with the Implementing Body, NFOSiGW.] 


Grants were accompanied by the provision of training for the beneficiaries in the Implementing Body headquarters, but the accessibility, timing and content of the training were criticised, and it did not match the beneficiaries’ needs and expectations.[footnoteRef:84]  [84:  Interviews with Beneficiaries and conclusions from the seminar.] 

This could disadvantage further programme implementation given the low awareness of the benefits and importance of behavioural patterns related to energy consumption in buildings as well as a lack of experience of local authorities and other beneficiaries in energy efficiency project development. Information about the available support to thermo-modernisation project was disseminated through different channels including physical events, website, printed press, television radio and an audio-visual competition.[footnoteRef:85] [85:  A short video submitted to Zrób Rec.onesans presenting thermo-modernised schools in the project nr POIS.09.03.00-00-109/09-00 realised by the Municipal Office of Słupsk is available here: http://zrobreconesans.pois.gov.pl/index.php?option=com_movies&view=contest&id=102] 

[bookmark: _Toc415065101][bookmark: _Toc426032972]Changes to the measure rules and allocation
EU funds allocated to the relevant priority theme increased after 2013 by 27% compared to the initial amount of EUR 278.1 million. There was however much more substantial shift of funds within priority axis 9 in which different energy related projects were supported.[footnoteRef:86] [86:  Apart from thermo-modernisation of public facility buildings also efficient energy generation (cogeneration and renewables) and distribution were supported under priority axis 9.] 

A shift in allocations from measures where demand was relatively low, gradually increased allocation to thermo-modernisation of public facility buildings from the initial EUR 55.27 million up to EUR 109.41 million in 2014. The change was already visible in 2012 when the maximum share of co-financing for 40 supported projects increased from 50% to 85%.[footnoteRef:87] The average co-finance rate was 81% of the total investment costs with average CF allocation of EUR 2.6 million per project. [87:  NFOSiGW (2012), Rules of Competition, op. cit.] 


The higher allocation to measure 9.3 allowed support to be provided to new types of investments, namely the preparation of low-carbon growth plans and documentation for thermo-modernisation of artistic schools (see section 1.5.3 below). The change in legal basis made in 2009 was not relevant to those changes. The interviewees perceive both: high demand for support to energy efficiency interventions in buildings demonstrated in 2009 in the first call for applications, and the economic crisis slowing down the growth of the Polish economy and the introduction of austerity measures by the Polish Government as the main drivers of the mentioned reallocations and justification for more public support to energy efficiency improvement.
1.5.3. [bookmark: _Toc415065102][bookmark: _Toc426032973]ACCOMPANYING ACTIVITY: energy efficiency investment plans 
[bookmark: _Toc415065103][bookmark: _Toc426032974]Support to low-carbon growth plans
The second call for applications was launched in August 2013, almost five years after the first call. Projects were to prepare Low-carbon Growth Plans for Polish communes. The plans provide a roadmap for energy efficiency interventions in public and private sector in a commune, identifying the most pressing needs in terms of energy efficiency. 873 applications from more than 35% of Polish communes were submitted. 682 were selected for co-financing. These projects are expected to pave the way for effective energy efficiency investment developed under 2014-2020 programming period.[footnoteRef:88]   [88:  Jędrzejewska-Kozłowska B., Low-carbon grwoth plans – an opportunity for development of the communes [Plany gospodarki niskoemisyjnej szansą rozwoju gmin], ‘Czysta Energia’ nr 2(162)/2015] 

[bookmark: _Toc415065104][bookmark: _Toc426032975]Support to project documents for thermo-modernisation of artistic schools
[bookmark: _Toc415065105]At the end of June 2014, in addition to projects selected in the two competitions, support under measure 9.3 was directed to preparation of investment documentation for thermo-modernisation of 156 artistic schools (218 buildings) in Poland.[footnoteRef:89] The CF allocation to this project will reach around EUR 4.21 million (PLN 17.6 million). The total project cost is EUR 4.95 million (PLN 20.7 million).[footnoteRef:90] It aims to prepare this particular type of public facility building for thermo-modernisation projects supported with another expected EUR 50 million from the Cohesion Fund during the 2014-2020 programming period. A current project consisting of investment documentation preparation will be delivered from June 2014 to December 2015. The direct beneficiary is the Ministry of Culture and National Heritage.[footnoteRef:91] [89:  The buildings are used by 136 music schools, 16 plastic arts schools, 2 ballet schools, and 2 post-baccalauareat artistic schools. More information available on the official website of the Ministry of Regional Development, http://www.mir.gov.pl/aktualnosci/fundusze_europejskie/Strony/Termomodernizacja_szkol_artystycznych_02072014.aspx (access:21.03.2015)]  [90:  NFOSiGW official website, http://pois.nfosigw.gov.pl/aktualnosci/art,172.html (access:21.03.2014)]  [91:  Ministry of Regional Development (2014), Operational Programme Infrastructure and Environment, National Strategic Reference Framework 2007-2013 Detailed Description of Priorities [Program Operacyjny Infrastruktura I Środowisko, Narodowe Strategiczne Ramy Odniesienia 2007 – 2013 Szczegółowy opis priorytetów], http://www.poiis.wfosigw.opole.pl/media/Szczegolowy-opis-priorytetow-PO-IiS/1/20141205_szop_dokument_glowny_wersja_4_3.pdf] 

1.6. [bookmark: _Toc421602233][bookmark: _Toc426032976]Achievements
1.6.1. [bookmark: _Toc415065106][bookmark: _Toc426032977]Outputs 

In the document providing a detailed description of the priority axis, three output indicators have been developed: (i) number of thermo-modernised buildings, (ii) number of communes with Low-carbon Growth Plans compliant with competition 2/POIiŚ/9.3/2013 requirements, and (iii) number of items for which the investment documentation necessary for thermo-modernisation was prepared. The indicator values are monitored but no target levels for them were set in the programme documentation. At the end of 2013, 39 thermo-modernisation projects were completed with 342 buildings undergoing energy efficiency upgrades.[footnoteRef:92]  [92:  Annual Implementation Report for 2013] 


Information from the interview shows that there were 413 buildings thermo-modernised by the end of 2014, growing to 560 by the end of 2015[footnoteRef:93], developed in 40 projects. Regarding the accompanying measures, 670 contracts for preparation of Low-carbon Growth Plans have been signed and over a dozen such plans are already submitted for approval. A contract with the Ministry of Culture and National Heritage was signed for the preparation of investment documentation for thermo-modernisation of 156 artistic schools. Expenditure had reached 89.7% at the end of 2014.[footnoteRef:94] [93:  Interview with the Intermediate Authority, Ministry of Economy ]  [94:  Information provided by the Intermediate Authority ] 

1.6.2. [bookmark: _Toc415065107][bookmark: _Toc426032978]Results
Two result indicators were set for the investments in energy efficiency in public facility buildings: (i) amount of energy saved as a result of project completion (MWh/year) and (ii) avoided CO2 emissions as a result of project realization (thousand tonnes/year). Target values and related achievements as reported by the end of 2013 are presented in Table 3 below. No information about the methodology used to set the target values was available.
[bookmark: _Ref416168629][bookmark: _Toc421538189]Table 3: Result indicators for thermo-modernisation projects supported under measure 9.3, priority axis 9 of the OPI&E 
	Result indicator
	Target value 
(by 2013)
	Reported value 
(end of 2013)
	Achievement of the target value 

	amount of energy saved as a result of project completion (MWh/year)
	320000
	94796.21
	30%

	avoided CO2 emissions as a result of project completion (thousand tonnes)
	270
	39.42
	15%


Source: Intermediate Authority (Ministry of Economy), information based on draft AIR 2014 [footnoteRef:95] [95:  Email correspondence following an interview with the Intermediate Authority, Ministry of Economy ] 


The reported figures show significant underachievement of the result indicator target values. No consistent data documenting the results is available. Interviewed officer of the Implementing Body expects a surge in indicator values in 2015 and 2016 as the final results will be assessed one year after completion of projects.[footnoteRef:96] Considering the cost of achievement of the target value of the result indicator related to the avoided CO2 emissions and the amount of energy savings, thermo-modernisation of buildings was described as one of the four most efficient types of investment in energy related interventions under the OPI&E[footnoteRef:97]. The cost of thermo-modernisation of public facility building in projects that did not deploy renewable energy sources is estimated at around 156.46 EUR per GJ of energy saved which is relatively high, although there was no corresponding target set in the programme documentation.[footnoteRef:98] [96:  Interview with the Implementing Body, NFOSiGW ]  [97:  Other interventions involved biogas and biopower plants, underground gas storage, and wind energy projects. ECORYS Polska (2010), op.cit.]  [98:  Agrotec, CDM (2010), op. cit.] 

1.6.3. [bookmark: _Toc415065108][bookmark: _Toc426032979]Impacts

No impact indicators were used to monitor the spill-over effects of thermo-modernisation projects. According to the experts, energy efficiency projects supported in public facility buildings had only a negligible impact in terms of overall energy savings and CO2 emissions[footnoteRef:99]. The expected long term effects relate to benefits from projects under the 2014-2020 programming period that will be realized as a part of Low-carbon Growth Plans adopted by the communes and according to investment documentation for artistic schools.[footnoteRef:100]  [99:  Interview with Expert, and Agrotec, CDM (2012), op. cit.]  [100:  Interview with the Managing Authority, Ministry of Infrastructure and Development Agrotec, CDM (2010), op. cit. ] 


According to national evaluators and interviewed beneficiary thermo-modernisation projects co-financed from the EU budget have the potential to act as a role model and ‘good practice’ example of increasing energy efficiency in final energy use. Realisation of a project within the OPI&E in one commune may trigger attempts to realise thermo-modernisation project (on a smaller scale) in neighbouring communes.[footnoteRef:101] These impacts are by nature difficult to capture, particularly if there is no explicit effort to identify them, and there is no evidence that they were identified in Poland as a result of the OPI&E implementation. [101:  Agroctec, CDM (2010), op. cit., interview with a beneficiary, J. Walichnowska, the Municipal Office of Swidnice (19.03.2015)] 

1.6.4. [bookmark: _Toc415065109][bookmark: _Toc426032980]Leverage effect 

There is no leverage effect in terms of mobilised private funds through investment supported under this measure. State budget units could receive 100% finance for their projects. For other types of beneficiaries, a contribution of minimum 15% from their own resources was required. To raise the match funding, some local government units took non-subsidised commercial loans[footnoteRef:102], but no data illustrating the share of capital raised in this way is available. Use of grants with a very high co-finance share attracts less private sector investment finance than financial engineering schemes. Given that access to a share of the profits generated from savings made as a result of the energy efficiency investment was not made available, public funding did not ‘lever’ finance from private investors.[footnoteRef:103] [102:  Interview with Beneficiaries]  [103:  More on leverage effect see: Applica (2012), ‘Expert evaluation network delivering policy analysis on the performance of Cohesion policy 2007-2013: The use of the ERDF to support Financial engineering instruments’, Synthesis Report, http://ec.europa.eu/regional_policy/sources/docgener/evaluation/pdf/eval2007/expert_innovation/2012_evalnet_fei_synthesis_final.pdf ] 

A co-benefit related to the leverage effect could be observed however in  that many applicants who prepared the project documentation, but did not qualify for funding, were willing to apply for funds available nationally, namely under the Green Investment Scheme.[footnoteRef:104] Less generous financing and more difficult access to national public schemes usually made them less popular than the support from EU funds, so the initial push to prepare project documentation played an important role in the decision-making process of the beneficiaries; this incentive may have been less powerful had the co-financing levels been less generous. [104:  More about the national public and para-state funding available to support energy efficiency interventions in public and residential buildings, including Green Investment Scheme, has been presented in chapter 1 of this report.] 

1.7. [bookmark: _Toc415065110][bookmark: _Toc421602234][bookmark: _Toc426032981]Lessons for future policy development
1.7.1. [bookmark: _Toc415065111][bookmark: _Toc426032982]Challenges 

The most important challenges of implementation of energy efficiency projects in public facility buildings supported under the OP, include: 

a) Very high demand for support 
A very high demand for support to thermo-modernisation projects resulted in an unexpectedly high number of applications (135 applicants for support to physical thermo-modernisation and 863 applications for support to preparation of low-carbon growth plans) and requested amount of funding significantly exceeding expectations of the Implementing Body and initial available budget.[footnoteRef:105] For example in projects consisting of physical thermo-modernisation of public facility buildings the amount of co-finance applied for reached EUR 251 million, while only EUR 55.3 million was available.  A high number of applications caused delays in the preselection procedures (deadline for application was March 2009, the first ranking list was published in July 2009) and congestions in the decision making process for the entire priority axis.[footnoteRef:106] This challenge resulted from the overly generous and accessible grants. [105:  NFOSiGW, Infromation notice [Informacja o konkursie], http://pois.nfosigw.gov.pl/download/gfx/pois/pl/nfoopisy/271/1/10/informacja_o_konkursie_9.3_28.04.pdf ]  [106:  Polinvest, Agrotec (2014), op. cit.] 

b) Limited experience of the beneficiaries and the implementing body
General disappointment with the selection procedure in terms of its length and complexity was expressed by both the beneficiaries and the Implementing Body. From the perspective of the Implementing Body the selection procedures were too rigid, complex and time-consuming.[footnoteRef:107] The beneficiaries complained about the difficulty in scoping of eligible investments: initial energy audits were not precise enough for the project developers, and many amendments had to be made to the initial delimitation of investment prepared by the energy auditor.[footnoteRef:108] Some applications included project interventions that were not indicated in the energy audit, and were of pure decorative character such as replacement of door knobs. Discarded applications of this type lowered the total eligible costs of the project and led in some cases to the rejection of the applications due to the failure to meet the threshold project value.[footnoteRef:109] [107:  Interview with the Implementing Body and information provided  in the seminar.]  [108:  Interview with the Beneficiaries]  [109:  Interview with the Implementing Body, NFOSiGW (24.02.2015).] 


The requirement related to the eligible buildings, according to which a maximum of 15% of the surface of such a dwelling could be used for commercial activities has not always been respected by the beneficiaries. According to the national evaluators, applicants declared in some cases a higher surface area of the building, including areas unrelated to the energy efficiency investment to make sure that the commercial activity that took place in the building met the required limit.[footnoteRef:110] [110:  Polinvest, Agrotec (2014), op. cit., p. 54] 


Many problems occurred at the stage of verification of the expenditure made. Beneficiaries were not sure about what could be included as eligible costs.[footnoteRef:111] [111:  Interviews with the Beneficiaries] 

1.7.2. [bookmark: _Toc415065112][bookmark: _Toc426032983]Good practices 
There were several elements of the intervention design that proved successful according to the stakeholders. The first two out of three mentioned below were particularly noticeable:  
a) Thermo-modernisation of schools, kindergartens and hospitals
During the programme planning and implementation, schools, kindergartens and hospitals in Poland were predominantly in a poor technical condition.[footnoteRef:112] Complex thermo-modernisation improved comfort of their users and increased buildings’ energy efficiency. Timely support to these types of buildings helped optimise meeting the needs of the most vulnerable groups of building users – children, students and patients. These groups of building users usually spend a lot of time indoor every day, so thermal conditions; indoor air quality and overall aesthetics of dwellings strongly impact their comfort and health. Replacement of heaters in hospitals was especially efficient due to a relatively high consumption of water needed for their activities.[footnoteRef:113] In thermo-modernised schools, awareness raising conferences have been organised explaining the costs and opportunities related to energy use.[footnoteRef:114] The focus on these buildings appears, therefore, both to target specific needs, and to provide additional benefits in terms of overcoming the low level of public attention paid to the issue of energy efficiency and climate change.   [112:  PwC (2012), Investment challenges of the major cities in Poland – 2035 perspective [Wyzwania inwestycyjne głównych miast Polski – perspektywa 2035], https://www.pwc.pl/pl_PL/pl/publikacje/wyzwania-inwestycyjne-miast/pwc_wyzwania_inwestycyjne_miast_2012.pdf ]  [113:  Interview with an expert.]  [114:  Interview with a beneficiary.] 

b) Adjustment of intervention in the course of programme implementation
The decision of the Managing Authority of the programme to change the eligible investment types during the programming period addressed the underlying problem of lack of coherent strategic planning of investment. New eligible investment types included preparation of local strategies of energy efficiency investment and project documentation for public schools. This tackled to some extent the bad practices related to insufficient coordination and planning described below and demonstrated the value of adapting interventions in the course of the programme, in response to experience.

c) Providing advance payments
Due to limited access to own finance, and very long refund procedures[footnoteRef:115], some beneficiaries reported that the opportunity to receive advance payment for future expenditure was an important factor facilitating investment and reducing charge on the beneficiary. It is important to address this issue for public authorities facing budgetary problems, especially acute if refunding is slow as described below; however, the combination of this flexibility with the generous level of grant provided, may have been more than was necessary to overcome the constraint, and alternatives including revolving loan funds could be considered in future. [115:  Interview with a beneficiary.] 

1.7.3. [bookmark: _Toc415065113][bookmark: _Toc426032984]Practices to be improved

With regard to less successful aspects of the intervention, the following elements have been identified:
a) Lack of coherent strategic planning 
In the eyes of the Managing Authority and beneficiaries, strategic planning was lacking in the 2007-2013 programming period. No coherent action plan was developed across the country, as the communes, poviats and regions usually included energy efficiency interventions in their strategic documents related to different topics without coordination between each other. Energy efficiency investment plans were addressed in the regional strategies in a haphazard way and they were usually too general to provide a concrete guidance and investment plan.[footnoteRef:116] [116:  Interview with the Managing Authority, Ministry of Infrastructure and Development, and a beneficiary.] 

b) Overly generous and accessible grants
The very high (85%) co-finance available to the beneficiaries through grants was likely to crowd out private investment and slow down as the development of other routes to financing investment, such as the creation of public-private partnership, addressing the same market failures and barriers as grants. The excessive level and availability of funds resulted in no or very limited leverage effect, and were not sufficiently justified by contribution of the targeted outputs’ and results’ to the climate and wider social and environmental objectives. Finally according the interviewed beneficiaries, a lack of support from the EU funds would not prevent them from investing in energy efficiency improvements of public facility buildings, but would considerably reduce the number of thermo-modernised buildings  during the 2007-2013 (e.g. estimation of one beneficiary was that 3 instead of 10 school buildings could be thermo-modernised if there was no EU support provided for this purpose[footnoteRef:117]) period and slow down the investment in modernisation of public assets.[footnoteRef:118] [117:  Interview with a beneficiary. ]  [118:  This was confirmed by all beneficiaries interviewed in this case study, and by the stakeholders interviewed for the evaluation presented in Agrotec, CDM (2010), op. cit.] 

c) Lack of coordination with national public and funding schemes
Generous and easily accessible funds disbursed from the Cohesion Fund appealed to eligible beneficiaries more than nationally available schemes that offered parallel support to the same types of investment (e.g. EEA/Norwegian grants). Some beneficiaries applied for different schemes simultaneously trying to increase their chances of securing funds for energy efficiency investment. Overlaps between EU and national public funding could be ascribed to the lack of coherent strategic planning mentioned above.
d) Lack of guidance on calculating indicator values  
A lack of a methodology for calculating a building’s heat loss before and after intervention was one of the major concerns of the beneficiaries. Due to the lack of guidance in this respect, the parameters captured by the energy audit were not comparable between the projects and they were not convincing for project evaluators. For example in the case of a result indicator related to avoided CO2 emissions, failure to meet the target value was linked partly to the non-uniform requirements and methodology of energy audits accompanying the interventions. In the competition rules, the methodology for calculation of avoided CO2 emissions was not indicated[footnoteRef:119]. Evaluation of the effects of project implementation was particularly difficult in this respect. Some applicants were suspected of trying to secure funds by inflating the expected results of their project so that it looked more cost-efficient than it was in reality. The introduction of a single methodology for the calculation of heat loss would help mitigate this problem in the future.[footnoteRef:120]  [119:  Agrotec, CDM, op.cit.]  [120:  Agrotec, CDM (2010), op. cit., interview with beneficiaries.] 

e) Favouring projects including RES in all cases 
‘Use of renewable sources’ was one of the selection criteria for which additional points could be grained - even marginal use of renewables could get the same number of points as a project involving much more significant share of renewable energy. According to experts and interviewed beneficiaries it could lead the investors to opt for any, even sub-optimal, renewable energy installation to gain points in the selection procedure. For example projects involving installation of thermal solar collectors on the school rooftops were advantaged despite the fact that energy demand of schools is the lowest during summer periods when the energy output of solar thermal collectors is the highest.
f) Ad hoc group projects
Use of the Cohesion Funds to support large scale energy efficiency investment complemented the action at regional level co-financed from the ERDF. The demarcation between regional and national operational programmes in terms of the scale of thermo-modernisation of public facility buildings was set in the form of the minimum project value of around EUR 2.5 million for interventions supported from the Cohesion Fund[footnoteRef:121]. This threshold proved to be very high, and was difficult to meet for single applicants[footnoteRef:122]. In order to pass the threshold, applicants teamed up; the majority of projects were group projects involving many buildings from different communes and local authorities, with little or no cohesive logic. For example one project developed in poviats Białogard, Drawsko, Kołobrzeg, Koszalin, Szczecinek and Świdwin consisted of a comprehensive thermo-modernisation of 104 public facility buildings, including: 3 social welfare centres, 5 community centres, 1 sport hall, 2 social buildings, 2 libraries, 17 care centres and halls in rural and urban areas, 3 health centres, 1 hospital, 3 buildings of voluntary fire stations, 16 local government buildings, 8 kindergartens, 22 elementary schools, 1 middle school, 7 school complexes run by municipalities, and 13 secondary schools. Group projects were difficult to coordinate and cumbersome due to long channels of information flows. From the perspective of the Implementing Body, group projects are effective if justified by functionality or delivered by entities that are used to working together, but ‘ad hoc project teams make no sense’.[footnoteRef:123]  [121:  NFOSiGW(2009) Competition Rules, op.cit. ]  [122:  Interviews with the beneficiaries and experts.]  [123:  Interview with the Implementing Body, NFOSiGW and the conclusions of the seminar.] 

g) Slow refunds
According to the interviewed beneficiaries, time between the request for payment and transfer of the refund to the beneficiary’s account took approx. 12 months. This rendered the day-to-day operations related to project implementation difficult to manage due to the limited own budget of the beneficiary. In many cases, the beneficiaries applied for advance payments to mitigate the risk of limited liquidity resulting from slow refund payments.[footnoteRef:124] [124:  Interviews with the beneficiaries and the Implementing Body, NFOSiGW.] 

h) Lack of measures targeting residential sector
According to the beneficiaries and experts, the biggest drawback of the intervention design under the OPI&E 2007-2013 was the lack of support measures to thermo-modernisation of residential buildings. Energy efficiency needs in this sector are considered dramatic and urgent.[footnoteRef:125] [125:  Interview with an expert and a beneficiary.] 

i) Inadequate accessibility, content and timing  of trainings for beneficiaries
[bookmark: _Toc426032985][bookmark: _Toc415065114][bookmark: _Toc421602235]Training in the Implementing Body headquarters was provided to accompany the first call for applications. Some beneficiaries were not satisfied with the training courses, criticising their availability, content and timing. There were not enough places for the participants in the courses organised by NFOSiGW, the training content did not cover anything the beneficiaries could not already find in the programme documentation, and the timing was not optimal – the training was organised too early and the beneficiaries did not have sufficient experience to ask problem-specific questions[footnoteRef:126]. In future, in the context of still relatively low awareness of environmental problems and of the costs and benefits of energy efficiency investment, more and better designed trainings, as well as information campaigns targeting potential beneficiaries and the general public could help improve the effectiveness of energy efficiency projects.  [126:  Interviews with the beneficiaries.] 
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35. Ministry of Regional Development (2014), Operational Programme Infrastructure and Environment, National Strategic Reference Framework 2007-2013 Detailed Description of Priorities [Program Operacyjny Infrastruktura I Środowisko, Narodowe Strategiczne Ramy Odniesienia 2007 – 2013 Szczegółowy opis priorytetów], http://www.poiis.wfosigw.opole.pl/media/Szczegolowy-opis-priorytetow-PO-IiS/1/20141205_szop_dokument_glowny_wersja_4_3.pdf
36. Monitoring Committee (2009), OPI&E, National Strategic Reference Framework, Detailed descitprion of the priorities: Selection Criteria, http://pois.nfosigw.gov.pl/gfx/pois/userfiles/files/ix_priorytet_po_iis/ogloszenie_o_naborze_wnioskow/9_3/priorytetix.pdf
37. Monitoring data (2013) provided by DG REGIO
38. NFOSiGW (2008), OPI&E Constent-specific assessment of the second degree – checklist. Priority 9, measure 9.3 [POIiŚ, Lista Sprawdzająca nr 4 do oceny merytorycznej II stopnia, priorytet IX, działanie 9.3] http://pois.nfosigw.gov.pl/download/gfx/pois/pl/nfoopisy/224/3/8/lista_sprawdzajaca_do_oceny_merytorycznej_ii_stopnia.doc 
39. NFOSiGW (2009), Applicant’s Textbook on the Preparation and Realisation of Investment Projects under the OPI&E 2007-2013: Priority 9, [Podręcznik Wnioskodawcy w zakresie przygotowania i realizacji projektów inwestycyjnych Programu Operacyjnego Infrastruktura i Środowisko 2007-2013]
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[bookmark: _Toc426033003][bookmark: _Toc408499610]Case study: Greek Competitiveness and Entrepreneurship Operational Programme[footnoteRef:127] [127:  The main author of this case study is Thyrsos Hadjicostas.] 

1.8. [bookmark: _Toc426033004]Introduction

This case study analyses the Greek Competitiveness and Entrepreneurship Operational Programme, which provided support for energy efficiency interventions in public and residential buildings during the 2007-2013 programming period. The key characteristics of the Operational Programme are presented in Table 4.

[bookmark: _Ref424033507]Table 4: Key details of the Greek Competitiveness and Entrepreneurship Operational Programme analysed in this case study

	Name of country
	Greece

	Name of Operational Programme
	Competitiveness and Entrepreneurship [Ανταγωνιστικότητα και Επιχειρηματικότητα]

	Name of priority area
	Priority axis 4. - Completion of the country’s energy system and support for sustainability 

	CCI Code
	2007GR161ΡΟ001

	Date of operation
	2007-2013

	Level of funding
	National

	Source of funding
	ERDF and national budget

	Total budget 
	EUR 1,712 million[footnoteRef:128] [128:  Operational Programme for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα], 3rd revision (2013)] 


	Managing Authority
	Ministry of Development and Competitiveness

	Intermediary Body
	Special Agency for Coordination and Implementation of Actions in the Energy, Natural Resources and Climate Change sectors [ΕΥΣΕΔ ΕΝ/ΚΑ]



	
The following observations and hypotheses about the Operational Programme for Competitiveness and Entrepreneurship 2007-2013  in Greece, made in the course of reviews of national public and para-state funding mechanisms for energy efficiency interventions in public and residential buildings[footnoteRef:129] as well as mechanisms co-funded under ERDF/CF Operational Programmes[footnoteRef:130], have been further explored in the present pilot case study: [129:  RAMBOLL/IEEP (2015), Ex post evaluation of cohesion policy programmes 2007-2013 co-financed by the ERDF/CF – WP8: Energy efficiency in public and residential buildings, Interim Report, Annex I, pp. 84-88]  [130:  RAMBOLL/IEEP (2015), Ex post evaluation of cohesion policy programmes 2007-2013 co-financed by the ERDF/CF – WP8: Energy efficiency in public and residential buildings, Interim Report] 


· The significant increase in allocations for the priority theme code on energy efficiency, co-generation, energy management during the 2007-2013 programming period was a result of the 2009 EC legal basis change[footnoteRef:131] - the 4% maximum funding limit for energy efficiency improvements in existing housing has been reached in Greece; [131:  Regulation (EC) No. 397 / 2009 amending Regulation (EC) 1080 / 2006 on the ERDF as regards the eligibility of energy efficiency and renewable energy investments in housing (2009)] 

· All programme indicators exceeded the originally set targets – in large part due to the increase in funding allocated;
· Although simplified considerably in recent years, bureaucracy is a large burden for the funding of energy efficiency interventions in Greek households.

Methods used in the case study include analysis of information from the:

· Programme review as part of the initial phase of this study;
· Energy efficiency mechanisms review as part of the initial phase of this study;
· Inventory of national public funding developed in the first phase of this study;
· EC monitoring data;
· Evaluation report review;
· Literature review, and
· Interviews with stakeholders. 


1.9. [bookmark: _Toc426033005]Summary of main findings 
The main findings of the case study are summarised for each research questions as follows:
 What are the socio economic objectives to be achieved through these investments? Do they form part of integrated regional or urban/local strategies? What was the background to the interventions: was the urban dimension important?

· The socio-economic objectives from the implementation of energy efficiency interventions in the Greek residential buildings stock include contributing to the country's energy security, increasing employment, promoting innovation, boosting competitiveness, increasing population awareness, reducing energy poverty and improving thermal comfort and quality of life.
· The Operational Programme for Competitiveness and Entrepreneurship 2007-2013 is integrated with the National Reform Programme priorities of productivity increase and improvement of the business environment. It also aims to reduce urban energy consumption and hence facilitate urban development.

Have market failures been identified in the context of the design of the interventions? Is there an economic argument for public support to energy efficiency investments in buildings (public / residential)?

· The programme did not specifically identify market failures, although these were implicit in many of the issues identified as forming the rationale for the interventions (e.g. full external costs of energy not adequately reflected in prices; access to capital for households and municipalities; information gaps, etc.). 
· For comparison, a 2010 cost-benefit assessment of each energy efficiency measure available to residential and tertiary sector buildings in Greece arrived at the following main conclusions:
· Several energy efficiency measures are financially attractive and do not require any financial support for their implementation;
· Several other energy efficiency measures are effective, but require direct or indirect financial support for their cost beneficial implementation;
· A few energy efficiency measures are high cost for some types of buildings, and any financial support will not make them cost beneficial.


What is the logic of intervention and what is the intended change (i.e. what should change as a result of the investment, in order for the investment to be considered successful)? 

What particular challenges have been faced (awareness of funding available, building owners being reluctant to invest, etc.)?

· The fact that Greece exhibits high energy intensity and high energy consumption and savings potential in buildings, along with the high market cost to implement several energy efficiency measures, leads to important socio-economic benefits arising from the provision of financial support for energy efficiency activities in buildings. Both financial support and awareness promotion were considered necessary to encourage the Greek population to implement energy efficiency interventions in buildings

What is the nature of the activities and who are the main beneficiaries of the support?

What are the selection criteria for projects?

· The 3 core energy efficiency mechanisms in Greek buildings financed by the programme in the 2007–2013 programming period were:

1. Energy Savings in Households [ΕΞΟΙΚΟΝΟΜΩ ΚΑΤ’ ΟΙΚΟΝ]: Admission was a continuous first-come first-served process for eligible applications, until exhaustion of the allocated budget in each region - selected projects must have presented an energy upgrade of 1 class or 30% reduction in kWh/m2 consumption;
2. Energy Savings in Local Government [ΕΞΟΙΚΟΝΟΜΩ ΟΤΑ]: Selection criteria comprise the quality of building energy studies, energy saving per building area and intervention cost, significance of the problem and coverage of municipality needs - energy efficiency improvements were calculated though detailed cost benefit formulas per type of intervention;
3. Changing Air Conditioners [ΑΛΛΑΖΩ ΚΛΙΜΑΤΙΣΤΙΚΟ]: Admission involved a first-come first-served purchase of new air conditioners from any of the authorized retailers.

Was an energy audit obligatory? Are energy performance certificates used in this context and are they effective in improving the performance and rating of buildings?

· The most important development in recent years promoting energy efficiency in buildings in Greece has been the adoption of the Energy Performance of Buildings Regulation [KENAK] in 2010, which constitutes a legal leap for thermal insulation and introduces the inspection of building envelopes, heating and air conditioning systems. Two of the energy efficiency mechanisms financed by the programme, Energy Savings in Households and Energy Savings in Local Government, required energy audits and resulting energy performance certificates conforming to the KENAK regulation.

What was the level of ambition for energy savings, by types of buildings (public / residential)?

· The energy savings targets of the core energy efficiency mechanisms, which were initiated at around the time ΚΕΝΑΚ was being introduced, comprised 1,000 GWh annual energy savings in households and 11.14 GWh in municipality buildings throughout Greece, along with the replacement of 36,400 air conditioners (further 14 GWh annual energy savings).

What was the form of support for different types of investments (grants, subsidized loans, guarantees, others, including combinations of different forms of support, potentially for different parts of the investments)?

· Non-refundable grants, loans and interest subsidies were used to support investments in energy efficiency in buildings:
1. Energy Savings in Households provided 15% - 70% non-refundable grant funding, with further interest-free revolving loan financing for the remaining own contribution;
2. Energy Savings in Local Government provided 100% non-refundable grant funding to municipalities;
3. Changing Air Conditioners provided 35% non-refundable grant funding for purchasing new air conditioners.

What outputs and results are captured by the monitoring system? What views do stakeholders have on wider impacts (spill-overs)?

· 20,577 households have been energy upgraded by December 2014 (resulting in 355 GWh annual energy savings and leading to 255 kt CO2 annual reduction of greenhouse emissions). In addition, 20 municipalities are currently being energy upgraded and 36,669 air conditioners have been replaced. Since 2007 Greece has absorbed EC funding of almost EUR 516 million with over 39,000 successfully completed applications in households and more in municipalities and other types of public buildings for energy efficiency improvement.

Identify good practices by types of buildings (public / residential, including different types of public buildings, e.g. offices or schools, and residential, e.g. multi-apartment or single family houses).

· The Energy Savings in Households mechanism appears to be a promising approach to energy efficiency interventions in the residential sector, due to its combination of various forms of support provided (grants, interest-free loans and banks directly reimbursing contractors). The focus on accompanying and information measures, both within municipalities and among the wider population, also appears to have been a carefully considered approach, aimed at tackling underlying public awareness problems.
1.10. [bookmark: _Toc408499612][bookmark: _Toc426033006]Background information: economic and social context

	Greece forms the south-eastern border of Europe, with a territory of 131 957 km2,  over 11 million population and a GDP/capita  of 73% of the EU28 average.[footnoteRef:132] Energy efficiency improved significantly between 1990 and 2005[footnoteRef:133]. . Since 2005 however little progress has been registered, mainly because of the on-going financial crisis in Greece. The impact of economic recession is visible in all sectors of final energy consumption in Greece, especially after 2009.[footnoteRef:134]  [132:  EC DG Regional and Urban Policy, Analysis Unit B1 (2015), Country Fact Sheet: Greece]  [133:  The ODYSSEE –Mure factsheet for Greece estimates a 24% improvement in energy efficiency between 1990 and 2010, but with nearly all of the progress occurring before 2005. The household sector’s improvement has been slower than the economy as a whole, at 17%.]  [134:  ODYSSEE database (2012), Energy Efficiency Profile: Greece] 


The building sector accounts for almost 30% of final energy consumption in Greece. Given the EU’s policy impetus and ambitious targets of achieving energy savings in the building sector, and the poor energy performance of the majority of buildings in Greece, there is considerable potential for use of public funds for improving the energy performance of buildings.[footnoteRef:135] A total of around EUR 700 million EU funding has been invested in Greece for energy efficiency interventions in public and residential buildings during the 2007-2013 programming period, with a further EUR 550 million allocated for the 2014–2020 programming period.[footnoteRef:136] [135:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014]  [136:  Interview with Intermediary Body, Special Agency for Coordination and Implementation of Actions in the Energy, Natural Resources and Climate Change sectors [ΕΥΣΕΔ ΕΝ/ΚΑ]] 


Since 2009 in particular Greece has made a regulatory effort to improve the energy efficiency of its existing building stock but also introduce rigorous energy conservation measures for all new buildings. The cornerstone of this effort was the Energy Performance of Buildings Regulation [KENAK][footnoteRef:137] in 2010. Greece has committed[footnoteRef:138] to annually renovate 3% of the total floor area of heated and/or cooled public buildings owned and occupied by central government with a floor area over 500 m2 that do not meet the minimum energy performance requirements set in the EU Energy Efficiency Directive[footnoteRef:139], and is also progressing towards Nearly Zero-Energy Buildings (nZEB).  [137:  Ministry of Environment, Energy and Climate Change (2010), Regulation for Energy Performance of Buildings [Κανονισμός Ενεργειακής Απόδοσης Κτιρίων - ΚΕΝΑΚ], Decision D6/Β/5825/30-03-2010, FEK B’ 407]  [138:  The Coalition for Energy Savings (2015), Analysis of Member States plans to implement Article 5 of the EU Energy Efficiency Directive]  [139:  Directive 27/2012/EU of the European Parliament and of the Council on energy efficiency (2012)] 



1.11. [bookmark: _Toc408499613][bookmark: _Toc426033007]Rationale(s)
1.11.1. [bookmark: _Toc426033008]Socio-economic objectives

A need to reduce reliance on conventional fuels thanks to energy savings was recognised in the programme’s documentation[footnoteRef:140], although the associated costs were considered high. Energy savings and improving energy efficiency, namely in residential buildings, were included in the programme’s strategic targets. [140:  Operational Programme for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα], 3rd revision (2013)] 


Most residential buildings in Greece were constructed before 1980 and do not meet current standards of energy performance.  Their energy savings potential is very high. The public sector is also characterised by high energy consumption; the annual energy costs of public buildings exceed EUR 450 million.[footnoteRef:141]  [141:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014] 


According to the Operational Programme the main long term socio-economic objectives given for energy efficiency interventions in the Greek building stock are to[footnoteRef:142]: [142:  Ministry of Environment, Energy and Climate Change of Greece (2012), Implementation Guide for Energy Savings in Households Mechanism [Οδηγός Εφαρμογής Προγράμματος Εξοικονομώ κατ’ Οίκον]] 


	a) Improve the energy balance
	
Energy consumption in Greek residential and tertiary sector buildings increased by 24% between 2000–2005, one of the largest rates of increase throughout Europe. Energy consumption in buildings represented 45% of total energy consumption in 2012, with the residential sector consumption reaching 29%. This indicates the importance of energy consumption in public and residential buildings in improving Greece’s energy balance, as well as the large potential for reducing energy consumption and improving energy efficiency in buildings. 

Greece’s total primary energy supply was 27,000 kTOE in 2010. Domestic sources, primarily lignite but also renewable energy, covered only a third of Greece’s energy needs and the entire indigenous production. The remaining energy sources were oil and natural gas, which are almost 100% imported. These energy sources, in particular imported natural gas, have been the fastest growing in recent years. It is considered very important to reverse this trend, in view of the on-going financial crisis.
	
	b) Reduce economic pressure on lower income social groups 
	
Only 8% of lower income Greeks live in buildings with double glazing and insulation, in contrast to 64% of the high income population. As a result of this differentiation in the quality of residential buildings, high thermal consumption per household area is observed in the very low income population. In particular, the cost of heating and cooling per person and household area is 127% higher for the low income population when compared to the high income population. This indicates the importance of supporting lower income social groups, which in recent years are becoming increasingly threatened by energy poverty due to the on-going financial crisis.
	
c) Deliver the requirements of the Kyoto Protocol, and the Energy Performance of Buildings Directive (EPBD)
 
Energy efficiency also contributes to wider environmental protection objectives, i.e. decreasing CO2 emissions as defined in the Kyoto Protocol of which Greece is a signatory. The EC Energy Performance of Buildings (EPBD) directive must in particular be fully enforced gradually in Greece.
1.11.2. [bookmark: _Toc426033009]Link to national strategies and the urban dimension 
	The programme is highly relevant to and integrated with the National Reform Programme priorities of productivity increase and improvement of the business environment.[footnoteRef:143] Energy efficiency is addressed in Priority Axis 4 of the programme, on completion of the country’s energy system and enhancement of sustainability, through Specific Objective 4.1 which includes energy savings and improvement of energy efficiency in buildings. Indicative actions include energy saving and energy efficiency improvement interventions (residential sector) as well as energy investments (undertaken by municipalities). This is in particular consistent with the objectives of the programme for Environment and Sustainable Development.[footnoteRef:144] [143:  Ex ante Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2007), Summary of Conclusions and Recommendations]  [144:  Operational Programme for Environment and Sustainable Development in Greece 2007–2013 [Ε.Π. Περιβάλλον και Αειφόρος Ανάπτυξη], 3rd revision (2013)] 

The Competitiveness and Entrepreneurship programme aimed to reduce urban energy consumption and hence facilitated urban development, a connection that is more explicitly developed in the new 2014–2020 programme.[footnoteRef:145] In particular, the mechanism for Energy Savings in Local Government [ΕΞΟΙΚΟΝΟΜΩ ΟΤΑ] in the current programme aims to implement actions and proven good practices for the reduction of energy consumption in the urban environment, with a focus on municipality buildings.[footnoteRef:146]  [145:  Operational Programme for Competitiveness, Entrepreneurship and Innovation 2014–2020 [Ε.Π. Ανταγωνιστικότητα, Επιχειρηματικότητα και Καινοτομία], initial approved edition (2014)]  [146:  Ministry of Development (2009), Proposal Development Guide for Energy Savings in Local Government Mechanism [Οδηγός Υποβολής Προτάσεων Προγράμματος Εξοικονομώ σε Οργανισμούς Τοπικής Αυτοδιοίκησης]] 

76% of Greek households are in urban areas[footnoteRef:147] and show growing electricity and heating oil demand. In terms of demand for heating sources, Greek rural households increasingly in recent years rely on wood[footnoteRef:148], as a result of the on-going financial crisis.  [147:  National Technical University of Greece (2009), Investigation and recording of prototypes and energy consumption parameters of the Greek household [Διερεύνηση και καταγραφή των προτύπων που περιγράφουν παραμέτρους των ενεργειακών καταναλώσεων της ελληνικής οικογένειας]]  [148:  Ministry of Environment, Energy and Climate Change of Greece (2014), Long Term Strategy Mobilising Investments for Renovating the National Building Stock [Έκθεση Μακροπρόθεσμης Στρατηγικής για την Κινητοποίηση Επενδύσεων για την Ανακαίνιση του Εθνικού Κτιριακού Αποθέματος]] 



1.11.3. [bookmark: _Toc426033010]Market failures and other arguments for public support to energy efficiency interventions in buildings 
	The Operational Programme did not specifically identify market failures, although these are implicit in many of the issues identified as forming the rationale for the interventions (e.g. full external costs of energy not adequately reflected in prices; access to capital for households and municipalities; information gaps, etc).

a) Financial attractiveness

The 2007 average investment cost and lifetime for each energy efficiency measure available to residential and tertiary sector buildings in Greece is presented in Table 5[footnoteRef:149]. [149:  Balaras C.A., Gaglia A.G., Georgopoulou E., Mirasgedis S., Sarafidis Y., Lalas D.P. (2007), European Residential Buildings and Empirical Assessment of the Hellenic Residential Building Stock, Energy Consumption Emissions and Potential Energy Savings, Building & Environment, 42/3, pp 1298-1314  ] 


[bookmark: _Ref422145342] Table 5: Investment cost for energy efficiency measures in Greek buildings

	Energy efficiency measure and lifetime
	Average investment cost – tertiary sector
	Average investment cost – residential sector

	External wall insulation: 30 years
	EUR 31.9/m2  insulation
	EUR 33/m2 insulation

	Roof insulation: 30 years
	EUR 27.1/m2 insulation
	EUR 28/m2 insulation

	Double glazing: 30 years
	EUR 156/m2 glazing
	EUR 160/m2 glazing

	Central heating system maintenance
	EUR 170-500/building (for 1,000-5,000 m2)
	EUR 110

	Oil boiler: 25 years
	EUR 1,700-6,000/building (for 1,000-5,000 m2)
	EUR 1,180/residence – 
EUR 2,935/block of flats

	Natural gas boiler: 25 years
	EUR 1,300-6,000/building (for 500-5,000 m2)
	EUR 1,180/residence – 
EUR 2,935/block of flats

	Temperature balance controls: 20 years
	EUR 800-2,600/building (for 1,000-5,000 m2)
	EUR 880/building

	Space thermostats: 15 years
	EUR 19.3/thermostat
	EUR 290/residence – 
EUR 1,500/block of flats

	Shading: 10 years
	EUR 24.2/m2 shade
	EUR 20/m2 shade

	Roof fan: 10 years
	EUR 48/fan
	EUR 20/fan

	Evening ventilation
	EUR 0.08/kWh
	

	Solar collectors: 10 years
	EUR 290/m2 solar collection
	EUR 740/ solar collection 

	Energy efficient lamps: 10 years
	EUR 0.6/m2 building surface
	EUR 1/m2 building surface

	Building Management System: 10 years
	EUR 14.5/m2 building surface
	

	Air insulation: 2 years
	
	EUR 20/residence

	New air-conditioners: 10yrs 
	
	EUR 700/ air-conditioner






	Taking into consideration CO2 reduction estimates for Greek buildings[footnoteRef:150], a detailed cost-benefit assessment was conducted in 2010 for each energy efficiency measure[footnoteRef:151], arriving at the following main conclusions: [150:  Mirasgedis S., Georgopoulou E., Sarafidis Y., Balaras C.A., Gaglia A., Lalas D.P. (2014), CO2 emission reduction policies in the Greek residential sector: a methodological framework for their economic evaluation, Energy Convers Manage, 45(4), pp 537–57]  [151:  Lalas D.P., Balaras C.A., Gaglia A., Georgopoulou E., Mirasgedis S., Sarafidis Y., Psomas S. (2012), Investigation of Support Policies for the promotion of policy measures for CO2 Emission Reduction in the Residential – Tertiary Sector [Διερεύνηση Υποστηρικτικών Πολιτικών για την προώθηση των μέτρων πολιτικής του ΥΠΕΧΩΔΕ σχετικά με Μείωση των Εκπομπών CO2 στον Οικιακό – Τριτογενή Τομέα], Final Report, Institute for Environmental Research & Sustainable Development (IERSD - NOA) ] 


· Several energy efficiency measures are financially attractive and do not require any financial support for their implementation (simple interventions, e.g. insulation and frames, can be implemented cost-beneficially in Greece with a 7-8 year payback period[footnoteRef:152]); [152:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES] 

· Several other energy efficiency measures are effective, but require direct or indirect financial support for their cost beneficial implementation;
· A few energy efficiency measures are high cost for some types of buildings, and any financial support will not make them cost beneficial;
· Information dissemination and financial support incentives are required to encourage the Greek population to implement energy efficiency interventions in buildings. 

During implementation of the mechanism for Energy Savings in Households, it was quickly realized that the 35% maximum grant offered was not adequate to attract sufficient lower-income household owners, necessitating a drastic increase of this maximum grant level to 70%.[footnoteRef:153] It is nevertheless debateable whether the extent of this increase was adequate to meet the needs[footnoteRef:154], or excessive[footnoteRef:155]. Furthermore, during implementation of the mechanism for Energy Savings in Local Government mechanism it was realised that most Greek municipalities, had difficulty in securing their necessary 30% own funding contribution, partly as a result of the financial crisis; which led to a decision to increase ERDF support to 100% financing in order for these investments to proceed.[footnoteRef:156] It is noted that 100% financing is the standard practice for co-financed energy efficiency interventions in public buildings in Greece. [153:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy]  [154:  Interview with energy auditor]  [155:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ]]  [156:  Law N. 4203 / 2013 on Regulation of Renewable Energy Sources issues and other provisions [Ρυθμίσεις θεμάτων Ανανεώσιμων Πηγών Ενέργειας και άλλες διατάξεις], Article 14 ] 


In addition to the above financial support level market failures, the following have also been reported[footnoteRef:157] as hindering the effectiveness of energy efficiency measures for buildings in Greece during the 2007–2013 programming period: [157:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 


· A general delay in introducing EU requirements for energy efficiency in the Greek legal framework, and in their implementation, since additional legislative acts need to be published[footnoteRef:158]; [158:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES)] 

· Joint ownership issues for blocks of residential flats, leading to a higher administrative burden; 
· Split incentives for rented property (tenants not encouraged to undertake energy efficiency investments unless owners also agree);
· Construction companies initially resisted procurement of the Energy Savings in Households mechanism, as they preferred to deal directly with the household owners (this ceased to be an issue when the grant subsidy level increased)[footnoteRef:159]; [159:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ]] 

· Gap in legal framework used by municipalities for the procurement of management consultancy services (relevant tender templates provided by the Centre for Renewable Energy Sources and Saving CRES to support municipalities in overcoming this)[footnoteRef:160]; [160:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES] 

· No certification applicable for construction businesses undertaking energy efficiency restorations (resulting in varying quality of work)[footnoteRef:161]; [161:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 

· Energy certificate not yet widely required or utilised (e.g. during rental of buildings).

b)	Legislative gaps

There is a general delay in introducing EC legislation for energy efficiency in the Greek legal framework, as well as in their implementation; additional legislative acts still need to be published[footnoteRef:162]. This has also particularly delayed the application of energy efficiency interventions in public and residential buildings.  [162:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES)] 


More specifically, there were gaps in the legal framework for procurement of management consultancy services by municipalities. Relevant tender templates were provided by the Centre for Renewable Energy Sources and Saving (CRES) to support the municipalities in overcoming this[footnoteRef:163] to implement the Energy Savings in Local Government mechanism. [163:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES)] 


c)	Energy efficiency awareness

Energy efficiency awareness among the Greek population has been increasing in recent years, especially since the increase in price and taxation of imported oil, but is nevertheless still not very strong.[footnoteRef:164] Indeed, an “energy efficiency culture” is being gradually shaped among Greek citizens, relating to the idea of creating a self-sustaining improvement. This is becoming even stronger now, as a result of the financial crisis. [164:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 


However, there is a widespread notion among the Greek population that electricity should be provided free of charge to all households, to which end the special social tariff offered recently to needy households contributes to further cultivating this mentality against energy efficiency[footnoteRef:165]. In general, there is a serious lack in energy education among large parts of the Greek population. There has never been a consistent government education and training effort aiming at energy efficiency.[footnoteRef:166] [165:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014]  [166:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014] 


Finally, energy performance certificates are still in practice not widely required or utilised in Greece, e.g. during the rental of buildings[footnoteRef:167] or the issuance of bank loans using the building property as a collateral. Even in the case of building property sales, where energy performance certificates are indeed required, they still do not in any way affect the price of the building.[footnoteRef:168]    [167:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy]  [168:  Interview with construction company] 


d)	Residential sector joint ownership and split incentives issues

Many owners in blocks of flats find it difficult to secure enough cooperation to overcome the increased administrative burden of preparing a joint application.[footnoteRef:169] While more attractive financial incentives were provided under the Energy Savings in Households mechanism to respond to this problem, these appear not to have fully resolved the issue. [169:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 


Household ownership issues present a further source of transaction costs hindering applications of households for the Energy Savings in Households mechanism. More specifically, the split incentives problem (tenants not being encouraged to undertake energy efficiency investments unless owners also agree) is prevalent.[footnoteRef:170] [170:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 



1.11.4. [bookmark: _Toc426033011]Logic of intervention and the intended change 
	A specific integrated intervention logic for energy efficiency investments in Greek buildings has been developed in this case study. This is summarised graphically in Figure 3.

[bookmark: _Ref424636595]Figure 3: Intervention logic for energy efficiency in Greek buildings

[image: ]

The rationale for energy efficiency in Greek buildings is clear and has been presented in earlier parts of this section. In summary, the fact that Greece exhibits:

· high energy intensity as well as high energy consumption and savings potential in buildings, along with
· high market cost to implement several energy efficiency measures,

is recognised to lead to important socio-economic benefits arising from the provision of financial support for energy efficiency activities in buildings.

The implementation of energy efficiency interventions in the Greek buildings stock is also considered to result in the following benefits[footnoteRef:171]:  [171:  Ministry of Environment, Energy and Climate Change (2011), 2nd National Energy Efficiency Action Plan  (NEEAP) 2008-2016] 


· Enhance the country's energy security by reducing dependence on imported fuels; 
· Encourage innovation through the promotion of new technologies; 
· Temporary employment in the construction and other sectors;
· Boost the economy’s competitiveness at national and regional level;
· Increase population awareness on energy efficiency;[footnoteRef:172] [172:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 

· Reduce energy poverty and increase buildings’ value;[footnoteRef:173] [173:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 

· Improve thermal comfort and quality of life in public buildings (e.g. schools, community centres for the elderly[footnoteRef:174]) as well as households.[footnoteRef:175] [174:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES]  [175:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E] 


As also presented earlier in this section, both financial support and promotional inputs were considered necessary to encourage the Greek population to implement energy efficiency interventions in buildings. These include (all EC ERDF supported):

· Grants and interest subsidies;
· Information dissemination, education and training; and
· Market mobilisation. 

Nevertheless, the grounds for choosing grants as the primary form of support are not clearly set out in official programme or other documents. It is however evident that the on-going financial crisis does not make energy efficiency investments without a large grant subsidy element attractive, neither for households not for municipal and other public sector buildings[footnoteRef:176].  [176:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 



1.12. [bookmark: _Toc408499614][bookmark: _Toc426033012]Interventions
1.12.1. [bookmark: _Toc426033013]Governance 
	The Managing Authority (Ministry of Development and Competitiveness) has overall responsibility for the programme’s implementation. Three public sector Intermediary Bodies have been appointed[footnoteRef:177] for the management of specific energy sector mechanisms:  [177:  Operational Programme for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα], 3rd revision (2013)] 


1. Special Agency for Coordination and Implementation of Actions in the Energy, Natural Resources and Climate Change sectors [ΕΥΣΕΔ ΕΝ/ΚΑ], with responsibility for detailing and overall coordination of energy interventions by all sectoral and regional operational programmes;
2. Ministry Directorate for Renewable Sources and Energy Savings [Διεύθυνση Ανανεώσιμων Πηγών και Εξοικονόμησης Ενέργειας], with responsibility for setting energy policy and associated technical issues;
3. Centre for Renewable Energy Sources and Saving (CRES), with particular responsibility for the Energy Savings in Local Government mechanism.

The Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] is a direct Beneficiary of funds from the programme. ΕΤΕΑΝ was in charge of the interest-free loan element of the Energy Savings in Households mechanism.

Overall coordination by ΕΥΣΕΔ ΕΝ/ΚΑ was reported[footnoteRef:178] to be effective with the programme’s Managing Authority, partially effective with the 5 regional Intermediary Managing Authorities, but not very effective with the Managing Authority of the associated programme for Environment and Sustainable Development. There has been effective liaison of ΕΥΣΕΔ ΕΝ/ΚΑ with the Ministry Directorate for Renewable Sources and Energy Savings at all times. The most challenging governance issue has been the frequent political changes during the 2007–2013 programming period, resulting in hierarchical changes, additional bureaucracy, and general delays in operations. [178:  Interview with Intermediary Body, Special Agency for Coordination and Implementation of Actions in the Energy, Natural Resources and Climate Change sectors [ΕΥΣΕΔ ΕΝ/ΚΑ]] 



1.12.2. [bookmark: _Toc426033014]Core activities
	Nature of activities and main beneficiaries

The programme allocated EUR 153.9 million of funding to the priority theme code on energy efficiency, co-generation, energy management. This amount was over-committed to a total of EUR 286 million by December 2014[footnoteRef:179], with excess funds from other spending priorities shifted to code 43.  [179:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 


At the beginning of the programming period only EUR 17.8 million was allocated for the relevant priority theme, which significantly increased during the seven year period and by the end of the programming period amounted to EUR 153.9 million. This significant increase in allocations for the priority theme on energy efficiency, co-generation and energy management was a direct result of the 2009 EC legal basis change.[footnoteRef:180] It is noted that the 4% maximum funding limit for energy efficiency improvements in existing housing has been reached in Greece. Without this legal basis change, it would not have been possible to introduce the corresponding mechanisms for energy efficiency in households. Another change that supported the formulation of these mechanisms was the acceptance of financial engineering instruments (loans etc.) as an eligible form of finance for energy efficiency interventions in households. [180:  Regulation (EC) No. 397 / 2009 amending Regulation (EC) 1080 / 2006 on the ERDF as regards the eligibility of energy efficiency and renewable energy investments in housing (2009)] 

 
However, the significant over-commitment of funding to the relevant priority theme code has recently resulted in revoking some already approved applications for co-financing for energy efficiency interventions in households. Most of the revoked applicants did not eventually go ahead in implementing their energy efficiency interventions, but there have been some reported to have proceeded (in smaller-scale interventions) even without co-financing.  

The 3 core energy efficiency mechanisms in Greek buildings financed by the programme in the 2007–2013 programming period were:

1. Energy Savings in Households [ΕΞΟΙΚΟΝΟΜΩ ΚΑΤ’ ΟΙΚΟΝ],
2. Energy Savings in Local Government [ΕΞΟΙΚΟΝΟΜΩ ΟΤΑ],
3. Changing Air Conditioners [ΑΛΛΑΖΩ ΚΛΙΜΑΤΙΣΤΙΚΟ]. 

These mechanisms are summarised below.

a)	Energy Savings in Households [ΕΞΟΙΚΟΝΟΜΩ ΚΑΤ’ ΟΙΚΟΝ]

This mechanism applied to old, authorised residential buildings which were not built under the 1979 Thermal Insulation Regulation, located in areas with a zone price less than or equal to EUR 2,100/m2 and used as primary or secondary residence by owners who meet certain income criteria. It aimed at replacing frames / glass panes and installing shading systems, installing thermal insulation in the building envelope (including the roof and supporting pillars) and/or upgrading the heating and domestic hot water system using CE certified building materials and electromechanical systems, resulting in an energy upgrade by 1 class or 30% reduction in consumption. It is noted that for most of the older household buildings (H-class, constructed in the 1960s or earlier, representing around 59% of total applications to the mechanism[footnoteRef:181]) it was difficult to upgrade energy class, but these exhibited instead a 30% reduction in consumption after the energy efficiency interventions. [181:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism] 


In practice, the mechanism’s interventions mostly concerned the replacement of frames / glass panes and installation of shading systems, exceeding 50% of the total budget[footnoteRef:182]. Actions also included investments related to renewable energy sources if these were part of the buildings’ renovation system, i.e. biomass burner, heat pumps, solar thermal systems, etc.[footnoteRef:183] [182:  Ministry of Environment, Energy and Climate Change (2014), National Energy Efficiency Action Plan (NEEAP) 2014-2020]  [183:  Competitiveness and Entrepreneurship O.P. Managing Authority (2014), Annual Implementation Report for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ετήσια Έκθεση Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα]] 


In addition to the primary grant subsidy, the mechanism provided 4-6 year loans, with or without a guarantor, without mortgaging the property, direct loan repayment without charges, and immediate payment of contractors through the banking system without the involvement of householders. This financial engineering element currently represents 40% of total funding for the Energy Savings in Households mechanism[footnoteRef:184]. It is noted that a relatively high 65%[footnoteRef:185] proportion of loans have been approved for the mechanism under commercial banking rules. Upon inclusion in the mechanism, banks deposit 40% of the total investment budget for the initiation of works. For admission to the mechanism an energy audit was required, before and after the interventions, the cost of which was also fully covered by the mechanism.   [184:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority]  [185:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism] 


The Energy Savings in Households mechanism was promoted as required by the 4 selected private sector banks, albeit with a questionable impact on the energy awareness of the overall population.[footnoteRef:186] 74% of the beneficiaries surveyed reported their satisfaction with the quality of this information.[footnoteRef:187] The banks nevertheless highlighted the need for more promotion / dissemination activities, i.e. increasing the budget allocated, along with central information / dissemination activities on the budget availability and depletion rate. The latter has been a source of contention due to speedy budget depletion and subsequent revoking of approvals in the 3 northern Greece regions, which has severely affected the confidence of household owners to the mechanism as well as the implementing banks.  [186:  Interview with energy auditor]  [187:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E] 


b)	Energy Savings in Local Government [ΕΞΟΙΚΟΝΟΜΩ ΟΤΑ]

This mechanism was applied for buildings of municipalities with a population of over 10,000 residents (or capitals of prefectures regardless of population). This aimed at reducing the energy consumption of existing municipal buildings by 30%, through interventions such as energy renovation of building envelopes, energy upgrade of electrical and mechanical installations, upgrading of artificial lighting system and installation of energy management systems.

As was the case for households, actions included in the mechanism for Energy Savings in Local Government investments related to renewable energy sources if these were part of the buildings’ renovation system, i.e. biomass burner, heat pumps, solar thermal systems etc.[footnoteRef:188] Also, actions funded included the technical infrastructure of municipalities (e.g. biological cleaning stations, pump-rooms), energy-efficient street lighting, as well as the replacement of mechanical equipment in technical infrastructure and transportation means.  [188:  Competitiveness and Entrepreneurship O.P. Managing Authority (2014), Annual Implementation Report for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ετήσια Έκθεση Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα]] 


The Energy Savings in Local Government mechanism also required the inclusion by each municipality of actions for targeted information dissemination, awareness raising and networking on the importance of energy efficiency within an integrated innovative communication strategy, allowing 2% – 5% of their total budget for this purpose. These actions were specially addressed to municipality officials concerning energy monitoring of the effects on the operations under the measure, as well as to the local public at large in order to increase their energy efficiency awareness leading to a change in their energy behaviour.[footnoteRef:189] [189:  Ministry of Development (2009), Proposal Development Guide for Energy Savings in Local Government Mechanism [Οδηγός Υποβολής Προτάσεων Προγράμματος Εξοικονομώ σε Οργανισμούς Τοπικής Αυτοδιοίκησης]] 


c)	Changing Air Conditioners [ΑΛΛΑΖΩ ΚΛΙΜΑΤΙΣΤΙΚΟ]

This mechanism applied to all owners of old air conditioners in operation, who wished to replace up to 2 of these with new inverter technology high energy class appliances. It offered a 35% grant subsidy on the retail price of each new air conditioner, capped at EUR 500, and proved to be very attractive mechanism, reaching its allocated budget within a very short 2.5-month period (10th June – 22nd August 2009).



	Selection criteria for projects

The application and selection process is summarized next for each of the core energy efficiency mechanisms financed by the programme.

a) Energy Savings in Households [ΕΞΟΙΚΟΝΟΜΩ ΚΑΤ’ ΟΙΚΟΝ]

Admission to the mechanism was a continuous first-come first-served process for eligible applications, as presented in Table 2[footnoteRef:190], until exhaustion of the allocated budget in each region. Selected projects must have presented an energy upgrade of 1 class or 30% reduction in kWh/m2 consumption, measured by energy auditors before and after implementation. [190:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014] 


The 3 main categories of beneficiaries, based on different levels of personal and family income, and their corresponding incentives to participate in the Energy Savings in Households mechanism are presented in Table 6.[footnoteRef:191] The maximum eligible budget of interventions could not exceed EUR 15,000 per household. [191:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014] 


[bookmark: _Ref424636673]Table 6: Beneficiaries and incentives for house energy improvement 

	Beneficiaries
	Category “A1”
	Category “A2”
	Category “B”

	Personal Income (P.I.)
	P.I. ≤EUR 12,000

	EUR 12,000 < P.I. ≤
EUR 40,000
	EUR 40,000 < P.I. ≤
EUR 60,000

	Family Income (F.I.)
	F.I. ≤ EUR 20,000
  
	EUR 20,000 < F.I. ≤
EUR 60,000
	EUR 60,000 < F.I. ≤
EUR 80,000

	Incentives
	70% Subsidy;
30% Interest-free
loan 
	35% Subsidy;
65% Interest-free loan
	15% Subsidy;
85% Interest-free
loan 




b) Energy Savings in Local Government [ΕΞΟΙΚΟΝΟΜΩ ΟΤΑ]

The 5 main sub-categories of beneficiaries and their maximum eligible grant subsidy under the Energy Savings in Local Government mechanism are presented in Table 3.[footnoteRef:192] From 55% to 65% of the maximum eligible budget was allocated to interventions in municipality buildings, In practice, around 58% of the mechanism’s interventions were directed to municipality buildings, mostly concerning thermal insulation and replacement of frames. Following discussions with a number of municipalities, it is estimated that interventions in buildings could have been increased to up to 80%[footnoteRef:193] if not constrained between 55% - 65% for each municipality. [192:  Ministry of Development (2009), “Proposal Development Guide for Energy Savings in Local Government Mechanism” [Οδηγός Υποβολής Προτάσεων Προγράμματος Εξοικονομώ σε Οργανισμούς Τοπικής Αυτοδιοίκησης]]  [193:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES] 


Table 7: Beneficiary budgets for municipality energy improvement 

	Beneficiary
	Maximum Eligible Budget

	Municipality > 10,000 & < 45,000 inhabitants
	EUR 700.000

	Municipality > 45,000 & < 90,000 inhabitants
	EUR 1.000.000

	Municipality > 90,000 & < 150,000 inhabitants
	EUR 1.500.000

	Municipality > 150,000 & < 300,000 inhabitants
	EUR 3.000.000

	Municipality > 300,000 inhabitants
	EUR 6.000.000



The Energy Savings in Local Government mechanism also required the inclusion by each municipality of actions for targeted information dissemination, awareness raising and networking on the importance of energy efficiency within an integrated innovative communication strategy, allowing 2% – 5% of their total budget for this purpose. These actions were specially addressed to municipality officials concerning energy monitoring of the effects on the operations under the measure, as well as to the local public at large in order to increase their energy efficiency awareness leading to a change in their energy behaviour.[footnoteRef:194] [194:  Ministry of Development (2009), Proposal Development Guide for Energy Savings in Local Government Mechanism [Οδηγός Υποβολής Προτάσεων Προγράμματος Εξοικονομώ σε Οργανισμούς Τοπικής Αυτοδιοίκησης]] 



c) Changing Air Conditioners [ΑΛΛΑΖΩ ΚΛΙΜΑΤΙΣΤΙΚΟ]

The application process involved a first-come first-served purchase of new air conditioners from one of numerous authorised retailers throughout Greece. The beneficiary paid only the 65% of the prices; the grant subsidy covered the remainder and was paid directly to the authorized retailers, upon confirmation of the buyer’s eligibility to participate in the mechanism[footnoteRef:195]. [195:  Ministry of Development (2009), Description of Mechanism for Changing Air Conditioners [Περιγραφή Δράσης Αλλάζω Κλιματιστικό]] 


	The mechanism also involved recycling the old air conditioners being replaced, which were forwarded from the authorised retailers to intermediary body "Appliances Recycling S.A.", which in turn transported them to certified processing plants for recycling.[footnoteRef:196]  [196:  Ministry of Environment, Energy and Climate Change (2011), 2nd National Energy Efficiency Action Plan  (NEEAP) 2008-2016] 


Role and effectiveness of energy audit

The most important development in recent years promoting energy efficiency in buildings in Greece has been the adoption of the Energy Performance of Buildings Regulation [KENAK][footnoteRef:197] in 2010, which corresponds to ISO 13790, EPBD and other international standards and  constitutes a legal leap for thermal insulation (including its energy performance certification). ΚΕΝΑΚ in particular introduces the inspection of building envelopes, heating and air conditioning systems. Energy auditors are introduced to inspect and ensure the correct application of KENAK in different building categories and issue energy performance certificates after these audits. Two of the core energy efficiency mechanisms financed by the programme, the Energy Savings in Households and the Energy Savings in Local Government mechanisms, required energy audits, and resulting energy performance certificates, conforming to the KENAK regulation. [197:  Ministry of Environment, Energy and Climate Change (2010), Regulation for Energy Performance of Buildings [Κανονισμός Ενεργειακής Απόδοσης Κτιρίων - ΚΕΝΑΚ], Decision D6/Β/5825/30-03-2010, FEK B’ 407] 


The Energy Savings in Households mechanism requires pre- and post- energy audits to verify an energy upgrade by 1 class or 30% reduction in consumption. In particular, the energy audits checked the total heated area of buildings, energy upgrade and reduction in primary energy (kWh/m2) consumption, as well as the reasoning for possible change of boiler / burner and possible addition of internal insulation.[footnoteRef:198]  [198:  Ministry of Environment, Energy and Climate Change of Greece (2012), Implementation Guide for Energy Savings in Households Mechanism [Οδηγός Εφαρμογής Προγράμματος Εξοικονομώ κατ’ Οίκον], Annex VII ] 


The Energy Savings in Local Government mechanism required post- energy audits to verify a 30% reduction in consumption. As proposals were submitted in 2009, before adoption of the ΚΕΝΑΚ regulation, the initial audit was substituted by measurements and calculation estimates of the municipalities. In particular, the energy audit of office buildings checked in detail the building energy studies, emphasising the general and technical description of the building, heating system, cooling system, water heating system, electrical loads and renewable energy systems, leading to justified energy efficiency intervention proposals necessary.[footnoteRef:199] Information recorded in the general and technical description of the building during the energy audit indicatively included its construction year, whether a major renovation was previously undertaken, total area, number of floors, volume of heated / cooled areas, frequency of use, external environment, neighbouring buildings, orientation, construction materials, frames, openings, shading system, roof and thermal insulation.    [199:  Ministry of Development (2009), Proposal Development Guide for Energy Savings in Local Government Mechanism [Οδηγός Υποβολής Προτάσεων Προγράμματος Εξοικονομώ σε Οργανισμούς Τοπικής Αυτοδιοίκησης], Annex 5.1] 


A special registry was formed for energy auditors. These must be architects or engineers (civil, mechanical, electrical, etc.) members of the Technical Chamber of Greece, or graduate engineers from technological institutions with 4 years minimum professional experience. The approved auditors are obliged to follow specialised training programmes coordinated by the Service of Energy Auditors [ΕΥΕΠΕΝ] and successfully pass the qualification examinations before being granted permission to perform energy audits. They are under the supervision and control of the Special Service of Energy Auditors [ΕΥΕΠΕΝ]. Based on their academic background, auditors are certified to carry out different types of audits, divided into two license categories (A for the envelope of buildings with a total floor area less than 1,000 m², B for buildings that exceed 1,000 m²). There are also energy auditors certified for the inspection of boilers / heating systems and air conditioning systems of buildings.[footnoteRef:200] [200:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014] 


Energy performance certificates contain the following information[footnoteRef:201]: [201:  Intelligent Energy Europe Programme (2013), Implementing the Energy Performance in Buildings Directive (EPBD), EPBD Implementation in Greece, pp. 201 - 208] 


· Basic building data;
· Building classification based on calculated primary energy consumption;
· Calculated CO2 emissions;
· Metered total energy consumption by energy carrier;
· Quality of thermal, visual and acoustic comfort and air quality (subjective opinion);
· Up to 3 recommendations (including primary energy savings / m2, CO2 emissions reduction, investment cost, payback period, cost / kWh saved); and
· Calculation of primary energy consumption per use and carrier.

Energy performance certificates are required for all new public and residential buildings in Greece. They are however in general still not yet widely demanded, e.g. as a requirement during rental, or as a price-influencing factor during the sale of properties[footnoteRef:202], although accepted by all to have been positively designed[footnoteRef:203]. Indeed, even in the case of building property sales where energy performance certificates are required, they still do not in any way affect the price of the building.[footnoteRef:204]  Energy performance certificates were specifically required in the Energy Savings in Households (pre- and post-intervention) and Energy Savings in Local Government (post-intervention) renovation mechanisms. However, energy auditors due to low demand and intense competition demanded relatively low fees, which resulted in poor audit quality on many occasions. Indeed, some of the funding had to be revoked because the energy audits had not been conducted properly. Extensive communication campaigns are required to promote the wider use of energy performance certificates in Greece.[footnoteRef:205] [202:  Interview with construction company]  [203:  Interview with energy auditor]  [204:  Interview with construction company]  [205:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 




	
Level of ambition for energy savings

The following energy savings targets were initially recorded for the core energy efficiency mechanisms financed by the programme:

Energy Savings in Households aimed at annual energy savings of 1,000 GWh[footnoteRef:206] (83.8 ktoe) throughout Greece. Considering that energy consumption in the Greek residential sector was 5,000 ktoe in 2012[footnoteRef:207], this mechanism aims at 6% energy savings from households throughout Greece. [206:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism]  [207:  Ministry of Environment, Energy and Climate Change of Greece (2014), Long Term Strategy Mobilising Investments for Renovating the National Building Stock [Έκθεση Μακροπρόθεσμης Στρατηγικής για την Κινητοποίηση Επενδύσεων για την Ανακαίνιση του Εθνικού Κτιριακού Αποθέματος]] 


Energy Savings in Local Government aimed at the annual reduction of consumption in municipality buildings in particular by 11.14 GWh or 958 TOE, 7.80 GWh of which for heat and 3.34 GWh for electricity throughout Greece.[footnoteRef:208] These targets were in particular considered to be realistic, as they were set based on the outcome of a Strategic Environmental Assessment study.[footnoteRef:209] [208:  Ministry of Development (2009), Proposal Development Guide for Energy Savings in Local Government Mechanism [Οδηγός Υποβολής Προτάσεων Προγράμματος Εξοικονομώ σε Οργανισμούς Τοπικής Αυτοδιοίκησης]]  [209:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES] 


Changing Air Conditioners aimed in the programme at the replacement of 36,400 air conditioners[footnoteRef:210] resulting in around 14 GWh or 1.2 ktoe annual reduction of consumption. Considering that air conditioners represent around 15% of residential energy consumption in Greece[footnoteRef:211], i.e. 750 ktoe annually, this mechanism aims at 0.16% overall energy savings from air conditioners.    [210:  Operational Programme for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα], 3rd revision (2013)]  [211:  Ministerial presentation (2009), Presentation of Mechanism for Changing Air Conditioners [Παρουσίαση Δράσης Αλλάζω Κλιματιστικό], 3.6.2009] 


In general, the overall benefits from energy efficiency interventions in Greece are estimated to reach between 2.5 – 4.5 times the value of the direct energy savings[footnoteRef:212] as a result of the wider socio-economic benefits noted earlier. [212: ] 


Form of support available

Details on the support available are provided in the descriptions of the three main mechanisms. In summary, the OP used non-refundable grants, loans and interest subsidies to support investment in energy efficiency. In general, the co-finance share from ERDF was 85%, with the remainder provided by the Greek state.[footnoteRef:213] For the 3 core mechanisms applied in the programme for energy efficiency investments in buildings: [213:  Interview with Competitiveness and Entrepreneurship O.P. ] 


a)	Energy Savings in Households provided 15%-70% non-refundable grant funding according to income criteria of household owners, with further interest-free revolving loan financing (including loan approval expenses) for the remaining own contribution through a 1:2 co-investment ratio leverage with the 4 selected banks[footnoteRef:214]; [214:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism] 

b)	Energy Savings in Local Government provided 100% non-refundable grant funding to encourage municipalities to proceed with the investments - loans were regarded by the programme authorities as not being a credible financing form to attract municipalities in Greece, in particular given present financial crisis conditions where the financial obligations of municipalities are increasingly relevant to overall Government indebtedness[footnoteRef:215]; [215:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES)] 

c)	Changing Air Conditioners provided 35% non-refundable grant funding for purchasing new air conditioners. 

There is an ex ante assessment currently in progress[footnoteRef:216] regarding the most suitable forms of support to be utilised for the 2014-2020 programming period, which may include additional forms of guarantees and/or loans. In any case, additionality and materiality will be included in the investment selection criteria. [216:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 



1.12.3. [bookmark: _Toc426033015]Accompanying activities 
	Support for energy efficiency was also provided under other priority axes. Priority Axes 1 on innovation, research, technological development, priority axis 2 on entrepreneurship, cross-border mobility and priority axis 3 on business environment supporting infrastructure of the programme could have also included funding for energy efficiency in public or residential buildings. These linked to other priority theme codes than the one on energy efficiency, co-generation and energy management. For instance, the Agios Efstratios Green Island [ΠΡΑΣΙΝΟ ΝΗΣΙ – ΑΗ ΣΤΡΑΤΗΣ] under the priority theme on other measures to stimulate research and innovation and entrepreneurship in SMEs (code 09) and the Development of Cultural Infrastructure - Museums [ΑΝΑΠΤΥΞΗ ΤΗΣ ΠΟΛΙΤΙΣΤΙΚΗΣ ΥΠΟΔΟΜΗΣ – ΜΟΥΣΕΙΑ] under the priority theme on development of cultural infrastructure (code 59).[footnoteRef:217] In general, in all procured mechanisms, energy efficiency interventions in buildings are specifically encouraged through additional points allocated for this purpose in the proposals evaluation grid.[footnoteRef:218] [217:  Competitiveness and Entrepreneurship O.P. Managing Authority (2014), Annual Implementation Report for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ετήσια Έκθεση Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα]]  [218:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 


Further to the awareness, promotion, information and dissemination actions included within the programme’s core mechanisms on energy efficiency, a further specific action under the priority theme on energy efficiency, co-generation and energy management was directed towards awareness for the promotion of energy efficiency, rationale use of energy and renewable energy sources. This specific action was directed to the general public and targeted groups such as local administration staff, engineers and investors, aiming through the resulting energy efficiency awareness in economic, environmental and social benefits along with an increase of related technologies in the residential, tertiary, industrial and transport sectors[footnoteRef:219]. This specific action, in parallel with the other awareness actions included within the programme’s core mechanisms on energy efficiency, has contributed in raising the energy efficiency awareness of the population, as evidenced by the around 32,600 currently pending applications for the already over-subscribed Energy Savings in Households mechanism despite its slow take-off[footnoteRef:220], as well as by the 191 out of total of 220 eligible municipalities applying for the Energy Savings in Local Government mechanism.[footnoteRef:221] One suggestion made to improve the effectiveness dissemination actions is to also emphasise the cost-benefit details and payback period of energy efficiency interventions.[footnoteRef:222] [219:  Competitiveness and Entrepreneurship O.P. Managing Authority (2014), Annual Implementation Report for Competitiveness and Entrepreneurship 2007–2013 in Greece [Ετήσια Έκθεση Ε.Π. Ανταγωνιστικότητα και Επιχειρηματικότητα]]  [220:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ], ]  [221:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES)]  [222:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism] 



1.13. [bookmark: _Toc408499615][bookmark: _Toc426033016]Achievements
1.13.1. [bookmark: _Toc426033017]Outputs
Two relevant output indicator targets were set in the programme: the number of energy upgraded households and replaced energy intensive appliances. They are described below and summarised in Table 8.  

20,577 households have been energy upgraded by December 2014[footnoteRef:223], exceeding the 18,000 target set in the programme. Additional 18,633 households were energy upgraded in the 5 convergence regions managed by the regional Managing Authorities, and a further 5,020 households are in the process of being upgraded throughout Greece.  [223:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism] 


36,400 energy intensive appliances (air conditioners) have been replaced by 2014, almost reaching the 36,669 target set in the programme. An additional 104,654 have been replaced and recycled in the 5 convergence regions managed by the regional Managing Authorities.[footnoteRef:224] [224:  Ministry of Environment, Energy and Climate Change (2011), 2nd National Energy Efficiency Action Plan  (NEEAP) 2008-2016] 


Although these output targets have remained unaltered since they were initially set during the first revision of the programme in 2011, despite the large gradual increase of budget allocation for the relevant priority theme. There have been a number of variations reported in official documents and presentations, (which may be due to the political context of relevant publications, particularly the need to emphasise the benefits of investment to public opinion) e.g.:
· 100,000[footnoteRef:225] or 60,000[footnoteRef:226] households to benefit from the Energy Savings in Households mechanism throughout Greece, compared to the 30,000 programme target set throughout Greece; [225:  ECORYS/ECN (2012), Local investments options in energy efficiency in the built environment: an overview of good practices]  [226:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism] 

· 60,000[footnoteRef:227] or 45,000[footnoteRef:228] air conditioners to be replaced through the Changing Air Conditioners mechanism, compared to the 36,400 programme target set. [227:  Ministerial presentation (2009), Presentation of Mechanism for Changing Air Conditioners [Παρουσίαση Δράσης Αλλάζω Κλιματιστικό], 3.6.2009]  [228:  Ministry of Environment, Energy and Climate Change (2011), 2nd National Energy Efficiency Action Plan  (NEEAP) 2008-2016] 


[bookmark: _Ref424636750]Table 8: Achievement of output targets
	Output Indicator
	Target Value
	Achieved by 2014
	% Achieved

	No. of energy upgraded households
	18,000
	20,577
	114%

	No. of replaced energy intensive appliances
	36,400
	36,669
	99%



In addition, 20 municipalities are currently being energy upgraded, with a further 44 in the 5 convergence regions[footnoteRef:229]. It is further noted that 106 municipalities were initially approved in 2012 from the 191 which applied throughout Greece for support under the Energy Savings in Local Government mechanism. From these, approvals were subsequently reversed in 2014 for the 42 municipalities less ready to start and speedily finalise their approved interventions, in order to contribute horizontally in reducing the programme’s (including the relevant priority theme) overbooking by EUR 49 million, i.e. from EUR 81.6 million initially approved to EUR 32.6 million for the mechanism.   [229:  Interview with Intermediary Body Centre for Renewable Energy Sources and Saving (CRES)] 

1.13.2. [bookmark: _Toc426033018]Results
	Two relevant result indicator targets were set in the programme: overall annual primary energy savings, and annual residential energy savings, as described below and summarised in Table 9. 

407,454 tonnes of oil equivalent (TOE) annual primary energy savings were realised by December 2014[footnoteRef:230], which significantly exceed the 134,720 TOE target set in the programme. It is noted that a much higher 297,638 TOE annual primary energy savings target was set in the initial programme (2007), which was subsequently updated in the first revision in 2011 and since then remained constant at its current level.  [230:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 


In particular, 30,505 TOE of these annual primary energy savings result from new interventions from the Energy Savings in Households mechanism throughout Greece[footnoteRef:231], estimated to reach 48,993 TOE when the mechanism is completed (end 2015)[footnoteRef:232]. Furthermore, 369 GWh annual energy savings were realized from the residential sector by December 2014, significantly exceeding the 165 GWh target set. However, throughout Greece, the 654 GWh annual energy savings realised by December 2014 are still short of the 1,000 GWh target initially set in the Energy Savings in Households mechanism. Based on the results of the mechanism, it has been calculated that the average annual primary energy savings are 163.9 kWh / m2, leading to annual end-use savings of 130.5 kWh / m2.[footnoteRef:233] [231:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority]  [232:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E]  [233:  Ministry of Environment, Energy and Climate Change (2014), National Energy Efficiency Action Plan (NEEAP) 2014-2020] 


[bookmark: _Ref424636780]Table 9: Achievement of result target
	Result Indicator
	Target Value
	Achieved by 2014
	% Achieved

	Annual primary energy savings (TOE)
	134,720
	407,454
	302%

	Annual residential energy savings (GWh)
	165
	369
	224%



Furthermore, for municipality buildings currently under renovation under the Energy Savings in Local Government mechanism, the target set throughout Greece was the annual reduction of consumption by 11.14 GWh or 958 TOE, 7.80 GWh of which for heat and 3.34 GWh for electricity. The total annual reduction of consumption for all (including non-building) interventions from the municipalities currently being energy upgraded throughout Greece is expected to reach 44.80 GWh[footnoteRef:234], 39% of which is estimated to be from municipality buildings[footnoteRef:235].  [234:  Interview with Intermediary Body Centre for Renewable Energy Sources and Saving (CRES)]  [235:  Ministry of Environment, Energy and Climate Change (2014), National Energy Efficiency Action Plan (NEEAP) 2014-2020] 



1.13.3. [bookmark: _Toc426033019]Impacts

	One relevant impact indicator target was set in the programme: annual reduction of greenhouse emissions. It is described below and summarised in Table 10. 

2,148 kt CO2 annual reduction of greenhouse emissions (CO2 and equivalent) was achieved by December 2014 (starting from a 2,000 kt CO2 base value in 2007)[footnoteRef:236], which exceeds the 1,990 kt CO2 target set in the programme as a core indicator. It is noted that a much higher 4,100 kt CO2 annual reduction of greenhouse emissions (CO2 and equivalent) target was set in the initial programme (2007), which was subsequently updated in the 1st revision (2011) and since remained constant at its current level. It should be noted that this indicator also reflects the achievements of other measures in the programme, and not just the energy efficiency interventions described in this case study.  [236:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 


255 kt CO2 of this annual reduction of greenhouse emissions result from new interventions from the Energy Savings in Households mechanism, with a further 210 kt CO2 from the 5 convergence regions managed by the regional Managing Authorities[footnoteRef:237]. Furthermore, for municipality buildings currently being energy upgraded under the Energy Savings in Local Government mechanism throughout Greece, the annual reduction of greenhouse emissions overall estimate (including non-building interventions) is 13.62 kT CO2, against a 4.97 kT CO2 initial target for interventions in buildings alone[footnoteRef:238]. [237:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority]  [238:  Interview with Intermediary Body Centre for Renewable Energy Sources and Saving (CRES)] 


[bookmark: _Ref424636806]Table 10: Achievement of impact target
	Impact Indicator
	Target Value
	Achieved by 2014
	% Achieved

	Annual reduction of greenhouse emissions (kt CO2)
	1,990
	2,148
	108%



In general, stakeholders consider the benefits from implementation of energy efficiency measures to be very important for the entire national economy, addressing some of the effects of the economic recession. In addition to the energy savings, which are based on the energy performance certificates from the Energy Savings in Households mechanism reported at 43% and valued at around EUR 1,200 annually per household, ( but estimated to be lower in practice)[footnoteRef:239], and reductions of CO2 emissions, their implementation is seen as contributing to: [239:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy] 

· Enhancing the country's energy security by reducing dependence on imported fuels; 
· Promoting innovation through the promotion of new technologies;
· Increasing employment - it has been estimated that 2,500 new employment positions are generated annually from the Energy Savings in Household mechanism alone[footnoteRef:240] (further to around 4,000 engineers involved as energy inspectors), resulting in 1,377 person-years of temporary work in the implementation of the related interventions;[footnoteRef:241]  [240:  Interview with Department of Energy Efficiency - Ministry for Reconstruction of Production, Environment & Energy]  [241:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E] 

· Boosting the competitiveness of the economy at national and regional level; 
· Increasing population awareness on energy efficiency; 
· Reducing energy poverty; 
· Increasing buildings’ value; and 
· Improving thermal comfort and quality of life in public buildings and households. 



1.14. [bookmark: _Toc408499616][bookmark: _Toc426033020]Lessons learned for future policy development
1.14.1. [bookmark: _Toc426033021]Challenges
	The most important challenges for the implementation of energy efficiency interventions in public and residential buildings in Greece include: 


a)	Organisational issues

Experience acquired since 2007, a time period during which an organised effort heavily funded by ERDF to improve the energy performance of buildings was undertaken in Greece, suggests that the overall problem associated with poor energy performance in the building sector is mainly organisational, due to institutional and societal factors, rather than technical. The way in which the construction and ownership of houses is financed, the poor spatial organisation of buildings within the urban environment, the poor design of most buildings, the dominant apartment type habitation model and the general lack of concern by the population at large for the maintenance of communal space are among the factors which contribute to a widespread indifference as far as building and living standards are concerned. In order to improve the performance of buildings in Greece a much broader effort needs to be undertaken focusing on education, social development, improved design practices and effective inspection methods[footnoteRef:242]. [242:  Institute of Energy for SE Europe IENE (2014), Assessment Study on the use of EU structural funds for improving the energy performance of buildings in Greece for the period 2009 – 2014] 


A particular challenge in the Energy Savings in Households mechanism was the coordination of the many bodies involved, including the following:
· the Ministry; 
· the Special Agency for Coordination and Implementation of Actions in the Energy, Natural Resources and Climate Change sectors (ΕΥΣΕΔ ΕΝ/ΚΑ) for coordination; 
· the ΕΥΕΠΕΝ for supervising auditors, 
· the ΕΤΕΑΝ as beneficiary; 
· the Managing Authority; 
· the Financial Audit Committee; 
· the 4 banks for mechanism implementation; 
· the energy auditors; 
· the application consultants; and 
· the household owners and contractors. 

A procedure coordinated through a “one stop” service, accessible on-line by all involved bodies, could improve this coordination, and save time as well as cost.[footnoteRef:243] Another procedural challenge has been the obligation of household owners to also agree a loan, even when they wished to cover this element with own funds. A flexible procedure for speedily changing the funding combination could result in more efficient and attractive implementation of the mechanism.[footnoteRef:244] [243:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism]  [244:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [ΕΞΟΙΚΟΝΟΜΩ ΚΑΤ’ ΟΙΚΟΝ] mechanism] 


b)	Energy efficiency awareness

A particular challenge was linked to information dissemination and promotion of the Energy Savings in Households mechanism. Evidence from the interviews carried out suggests that word-of-mouth dissemination, i.e. from satisfied household owners, construction companies or energy inspectors, which was not encouraged extensively, would have been much more effective and multiplicative than the actions implemented.[footnoteRef:245] It is also considered important for the Commission to disseminate good practice experience from various countries at the start of the programming period, in order to help in the design of new mechanisms for energy efficiency in public and residential buildings.[footnoteRef:246] Construction companies do, however, report a recent increased awareness of new energy efficiency technologies among the Greek population.[footnoteRef:247]  [245:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ]]  [246:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ]]  [247:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E] 


Construction companies initially resisted procurement of the Energy Savings in Households mechanism, as they preferred to deal directly with the household owners. This however ceased to be an issue when the grant subsidy level increased.[footnoteRef:248] [248:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ]] 


c)	Distribution of funds

Funds distribution to regions in the Energy Savings in Households mechanism was based primarily on the number of households in each region, rather than on an assessment of thermal needs, e.g. northern Macedonia regions quickly committed their allocated budget, while there were unused allocations in southern Crete suggesting that the higher-than-average thermal needs in colder regions affected take-up. A study of thermal needs per Greek region, as a basis for deriving energy savings targets and budget allocations, might be one approach to mitigate this.[footnoteRef:249]  [249:  Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ] (2015), Annual Implementation Progress Report for the Energy Savings in Households [Εξοικονομώ κατ’ Οίκον] mechanism] 


d) Inexperience and lack of technical expertise of the municipalities

While most programmes faced challenges because the option of investing in energy efficiency in public and residential buildings was new to ERDF/CF support, this OP had additional problems of inexperience. Implementation of the Energy Savings in Local Government mechanism was made difficult by the poorly staffed technical departments of Greek municipalities in general; in particular, municipality staff have little experience in EU co-financing procedures.[footnoteRef:250] Furthermore, construction businesses undertaking energy efficiency restorations, sometimes exhibited inexperience with the materials and interventions funded, and the quality of work has varied significantly. [250:  Interview with Intermediary Body Centre for Renewable Energy Sources and Saving (CRES)] 


In general, there was not sufficient flexibility allowed to cover for these and other experience gaps during the initial operating period of the energy efficiency in public and residential building mechanisms, and over-ambitious performance targets were set for achievement within a short time period.[footnoteRef:251] [251:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ]] 



1.14.2. [bookmark: _Toc426033022]Good practices
	Since 2007 Greece has absorbed EC funding of almost EUR 516 million with over 39,000 successfully completed applications in households and more in municipalities and other types of public buildings for energy efficiency improvement.[footnoteRef:252] In general, the 4% of total ERDF allocation maximum funding limit for energy efficiency improvements in existing housing[footnoteRef:253] has been reached in Greece.[footnoteRef:254] There were several elements that proved particularly successful: [252:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority]  [253:  Regulation (EC) No. 397 / 2009 amending Regulation (EC) 1080 / 2006 on the ERDF as regards the eligibility of energy efficiency and renewable energy investments in housing (2009)]  [254:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 


The Energy Savings in Households mechanism appears to be a promising approach to energy efficiency interventions in the residential sector, primarily due to its combination of various forms of support, i.e. grants, interest-free loans and banks directly reimbursing contractors. It should be noted, however, that its leverage ratio did not exceed 1:2. Another good practice in this mechanism is the requirement for energy audits before and after the works for certification of achieved target.[footnoteRef:255] Furthermore, the required certification of materials (CE) used in this mechanism has resulted in increased awareness and use of such materials throughout the construction industry in Greece, transforming these into an industry standard[footnoteRef:256], although this was not initially foreseen as a potential programme benefit. [255:  Iinterview with Competitiveness and Entrepreneurship O.P. Managing Authority]  [256:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E] 


70% of the household owners surveyed for the Interim Evaluation stated that they would not have participated in the Energy Savings in Households mechanism without the direct grant funding component, i.e. only with 100% interest-free loan funding. Nevertheless, the survey results suggest some contradictory views, in that at the same time 40% of the household owners surveyed stated that they would have gone ahead with energy efficiency interventions even without funding from the mechanism[footnoteRef:257], and the project team have indeed identified such cases[footnoteRef:258] which proceeded with own funds in less energy-focused interventions. Furthermore, 80% of the household owners indicated their interest in proceeding with further energy savings interventions, but 95% of these household owners stated that they would not proceed in these solely with their own finances. This seems to imply that household owners are interested in investing in energy-efficiency interventions, but that a well-designed co-financing mechanism is necessary for the implementation of these investments. Preliminary findings for another participant satisfaction survey show that the household owners are generally very satisfied with the outcomes of the scheme, but complain about a cumbersome and time-consuming application and implementation process.[footnoteRef:259]  [257:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E]  [258:  Interview with construction company]  [259:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ], ] 


Finally, under the Energy Savings in Local Government mechanism, the focus on accompanying and information measures, both within municipalities and among the wider population, appears to have been a carefully considered approach, aimed at tackling some of the underlying public awareness problems. Thanks to the information campaign the chances for optimal use of the investments once completed increased; although more information and evaluation of the impact of these measures would be valuable.


1.14.3. [bookmark: _Toc426033023]Practices to be improved
	With regard to less successful aspects of efficiency interventions in public and residential buildings in Greece, the following have been identified:

a)	Erratic and delayed flow of funds

Erratic and severely delayed flow of funds from the banks implementing the Energy Savings in Households mechanism to the construction businesses is one of the main practices identified for improvement. This is an effect of the on-going financial crisis in Greece, due to which in recent years the flow of funds from the Managing Authority to intermediary bodies and beneficiaries is often delayed. Delays of over a year from invoicing and payment of VAT are being observed, which is particularly burdensome for the construction businesses, which are mainly small businesses, as they have already paid for the necessary materials (aluminium bars, insulation materials, etc.).[footnoteRef:260] Since they had been persuaded to pre-finance the energy efficiency interventions of household owners in this manner, construction businesses were reluctant to implement the latest interventions under the Energy Savings in Households mechanism.[footnoteRef:261]  [260:  Interview with construction company]  [261:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον]] 


Furthermore, there have been cases of revoking already approved applications for co-financing through the Energy Savings in Households mechanism, in order to deal with the large over-commitment of funds for the mechanism. This fact, along with the erratic and delayed flow of funds, has severely affected the confidence of construction businesses and home owners. These may now choose not to apply immediately when a continuation mechanism is launched, but may instead wait to assess the timeliness of payments in practice before applying.[footnoteRef:262]  [262:  Interview with construction company] 


b)	Excessive and complicated bureaucracy

Although simplified considerably in recent years, excessive and complicated bureaucracy was a serious burden for the implementation of energy efficiency interventions in Greece. In particular, the proposal template and submission requirements for the Energy Savings in Households mechanism were very complicated for household owners to apply, although these were indeed simplified in the 2nd procurement (2012) of the mechanism.[footnoteRef:263] It is indicatively noted that the application form for this mechanism requires from 8 to 14 supporting documents depending on the type of building ownership, ranging from the building license to the household owner’s income tax form.[footnoteRef:264] In addition, bank delays were recorded in approving applications and loans, as well as in checking the completion documents for interventions implemented.[footnoteRef:265]  [263:  Interview with Direct Beneficiary, Hellenic Fund for Entrepreneurship and Development [ΕΤΕΑΝ], ]  [264:  Ministry of Environment, Energy and Climate Change of Greece (2012), Implementation Guide for Energy Savings in Households Mechanism [Οδηγός Εφαρμογής Προγράμματος Εξοικονομώ κατ’ Οίκον], Annex I-A]  [265:  Interview with Competitiveness and Entrepreneurship O.P. Managing Authority] 


Also, the complicated and demanding proposal template for the Energy Savings in Local Government mechanism required support from an external technical consultant for its formulation and submission, for necessary measurements, simulations using special software, etc. In addition, a bureaucratic, complicated and time-consuming evaluation procedure was used in this mechanism, undertaken through a not well organised registry of external evaluators with several categories of professional expertise, leading to a number of evaluators for each proposal.[footnoteRef:266] [266:  Interview with Intermediary Body, Centre for Renewable Energy Sources and Saving (CRES)] 


c)	Inadequate coordination and communication

A further problem identified in the Energy Savings in Households mechanism is the use of non-integrated IT systems by ΕΤΕΑΝ and each of the 4 selected banks. This resulted in inconsistency of information, delays in the exchange of information, and information gaps and errors. It is estimated by one of the selected banks that 50% of their staff’s time is spent in information exchanges with ΕΤΕΑΝ, although it has not been possible to verify the accuracy of this estimate.[footnoteRef:267] [267:  Interim Evaluator of O.P. Competitiveness and Entrepreneurship 2007–2013 (2013), Field survey on the Energy Savings in Households mechanism [Έρευνα Πεδίου στη Δράση Επιδότησης Εξοικονομώ κατ’ Οίκον], Deliverable E] 


A remaining practice to be improved in the Energy Savings in Households mechanism is that it still remains open for new applications, despite the fact that the budget has been fully allocated and there is already a backlog of 32,600 pending applications, which have not been communicated adequately to the public. It is noted that a submission deadline had been set in the first in 2011 procurement of the mechanism, subsequently superseded by the open-ended second in 2012 procurement. 

 


1.15. [bookmark: _Toc408499617][bookmark: _Toc426033024]
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[bookmark: _Toc426033025][bookmark: _Toc416189372]Case study: Hungarian Environment and Energy Operational Programme[footnoteRef:268] [268:  The main author of this case study is Andrea Illes.] 

1.16. [bookmark: _Toc426033026]Introduction
During the 2007-2013 programming period, allocations from EU Cohesion Policy in Hungary amounted to EUR 25.3 billion in total; which was the sixth largest among EU27[footnoteRef:269]. This included EUR 22.9 billion under the Convergence objective, EUR 2.03 billion under the Regional competitiveness and employment objective and EUR 386 million under the European Territorial Cooperation objective.[footnoteRef:270] [269:  European Commission (n.d.) Cohesion Policy Data, Available at: https://cohesiondata.ec.europa.eu/ [Accessed: 05/06/2015]]  [270:  European Commission (2009) European Cohesion Policy 2007-2013 in Hungary: Priorities and Impact of Cohesion Policy in the Member States] 

Hungary had 15 Operational Programmes (OP) in the 2007-2013 programming period, among which was the Environment and Energy Operational Programme (EEOP), which is analysed in this case study. The key characteristics of this OP are presented in Table 11.
[bookmark: _Ref421289489]Table 11: Key details of the Environment and Energy Operational Programme analysed in the case study[footnoteRef:271] [271:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version:12/09/2013] 

	Name of country
	Hungary

	Name of Operational Programme
	Environment and Energy Operational Programme (EEOP) [Környezet és Energia Operatív Program (KEOP)]

	Name of priority area
	Priority axis 5. – Efficient energy use [Hatékony energia-felhasználás]

	CCI Code
	2007HU161PO002

	Date of operation
	2007-2013

	Level of funding
	National

	Source of funding
	Cohesion Fund and National Budget

	Total budget of the OP
	EUR 5.302 billion, including EUR 4.506 billion from Cohesion Fund

	Managing Authority
	National Development Agency [Nemzeti Fejlesztési Ügynökség]

	Intermediary Body
	Energy Centre Non-profit Ltd. [Energia Központ Non-profit Kft.]



The EEOP provided support for energy efficiency investments in public (and enterprise)[footnoteRef:272] buildings[footnoteRef:273] under its “Efficient energy use” priority axis (Priority axis 5); residential buildings were not supported. The below sections present the rationales for interventions, the types of interventions, their achievements and the key lessons learnt. [272:  The support for enterprise buildings are not in the scope of this case study.]  [273:  Even though buildings of businesses, especially SMEs, were also supported by the EEOP they are not in the scope of this study.  Residential buildings were not supported at all by the EEOP.] 

Findings from the preliminary stages of this study lead to the following initial observations and hypotheses regarding the energy efficiency interventions in public buildings supported under the Hungarian Environment and Energy OP:
· The Hungarian building stock is highly inefficient in terms of its energy usage among EU Member States, which provides an important rationale for energy efficiency interventions. Other key rationales link to Hungary’s high energy dependence and energy security concerns.
· During the 7 year programming period allocations for the “Efficient energy use” priority substantially increased. Financial data showed that allocations for the priority theme on energy efficiency, co-generation and energy management[footnoteRef:274] increased from EUR 156 million in 2008 to EUR 357 million in 2014.[footnoteRef:275] In 2012, HUF 65 billion (approximately EUR 224 million)[footnoteRef:276] was transferred from the Transport Operational Programme. The rationale behind this change was the high demand for energy efficiency investments. [274:  The priority theme dimension, under which Member States have to submit financial information to the Commission on ERDF/CF investments, includes code 43 covering energy efficiency, co-generation and energy management. ]  [275:  European Commission, DG REGIO (2015) Monitoring data on ERDF/CF investments provided for this study]  [276:  Eurostat 2012 annual average exchange rate, 1EUR=289.5HUF;  Eurostat (2015a) Annual average exchange rates, Available at: http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1 [Accessed: 01/02/2015]] 

· Between 2007 and 2013 there were minor changes in the setup of the Intermediary Body of this OP. Nevertheless, in 2014 substantial institutional changes took place which affected both the Managing Authority (MA) and the Intermediary Body (IB). In 2014, the MA and IB were transferred to the National Development Ministry and the two institutions were abolished.
· At the beginning of the programming period energy performance certificates were not required to be submitted when tendering but only energy audits had to be carried out.
· Support for energy efficiency investments was provided for public (and enterprise buildings); residential buildings were not targeted. 
·  Support was provided solely in the form of non-repayable grants. The co-financing rates for public buildings gradually increased during the programming period and towards the end of the period reached 100% in some cases.
· Two result indicators were used under the “Efficient energy use” priority: (i) energy savings as a result of energy efficiency measures and (ii) reduction of greenhouse gas (GHG) emissions in CO2 equivalents. The achievements of the indicators reported in the 2013 Annual Implementation Report[footnoteRef:277] indicated a significant under-achievement. [277:  Annual Implementation Report of Hungary for the Energy and Environment Operation Programme 2013 [A Környezet és Energia Operatív Program 2013. Évi megvalósításáról] Amended version: 06/2014] 

To conduct this case study and to further explore the above listed observations the following sources were used:
· The Programme Report developed as part of our analysis of 48 selected OPs under this evaluation;
· Information on national public financing schemes for energy efficiency investments in buildings presented in the inventory developed as part of this study;
· Financial and physical data on ERDF/CF investments;
· Literature, including academic and grey literature, as well as the literature review presented in the Interim Report of this study;
· Legal documents;
· Statistical data; and
· Interviews with stakeholders.
1.17. [bookmark: _Toc426033027]Summary of main findings
The main findings of the case study are summarised for each research questions as follows:

What are the socio economic objectives to be achieved through these investments? Do they form part of integrated regional or urban/local strategies? What was the background to the interventions: was the urban dimension important?
· The EEOP provided a wide set of socio-economic objectives for investing in energy efficiency but without specifically mentioning the energy efficiency of buildings. These included reduced energy dependence, reduced energy bills, improved competitiveness of Hungarian enterprises and market stimulus, achievement of air quality, climate and energy objectives, and improved energy intensity of the economy. 
· With regards to an urban dimension the EEOP did not establish a direct link with urban development. Energy efficiency investments in buildings have gradually started to appear in key national strategies on climate and energy policies; nevertheless Hungary’s National Building Energy Efficiency Strategy was only published recently in February, 2015.

Have market failures been identified in the context of the design of the interventions? Is there an economic argument for public support to energy efficiency investments in buildings (public / residential)?
· Market failures were explicitly discussed in the programme documentation; nevertheless analysis of policy documents, as well as interviews with the Managing Authority, highlighted the limited access to capital as a key barrier for public authorities in taking forward energy efficiency investments in public buildings. Furthermore, the general public’s low awareness of energy efficiency needs and benefits in buildings was indicated in Hungary’s National Strategic Reference Framework. 

What is the logic of intervention and what is the intended change (i.e. what should change as a result of the investment, in order for the investment to be considered successful)?
· In terms of intervention logic, the identified socio-economic objectives and key barriers gave a clear ground for public intervention to provide support for energy efficiency investments in public buildings. Even though the public building stock’s inefficiency was not discussed explicitly in the programme documentation, the need to invest in energy efficiency was clear. However, in view of the energy efficiency problems of residential buildings and the limited availability of national public funds for energy efficiency investments in households the reason for choosing not to target residential buildings, and to focus exclusively on public buildings, is not clear. The choice of a very generous grant-funding scheme to support energy efficiency in public buildings is also questionable.
What particular challenges have been faced (awareness of funding available, building owners being reluctant to invest, etc.)?
· During the programming period the particularly high demand for support caused challenges for the EEOP, while beneficiaries also experienced difficulties with the use of the public procurement procedure. Furthermore, the low number of available energy efficiency experts affected the access to project application evaluators.

What is the nature of the activities and who are the main beneficiaries of the support?
· The EEOP provided support for energy efficiency investments in public and enterprise buildings; residential buildings were not targeted. Support was also provided to the district heating supply sector for the modernisation of the district heating infrastructure. During the 2007-2013 programming period twelve project calls were lunched under the “Efficient energy use” priority axis. Beneficiaries included state budgetary institutions, non-profit organisations, enterprises and for some specific project calls ecclesiastical institutions, ESCOs and district heating suppliers. In terms of eligible energy efficiency measures, there were no technical limitations and the investments supported included a broad range of energy efficiency measures, such as thermal insulation, replacement of doors and windows, modernisation of hot water supplying systems and optimisation of lighting systems. Seven out of the twelve project calls also supported combined projects which aimed to improve energy efficiency of buildings with the use of renewable energy sources.

What are the selection criteria for projects?
· The key aspects considered in the project selection criteria focused on management issues, financial background, energy audit results, cost effectiveness (with a specific focus on the internal rate of return and specific indicators on the net investment costs in view of GHG emission reductions and energy savings), contribution to the result indicators of the priority axis, as well as the timing of the application. The project selection process was considered to be slow although it was only a one-stage process. Furthermore, towards the second half of the programming period the changes to Review Committees and the timing of the availability of information on project calls raised concerns.

Was an energy audit obligatory? Are energy performance certificates used in this context and are they effective in improving the performance and rating of buildings?
· The energy audit formed a core document in the project selection process. At the early stages of the programming period project applicants had to submit an ex-ante energy audit presenting the current and the planned status of the building in the form of an excel spreadsheet. When a project was completed an ex-post energy audit had to be conducted and the results had to be compared with the ex-ante period. Later, from 2012, energy performance certificates concerning the pre-investment status of the buildings were also required. The energy audit requirements established in excel spreadsheets and word documents have gradually changed during the programming period, becoming more and more complicated and in some cases posing an unreasonable burden on project applicants. 
What was the level of ambition for energy savings, by types of buildings (public / residential)?
· The EEOP’s energy savings target at programme level was 2.7 PJ/year by 2015 and the baseline was established as 0 PJ in 2007. Energy saving targets were not differentiated by different types of public buildings. Given that in the first version of the EEOP, published in 2007, the energy saving target was set at 11 PJ/year by 2015 the substantial decrease of the energy saving target raises concerns whether the level of ambition for energy savings was adequate. Furthermore, in view of Hungary’s primary energy consumption, which was around 1000 PJ for the 2007-2013 period, the target may not be ambitious enough.
What was the form of support for different types of investments (grants, subsidised loans, guarantees, others, including combinations of different forms of support, potentially for different parts of the investments)?
· Support was provided solely in the form of non-repayable grants. The co-financing rates gradually increased during successive calls under the programme period but were dependent on various issues. In general, co-financing rates were higher for public authorities than enterprises and the co-financing rates under the third-party project construction were also lower. Under the last project calls in 2013, central budgetary institutions could have received grant-funding with a 100% co-financing rate.
What outputs and results are captured by the monitoring system? What views do stakeholders have on wider impacts (spill-overs)?
· No output and impact indicators were used in the EEOP. The results of the energy efficiency investments were captured by two result indicators: (i) energy savings as the result of energy efficiency measures [PJ/year] and (ii) reduction of GHG emissions in CO2 equivalents [kt/year]. The targets for these two result indicators were set at 2.7 PJ/year and 1,400.0 kt/year by 2015. As of 8 June 2015 the achievements were 2.064 PJ/year and 355.663 kt/year[footnoteRef:278]. [278:  Given that the GHG emission reduction target is established for both the “Efficient energy use” and the “Increasing the use of renewable energy sources” priority axis it is not clear whether the achievements have been captured separately for the two priority axes and thus the results of the RES priority axis is not reflected here. Clarification on this question was requested from the MA but no information has been received yet.] 

Identify good [or bad] practices by types of buildings (public / residential, including different types of public buildings, e.g. offices or schools, and residential, e.g. multi-apartment or single family houses).
· As good practice of the EEOP the modernisation of public buildings and the transfer of funds from other OPs with lower demand can be mentioned. Given the very inefficient status of public buildings and the limited amount of funding available at national level for energy efficiency investments for public authorities the opportunity to fund energy efficiency investments in public buildings by the EU Cohesion Fund was widely welcomed. As a result of the very high demand for funding by 2011, the majority of the originally allocated funding for the “Efficient energy use” priority axis was used. In 2012, approximately EUR 224 million was therefore transferred from the Transport Operational Programme. In principle, the ability to focus resources on more successful measures is a positive flexibility. However, the very generous levels of co-financing for “Efficient energy use” raises some risks that simply absorbing the available funding was a more important motivation behind the transfer than achieving the relevant outcomes. 
· With regards to practices to be improved, the following could be mentioned. As no national strategies existed on energy efficiency at the time of writing the EEOP the programme was left without a strategic orientation. The substantial institutional changes to the Managing Authority and Intermediary Body in 2014 are considered to make the monitoring processes challenging, especially the monitoring during the 5 year operational phase of the implemented projects. Finally, the exclusive use of grant-funding with high co-financing rates was likely to crowd out private investment and negatively affect the development of potential public-private partnerships.
1.18. [bookmark: _Toc426033028]Background information: economic and social context
Hungary joined the EU in 2004. Its territory is 93,000 km2, and it is divided into 19 counties (“megye”), with the addition of Budapest, the capital. During the 2007-2013 period, its population decreased from 10.06 million to 9.90 million.[footnoteRef:279] [279:  Eurostat database (2015d) Population on 1 January, http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=demo_pjan&lang=en [Accessed: 07/06/2015]] 

Hungary has a continental climate with cold, humid winters and warm summers. The average annual temperature is 9.7 °C, with a significantly higher annual temperature span of 20-25 °C then most of EU Member States. The average high temperature 23°C to 28°C in summer and the average low temperature is -3°C to -7°C in winter, while temperature extremes can go up to 42°C and down to -35°C The economic crisis significantly affected Hungary; in 2009 the country experienced a negative GDP growth at -6.6%. While a slight recovery took place in 2010 and 2012, the country fell again into recession with a negative GDP growth rate at -1.5% in 2012. [footnoteRef:280] With the exception of the Central Hungary region, which includes the capital, the GDP per capita remained below 75% of the EU average.[footnoteRef:281] During the 2007-2013 period, Hungary’s high public deficit also weakened the economy. The government deficit peaked in 2011 at 5.5%[footnoteRef:282] of the GDP nevertheless since 2013, when Hungary exit the EU’s Excessive Deficit Procedure, the government debt is kept under control.  [280:  Eurostat database (2015e) Real DGP growth rate, http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tec00115&plugin=1 [Accessed: 07/06/2015]]  [281:  European Commission (n.d.) Cohesion Policy Data, Available at: https://cohesiondata.ec.europa.eu/ [Accessed: 05/06/2015]]  [282:  Eurostat database (2015c) General government deficit, http://ec.europa.eu/eurostat/tgm/table.do?tab=table&plugin=1&language=en&pcode=teina200 [Accessed:07/06/2015]] 

Hungary’s energy mix is largely dominated by natural gas and it has one of the highest gas dependences of IEA member countries.[footnoteRef:283]  Therefore energy dependence and security have been a key policy focus in the country in recent years. With the end of the Soviet era Hungary has abandoned or reduced its production in energy intensive sectors and now focuses on less energy intensive production, such as the assembling of car components. Such structural changes had important implications on the energy intensity of the country. While the energy intensity of GDP has significantly reduced as a result of the withdrawal of energy-intensive activities, it might be more difficult to achieve future improvements at the same rate.[footnoteRef:284] Hungary has a particular problem with its building stock’s energy efficiency. A large share of the housing stock was built before 1939 or during the Soviet era with the use of prefabricated panel blocks[footnoteRef:285] and are therefore highly inefficient.  40% of the country’s primary energy consumption relates to buildings, particularly to heating and cooling.[footnoteRef:286] Energy prices have historically been subsidised, and still are to some extent[footnoteRef:287], which has weakened the incentives on energy users to reduce consumption. At the same time political changes after 1989, affected the previously subsidised prices of utility services and fuel poverty became a key challenge for Hungary. The use of natural gas in the buildings sector is more than 50% which also has important implications on energy security.  [283:  IEA (2011) Energy policies of IEA Countries, Hungary]  [284:  Illes, A., Paquel K. & Nesbit M. (2014) Eu climate and energy policies: opportunities and challanges in Central and Eastern European Memeber States, Institute for European Environmental Policy]  [285:  Buchan, D. (2010) Eastern Europe’s energy challenge: meeting its EU climate commitments]  [286: ]  [287:  Since 2013, consumer gas, electricity and district heating prices are capped by the Hungarian Government.] 

Even though energy efficiency problems related to residential buildings are better documented in Hungary the public buildings’ inefficiency is also a substantial challenge that needs a particular attention. In 2013, the energy performance of public educational and public office buildings was analysed.[footnoteRef:288] The analysis confirmed the inefficiency and the outdated energy structure of the buildings; for instance 27% of public office buildings were built before the 1960s and 30% between 1960 and 1979. The primary energy consumption of educational buildings was estimated at 2.75 PJ/year, while the energy consumption of public office buildings was 1.5 PJ/year. The study concluded that there is a great energy saving potential in the analysed public buildings; in total 3 PJ energy savings could be achieved with energy efficiency investments. As the study only focused on two types of public buildings the actual energy saving potential is likely to be much greater, especially in view of the widespread view that energy inefficiency is prevalent in public health institutions. [288:  Fülöp O. (2013) The energy efficiency potential of public educational and office buildings [Állami oktatási és irodaépületek energiahatékonysági potenciálja] Energiaklub] 

The National Building Energy Efficiency Strategy[footnoteRef:289], which was only published in 2015, also confirmed the energy inefficiency of public buildings and highlighted that the worst performers are public health institutions. [289:  Ministry of National Development (2015) National Building Energy Efficiency Strategy of Hungary [Nemzeti Épületenergetikai Stratégia]] 

Given Hungary’s circumstances outlined above the Hungarian building stocks’ energy saving potential is very high. During the 2007-2013 period a number of national policies were in place to support energy efficiency primarily in residential buildings. The form of support was almost exclusively grant-funding. At the early stages of the period two main national mechanisms existed, the National Energy Savings Plan and the Panel Program. Both were financed by the national state budget. When these schemes ended in 2009, the Green Investment Scheme (GIS) was established, which was financed by the sales of Assigned Amount Units (AAUs) of the Kyoto Protocol. Even though Hungary was the first among the new Member States to commit to use the revenues from the credit sales in a Green Investment Scheme, the government was very slow to honour its commitment.[footnoteRef:290]  The GIS was in place until 2011 and had numerous sub-programmes which targeted different building groups, such as pre-fabricated panel residential buildings, traditional family houses and newly built residential houses. Sub-programmes focusing on energy efficient household appliances and energy efficiency light bulbs also existed. As part of the initial phases of this study it was estimated that cumulative allocations of grant-funding in the period of 2007-2013 amounted approximately to EUR 184.5 million.[footnoteRef:291] Public buildings were not targeted by national funds, but substantial support was provided by the EU Cohesion Fund. [290:  Buchan, D. (2010) Eastern Europe’s energy challenge: meeting its EU climate commitments]  [291:  The estimate should be treated with caution as data cannot be considered fully reliable and the calculations are rough estimates which often use approximation. ] 

The main legal acts relevant to energy efficiency include: 
· Ministerial Regulation 7/2006 on defining the energy performance of buildings;[footnoteRef:292] [292:  Ministerial Regulation 7/2006 on defining the energy performance of buildings [TNM rendelet az épületek energetikai jellemzőinek meghatározásáról], http://net.jogtar.hu/jr/gen/hjegy_doc.cgi?docid=A0600007.TNM] 

· Government Regulation 176/2008 on certification of energy performance of buildings[footnoteRef:293]; and [293:  Government Regulation 176/2008 on certification of energy performance of buildings [Korm. rendelet az épületek energetikai jellemzőinek tanúsításáról], http://net.jogtar.hu/jr/gen/hjegy_doc.cgi?docid=A0800176.KOR] 

· Government Regulation 266/2013 on certain professional activities on the construction sector.[footnoteRef:294] [294:  Government Regulation 192/2009 on certain professional activities on the construction sector [Korm. rendelet az egyes építésügyi szakmagyakorlási tevékenységekről], http://net.jogtar.hu/jr/gen/hjegy_doc.cgi?docid=A1300266.KOR ] 


The main Hungarian buildings code (Law 253/1997)[footnoteRef:295] does not include details on energy performance requirements. Such requirements were introduced by Ministerial Regulation 7/2006 which sets the minimum standards for the energy performance of buildings. Changes to the technical specifications of thermal insulation were recently introduced by the Government. Regulation 176/2008 establishes energy audit requirements and rules for issuing energy performance certificates.  Finally, Government Regulation 266/2013 specifies the conditions for becoming an authorised energy auditor.  [295:  Law 253/1997 on natural requirements for spatial planning and construction [1997. évi LXXVIII. törvény az épített környezet alakításáról és védelméről], http://net.jogtar.hu/jr/gen/hjegy_doc.cgi?docid=99700078.TV] 

Support for energy efficiency investments in buildings by the EU Cohesion Policy was provided primarily within the Environment and Energy Operational Programme.[footnoteRef:296]  During the 2007-2013 programming period EUR 357.5 million was allocated from the EU Cohesion Fund to the “Efficient energy use” priority. This figure equals to the allocations that Hungary reported for the relevant priority theme code on energy efficiency, co-generation and energy management. Amongst all OPs this allocation was the third largest, in absolute terms, after the Czech Environment OP and the Italian Renewable energy and energy saving OP. Nevertheless, not all of the allocations were spent on energy efficiency in public buildings; the “Efficient energy use” priority axis provided support to activities which are not in the scope of this study, including energy efficiency investments in enterprise buildings and support for the district heating supply sector. According to the Monitoring Department of the Managing Authority approximately EUR 247.8 million from the Cohesion Fund was allocated to public buildings.  The total allocations for the “Efficient energy use” priority were 7.9% of the total budget of the OP, while the specific allocations for public buildings amounted to only 5.5% of total allocations.[footnoteRef:297] In terms of the amounts dedicated to selected projects for the relevant priority theme, Hungary exceeded its initially allocated funds by 7.6%.[footnoteRef:298] [296:  Energy efficiency was also supported by a number pf Regional Operational Programmes nevertheless allocations were substantially lower than in the EEOP.]  [297:  Email exchane with Managing Authority. Figures were only provided in HUF and thus the 2014 annual average exchange rates indicated on Eurostat were used.]  [298:  European Commission, DG REGIO (2015) Monitoring data on ERDF/CF investments provided for this study] 

1.19. [bookmark: _Toc426033029]Rationale(s)
1.19.1. [bookmark: _Toc426033030]Socio-economic objectives
The EEOP provides a wide set of justifications for investing in energy efficiency. The following objectives are specifically indicated in the OP nevertheless they are not particularly linked to energy efficiency investments in buildings but refer to energy efficiency in general.
a) Reduced energy dependence
Given Hungary’s high dependence on foreign gas exporters, mostly Russia, energy security concerns have been an important political agenda, especially since the gas supply interruptions in 2006 and 2009.[footnoteRef:299]  The OP specifically indicates that in order to provide a secure energy supply in Hungary energy efficiency has a crucial role to play, and is thus a key priority for the government.[footnoteRef:300]  [299:  IEA (2011) Energy policies of IEA Countries, Hungary]  [300:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 12/09/2013
] 

b) Reduced energy bills
The reduced energy bills of public buildings and households are very appealing and thus formed a key objective of the OP. The consequence of energy efficiency improvements that end-users will be less vulnerable is also highlighted in the EEOP.[footnoteRef:301] [301:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 12/09/2013] 

Fuel poverty is not discussed in the EEOP, but it has important implications for energy efficiency investments in households. Between 2000 and 2007, it was estimated that an average households spent 9.7% of their net income on energy bills and 15% of the Hungarian population – around 1.5 million people – was not able to spend enough money on heating their homes to a warm enough temperature.[footnoteRef:302] According to another study by the Central European University the most affected groups include elderly, single-person households, households with district heating supply and people living in poor rural areas.[footnoteRef:303] This, as discussed later in this case study, raises some questions about why it was decided not to provide support for energy efficiency in residential buildings.   [302:  Urge-Vorsatz D., Arena D., Herrero S. T. and Butcher A. (2010) Employment Impacts of a Large-Scale Deep Building Energy Retrofit Programme in Hungary, Centre for Climate Change and Sustainable Energy Policy (3CSEP), Central European University, Budapest.]  [303:  Tirado Herrero, S. & Ürge-Vorsatz, D. (2010) Fuel poverty in Hungary. A first assessment. Centre for Climate Change and Sustainable Energy Policy (3CSEP), Central European University, Budapest.] 

c) Improved competitiveness of Hungarian enterprises and market stimulus
Even though the EEOP indicates that by improving energy efficiency the international competitiveness of Hungarian enterprises will improve and that energy efficiency investments provide a general market stimulus these aspects of energy efficiency investments are not discussed in detail.
d) Achievement of air quality, climate and energy objectives
From a formal perspective, the compliance with EU environmental objectives also appears in the EEOP. The OP refers to international targets for air pollutants, which implies the reference to EU air quality objectives and GHG emission targets under the Kyoto Protocol. The contribution of energy efficiency investments to the energy savings requirement of the Energy end-use efficiency and energy services Directive (2006/32/EC)[footnoteRef:304] is also indicated. [304:  Directive 2006/32/EC of the European Parliament and of the Council of 5 April 2006 on energy end-use efficiency and energy services and repealing Council Directive 93/76/EEC, OJ L 114, 27.4.2006, p. 64–85] 

Furthermore, the requirements linked to the renovation rate of public buildings of Article 5 of the Energy efficiency Directive (2012/27/EC)[footnoteRef:305] first appear in one of the project calls under the „Efficient energy use” priority axis in 2013.[footnoteRef:306] [305:  Directive 2012/27/EU of the European Parliament and of the Council of 25 October 2012 on energy efficiency, amending Directives 2009/125/EC and 2010/30/EU and repealing Directives 2004/8/EC and 2006/32/EC, OJ L 315, 14.11.2012, p. 1–56]  [306:  Government of Hungary (2013c) Call for tenders for the EEOP-2012-5.6.0 tender scheme, Valid from 04/2015] 

e) Improved energy intensity of the economy
The Hungarian economy’s energy intensity (gross inland consumption of energy divided by GDP) is around 1.2-1.3 times higher than the EU average, although similar to other Member States with similar levels of GDP per capita. The EEOP indicates that a key focus area to improve energy intensity in Hungary should be related to the end-user sector, especially to the heating and electricity use of energy consumers. The heating of buildings is an important area as the average Hungarian energy consumption related to heating is 0.9 GJ/m2/ year; while this is 0.53 GJ/m2/ year in the EU15.[footnoteRef:307] [307:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 12/09/2013] 

1.19.2. [bookmark: _Toc426033031]Link to national strategies and the urban dimension 
Hungary expects the improvement of energy efficiency of public buildings to contribute to delivering the EU climate and energy objectives, and the Europe 2020 Strategy.[footnoteRef:308] At the national level the EEOP links to a number of different strategies and policy documents (see Table 12). [308:  Interview with Managing Authority] 

At the time of writing of the EEOP, no strategies existed in Hungary on energy efficiency. Such strategies gradually developed in the following years. Even though there were no inconsistencies between the objectives of the EEOP and the later energy and climate policies[footnoteRef:309] the lack of a strategy on energy efficiency in buildings had left the EEOP without a strategic orientation.[footnoteRef:310] Furthermore, no beneficiary surveys were undertaken when the EEOP “Efficient energy use” priority was developed.[footnoteRef:311] In particular, it is unclear from the programme documentation what the detailed rationale was for focusing on public buildings to the exclusion of residential buildings in view of the challenges residential units face in Hungary (see Box 2 on page72). [309:  Interview with Expert]  [310:  Interview with Expert [ex-Intermediary Body]]  [311:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

[bookmark: _Ref421528534]Hungary’s National Building Energy Efficiency Strategy was only published in 2015. As part of the strategy an extensive survey on the Hungarian building stock’s energy performance was carried out. One of the key conclusions with regards to public buildings was that the highest energy consumption is in public health institutions.[footnoteRef:312] As no such assessments were made during the 2007-2013 programming period the EEOP did not establish any priorities with regards to specific building types. By doing so it could have achieved greater energy savings.[footnoteRef:313] The need for a database on the Hungarian buildings’ typology and energy performance was also emphasised in a number of other publications.[footnoteRef:314]  [312:  A building typology was applied to the public buildings and the highest energy consumption was found in two storey health buildings which were built brefire the 1900s. ]  [313:  Interview with Expert [ex-Intermediary Body]]  [314:  See for instance Beliczay, E & Szabó (2011) Energy efficiency from the touch line [Energiahatékonyság a partvonalról: Mi az, ami jellemzően kimarad az energiapolitikából]] 

The Building Energy Efficiency Strategy establishes a primary energy saving target for public buildings at 1.6 PJ by 2020.
[bookmark: _Ref426042072]Table 12: National strategies and policy documents with a link to energy efficiency in buildings
	National strategy
	Year of publication
	Link to energy efficiency in buildings

	National Spatial Development Concept[footnoteRef:315] [315:  Government Decision 97/2005 on the National Spatial Development Concept [OGY határozata az Országos Területfejlesztési Koncepcióról]] 

	2005
	As part of resource efficiency, energy efficiency appears in the concept note. It also notes that as part of Hungary’s energy policy more support should be provided to the energy efficiency of residential buildings. The need to reduce energy bills is also mentioned.

	The New Hungary Development Plan 2007-2013[footnoteRef:316] [316:  Government of Hungary (2007d) The New Hungary Development Plan, National Strategic Reference Framework of Hungary 2007-2013] 

	2007
	The New Hungary Development Plan is Hungary’s National Strategic Reference Framework for the 2007-2013 programming period and thus identifies the key priorities for the country. Energy efficiency improvements to the building stock are mentioned as a horizontal principle of sustainable development. The plan also notes that there is low awareness of energy efficiency concerns among the general public. 

	National Energy Efficiency Action Plan[footnoteRef:317] [317:  Ministry of Economy and Transport (2008) Hungary’s National Energy Efficiency Action Plan] 

	2008
	The EEOP is referred to as a key tool to improve the energy efficiency of public and enterprise buildings. The NEEAP lists two specific project calls under the EEOP (EEOP 5.1.0 and EEOP 5.2.0).

	National Climate Change Strategy 2008-2025[footnoteRef:318] [318:  Ministry of Environment and Water (2008) National Climate Change Strategy of Hungary 2008-2025 [Nemzeti Éghajlatváltozási Stratégia 2008-2025]] 

	2008
	The strategy lists the EEOP as a tool to improve the energy efficiency of buildings. The GHG emission reduction potential of buildings is emphasised. The strategy also indicates that the investments should result in a return, given the reduction in energy bills achieved. Key energy efficiency investments, such as thermal insulation and modernisation of heating systems, are listed.

	Second National Energy Efficiency Action Plan[footnoteRef:319] [319:  Ministry of National Development (2011) Second National Energy Efficiency Action Plan of Hungary until 2016 with an outlook to 2020 [Második Nemzeti Energiahatékonysági Cselekvési Terv] ] 

	2011
	The EEOP is included as part of the energy saving measures in the public institutions sector.

	National Energy Strategy 2030[footnoteRef:320] [320:  Ministry of National Development (2012) National Energy Strategy 2030 [Nemzeti Energia Stratégia 2030]] 

	2012
	Energy efficiency is listed as one of the key tools to achieve a competitive, sustainable and secure energy supply. Energy efficiency investments in buildings form a key priority given the high energy consumption of buildings.

The strategy promised the development of a national building energy efficiency strategy, which was published 3 years later.

The strategy also comments on the need for ‘deep retrofits’ and the importance to avoid lock-in effects of sub-optimal renovations.

	National Climate Change Strategy 2014-2025[footnoteRef:321] [321:  National Adaptation Centre (2013) Second National Climate Change Strategy of Hungary 2014-2025 [Második Nemzeti Éghajlatváltozási Stratégia 2014-2025] ] 

	2013
	The strategy notes that while the Hungarian economy’s intensity is decreasing as a result of the abandonment of energy intensive industry, the country has significant problems with its building stock’s energy efficiency. 

The EEOP is examined as a tool to achieve the first National Climate Change Strategy’s objectives. It is stated that given the strategy was developed only in 2008 its objectives could not be fully reflected in the EEOP.

	National Building Energy Efficiency Strategy[footnoteRef:322] [322:  Ministry of National Development (2015) National Building Energy Efficiency Strategy of Hungary [Nemzeti Épületenergetikai Stratégia]] 

	2015
	This strategy has the clearest focus on energy efficiency in buildings. As already indicated it was only published in 2015 and thus could not provide a strategic orientation to the EEOP. 

The strategy outlines the socio-economic objectives and rationales for investments in energy efficiency in buildings and presents a survey of the energy efficiency of the Hungarian building stock. One of the key conclusions of this survey with regards to public buildings is that the largest energy consumption was found in public health institutions. 

The strategy’s primary energy savings target for public buildings is 1.6 PJ by 2020. The energy saving target for residential buildings is 38.4 PJ.



The EEOP did not establish an explicit connection between urban development and the “Efficient energy use” priority axis. Nevertheless, the energy efficiency investments in public buildings resulted in an improved appearance of the buildings which contributed to a nicer city scape in many areas.[footnoteRef:323] [323:  Interview with Managing Authority] 

1.19.3. [bookmark: _Toc426033032]Market failures and other arguments for public support to energy efficiency interventions in buildings 
The EEOP itself did not include an analysis of market failures in relation to energy efficiency. However, the main arguments relied on by the Hungarian authorities in their policy documents are summarised below.
a) Limited access to capital
One of the key barriers to energy efficiency investments in public buildings in Hungary was the limited access to capital of public authorities. As indicated above the financial crisis had a substantial negative impact on the macroeconomic situation in Hungary, which also affected public authorities. Many of the municipalities became indebted; to which the commitments of large infrastructural developments also contributed.[footnoteRef:324] [324:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

According to an evaluation report of the EEOP 2007-2013 the level of co-financing rates for energy projects – including both energy efficiency and renewable energy sources - were critical for public authorities. Central budgetary institutions confirmed that in their current financial situation they could only apply for project calls which have a 90-100% co-financing rate. For the municipalities this was 70%.[footnoteRef:325] At the same time it should be noted that many of the municipalities received financial support for their own financial contribution to the projects via the Ministry for Interior’s “Own Resource Fund”[footnoteRef:326]. This suggests that constraints on public finances were making it difficult for public authorities to make optimal investment decisions. [325:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]]  [326:  See current legislation on the fund in Interior Ministreial Regulation 6/2014 [6/2014. (I. 31.) BM rendelet a helyi önkormányzatok és társulásaik európai uniós fejlesztési pályázatai saját forrás kiegészítéséhez nyújtható támogatásról]] 

The evaluation of the OP reports that the feedback of budgetary institutions and municipalities were also confirmed by the Managing Authority and the Intermediary Body. During the 2007-2013 programming period the co-financing rate for the “Efficient energy use” priority gradually increased and this has resulted in a substantial increase in project applications. The Intermediary Body received 20 times more applications when the co-financing rates increased[footnoteRef:327]; although this response to extremely favourable financial conditions is perhaps unsurprising. [327:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

As a result of the limited access to capital public bodies also experienced difficulties with regards to other financial requirements linked to the project applications, for instance advances of VAT and ex-post financing.[footnoteRef:328] [328:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

b) Low awareness of energy efficiency 
Hungary’s National Strategic Reference Framework for 2007-2013, the New Hungary Development Plan, notes that there is a gap in the awareness of energy efficiency among the general public.[footnoteRef:329] This lack of awareness seems to be particularly relevant during the operational period of completed energy efficiency projects in public buildings, when expected savings may not materialise due to poor understanding of the right conditions for use of newly installed equipment.[footnoteRef:330]  [329:  Government of Hungary (2007d) The New Hungary Development Plan, National Strategic Reference Framework of Hungary 2007-2013]  [330:  Interview with Expert] 

1.19.4. [bookmark: _Toc426033033]Logic of intervention and the intended change 
The above sections listed a set of arguments which justify public intervention in Hungary to support energy efficiency investments in public buildings.
The EEOP explains that the improvement of energy efficiency helps to reduce Hungary’s energy dependence and reduce the energy bills of public authorities and households. Greater energy efficiency of public buildings was also expected to contribute to international climate and energy objectives. Furthermore, the programme documentation noted the positive impacts of energy efficiency investments on the Hungarian economy’s energy intensity as well as the competitiveness of Hungarian enterprises.[footnoteRef:331] [331:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 12/09/2013] 

The inefficiency of building blocks in Hungary did not appear as an explicit rationale for public intervention in the programme documentation; however, it is emphasised in numerous national strategic documents, such as the National Building Energy Efficiency Strategy. 
[bookmark: _Ref418608543]The choice of targeting public (and enterprise) buildings is not explained in EEOP. Stakeholder interviews provided some insights to this choice. The Managing Authority indicated that at the beginning of the programme period given the 2% limit of the ERDF allocations on energy efficiency and renewable energy sources on existing housing the actual amount that could have been spent on the residential sector in Hungary was considered very low. The changes to this threshold in 2009, allowing Member States to spend up to 4% of ERDF allocations (see Error! Reference source not found.), could have resulted in changes to the EEOP, but the MA indicated that the available allocations were still considered low and the institutional set up was not prepared for the inclusion of households as beneficiaries.[footnoteRef:332] However, experts interviewed have highlighted that the inclusion of households under the “Efficient energy use” priority axis should have been a priority given the inefficiency of residential buildings (see Box 2) and the limited amount of national public funding available for energy efficiency investments in households.[footnoteRef:333] The 2014-2020 Environment an Energy Efficient Operational Programme (EEEOP) now provides support to residential buildings as well.[footnoteRef:334] [332:  Interview with Managing Authority]  [333:  Interview with Expert ]  [334:  Environment and Energy Efficiency Operational Programme of Hungary 2014-2020 [Környezeti és Energiahatékonysági Operatív Program 2014-2020] Version: 2014] 

Box 1: Changes in the legal base in 2009
On May 6th 2009 the EU adopted regulation EC397/2009[footnoteRef:335], which replaced Article 7 of regulation EC 1080/2006[footnoteRef:336]. This article lays down the eligibility criteria for energy efficiency and renewable energy (EE/RES) investments in housing through the ERDF. Prior to the article change, ERDF funding for EE/RES investments in buildings was limited to only those Member States that joined the EU on or after May 1st 2004. The eligibility criteria further limited funding only to multi-family housing and buildings owned by public authorities or non-profit operators and designated for social housing. The article change expanded EE/RES funding eligibility to all EU Member States and granted Member States the freedom to define by themselves what categories of housing were to be eligible. Additionally, Member States could now spend up to 4% of the total ERDF allocation on EE/RES in existing housing, compared to 2% previously. [335:  Regulation (EC) No 397/2009 of the European Parliament and of the Council of 6 May 2009 amending Regulation (EC) No 1080/2006 on the European Regional Development Fund as regards the eligibility of energy efficiency and renewable energy investments in housing, OJ L 126, 21.5.2009, p. 3–4]  [336:  Regulation (EC) No 1080/2006 of the European Parliament and of the Council of 5 July 2006 on the European Regional Development Fund and repealing Regulation (EC) No 1783/1999,  OJ L 210, 31.7.2006, p. 1–11] 

[bookmark: _Ref421876551][bookmark: _Ref421876628]Box 2: The inefficiency of the Hungarian residential buildings stock
Among the former socialist EU Member States, Hungary ranks the third after Latvia and Slovenia with regards to the energy consumption of a dwelling unit. [footnoteRef:337] Many of the buildings were built before 1939 or during the Soviet era when pre-fabricated panel blocks were used. The recently established National Building Energy Efficiency Strategy states that around 70% of the 4.3 million residential units cannot be considered up-to-date with regards to technical requirements of energy efficiency and that the share is similar for public buildings.[footnoteRef:338]  [337: ]  [338: ] 

The exemplary role of public buildings only appeared in the call for tenders for the EEOP 5.6.0 project call in 2013.[footnoteRef:339] [339:  Government of Hungary (2013c) Call for tenders for the EEOP-2012-5.6.0 tender scheme, Valid from 04/2015] 

The EEOP provided grant-funding with a co-financing rates which has gradually increased in successive calls.  The reasons for this approach are not explained in the programming documentation. As discussed above public authorities experienced great difficulties in accessing capital for energy efficiency investments but as energy efficiency interventions can result in important cost saving the very high co-financing rate of grants is questionable. The ex-ante evaluation of the EEOP did not offer any observations on this issue[footnoteRef:340], while the ex-ante evaluation of the 2014-2015 EEEOP specifically called for further assessment of the use of financial engineering instruments and the establishment of cost-effective co-financing rates. It also concluded that in the absence of EU funding for energy efficiency it is very likely that the investments would have still taken place but with the use of national public and private funding.[footnoteRef:341] [340:  Öko Zrt. (2007) Ex-ante evaluation of the Environment and Energy Operational Programme [Környezet és Energia Opratív Program ex-ante értékelése] Version: 11/01/2007]  [341:  Hydea, Multicontact & Nordic Consulting (2015) Ex-ante evaluation of the Environment and Energy Efficiency Operational Programme of Hungary, Executive Summary [A Környezeti és Energiahatékonysági Operatív Program ex ante értékelése] ] 

At the same time, the evaluation report on the implementation of the EEOP specifically examined the impact of high co-financing rates on cost effectiveness of the energy projects under the EEOP (including both energy efficiency and renewable energy sources). It concluded that the higher co-financing rates negatively affected the efficiency, in terms of CO2 savings, of projects implemented under the third-party financing project call (EEOP 5.2, see below), but had a positive impact on those projects which targeted the improvement of the district heating supply system. [footnoteRef:342] [342:  Öko Zrt. (2007) Ex-ante evaluation of the Environment and Energy Operational Programme [Környezet és Energia Opratív Program ex-ante értékelése] Version: 11/01/2007] 

The same evaluation report also examined whether there were ‘over-supported’ projects. This can happen when support is provided for projects which would have been financially viable even without the support or when the project receives such high financial support that it leads to greater and faster savings than the market conditions would have suggested. The evaluation concluded that this was the case for those projects that took place under the third party financing call (EEOP 5.2, see below). In general the report noted that energy efficiency projects can deliver financial savings even with lower co-financing rates. The evaluation report suggests that the level of co-financing rates should be carefully considered for energy efficiency investments as it can happen that the very high co-financing rates can make a project viable for the public authority even if it only achieves limited energy savings.[footnoteRef:343]   [343:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

At the same time, cultural issues are relevant: in Hungary, grant-funding with high co-finance rates is a socially accepted norm for most areas of Government funding, and there are therefore significant challenges with regards to attitudes towards lower co-financing rates and possible non-grant funding, including loans.   
Finally, the importance of financial savings as a result of improved energy efficiency in public buildings was highlighted in the National Strategy Report of Hungary. The report indicated that the savings achieved as a result of reduced energy bills in public buildings can be used to finance investments focusing on the improvement of the quality of public service provisions.[footnoteRef:344] [344:  National Development Agency (2012) National Strategy Report of Hungary based on 1083/2006/EC [Nemzeti Stratégiai Jelentés] ] 

Figure 4 represents a general logic of intervention in the area of energy efficiency of public buildings supported under the “Efficient energy use” priority axis of the Hungarian Environment and Energy Operational Programme between 2007 and 2013. The presented figure is based on the programme documentation and interviews with programme authorities.
[bookmark: _Ref421541505]Figure 4: Logic of energy efficiency intervention in public buildings under the EEOP 2007-2013

1.20. [bookmark: _Toc426033034]Interventions
1.20.1. [bookmark: _Toc426033035]Governance 
From 2006 until the end of 2013 the Managing Authority (MA) for the EEOP was the Managing Authority for Environmental Programs [Környezetvédelmi Programok Irányító Hatósága] under the Hungarian National Development Agency [Nemzeti Fejlesztési Ügynökség (NFÜ)]. In 2014, this managing authority was transferred to the Development, Climate Policy and Public Services State Secretariat of the National Development Ministry [Nemzeti Fejlesztési Mininsztérium Fejlesztés- és klímapolitikáért, valamint Kiemelt Közszolgáltatásokért Felelős Államtitkárság] and its name became Deputy State Secretariat for the Environment and Energy Efficiency Operational Programme [Környezeti és Energiahatékonysági Operatív Programokért Felelős Helyettes Államtitkárság]. The National Development Agency was abolished at the same time.
Payments were provided to the beneficiaries via an Intermediary Body (IB), which was also responsible for receiving and checking the project applications. At the start of the programming period two intermediary bodies existed: the Development Directorate of the Ministry of Environment and Water [Környezetvédelmi és Vízügyi Minisztérium Fejlesztési Igazgatósága] and the Energy Centre Non-profit Ltd. [Energia Központ Nfkt.]. The former was responsible for priority axes 1-2-3 and 6, while the Energy Centre Non-profit Ltd. was responsible for priority axes 4 and 5, including the “Efficient energy use” priority axis. In 2010, the Ministry of Environment and Water was abolished and thus the intermediary body for priority axes 1-2-3 and 6 became the Development Directorate of the Environment [Környezetvédelmi Fejlesztési Igazgatóság]. After 2011, the two intermediary bodies were merged and its name changed to National Environment Protection and Energy Centre Non-Profit Ltd. [Nemzeti Környezetvédelmi és Energia Központ (NKEK) Nkft.]. In 2014, the IB was transferred to the National Development Ministry together with the MA and the National Environment Protection and Energy Centre Non-Profit Ltd. no longer exists. 
The specific details on the governance of ERDF/CF/ESF funding in Hungary during the 2007-2013 programming period are laid down in the Government Regulation 4/2011.[footnoteRef:345] [345:  Government Regulation 4/2011 on the use of ERDF, CF and ESF funding in the 2007-2013 programming period [4/2011. (I. 28.) Korm. Rendelet a 2007-2013 programozási időszakban az Európai Regionális Fejlesztési Alapból, az Európai Szociális Alapból és a Kohéziós Alapból származó támogatások felhasználásának rendjéről]] 

Figure 5 presents the basic governance structure of the EEOP as outlined above. The changes which took place in 2014 are not presented in the figure.
[bookmark: _Ref421547043]Figure 5: Basic governance structure of support mechanisms to investment in energy efficiency in public buildings under the “Efficient energy use” priority axis of EEOP 2007-2013

1.20.2. [bookmark: _Toc426033036]Core activities
The EEOP 2007-2013 provided support for energy efficiency investments in public and enterprise buildings in the form of grant-funding. Residential buildings were not supported.
Under the “Efficient energy use” priority axis (Priority axis 5) twelve project calls were issued during the 2007-2013 programming period. These project calls varied with regards to (see Table 13):

· The available amount of support;
· Co-financing rates;
· The  beneficiaries targeted; and
· The energy efficiency measures supported.

At the beginning of the programme period two project calls were issued in 2008. The EEOP 5.1.0 project call covered a very broad range of energy efficiency measured and also granted funding to projects which combined energy efficiency measures with renewable energy sources. The other project call issued in 2008 was the so called “Third-party” financing call (EEOP 5.2.0), which created a support mechanism primarily for public buildings. The direct beneficiaries of the grant-funding were private energy service companies who undertook the energy efficiency investments. In return a rent agreement was completed between the ESCO and the public authority and the rent was primarily paid by the financial savings as a result of improved energy efficiency.[footnoteRef:346] In theory, this approach could be a more efficient way of overcoming funding constraints on public authorities; however, there appeared to be limited information available on its success, or on the lessons learned from this approach.  [346:  Government of Hungary (2010a) Call for tenders and guidance for the EEOP-2009-5.2.0/A tender scheme, Valid from 20/09/2010] 

After these two initial project calls no calls were issued until 2010. In 2010, five project calls were issued. Two of these – EEOP 5.2.0/A/09 and EEOP 5.2.0/B/09 – carried over the previous third-party financing project call, two calls – EEOP 5.3.0/A/09 and EEOP 5.3.0/B/09 - were launched for traditional energy efficiency investments (either with or without investments in RES) and a new project call was created for the district heating supply sector (EEOP 5.4.0).
By the end of 2011, all of the allocations of the “Efficient energy use” priority axis have been committed to projects and thus no new project calls were issued until 2012 when allocations were transferred to the EEOP from the Transport Operation Programme (see later). As resources were again available five more project calls were issued in the forthcoming years.
In addition, energy efficiency investments could have been supported under two following project calls within the “Increasing the use of renewable energy sources” priority axis:
· EEOP 4.9.0/11 project call on Energy efficiency developments with the combined use of renewable energy sources; and
· EEOP 4.10.0/E/12 project call on Energy efficiency developments combined with RES for ecclesiastical institutions in the Convergence region.
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[bookmark: _Ref421549016]Table 13: List of project calls under the “Efficient energy use” priority axis of EEOP 2007-2013
	Code
	Title
	Year of call
	Amount of support[footnoteRef:347] [347:  The Eurostat annual exchange rates were used to provide figures in Eros. Available at: http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1 [Accessed: 10/06/2015]] 

	Co-financing rate
	Beneficiaries
	Supported measures

	EEOP 5.1.0
	Increasing energy efficiency
	2008
	HUF 10-500 million (approx. EUR 0.04 – 1.98 million)
	10-50%
	SMEs, central budgetary institutions and non-profit organisations
	Broad range of energy efficiency measures, including RES and district heating too

	EEOP 5.2.0
	Third-party financing
	2008
	HUF 1-50 million (approx. EUR 4,000-40,000)
	Lighting: 10% 
Heating: 14.5%
	Third-party financing institutes and ESCOs
	Modernisation of lighting or heating systems

	EEOP 5.2.0/A/09
	Third-party financing
	2010
	HUF 1-50 million (approx. EUR 3,600 – 181,500)
	Lighting: 20%
Heating: 25%
	Third-party financing institutes and ESCOs
	Broad range of energy efficiency measures

	EEOP 5.2.0/B/09
	Third-party financing – combined projects (energy efficiency and RES)
	2010
	HUF 3.5-200 million (approx. EUR 12,700 – 725,000)
	35%
	Third-party financing institutes and ESCOs
	Broad range of energy efficiency measures combined with RES

	EEOP 5.3.0/A/09
	Energy efficiency developments
	2010
	HUF 1-500 million  (approx. EUR  3,600 – 1,815,000)
	Depends on the type of supported measures and beneficiary

For instance for a complex energy efficiency improvements in public buildings: 75%
	Enterprises, budgetary institutions and non-profit organisations
	Broad range of energy efficiency measures

	EEOP 5.3.0/B/09
	Energy efficiency developments combined with RES
	2010
	HUF 1-500 million (approx. EUR  3,600 – 1,815,000)
	Depends on the region and type of beneficiary

For instance for a budgetary institution in Central Hungary: 60%
	Enterprises, budgetary institutions and non-profit organisations
	Broad range of energy efficiency measures combined with RES

	EEOP 5.4.0
	Modernisation of the district heating sector
	2010
	 HUF 10-50 million (approx. EUR 36,000 – 181,500)
	50% but for some measures it also depends on the region
	District heating suppliers
	Modernisation of district heating infrastructure

	EEOP 5.5.0/A/12
	Development of energy efficiency of buildings
	2012
	HUF 1-500 million (approx. EUR 3,400 – 1,725,000)
	Depends on type of beneficiary

For instance for budgetary institutions: 85%
	Enterprises, budgetary institutions and non-profit organisations
	Broad range of energy efficiency measures

	EEOP 5.5.0/B/12
	Development of energy efficiency of buildings combined with RES
	2012
	HUF 1-500 million (approx. EUR 3,400 – 1,725,000)
	Depends on type of beneficiary

For instance for budgetary institutions: 85%
	Enterprises, budgetary institutions and non-profit organisations
	Broad range of energy efficiency measures combined with RES

	EEOP 5.5.0/E/12
	Energy efficiency developments combined with RES for ecclesiastical institutions  in the Central Hungary region 
	2102
	HUF 1-150 million (approx. EUR 3,400 – 515,000)
	Depends on type of beneficiary

For instance for a non-profit organization acting as a public body: 100%
	Ecclesiastical institutions
	Broad range of energy efficiency measures combined with RES

	EEOP 5.6.0/B/12
	Energy developments of central budgetary institutions 
	2013
	HUF 50-800 million (approx. EUR 0.17 – 2.7 million)
	10-100%
	Health institutions who won under project call EEOP 7.4.0, which provided support for project preparation 
	Broad range of energy efficiency measures combined with RES

	EEOP 5.6.0/12
	Energy efficiency investments in central budgetary institutions
	2013
	Min HUF 50 million, no max limit (approx. EUR 0.17 million – no limit)
	10-100%
	Central budgetary institutions
	Broad range of energy efficiency measures combined with RES


Source: Call for projects and guidance published by the Hungarian Government (see bibliography at the end of the case study)

Allocations, form of support and co-financing rates
The 2013 version of the Operational Programme indicates that EUR 357.5 million was allocated to the “Efficient energy use” priority axis, which equals to the allocation reported for the priority theme on energy efficiency, co-generation and energy management. The total allocations for the priority axis were EUR 420.6 million, which included EUR 63.1 million as national public and private sources.[footnoteRef:348] The “Efficient energy use” priority axis was solely funded by the Cohesion Fund. Given that the EEOP also supported enterprise buildings and the district heating sector around HUF 90 billion (approximately EUR 291.5 million[footnoteRef:349]) was allocated to energy efficiency investments in public buildings. This amount includes both EU and national contribution; HUF 76.5 billion (approximately EUR 247.8 million[footnoteRef:350]), i.e. 85% of the HUF 90 billion, was coming from EU sources, in this case from the Cohesion Fund.[footnoteRef:351]   [348:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 12/09/2013]  [349:  Figures were not provided in Euros by the Monitoring Department. In order to provide an approximation of the HUF figures in EUR the 2014 annual average exchange rates indicated on Eurostat was used. 1€=308.71 HUF.]  [350:  Figures were not provided in Euros by the Monitoring Department. In order to provide an approximation of the HUF figures in EUR the 2014 annual average exchange rates indicated on Eurostat was used. 1€=308.71 HUF.]  [351:  Email exchange with Managing Authority] 

There were substantial changes to the allocations for the relevant priority theme during the 7 year programming period; allocation increased from EUR 156.2 million to EUR 357.5 million in 2014. This is an increase of EUR 201.3 million and represents a 228% increase. The allocations were the same for 2008, 2009, 2010 and 2011. A substantial increase took place in 2012 and the allocations remained almost the same for 2013 and 2014.[footnoteRef:352] In 2012, HUF 65 billion (approximately EUR 224 million[footnoteRef:353]) was transferred from the Transport Operation Programme to the “Efficient energy use” priority axis. The rationale for this substantial change was threefold:  [352:  European Commission, DG REGIO (2015) Monitoring data on ERDF/CF investments provided for this study]  [353:  Eurostat 2012 annual average exchange rate, 1EUR=289.5HUF;  Eurostat (2015a) Annual average exchange rates, Available at: http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1 [Accessed: 01/02/2015]] 

· the National Strategy Report for Hungary indicates the appearances of new strategic objectives in Hungary[footnoteRef:354]; [354:  National Development Agency (2012) National Strategy Report of Hungary based on 1083/2006/EC [Nemzeti Stratégiai Jelentés] ] 

· the Managing Authority indicated the very high demand for energy efficiency investments in buildings[footnoteRef:355]; and [355:  Interview with Managing Authority] 

· the low demand for projects under the Transport Operational Programme was also indicated in the National Strategy Report.[footnoteRef:356] [356:  National Development Agency (2012) National Strategy Report of Hungary based on 1083/2006/EC [Nemzeti Stratégiai Jelentés]] 

Support was provided solely in the form of non-repayable grants. The available amount of support was determined for each project call. During the whole programming period the lowest amount was HUF 1 million (approximately EUR 3240)[footnoteRef:357] while the highest amount was HUF 800 million (approximately EUR 2.6 million)[footnoteRef:358]. No maximum limits were established for the final project call, titled “Energy efficiency investments in central budgetary institutions”. [357:  In order to provide an approximation of the HUF figures in EUR the 2014 annual average exchange rates indicated on Eurostat was used. 1€=308.71 HUF.]  [358:  In order to provide an approximation of the HUF figures in EUR the 2014 annual average exchange rates indicated on Eurostat was used. 1€=308.71 HUF.] 

The co-financing rates gradually increased during the programme period but were dependent on various issues. For instance, the “Energy efficiency developments” (EEOP 5.3.0/A/09) project call applied a 75% co-financing rate for a complex energy efficiency investment in public buildings[footnoteRef:359], while similar measures in central budgetary institutions received financial support with a 100% co-financing rate under the EEOP 5.6.0/12  project call in 2013.[footnoteRef:360] In general, co-financing rates were higher for public authorities than enterprises and the co-financing rates under the third-party project call were also lower. [359:  Government of Hungary (2010c) Call for tenders and guidance for the EEOP-2009.-5.3.0/A tender scheme, Valid from 18/05/2010]  [360:  Government of Hungary (2013c) Call for tenders for the EEOP-2012-5.6.0 tender scheme, Valid from 04/2015] 

For some of the project calls information the average co-financing rates are available (see Table 14).
[bookmark: _Ref421555281]Table 14: Average co-financing rates for some of the project calls under the “Efficient energy use” priority axis of EEOP 2007-2013[footnoteRef:361] [361:  Öko Zrt. & Budapest Corvinus University (n.d.) The effect of aid intensity on the effectiveness and profitability of energy investments under the EEOP [A támogatásintenzitás hatása a KEOP energetikai fejlesztések hatékonyságára és jövedelmezőségére] Presentation] 

	Code
	Title
	Average co-financing rate

	EEOP 5.1.
	Increasing energy efficiency
	40.8%

	EEOP 5.2.
	Third-party financing
	17.8%

	EEOP 5.3.
	Energy efficiency developments (in some cases combined with RES)
	71.1%

	EEOP 5.4.
	Modernisation of the district heating sector
	48.4%


Note: The table applies a gradient colour coding system, which uses the following three colours: (i) blue – low values, (ii) white – medium values, and (iii) red – high values.
Types of supported beneficiaries

The final beneficiaries under the “Efficient energy use” priority were the following:
· Enterprises, in some cases with a specific focus on SMEs;
· State budgetary institutions;
· Non-profit organisations;
· Ecclesiastical institutions (in the case of the “Energy efficiency developments combined with RES for ecclesiastical institutions  in the Central Hungary region” project call);
· ESCOs (in the case of the “Third-party financing” project call); and
· District heating suppliers (in the case of the “Modernisation of the district heating sector” project call).
Types of supported energy efficiency measures

In terms of the eligible energy efficiency measures, there were no technical limitations and the supported investments included a broad range of energy efficiency measures such as thermal insulation, replacement of doors and windows, modernisation of hot water supplying systems and optimisation of lighting systems. Seven out of the twelve project calls also supported combined projects which aimed to improve energy efficiency with the use of renewable energy sources. It is interesting to note that in the current programming period the 2014-2020 EEEOP has a combined priority axis focusing on both energy efficiency and renewable energy sources. 
Types of supported buildings

The EEOP supported public and enterprise buildings; residential buildings were not in the scope. With the exception of two project calls (see below) there was no specific focus on any types of public buildings. Support was provided to buildings at both central and regional government level.
In 2012, a project call focusing on ecclesiastical institutions in the Central Hungary region was launched. 

In 2013, the EEOP 5.6.0/B/12 project call only supported those public health institutions which received support for their project preparation phase under the 7.4.0 project call under the “Project preparation” priority axis (priority axis 7). 

Project selection criteria
For the project applications submitted under the “Efficient energy use” priority axis a one-stage tendering process was applied. At the same time within the other priority axes, such as the “Good water management” priority, a two-stage tendering process was applied. Within this two-staged process support was provided for the preparation phase of the projects. This was seen essential for large infrastructural investments, including for instance waste water infrastructure projects.[footnoteRef:362]    [362:  Interview with Managing Authority] 

Nevertheless, in 2011 the Government Regulation 4/2011[footnoteRef:363], which laid down the requirements of the governance of ERDF/CF/ESF funding during the 2007-2013 programming period, abolished the two-stage tendering process. After 2011, support for the project preparation phase was provided under the “Project preparation” priority axis (Priority axis 7). [363:  Government Regulation 4/2011 on the use of ERDF, CF and ESF funding in the 2007-2013 programming period [4/2011. (I. 28.) Korm. Rendelet a 2007-2013 programozási időszakban az Európai Regionális Fejlesztési Alapból, az Európai Szociális Alapból és a Kohéziós Alapból származó támogatások felhasználásának rendjéről] ] 

According to the MA the one-stage tendering process was faster; nevertheless the preparation of the project applications was more challenging.[footnoteRef:364] At the same time, the decision process for the energy efficiency projects was considered very slow and could take 1-1.5 years. This was a particular concern for the energy efficiency project applications as the technical parameters and the proposed budget of the projects could become outdated during this period.[footnoteRef:365] Table 15 presents the average number of days for the different processes of project implementation. The decision on the selection of successful projects and the time elapsed until a commitment contract enters into force under the energy efficiency projects took longer on average than in other priority axes.   [364:  Interview with Managing Authority]  [365: Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]; Interview with Energy Auditor] 

In general, the project preparation phase was considered by experts to be very complicated as a wide range of documentations had to be submitted and the energy audits were challenging (see below).[footnoteRef:366] [366:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 



[bookmark: _Ref421613640]Table 15: Number of average days elapsed during the different project implementation processes under the 7 priority axes of the EEOP[footnoteRef:367] (Priority axes in italics applied a one-stage tendering process) [367:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés], p.36] 

	 
	Time elapsed (number of days) between the below listed processes

	Priority axis
	Project submission - first evaluation
	Project submission - decision of successful projects
	Decision on successful projects - commitment contract enters into force
	Commitment contracts enters into force - planned start of the project
	Commitment contracts enter into force - submission of the financial closure
	Submission of the financial closure - the final payments
	Total time elapse: Submission of the project application - final stage of the projects

	1. Healthy and clean settlements
	166
	208
	81
	-176
	547
	53
	889

	2. Good water management
	107
	160
	84
	-125
	824
	81
	1149

	3. Wise management of natural assets
	76
	118
	78
	-75
	593
	80
	869

	4. Increasing the use of renewable energy sources
	90
	116
	76
	-93
	217
	120
	529

	5. Efficient energy use
	128
	194
	116
	-212
	218
	186
	714

	6. Promotion of sustainable production and consumption habits
	81
	105
	51
	-54
	348
	102
	606

	7. Project preparation
	66
	105
	69
	-120
	717
	61
	952


Note: The table applies a gradient colour coding system, which uses the following three colours: (i) blue – low values, (ii) white – medium values, and (iii) red – high values.

Within the “Efficient energy use” priority axis two different project selection processes were used:[footnoteRef:368] [368:  Interview with Managing Authority] 

· “Lighter” process: This process applied to project which were under HUF 50 million (approx. EUR 0.016 million). No external evaluators took part in the selection process.
· More detailed process: For all projects above HUF 50 million (approx. EUR 0.16 million). External evaluators took part in the selection process.

Below some insights are provided on the more detailed selection process.

At the beginning of the programming period Review Committees were set up in which external experts, including members of civil society and representatives of the national and regional government, decided whether projects should be funded. Later in the programming period around 2011-2012, these committees were not used, and the decision was undertaken by a limited number of external evaluators instead.[footnoteRef:369]  [369:  Interview with Expert [ex-Intermediary Body]] 


In some cases, experts taking part in the project evaluation process as external auditors had also worked on the preparation of project applications. Nevertheless, strict conditions were applied to avoid conflicts of interest.[footnoteRef:370] At the same time, this was seen as a limitation in the project selection process and was explained by the fact that number of available external experts was low in Hungary.[footnoteRef:371]  [370:  Interview with Energy Auditor]  [371:  Interview with Expert [ex-Intermediary Body]] 

At the beginning of the programme period, 2-3 months before the actual issue of the project calls the MA provided a prior information notice on the prospected date of the specific project calls.[footnoteRef:372] This practice helped the beneficiaries to plan ahead. Nevertheless, after 2011-2012 prior information was no longer provided and the issuing of the project calls became unpredictable. In the case of the 2012 and 2013 energy efficiency project calls, after the calls were officially published project applicants had only a limited time to prepare their applications. For instance, in the case of the EEOP 5.5.0/A project call this was 2 months.[footnoteRef:373]  [372:  Interview with Expert [ex-Intermediary Body]]  [373:  Originally this was 40 days but given that errors were discovered in the programme documentation (in the calculation tables) the deadline was extended with an extra two weeks.] 


Within the selection process not only the formal and technical requirements were judged but the time of the submission of the project application was also considered; i.e. from two projects applications which achieved the same scores the one which was submitted earlier was selected.[footnoteRef:374] Given the very high number of project applications as a result of the high demand for support, in many cases there were project applications which received the same scores making it impossible to devise a cut-off point which kept within the available budget. In these cases, the time of submission of the project was used as the means of choosing between equally highly rated projects, with preference going to those submitted earlier. This was especially the case until 2011-2012 while the Review Committees were still in place. During this period, once project calls were issued the Review Committees met within certain time intervals – for instance every 3 months after 2009 – and assigned scores to project applications. Where a number of projects scored the same, date of submission was used to determine which should receive funding. Once a decision was made on an individual project, even if it was rejected only on the grounds of a later submission date and time than other applicants, it was no longer able to compete with new applications at subsequent meetings of the Reviewee Committees when further sets of project applications were received. [374:  Interview with Expert [ex-Intermediary Body]] 


Dealing with a high number of applications and finding fair methods of differentiating between similar proposals to stay within the identified totals for the calls is clearly difficult. Using the time of submission of project applications to distinguish between proposals near the cut-off line is marginally preferable to doing so randomly. Nevertheless, it is important that scoring systems are sufficiently well calibrated, with enough sensitivity to ensure that the quality of the project applications is the primary basis for selection.
In view of the complexity of the project application process and the advantage gained by early applications, the surprisingly high number of applications within a very limited time frame raised concerns about the fairness of the project selection process[footnoteRef:375], and in particular whether all possible project applicants became aware of the project call information at the same time. [375:  Interview with Expert [ex-Intermediary Body]; Interview with Energy Auditor] 


With regards to the selection criteria the following aspects were considered to be key in the selection process:
· Basic project details in view of the specifics of the project call;
· Management issues;
· Financial background;
· Energy audit result;
· Cost effectiveness;
· Internal Rate of Return; and
· Specific indicators on the net investment costs used to reduce 1 tonnes of CO2-equivalents [HUF/t CO2-eq/year] and net investment costs used to achieve 1 GJ energy saving [HUF/GJ/year]; 
· Contribution to the reduction of GHG emissions and energy savings result indicators; and
· Timing of the application.

With regards to the cost-effectiveness of the projects project applicants had to provide specific details on the internal rate of return of the project. They also had to calculate the net investment costs used to reduce 1 tonnes of CO2-equivalents [HUF/t CO2-eq/year] and net investment costs used to achieve 1 GJ energy saving [HUF/GJ/year]. 
The Internal Rate of Return was seen as an effective tool in ensuring that support is only provided for energy efficiency investments and not to more general renovations which would not fit into the strict definition of energy efficiency improvements in buildings.[footnoteRef:376] At the same time, the influence of consumer prices on the internal rate of return was not taken into full consideration and thus could have negatively influenced the project selection. In those cases where the beneficiaries have ensured that they get the best energy prices on the market, the internal rate of return became lower and thus project applications were negatively affected.[footnoteRef:377]    [376:  Interview with Expert]  [377:  Interview with Expert] 


With regards to the specific indicators on the net investment costs per GHG emission reduction and energy saving interviewees indicated that greater attention should be paid to the actual energy savings rather than to cost-effectiveness.[footnoteRef:378] It was suggested that a system in which the co-financing rates are set according to the level of energy savings would be more effective in ensuring the highest levels of energy savings.[footnoteRef:379]  [378:  Interview with Expert]  [379:  Interview with Expert ] 


Details of the required energy audit are discussed in the below section.



The role of energy audits
The energy audit conducted by an independent auditor, in accordance with Government Regulation 176/2008, formed a core document in the project selection process and throughout the investment.
At the early stages of the programming period project applicants had to submit an ex-ante energy audit presenting the current and the planned status of the building in the form of an excel spreadsheet. Even though the Government Regulation on the certification of energy performance of buildings came into force in 2008, the requirement to submit an energy performance certificate concerning the pre-investment status of the buildings first appeared only in the EEOP 5.5.0/A project call[footnoteRef:380] (Development of energy efficiency of buildings) in 2012.  [380:  Government of Hungary (2012a) Call for tenders for the EEOP-2012-5.5.0/A tender scheme, Valid from 12/12/2012] 

When a project was completed an ex-post energy audit had to be conducted and the results had to be compared with the ex-ante period. 
The energy audit requirements established in excel spreadsheets and word documents have gradually changed during the programming period and became more and more complicated and non-transparent.[footnoteRef:381] The evaluation report on the implementation of the EEOP indicated that beneficiaries considered the ex-ante energy audit unreasonable given that a full energy audit was required and calculations were required to be made even on those energy infrastructure components within the buildings which were not planned to be improved in the project.[footnoteRef:382]  [381:  Interview with Energy Auditor]  [382:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

The level of ambition for energy savings
The EEOP’s energy savings target at programme level was 2.7 PJ/year by 2015 and the base line was established as 0 PJ in 2007. There were no energy saving targets set for the different types of public buildings.[footnoteRef:383] [383:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 12/09/2013] 

It should be noted that in the first version of the EEOP, published in 2007, the energy saving target was set at 11 PJ/year by 2015[footnoteRef:384], i.e. the original target was four times higher.[footnoteRef:385] The substantial decrease of the energy saving target raises concerns whether the level of ambition for energy savings was adequate. One of the interviewees also highlighted that in view of Hungary’s primary energy consumption, which was around 1000 PJ for the 2007-2013 period[footnoteRef:386], this target is not seen ambitious enough.[footnoteRef:387]  [384:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 28/06/2007]  [385:  The GHG emission reduction target was also higher in the first version of the OP. In 2007 it was set at 3,134 kt/year, while the 2013 version of the EEOP indicated 1,400 kt/year.]  [386:  KSH (2015) Primary energy balance [Primerenergia mérleg] Available at: http://www.ksh.hu/docs/hun/xstadat/xstadat_eves/i_qe001.html [Accessed: 11/06/2015] Hungarian Central Statistical Centre]  [387:  Interview with Expert] 

At project level, project applicants had to provide information on the planned energy savings of energy efficiency investments in the buildings with the use of the result indicator “Energy savings as a result of energy efficiency measures [PJ/year]”. The results indicated in the project application formed part of the project selection process. The information on energy savings had to be provided as part of the excel spreadsheets which included the energy audits, nevertheless the format of these spreadsheets changed in successive project calls. Below the specific information requirements of the EEOP 5.6.0 are outlined.
 Applicants first had to indicate as a base line the building’s current energy consumption, which was established as part of the energy audit then the expected energy savings were required to be indicated for 5 years, i.e. for the operational period.[footnoteRef:388] During the 5 year operational period the beneficiaries have to submit each year an operational report in which they report on the energy savings indicator.[footnoteRef:389]  Whether the projects have achieved their previously established energy saving target are checked at the end of the 5 year operational period. Given that the majority of the projects have started only after 2010 most of the projects are still in their operational period and thus the final results are not reported yet. This also affects the reported energy savings at the level of the “Efficient energy use” priority (see below section on results).[footnoteRef:390] [388:  Government of Hungary (2013d) Energy audit appendix for the EEOP-2012-5.6.0 tender scheme]  [389:  Interview with Managing Authority]  [390:  Interview with Managing Authority] 

1.20.3. [bookmark: _Toc426033037]Accompanying activities 
The programme documentation indicates that the institutions involved in the implementation of the EEOP received training on environmental sustainability, which also covered the energy requirements under the EU Cohesion Policy.[footnoteRef:391] [391:  Annual Implementation Report of Hungary for the Energy and Environment Operation Programme 2013 [A Környezet és Energia Operatív Program 2013. Évi megvalósításáról] Amended version: 06/2014] 

With regards to the beneficiaries, thematic conferences and open days were held nevertheless information was provided only at a broader level, for instance on the level of the whole EEOP.[footnoteRef:392] No specific training on the energy management of buildings was provided under the EEOP; such courses were organised by independent institutions.[footnoteRef:393] [392:  Interview with Managing Authority]  [393:  Interview with Expert [ex-Intermediary Body]] 

The lack of targeted awareness raising on the importance of energy efficiency was criticised by some of the interviewees.[footnoteRef:394] A limited number of awareness raising activities linked to energy efficiency were supported under the “Project preparation” priority axis (Priority axis 7.), but were not linked to the implemented projects. A more targeted approach could have helped to raise the awareness of the users of the buildings where the energy efficiency investments took place. The users could become more familiar with the benefits of energy efficiency and could also get a better understanding of the correct use of the new and more energy efficient built-in infrastructures, for instance how to optimise the room temperature.  [394:  Interview with Expert] 

1.21. [bookmark: _Toc426033038]Achievements
1.21.1. [bookmark: _Toc426033039]Outputs
No output indicators were used in the programming documentation.
The Monitoring Department of the Managing Authority was contacted to check whether output indicators were used internally but no relevant information was received.
1.21.2. [bookmark: _Toc426033040]Results
The EEOP reported on the following two result indicators related to energy efficiency investments:
· Energy savings as the result of energy efficiency measures; and
· Reduction of GHG emissions in CO2 equivalents (core indicator 30).
It should be noted that the results of the “Efficient energy use” priority axis and the “Increase of renewable energy sources” priority axis (Priority axis 4.) were reported by the same result indicators and therefore the reduction of GHG emissions also cover the achievements by the RES priority axis.
The results and targets of these two result indicators are presented in 
Table 16. For both indicators a significant underachievement can be seen. By 2013, only 18% and 7% of the established targets have been achieved for the energy savings and GHG emission reduction result indicators, respectively.
[bookmark: _Ref421565763]As the table shows results are presented only since 2011 given that the previously implemented projects only stepped into their operational period in this year. According to the Managing Authority this is the main reason why the achievements in 2013 were so low. Many of the projects have just recently entered their operational period and are required to report on the achievement of the results indicators at the end of the projects’ five year operational period.[footnoteRef:395] [395:  Interview with Managing Authority] 

Table 16: Result indicators for the “Efficient energy use” priority axis under the EEOP 2007-2013[footnoteRef:396] [396:  Annual Implementation Report of Hungary for the Energy and Environment Operation Programme 2013 [A Környezet és Energia Operatív Program 2013. Évi megvalósításáról] Amended version: 06/2014] 

	Indicator name
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015

	Energy savings as a result of energy efficiency measures [PJ/year]
	Result
	0
	0
	0
	0.000063
	0.144
	0.497
	n.a.
	

	
	Target
	
	
	
	
	
	
	
	2.7

	Reduced GHG emissions [kt/year]
	Result
	0
	0
	0
	19.7
	37.9
	107.9
	n.a.
	

	
	Target
	
	
	
	
	
	
	
	1,400.0



Some of the interviewed experts have expressed their concerns with regards to the effectiveness of the monitoring of the results of implemented projects.[footnoteRef:397] This particular concern was also linked to the institutional changes in the MA and IB in 2014. Significant staff change has taken place, with senior experts leaving the Implementing Body, and this risk having an impact on the accuracy of monitoring activities. Furthermore, according to the evaluation report on the implementation of the EEOP municipalities indicated that the lack of financial resources forced them to submit project applications with optimistic targets which then resulted in the under-achievement of the indicators.[footnoteRef:398]    [397:  Interview with Expert ]  [398:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

At the same time, the latest achievements of the result indicators were provided by the MA and the energy saving target is much higher compared to the 2013 result (see Table 17). This can be explained by the fact that information is now being reported from those projects which are now close to the end of their 5 year operational periods. Nevertheless, the GHG emission reduction target shows a significant under-achievement.[footnoteRef:399]   [399:  Given that the GHG emission reduction target is established for both the “Efficient energy use” and the “Increasing the use of renewable energy sources” priority axis it is not clear whether the achievements have been captured separately for the two priority axes and thus the results of the RES priority axis is not reflected here. Clarification on this question was requested from the MA but no information has been received yet.] 

[bookmark: _Ref421883276]Table 17: Latest results of the two result indicators used in the “Efficient energy use” priority axis[footnoteRef:400] [400:  Email exchange with Managing Authority] 

	Indicator name
	Result as of 08/06/2015
	Target for 2015 indicated in EEOP

	Energy savings as a result of energy efficiency measures [PJ/year]
	                           2.064 
	2.7

	Reduced GHG emissions [kt/year]
	355.663
	              1,400.0 



With regards to the calculation methods for the GHG emission reduction indicator (core indicator 30) the MA originally used two calculation methods: (i) one at the level of individual projects and (i) another which covered aggregated programme level data from the individual projects. The former method nevertheless required substantial knowledge from the beneficiaries and it proved to be too complicated for the beneficiaries. As a result only the simplified approach was used, which provided an automatic calculation for GHG emission reductions at the level of individual projects.[footnoteRef:401] However, this appears unlikely to provide accurate data on energy use. [401: Bartha A. (2014) Ex post evaluation of Cohesion policy programmes 2007-2013, focusing on the ERDF and CF – Work Package Zero: Data collection and quality assessment – National Short Report: Hungary ] 

1.21.3. [bookmark: _Toc426033041]Impacts
No impact indicators were used in the programming documentation to monitor the spill-over effects of energy efficiency investments in public buildings. The Monitoring Department of the Managing Authority was contacted to check whether impact indicators were used internally but no relevant information was received.
At the same time, it should be noted that the above indicated fact that many of the projects are still in their 5 year operational phase probably also limits the information available on the wider impacts of energy efficiency investments in public buildings.
1.21.4. [bookmark: _Toc426033042]Leverage effect
The EEOP indicates that for the “Efficient energy use” priority axis in total EUR 420.6 million was allocated. This allocation includes the following sources:[footnoteRef:402] [402:  Environment and Energy Operational Programme of Hungary (EEOP) [Környezet és Energia Operatív Program 2007-2013] Version: 12/09/2013] 

· 85% of the funds, EUR 357.5 million, was coming from the EU Cohesion Fund;
· 6.3% of the funds, EUR 26.7 million, was coming from the state budget, and
· 8.7% of the funds, EUR 36.3 million, was coming from private sources.
Nevertheless, these figures include all project calls under the “Efficient energy use” priority axis and do not provide specific details about energy efficiency investments in public buildings. 
According to the MA energy efficiency investments in public buildings received in total approximately EUR 291.5 million.[footnoteRef:403] This amount includes both EU and national contribution; approximately EUR 247.8 million[footnoteRef:404], i.e. 85% of the EUR 291.5 million, came from EU sources, in this case from the Cohesion Fund.[footnoteRef:405] No information was provided on the share of national public and private sources. Nevertheless, it is assumed that the share of private sources for energy efficiency investments in public buildings were lower than for the whole priority or were even close to zero, with the probable exception for the third-party project calls. [403:  Figures were not provided in Euros by the Monitoring Department. In order to provide an approximation of the HUF figures in EUR the 2014 annual average exchange rates indicated on Eurostat was used. 1€=308.71 HUF.]  [404:  Figures were not provided in Euros by the Monitoring Department. In order to provide an approximation of the HUF figures in EUR the 2014 annual average exchange rates indicated on Eurostat was used. 1€=308.71 HUF.]  [405:  Email exchange with Managing Authority] 

As indicated above public authorities benefited from very high co-financing rates. Such financing set-ups attract less private sector investments than financial engineering instruments[footnoteRef:406] and thus limit the leverage effect. [406:  Applica (2012) Expert evaluation network delivering policy analysis on the performance of Cohesion policy 2007-2013 The use of the ERDF to support, Financial engineering instruments, Synthesis Report] 

1.22. [bookmark: _Toc426033043]Lessons learnt for future policy developments
1.22.1. [bookmark: _Toc426033044]Challenges
The most important challenges of implementation of energy efficiency investments in public buildings supported in the EEOP 2007-2013 were the following:
a) Very high demand for support
A very high demand of support for energy efficiency investments resulted in an unexpectedly high number of project applications. According to the MA there was usually an 8-10 times over-subscription for the project calls. As a result of the very high demand by 2011 most of the originally allocated funding was used.[footnoteRef:407] This generates challenges in terms of assessing and selecting projects from such a large volume of applications, and implies that the administrative and other costs for the overall population of applicants was higher than necessary. [407:  Interview with Managing Authority, Z. Varga, J. Mizák, National Development Ministry, 19/02/2015] 

This challenge is considered to be the result of the following factors:
· The public authorities’ lack of access to capital;
· The very high inefficiency of the Hungarian building stock; and
· The attractiveness of grant-funding with high co-financing rates.

b) Problems with public procurement
Many beneficiaries indicated that they have experienced substantial challenges with public procurement in the project implementation phase.[footnoteRef:408] The public procurement processes were considered complicated and very slow, which did not always ensure the selection of the best supplier. [408:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

The challenges around public procurement were also confirmed by the Managing Authority. Some of the beneficiaries were not familiar with the public procurement procedures and thus experienced difficulties when using the public procurement system.[footnoteRef:409]  [409:  Interview with Managing Authority] 

c) Access to project evaluators
The selection process of the submitted project applications were undertaken by external evaluators. In some cases those experts who have taken part in the project evaluation process as external auditors also worked on the preparation of project applications. Nevertheless, strict conditions were applied to ensure there is no conflict of interest.[footnoteRef:410] [410:  Interview with Energy Auditor] 

At the same time, this was seen as a limitation in the project selection process and was explained by the fact that number of available external experts was low in Hungary.[footnoteRef:411] This problem could potentially be solved with targeted training programmes.   [411:  Interview with Expert [ex-Intermediary Body]] 

d) Challenges during the operational period
As no targeted awareness raising programmes were linked to the implemented projects some concerns were expressed whether the users of the modernised buildings pay attention to the correct use of the improved energy systems in the buildings, for instance how to optimise the room temperature.[footnoteRef:412] As the operational phase of the implemented projects are very important in view of the achievement of the projected energy savings, more support should be provided in this area. [412:  Interview with Expert] 

1.22.2. [bookmark: _Toc426033045]Good practices
Some aspects of the energy efficiency investments in public buildings supported under the EEOP 2007-2013 can be considered as good practice. Examples include the following:
a) Modernisation of public buildings
Given the very inefficient status of public buildings and the limited amount of funding available at national level for energy efficiency investments for public authorities the opportunity to fund energy efficiency investments in public buildings by the EU Cohesion Fund was very welcomed.[footnoteRef:413] [413:  Interview with Managing Authority] 

Furthermore, the MA noted the importance of the co-benefits of the energy efficiency investments linked to the improved appearance of the public buildings. As many public buildings were in very bad conditions in terms of their appearance the investments, including for instance the replacement of old windows to new efficient ones, also contributed to the improvement of city scape in many areas.[footnoteRef:414] [414:  Interview with Managing Authority] 

b) Transfer of funds from less demanded OPs 
As indicated before the very high demand for energy efficiency projects led to a stage that by 2011 most of the originally allocated funding for the “Efficient energy use” priority axis was used.[footnoteRef:415]   [415:  Interview with Managing Authority] 

In 2012, HUF 65 billion (approximately EUR 224 million[footnoteRef:416]) was transferred from the Transport Operation Programme to the “Efficient energy use” priority axis. In principle, the ability to focus resources on more successful measures is a positive flexibility. However, the very generous levels of co-financing for “Efficient energy use” raises some risks that simply absorbing the available funding was a more important motivation behind the transfer than achieving the relevant outcomes, which mitigates the wider replicability of this success.  [416:  Eurostat 2012 annual average exchange rate, 1EUR=289.5HUF;  Eurostat (2015a) Annual average exchange rates, Available at: http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tec00033&plugin=1 [Accessed: 01/02/2015]] 

1.22.3. [bookmark: _Toc426033046] Practices to be improved
With regards to the less successful aspects of the intervention, the following elements have been identified:
a) Lack of strategic orientation
At the time of writing of the EEOP, no strategies existed in Hungary neither on energy efficiency in general or on energy efficiency in buildings. Such strategies gradually developed in the forthcoming years. Even though there were no inconsistencies between the objectives of the EEOP and the later established energy and climate policies[footnoteRef:417] the lack of a national strategy on energy efficiency in buildings had left the EEOP without a strategic orientation[footnoteRef:418], which may to some extent explain the initial failure to focus on the potential savings from the residential sector.   [417:  Interview with Expert]  [418:  Interview with Expert [ex-Intermediary Body]2015 ] 

Hungary’s National Building Energy Efficiency Strategy was only published in 2015. As part of the strategy an extensive survey on the Hungarian building stock’s energy performance was carried out. One of the key conclusions with regards to public buildings was that the highest energy consumption is in public health institutions.[footnoteRef:419] As no such assessments were made during the 2007-2013 programming period the EEOP did not established any priorities with regards to specific building types. By doing so it could have achieved greater energy savings.[footnoteRef:420]  [419:  A building typology was applied to the public buildings and the highest energy consumption was found in two storey health buildings which were built brefire the 1900s. ]  [420:  Interview with Expert [ex-Intermediary Body]] 

b) Major institutional changes
As indicated earlier substantial institutional changes took place within the Managing Authority and the Intermediary Body. In 2014, the MA and the IB were transferred to the National Development Ministry and both institutions were abolished, with a significant departure of senior staff. 
The institutional changes were considered to make the monitoring processes challenging, especially the monitoring during the 5 year operational phase of the implemented projects. [footnoteRef:421] [421:  Interview with Expert ] 

Furthermore, the evaluation report on the implementation of the EEOP indicated that beneficiaries had negative experiences with the changing nature of the IB; the changes of project managers made communication between the beneficiaries and the IB more difficult. Beneficiaries also expressed that in some cases their requests were left unanswered. These comments highlighted the underlying professional capacity problems in the IB.[footnoteRef:422]  [422:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

c) Lack of support for residential buildings
Even though the Hungarian residential buildings stock is considered to be very inefficient and only limited national funding was available during the 2007-2013 period, the EEOP did not provide support for energy efficiency investments in residential buildings. At the earlier stages of the programme period this was explained by the fact that given the 2% limit of the ERDF allocations on energy efficiency and renewable energy sources on existing housing the actual amount that could have been spent on the residential sector in Hungary was considered very low. 
The changes to this threshold in 2009, allowing Member States to spend up to 4% of ERDF allocations, could have resulted in changes to the EEOP nevertheless the MA indicated that the available allocations were still considered low and the institutional set up was not prepared for the inclusion of households as beneficiaries.[footnoteRef:423] At the same time, experts highlighted that the inclusion of households should have been an important priority.[footnoteRef:424]  [423:  Interview with Managing Authority]  [424:  Interview with Expert ] 

It should be mentioned that the 2014-2020 Environment an Energy Efficient Operational Programme now provides support to residential buildings as well.[footnoteRef:425] [425:  Environment and Energy Efficiency Operational Programme of Hungary 2014-2020 [Környezeti és Energiahatékonysági Operatív Program 2014-2020] Version: 2014] 

d) Complicated energy audit requirements
The energy audit requirements were established in excel spreadsheets and word documents, which were published separately for each of the project calls. The documents have gradually changed during the programming period and became more and more complicated and non-transparent.[footnoteRef:426] Furthermore, the full ex-ante energy audit, which required provision of calculations on all built-in infrastructure even those which were not planned to be improved, were considered to place unreasonable burdens on project applicants. [footnoteRef:427]  [426:  Interview with Energy Auditor]  [427:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

In general, the project preparation phase was considered to be very complicated as a wide range of documentations had to be submitted.[footnoteRef:428] [428:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

e) Problems with the project selection process 
The following problems were identified in relation to the project selection process:
i. Slow decision
As discussed above within the “Efficient energy use” priority axis a one-stage tendering process was applied. Even though such approach was faster than the two-staged process the selection of successful energy efficiency projects were still considered very slow. The decision process for the energy efficiency projects could easily take 1-1.5 years which was a particular concern for the energy efficiency project applications as the technical parameters and the proposed budget of the projects could become outdated during this period.[footnoteRef:429] [429:  Interview with Energy Auditor; Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

ii. Fairness of the project selection 
At the beginning of the programming period, 2-3 months before the actual issue of the project calls the MA provided a prior information notice on the prospected date of the specific project calls.[footnoteRef:430] This practice helped the beneficiaries to plan ahead. Nevertheless, after 2011-2012 prior information was no longer provided, and the issuing of the project calls became unpredictable. In the case of the 2012 and 2013 energy efficiency project calls, after the project calls were officially published project applicants had a limited time to prepare their applications. For instance, in the case of the EEOP 5.5.0/A project call this was 2 months.[footnoteRef:431] Within the selection process not only the formal and technical requirements were judged but the time of the submission of the project application was also considered; i.e. from two projects applications which achieved the same scores the one which was submitted earlier was selected.[footnoteRef:432] As noted above, this approach raises some questions, particularly if a large number of applications are rejected purely on the grounds of the relative time of their submission. [430:  Interview with Expert [ex-Intermediary Body]]  [431:  Originally this was 40 days but given that errors were discovered in the programme documentation (in the calculation tables) the deadline was extended with an extra two weeks.]  [432:  Interview with Expert [ex-Intermediary Body]] 

In view of the complexity of the project application process and the advantage gained by early applications, the surprisingly high number of applications within a very limited time frame raised concerns about the fairness of the project selection process[footnoteRef:433], and in particular whether all possible project applicants became aware of the project call information at the same time.   [433:  Interview with Expert [ex-Intermediary Body]; Interview with Energy Auditor] 

iii. Changes to the Reviewee Committees
At the beginning of the programming period Review Committees were set up in which external experts, including members of civil society and representatives of the national and regional government,  have decided whether a project is accepted or not. Nevertheless, later in the programming period around 2011-2012, these committees were no longer in place and the decision was undertaken by a limited number of external evaluators.[footnoteRef:434] [434:  Interview with Expert [ex-Intermediary Body]] 

f) The exclusive use of grant-funding with very high co-financing rates
In general, the co-financing rates gradually increased during the programme period. For instance, in a 2010 project call complex energy efficiency investments in public buildings received a grant-funding with 75% co-financing rate but this has increase to 100% in 2013. Such generous grant-funding was likely to crowd-out private investment and negatively affect the development of potential public-private partnerships.
The ex-ante evaluation report of the current programming period’s Environment and Energy Efficiency OP, which have similar objectives as the EEOP 2007-2013, called for further assessment on the use of financial engineering instruments and the establishment of cost-effective co-financing rates for energy efficiency investments. It also concluded that in the absence of EU funding for energy efficiency it is very likely that the investments would have still taken place but with the use of national public and private funding.[footnoteRef:435] [435:  Hydea, Multicontact & Nordic Consulting (2015) Ex-ante evaluation of the Environment and Energy Efficiency Operational Programme of Hungary, Executive Summary [A Környezeti és Energiahatékonysági Operatív Program ex ante értékelése] ] 

Furthermore, the evaluation report on the implementation of the EEOP noted that energy efficiency projects can deliver financial savings even with lower co-financing rates. The authors of the evaluation report suggest that the level of co-financing rates should be carefully considered for energy efficiency investments as very high co-financing rates can make a project profitable even if it only achieves limited energy savings.[footnoteRef:436] There would also seem to be a risk that the potential availability of (effectively) free financing through future calls under the Operational Programme may have discouraged public authorities from pressing ahead with financially viable projects; they would face a strong incentive to wait, instead, in the hope of securing funding under the OP. [436:  Öko Zrt. (2013) Evaluation of the specific conditions of the implementation of EEOP [KEOP Végrehajtás egyes feltételeinek értékelése, Értékelési zárójelentés]] 

g) Slow payments
The evaluation report on the implementation of the EEOP indicates that in general, the payments were well-scheduled. On the other hand, one of the interviewed experts indicated that in the case of energy efficiency project there were substantial delays with the payments, in particular for those projects which were supported after 2010.[footnoteRef:437] [437:  Interview with Energy Auditor] 

The Managing Authority provided very limited support to the project team to get in touch with some of the beneficiaries of the “Efficient energy use” priority axis and only limited information is publicly available on the list of supported beneficiaries.  Subsequently, it was very challenging to contact the beneficiaries and thus the experience of slow payments could not be verified. At the same time, information on the transferred interim payments was provided by the MA (see Table 18). The data shows that the “Efficient energy use” priority axis has been one of the slowest in terms of the share of transferred interim payments per total commitments. 


[bookmark: _Ref421883305]Table 18: Share of transferred interim payments per total commitments for all EEOP priority axes as of 01/06/2015[footnoteRef:438] [438:  Email exchange with Managing Authority] 

	EEOP Priority Axes
	Transferred interim payments as of 01/06/2015

	1. Healthy and clean settlements
	67%

	2. Good water management
	76%

	3. Wise management of natural assets
	75%

	4. Increasing the use of renewable energy sources
	52%

	5. Efficient energy use
	53%

	6. Promotion of sustainable production and consumption habits
	76%

	7. Project preparation
	63%


Note: The table applies a gradient colour coding system, which uses the following three colours: (i) blue – low values, (ii) white – medium values, and (iii) red – high values.
h) Lack of targeted awareness raising
Even though a limited number of awareness raising activities linked to energy efficiency in buildings were supported under the “Project preparation” priority axis (Priority axis 7.) these initiatives were not linked to the implemented projects. A more targeted approach was suggested by some of the interviewees[footnoteRef:439]  which would ensure that the users of modernised buildings have an understanding of the benefits of energy efficiency investments and are aware of the way in which the buildings should be operated to achieve the highest energy savings possible. [439:  Interview with Expert ] 

i) Transparency problems 
As a result of the abolishment of the former Managing Authority and Intermediate Body in 2014 the websites of these former institutions cannot be accessed any more. Even though some information has been transferred to the new government website, which provides information on all Cohesion Policy funding in Hungary, many of the details which were previously published on the IB’s website cannot be accessed anymore. Furthermore, the new centralised website cannot be considered user-friendly as it is very complicated to find specific information on the 2007-2013 programming period. 
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[bookmark: _Toc426033048][bookmark: _Toc420333503][bookmark: _Toc421200216]Case study: Lithuanian Promotion of Cohesion Operational Programme[footnoteRef:440] [440:  The main author of this case study is Vainius Bartasevičius.] 

1.24. Introduction
The key characteristics of the analysed Operational Programme are presented in the below table.
Table 19: Key details of the Lithuanian Promotion of Cohesion Operational Programme
	Name of country
	Lithuania

	Name of Operational Programme
	Sanglaudos skatinimo veiksmų programa [Promotion of Cohesion Operational Programme]

	Name of priority area
	Priority Axis 1 ‘Local and urban development, preservation of cultural heritage and protection of nature and its adaptation to development of tourism’ and Priority Axis 3 ‘Environment and sustainable development’

	CCI Code
	2007LT161PO001

	Date of operation
	2007-2013

	Level of funding
	National

	Source of funding
	European Regional Development Fund (ERDF), Cohesion Fund (CF) and national funds

	Total budget of the OP
	€2669.9 million

	Managing Authority
	Ministry of Finance

	Implementing Body
	Central Project Management Agency, Lithuanian Business Support Agency, Environmental Projects Management Agency, Transport Investment Directorate



[bookmark: _GoBack]The promotion of Cohesion Operational Programme is the second largest Lithuanian OP in the 2007–2013 programming period, with a total allocation of €2669.9 million. Both ERDF and CF are used for financing the programme. A wide range of interventions are supported under the programme, including investments in health, education and social infrastructure, environmental projects and tourism. Modernisation of residential buildings is supported under Priority Axis 1 ‘Local and urban development, preservation of cultural heritage and protection of nature and its adaptation to development of tourism’, while renovation of public buildings is covered by Priority Axis 3 ‘Environment and sustainable development’.

Findings from the initial phases of this study led to some initial observations and hypotheses regarding the energy efficiency interventions in public and residential buildings supported under Promotion of Cohesion OP:

· According to the Promotion of Cohesion OP, 66% of Lithuania residents lived in old multi–apartment buildings at the start of the programming period. Most of these buildings had poor energy efficiency qualities as their thermal insulation capacities were low and heating systems inefficient;
· There was a huge need for investments in modernisation of multi–apartment buildings in Lithuania. According to programme documentation, 24.000 multi–apartment buildings are in need of energy efficiency investments until 2020;
· Residents of the country are unable to finance the renovation on their own due to difficult economic conditions and energy poverty, especially in problem territories. Lack of trust in the homeowners associations and hence ability for collective action has been a real problem. Under these conditions state leadership and support are vital;
· Investments in energy efficiency in multi–apartment buildings are aimed at improving the socio–economic situation of the residents and alleviating the pressure on state budget by decreasing expenditure on housing subsidies. Reducing CO² emissions is another goal of the investments. A few wider consequences of investments are also mentioned in programme documentation: additional jobs in problem territories, development of business activities, and a decrease in social exclusion and emigration;
· At the beginning of the programming period EUR 256.6 million of EU funds was allocated to investments in energy efficiency for the ‘energy efficiency, energy management and cogeneration’ priority theme code of expenditure from EU funds. In the latest version of the programme, this amount increased by EUR 43.8 million to EUR 300.4 million. In the context of the economic crisis, some investments aimed at improving energy efficiency in public buildings were transferred from national investment programmes to the Promotion of Cohesion OP. Modernisation of residential and public buildings was seen as the major project to stimulate economic growth during the economic crisis;
· Energy efficiency investments in residential and public buildings financed under the Promotion of Cohesion OP are characterised by a variety of eligible buildings (modernisation of multi–apartment buildings, social housing and public buildings are all financed), forms of finance (both financial engineering instruments and grants are used), intermediate bodies (Ministry of Economy, Ministry of Environment and Ministry of Interior are all involved) and funding sources (both ERDF and CF are used);
· Modernisation of public buildings was more successful than renovation of multi–apartment buildings as the latter was negatively affected by the economic crisis as well as collective action problem.

Analysis of secondary sources (legal acts, statistical data, evaluations and studies, academic literature etc.) and interviews are the main research methods used while conducting the case study.


1.25. Summary of main findings
The main findings of this case study are summarised as follows:

What are the socio economic objectives to be achieved through these investments? Do they form part of integrated regional or urban/local strategies? What was the background to the interventions: was the urban dimension important?

· The Promotion of Cohesion OP provides a solid justification for energy efficiency investments in residential and public buildings. Socio–economic objectives identified include the reduction of poverty (although without any specific reference to energy poverty); lower public expenditure on heating subsidies, reduction of CO2 emissions, lower energy dependence on imports, development of business activities, reduced emigration from problem territories, improved working conditions and services provided in public buildings, improved socio–economic situation of the residents, and additional temporary jobs in construction sector in particular. Energy efficiency goals in residential and public buildings form an integral part of the key strategic documents in the energy and environmental sectors. At a local level, energy efficiency measures in public and residential buildings are incorporated in city development plans. However, these plans provide no rationale for this type of investments. The urban dimension was very important in the implementation of the JESSICA Holding Fund (HF), particularly since the beginning of 2013, when municipalities were made responsible for selecting multi–apartment buildings with the poorest energy efficiency qualities for renovation.

Have market failures been identified in the context of the design of the interventions? Is there an economic argument for public support to energy efficiency investments in buildings (public / residential)?

· There were few market failures that presented important arguments in favour of public support to energy efficiency investments. First, residents of the country were unable to finance the renovation on their own due to insufficient financial capacities. Second, commercial banks were not keen to take risks and issue renovation loans from their own resources. Another key economic argument for public support to energy efficiency investments in buildings was the need to stimulate the economy during the economic downturn which started at the end of 2008. 

What is the logic of intervention and what is the intended change (i.e. what should change as a result of the investment, in order for the investment to be considered successful)?

· Energy savings is the most direct result expected from energy efficiency investments in residential and public buildings. Achievements of the socio–economic objectives identified above are also linked to energy efficiency investments in residential and public buildings. However, the multitude of potential impacts of energy efficiency investments indicated in the Promotion of Cohesion OP fails to reveal the primary motives that programming authorities had at the start of the programming period. According to the representative of the Ministry of Environment, the decision to use a JESSICA HF for modernisation of multi–apartment buildings was driven by three main factors. First, the need to reduce energy dependence on external sources. Second, the need to stimulate the economy by giving a positive impetus to the construction sector and create additional jobs. Finally, an improvement of the socio–economic situation of the residents as a result of energy efficiency improvements was aimed at by the programming authorities. Climate change is not a driving force of energy efficiency investments in Lithuania.

What particular challenges have been faced (awareness of funding available, building owners being reluctant to invest, etc.)?

· Many challenges were faced while implementing energy efficiency interventions in residential and public buildings under the Promotion of Cohesion OP. Among them, the unwillingness of homeowners to make energy efficiency investments was the most important. Many residents of old multi–apartment buildings were hesitant about taking the loan for the modernisation of their multi–apartment buildings due to the lack of trust in all participating actors (municipalities, banks etc.) and fears about the quality of modernisation works. Other challenges include insufficient capacity of the construction sector, cautious attitude of the banks, long public procurement procedure and lack of interest and capacities on the part of municipalities.

What is the nature of the activities and who are the main beneficiaries of the support?

· The following energy efficiency measures are eligible for multi–apartment buildings under the JESSICA HF: reconstruction or replacement of heating and hot water systems; reconstruction, replacement or installation of ventilation and recuperation systems; roof insulation; insulation of façade walls; replacement of exterior doors and windows; insulation of basement ceiling; modernisation or replacement of elevators; glazing of balconies or loggias. All the energy efficiency measures indicated above except for insulation of basement ceilings are also eligible for grant support for the modernisation of multi–apartment buildings and social housing in problem territories.
· In the case of public buildings, investments in repair and (or) reconstruction of external walls and modernisation of energy systems with a view to improve their energy characteristics are eligible for funding. 
· The final beneficiaries of these investments are homeowners, the users of social housing, students living in supported dormitories and persons who work in or use the services of the supported public institutions.

[bookmark: _Toc426033049]What are the selection criteria for projects?

· Each project underwent an eligibility assessment, based on general and specific selection criteria. These criteria are laid out in the descriptions of financing conditions of the measures, approved by the Intermediate Body. Specific selection criteria for modernisation of multi–apartment buildings and social housing in problem territories as well as public buildings tend to be rather formal, often emphasising the requirement to reflect relevant strategic documents. No minimal requirements for the amount of energy saved are set for these types of investments. By contrast, each project financed under the JESSICA programme must achieve energy savings of at least 20%.

Was an energy audit obligatory? Are energy performance certificates used in this context and are they effective in improving the performance and rating of buildings?

· An ex-ante energy audit was obligatory for investments in both residential and public buildings under the Promotion of Cohesion OP. The use of Energy Performance Certificates was also mandatory for each type of supported investment. Mixed assessments of the effectiveness of energy audit and energy performance certification were provided by beneficiaries interviewed. One beneficiary indicated that the energy audit was just a formal procedure and relied on existing documents rather than actual measurements.

What was the level of ambition for energy savings, by types of buildings (public / residential)?

· In multi–apartment buildings modernised under JESSICA HF, 30% increase in efficiency of energy use is expected by the end of 2015. Despite the fact that Lithuania has been supporting energy efficiency investments in residential buildings since 1996, no baseline for this indicator was indicated in the Promotion of Cohesion OP. The absence of a baseline makes it difficult to evaluate the level of ambition of the energy savings target set in Promotion of Cohesion OP. The target for energy savings in modernised public buildings is set at 200 GWh, with a baseline of 40 GWh indicated in Promotion of Cohesion OP. However, the method for establishing the baseline is not clear. As a result, not much can be said about the level of ambition of the target to be achieved until the end of 2015.

What was the form of support for different types of investments (grants, subsidised loans, guarantees, others, including combinations of different forms of support, potentially for different parts of the investments)?

· Under the JESSICA programme, subsidised loans are provided for final beneficiaries. A mechanism of state support for final beneficiaries is used while implementing the programme. Grants were used for energy efficiency investments in multi–apartment buildings and social housing in problem territories, with maximum intensity of financing equal to 85% of total costs of the project. The remaining 15% was covered by the municipalities and final beneficiaries. Grants were also applied for the modernisation of public buildings, with their size potentially reaching 100% of the project’s costs.


What outputs and results are captured by the monitoring system? What views do stakeholders have on wider impacts (spillovers)?

· 358 multi–apartment buildings were renovated by the end of 2014, 160 of them in problem territories. This is a poor result both in terms of initial expectations and the need for modernisation of multi–apartment buildings expressed in Promotion of Cohesion OP. According to the OP, the energy efficiency of 24.000 multi–apartment buildings needs to be increased by 2020. Take-up of the modernisation of multi–apartment buildings was slow due to a combination of factors: the novelty of the JESSICA instrument, a lack of accompanying regulatory measures, slow implementation of a communication strategy, and a model for modernisation projects which was insufficiently attractive. According to preliminary data of AIR of 2014, an energy efficiency increase of 69.53% was achieved in modernised multi–apartment buildings (231.8% of the target value; although for a significantly lower number of buildings than planned).
· By the end of 2014, 864 public buildings were modernised (101.6% of the target value).For public buildings, the result indicator ‘Amount of energy saved in modernised public buildings (GWh)’ is used, with a target value of 200 GWh. By the end of 2014, 236.6 GWh of energy was saved as a result of energy efficiency investments in public buildings (118.3% of the target value). 
· A range of wider effects of modernisation were identified by the interviewees, although they are often difficult to measure. Employment, positive impact on economic growth, stimulation of certain economic sectors, and the reduction of greenhouse gas emissions were all mentioned by the interviewees. The JESSICA programme was also considered to have contributed to fostering community spirit and a sense of responsibility for one’s own housing.

Identify good [or bad] practices by types of buildings (public / residential, including different types of public buildings, e.g. offices or schools, and residential, e.g. multi-apartment or single family houses)

· In terms of output achieved, modernisation of public buildings should be considered a success. However, the high intensity of financing (grants of up to 100% were available) and the absence of a collective action problem meant that modernisation of public buildings was easier to achieve;  it is possible that similar results might have been achieved with less generous financing mechanism, which limits the wider value of this example. Lithuanian authorities decided to use financial instruments for energy efficiency investments in public buildings in 2014–2020 programming period. Results of the new scheme will enable a more solid judgement on the value of the schemes used in 2007–2013 programming period. Another example of good practice is a new model for the modernisation of multi–apartment buildings under the JESSICA programme, adopted in 2013. Under this new model, municipalities were assigned the task of selecting the most energy inefficient multi–apartment buildings for modernisation. Credit commitments are then taken by homeowners‘ association or the administrator assigned by the municipality, borrowing in the name of the homeowners. By removing the organizational burden as well as direct credit commitments from the homeowners, the new model led to an intensification of modernisation of multi–apartment buildings under JESSICA programme.
· This case study also presents a couple of examples of practice in need of improvement. At the start of JESSICA HF implementation, an excessive burden was placed on homeowners. The first model for modernisation projects, in operation from 2009, attributed the responsibility for initiating the process to the homeowners themselves, and implied direct credit commitments taken on by the homeowners. Although this modernisation model is not a bad practice example in its own right, implementation of the model was difficult under the specific circumstances at the time of its adoption. Changes in the amount of state support made in the middle of the implementation process should also be considered a bad practice as it acted negatively on the incentives for homeowners. Residents of multi–apartment buildings had no incentive to start the modernisation of their building when more generous financing conditions were expected to be adopted.

1.26. [bookmark: _Toc420333505][bookmark: _Toc421200218]Background information: economic and social context
With a population of 2.94 million, Lithuania is one of the smallest EU Member States[footnoteRef:441]. In the course of the 2007–2013 programming period, the country’s population continued a downward trend, falling from 3.25 million in 2007 to 2.94 million in 2014. High emigration and a low birthrate are the main factors behind the shrinking population. Emigration flows intensified amidst the economic crisis that struck the country in 2008. Lithuania suffered a negative GDP growth rate in 2009 (–14.8%)[footnoteRef:442] while unemployment peaked in 2010 (17.8%) and remained higher than the pre–crisis level since then[footnoteRef:443]. Economic crisis was one of the main factors that led the government to expand the modernisation of multi–apartment buildings to the whole country, not limiting the intervention to problem territories alone. Modernisation of multi–apartment buildings helped the government to tackle high unemployment and stimulate the economy. The share of people at risk of poverty or social exclusion has been higher than 30% since 2010 while government investment as a percentage of GDP has been largely decreasing since the start of the programming period.[footnoteRef:444] [441:  Eurostat, Population of 1 January, tps00001, http://epp.eurostat.ec.europa.eu/tgm/table.do?tab=table&language=en&pcode=tps00001&tableSelection=1&footnotes=yes&labeling=labels&plugin=1]  [442:  Eurostat, Real GDP Growth Rate, http://ec.europa.eu/eurostat/tgm/table.do?tab=table&init=1&language=en&pcode=tec00115&plugin=1 ]  [443:  Eurostat, Unemployment rate by sex and age groups, http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=une_rt_a&lang=en ]  [444:  Source: Eurostat] 


Table 20: Key socioeconomic indicators in Lithuania throughout the 2007–2013 programming period
	
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	GDP growth rate
	11.1
	2.6
	-14.8
	1.6
	6.1
	3.8
	3.3
	2.9

	Unemployment rate
	4.3
	5.8
	13.8
	17.8
	15.4
	13.4
	11.8
	10.7

	People at risk of poverty or social exclusion (% of total population)
	28.7
	27.6
	29.6
	34
	33.1
	32.5
	30.8
	–

	Government investment (% of GDP)
	5.41
	5.38
	4.42
	4.97
	4.69
	3.94
	3.65
	3.5


Source: Eurostat

Lithuania is the largest of the three Baltic states, with an area of 65.300 km².The territory of Lithuania is divided into 10 counties. Until 2010, counties were both territorial and administrative units. However, county administrations were abolished in 2010. There are considerable disparities in the economic development of different counties with Vilnius, Klaipeda and Kaunas counties leading in terms of GDP per capita. 10 counties are divided into 60 municipalities. 14 of them are considered problem territories, characterised by relatively high unemployment and high share of welfare aid recipients. Lithuania's climate is relatively cold, with average temperatures of -5°C in winter and 17°C in summer[footnoteRef:445]. On average, housing costs[footnoteRef:446] accounted for 12% of household’s disposable income in 2008. In 2012, this figure was higher and stood at 18%[footnoteRef:447]. [445:  The Residential Energy Efficiency Program in Lithuania. Case study, May 2014. Prepared by Viktoras Sirvydis, World Bank Group, p. 6.]  [446:  According to the definition used by the Lithuanian Department of Statistics, housing costs include expenditure on housing, water, electricity, gas and other fuels (heating costs are part of these expenditures).]  [447:  Lithuanian Department of Statistics, 2012 Household budgets. http://osp.stat.gov.lt/services-portlet/pub-edition-file?id=15249   ] 


The main legal acts relevant to energy efficiency in residential and public buildings include State Support for Renovation of Multi–Apartment Buildings Act (1992)[footnoteRef:448], Owners Associations of Multi–Apartment and Other Buildings Act (1995)[footnoteRef:449], Constructions Act (1996)[footnoteRef:450], Monetary Social Assistance to Deprived Populations Act (2003)[footnoteRef:451] and Heat Sector Act (2003)[footnoteRef:452]. Implementing acts include the Lithuanian Government’s decree on the Rules for the Provision of State Support for Renovation of Multi–Apartment Buildings and Supervision of Renovation Projects’ Implementation (2009)[footnoteRef:453] and the Environment Minister’s Order on the Procedure for the Preparation of Renovation Investment Plan (2009)[footnoteRef:454]. [448:  Žin., 1992, Nr. 14-378; 2002, Nr. 116-5188; 2009, Nr. 93-3961 http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=478801 ]  [449:  Žin., 1995, Nr. 20-449; 2012, Nr. 50-2440 http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=471730  ]  [450:  Žin., 1996, Nr. 32-788; 2001, Nr. 101-3597 http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=454053 ]  [451:  Žin., 2003, Nr. 73-3352; 2011, Nr. 155-7353 http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=461758 ]  [452:  Žin., 2003, Nr. 51-2254; 2007, Nr. 130-5259 http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=471252 ]  [453:  Žin., 2009, Nr. 156-7024 http://atnaujinkbusta.lt/wp-content/uploads/2014/07/Projektų-įgyvendinimo-priežiūros-taisyklės-aktuali.doc ]  [454:  Žin 2009, Nr. 136-5963 http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=358035] 


At the end of 2009, there were 37.267 multi–apartment buildings in Lithuania. 35.000 of them were built according to pre–1993 technical construction standards and are characterised by poor energy performance[footnoteRef:455]. About 60% of all multi–apartment buildings were built in the last four decades of the 20th century[footnoteRef:456]. Most of them can be considered the legacy of the Soviet era. The thermal resistance characteristics of exterior envelopes of these buildings are poor and would not meet current standards. Most public buildings are also characterized by low energy efficiency[footnoteRef:457]. [455:  Programme for the Renovation of Multi–Apartment Buildings (2004), http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=454242 ]  [456:  Programme for the Renovation of Multi–Apartment Buildings (2004), p. 3]  [457:  Promotion of Cohesion Operational Programme, p. 49] 


The Lithuanian housing sector has an energy saving potential of around 48%. Multi-apartment buildings consume about 9.5 TWh of energy per year, but refurbished multi-family buildings can save about 4.75 TWh per year[footnoteRef:458]. Based on the Programme for the Renovation of Multi–Apartment Buildings, the potential energy savings in old multi–apartment buildings estimated for 2015 is 420 GWh[footnoteRef:459]. In 2020, energy savings in old multi–apartment buildings are expected to be 1000 GWh[footnoteRef:460] (as a result of the modernisation of multi–apartment buildings), a reduction of 96.000 tons of CO² emissions is projected, while 230,000 tons of CO² emissions is expected to be prevented in 2020. According to the latest version of the Promotion of Cohesion OP, potential energy savings in modernised public buildings are 200 GWh in 2015. [458:  The Residential Energy Efficiency Program in Lithuania. Case study, May 2014. Prepared by Viktoras Sirvydis, World Bank Group, p 8]  [459:  Programme for the Renovation of Multi–Apartment Buildings (2004), p. 6]  [460:  Programme for the Renovation of Multi–Apartment Buildings (2004), p. 6] 


The first complex modernisation programme envisaging energy efficiency investments in residential and public buildings in Lithuania was The Energy Efficiency/Housing Pilot Project (EEHPP)[footnoteRef:461], which was established in 1996 with the partnership of the World Bank, the Danish Ministry of Housing and Urban Development, and the Netherlands Ministry of Foreign Affairs. The project provided credits for renovation of residential buildings and schools as well as related technical assistance. 30% of investment costs were compensated by the state. In the period from 1996 to 2005, EUR 25 million were invested as a result of EEHPP, with the households’ energy consumption falling by 13–24%[footnoteRef:462]. Other sources state that energy savings of 25% on average were achieved per household[footnoteRef:463]. The size of the effect on energy consumption of particular building depends on many factors, including energy characteristics of the building before the modernisation and the type of energy efficiency measures implemented. [461:  World Bank, Implementation Completion Report (2002). http://wwwwds.worldbank.org/external/default/WDSContentServer/WDSP/IB/2002/03/29/000094946_0203200400521/Rendered/PDF/multi0page.pdf ]  [462:  The Residential Energy Efficiency Program in Lithuania. Case study, May 2014. Prepared by Viktoras Sirvydis, World Bank Group, p. 34.]  [463:  http://www.worldhabitatawards.org/winners-and-finalists/project-details.cfm?lang=00&theProjectID=298 ] 


Experience gained during the implementation of the EEHPP was used to design the Programme for the Renovation of Multi–Apartment Buildings. According to the Programme, commercial loans for the renovation of multi–apartment buildings were provided with up to 50% in state grants. In 2005–2010, EUR 94.1 million were invested in the renovation and 375 multi–apartment buildings were modernised. However, state budget resources allocated to the programme were limited and could not be sustained, forcing Lithuanian authorities to explore the possibilities of mobilizing EU financial support for the 2007–13 programming period.

EU Cohesion Policy funds were the main source of financing for the modernisation of multi–apartment and public buildings in 2007–2013 programming period. The JESSICA Holding Fund is the key financing mechanism of the national Programme for the Renovation of Multi–Apartment Buildings. In total, EUR 227 million are allocated to JESSICA HF. Energy efficiency investments were an important part of the whole Cohesion Policy investment package. Funds spent to priority theme ‘Energy efficiency, co-generation, energy management’ under the Promotion of Cohesion OP in Lithuania until the end of 2013 reached 16.8% of the total allocation to Promotion of Cohesion OP. EUR 300.5 million (EU and national funds combined) were allocated to the renovation of public buildings. Various state and para-state funding mechanisms supporting the modernisation of residential and public buildings were also in operation (Special Climate Change Programme, Ignalina Programme for 2007-2013, Lithuanian Environmental Investment Fund Programme, EEA and Norwegian Financial Mechanism, Swiss–Lithuanian Cooperation Programme). However, their financial weight was not as important as Cohesion policy funds.

1.27. [bookmark: _Toc420333506][bookmark: _Toc421200219]Rationale(s)
1.27.1. [bookmark: _Toc420333507][bookmark: _Toc421200220][bookmark: _Toc426033050]Socio-economic objectives

The Promotion of Cohesion OP provides a comprehensive justification for investments in energy efficiency of residential and public buildings. A range of different objectives of these investments are indicated in the OP. At a macro level, investments in energy efficiency of residential and public buildings were expected to meet the following objectives:

A) Reduced budgetary expenditure on heating subsidies

In 2008, about 6% of Lithuanian residents received subsidies for heating and for cold and hot water expenses. State expenditure on heating and water subsidies increased from EUR 9.7 million in 2007 to EUR 49.1 million in 2012[footnoteRef:464]. Although state expenditure on heating and water subsidies started to decrease since 2013 and fell to EUR 31.3 million in 2014, there is still a considerable potential for saving public money. Under the current rules, heating subsidies are paid for households that have high heating bills and low income. Renovation has the potential to lower the number of heating subsidy recipients by decreasing energy losses in multi–apartment buildings and reducing energy bills. [464:  Lithuanian Department of Statistics, http://osp.stat.gov.lt/statistiniu-rodikliu-analize1 ] 


B) Reduced CO² emissions

The renovation of multi–apartment buildings was expected to reduce the energy needs of the country and reduce CO² emissions. The Promotion of Cohesion OP points to the fact that CO² emissions were quite stable in Lithuania despite the rapid economic growth experienced by the country. Among all the countries that joined EU in 2004 or later, only Latvia and Romania have lower CO² emissions per capita than Lithuania[footnoteRef:465]. However, the cut in CO² emissions was seen by the programmers as an important step towards meeting the requirements of the Kyoto protocol.  [465:  The World Bank, CO² emissions (metric tons per capita) http://data.worldbank.org/indicator/EN.ATM.CO2E.PC ] 


C) Development of business activities

A contribution of energy efficiency investments in residential and public buildings to the development of the construction sector was anticipated by the programme authorities.

D) Reduced emigration

As indicated above, Lithuania’s population was shrinking year by year as emigration intensified during the economic crisis. Reduction of emigration by improving housing conditions was one of the general objectives indicated in the Promotion of Cohesion OP.

E) Improved working conditions and services provided

Improvement of working conditions and services was expected as a result of energy efficiency investments in public buildings.

At a micro level, the following objectives were also set in the Promotion of Cohesion OP:

F) Improved socio–economic situation of the residents

The key objective of modernisation of multi–apartment buildings is to decrease the heating costs for residents and improve their financial situation. Residents of the country find it difficult to finance the renovation on their own due to insufficient financial capacities[footnoteRef:466]. In 2008, around 30%of households described the financial burden associated with housing costs as very significant. Only 16% of households indicated that housing costs are not a burden for them[footnoteRef:467]. According to Eurostat data, housing costs constituted 15.8% of disposable household income in Lithuania in 2007[footnoteRef:468]. Although this figure was not as high as in EU27 (23.7%), modernisation of multi–apartment buildings offered an opportunity to further decrease the housing costs. 53.4% of people living in multi–apartment buildings belong to households that pay half or more of one family member‘s monthly income for heating alone[footnoteRef:469]. Furthermore, successful renovation has the potential to reduce social exclusion which is currently relatively high[footnoteRef:470]. Modernisation of multi–apartment buildings was expected to reduce social exclusion by improving the financial situation of the residents. This is particularly relevant for less–developed regions as one of the reasons for high social exclusion there is the lack of material resources that the residents of these regions face. [466:  Promotion of Cohesion OP]  [467:  Programme for the Renovation of Multi–Apartment Buildings (2004), p. 4]  [468:  Eurostat, Share of housing costs in disposable household income, by type of household and income group http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=ilc_mded01 ]  [469:  D. Genys and V. Leonavicius (2014), Renovation of multi–apartment
houses: social and economic aspects. Philosophy. Sociology, 2/2014, p. 107]  [470:  Promotion of Cohesion OP, p. 70] 


G) Additional jobs

Investments in the energy efficiency of residential and public buildings were expected to bring new employment opportunities, especially in the construction sector. Additional jobs became even more crucial at the time of economic crisis and high unemployment. Modernisation of residential and public buildings came to be viewed as one of the key measures alleviating the negative consequences of the economic crisis.

H) Reduced energy dependence on external sources

By reducing the energy needs of the country, the modernisation of residential and public buildings was expected to contribute to the reduction of energy dependence on external sources. 100% of natural gas used by Lithuania is imported from foreign countries. Before the introduction of Klaipeda liquefied natural gas floating storage and regasification unit terminal at the end of 2014, Russia was the only provider of natural gas[footnoteRef:471]. Most of imported natural gas is used for heating[footnoteRef:472]. [471:  The feasibility study for the recognition of liquefied natural gas terminal as an economic project of national importance (2011) http://www.lrv.lt/Posed_medz/2011/110713/39.pdf, p. 7]  [472:  The feasibility study for the recognition of liquefied natural gas terminal as an economic project of national importance, p. 5] 


1.27.2. [bookmark: _Toc420333508][bookmark: _Toc421200221][bookmark: _Toc426033051]Link to national strategies and the urban dimension

The energy efficiency investments in residential and public buildings supported by the Promotion of Cohesion OP contribute to the implementation of different national and local strategies. The Lithuanian Housing Strategy[footnoteRef:473] and the Programme for the Renovation of Multi–Apartment Buildings[footnoteRef:474] are two strategic documents that are most directly related to the object of this case study. [473:  Lithuanian Housing Strategy (2004), http://www.google.lt/url?sa=t&rct=j&q=&esrc=s&source=web&cd=1&ved=0CB8QFjAA&url=http%3A%2F%2Fwww.am.lt%2FVI%2Fen%2FVI%2Ffiles%2F0.386991001107419000.doc&ei=ulRkVZTLPIGgUqTWgYgH&usg=AFQjCNE1fgp8ATNkAt4jeHVEG-95_RS3Mw&bvm=bv.93990622,d.ZGU ]  [474:  Programme for the Renovation of Multi–Apartment Buildings (2004), http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=454242 ] 


The Lithuanian Housing Strategy (2004) is a long–term strategic document setting the development goals for the country’s housing sector until 2020. One of the three goals indicated in the Strategy is “to ensure effective use, maintenance, renovation and modernisation of the housing stock”. The means for implementing this goal as well as relevant monitoring indicators are described in the Programme for the Renovation of Multi–Apartment Buildings (2004). The Programme aims at lowering the energy costs in old multi–apartment buildings[footnoteRef:475] by at least 20% by 2020, taking 2005 as a point of reference. Since the beginning of 2009, the JESSICA HF is the financing mechanism of the Programme. [475:  Here and later in the text old multi–apartment buildings refer to those multi–apartment buildings that were built according to pre–1993 technical construction standards.] 


Energy efficiency goals in residential and public buildings form an integral part of the key strategic documents in energy and environmental sectors. The flagship document for the energy sector in Lithuania is the National Energy Independence Strategy (NEIS, 2012)[footnoteRef:476]. Modernisation of residential and public buildings fits one of the strategic initiatives of the NEIS (“thermal efficiency”). The Lithuania National Sustainable Development Strategy[footnoteRef:477] (NSDS, 2003) makes direct reference to modernisation of multi–apartment buildings in the section outlining the goals and objectives of the Strategy. One of the objectives of NSDS is “to increase the energy efficiency of the housing sector, speed up the modernisation of multi–apartment buildings”. Energy efficiency investments in residential and public buildings also contribute to the implementation of the National Climate Change Management Strategy (2012)[footnoteRef:478]. [476:  National Energy Independence Strategy of Lithuania (2012), http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=429490&p_query=&p_tr2=2 ]  [477:  National Sustainable Development Strategy of Lithuania (2003), http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=396083 ]  [478:  National Climate Change Management Strategy of Lithuania (2012), http://www3.lrs.lt/pls/inter3/dokpaieska.showdoc_l?p_id=437284&p_query=&p_tr2=2 ] 


At a local level, energy efficiency measures in public and residential buildings are incorporated in city development plans. For example, Kaunas points to the improvement of energy efficiency in the housing sector as one of the development needs and objectives in its development plan. Similarly, the importance of “upgrading energy saving and renewable energy systems, including the renovation of public and multi–apartment buildings” is stressed in Klaipeda development plan. However, city development plans provide no rationale for this type of investments.
1.27.3. [bookmark: _Toc420333509][bookmark: _Toc421200222][bookmark: _Toc426033052]Market failures and other arguments for public support to energy efficiency interventions in buildings

At the start of the 2007–2013 programming period, the following market failures presented arguments in favour of public support to energy efficiency investments:

A) Inability of the residents to finance the renovation

Residents of the country were unable to finance the renovation on their own due to insufficient financial capacities[footnoteRef:479]. As a result, there was a gap in the demand side of the market. The system of preferential loans backed by the mechanism of state support was seen as the best response to inadequate levels of household access to capital.  [479:  Promotion of Cohesion Operational Programme] 


B) Unwillingness of banks to provide renovation loans

Commercial banks were not keen to take risks and issue renovation loans from their own resources[footnoteRef:480]. The credit worthiness of some of the homeowners was low while the period of repayment of loan was long[footnoteRef:481]. [480:  The Residential Energy Efficiency Program in Lithuania. Case study, May 2014. Prepared by Viktoras Sirvydis, World Bank Group.]  [481:  The Residential Energy Efficiency Program in Lithuania, p. 11, 26] 


C) Limited funding capacities of municipalities

Lithuanian municipalities did not possess the financial capacities necessary for the funding of urban development projects (including modernisation of buildings)[footnoteRef:482]. More specifically, the large demand for energy efficiency investments in buildings could not be satisfied by municipalities. In addition, according to the rules, municipalities could finance investment programmes only from the specific allocations for the investments from the state budget or borrowed resources within the borrowing limits, set by the law with respect to the annual budgetary revenues (excluding special purpose allocations from the state budget)[footnoteRef:483]. [482:  Joint European support for sustainable investment in city areas: Lithuania. Evaluation study prepared by ESTEP in January 2009. Final report, p. 115.]  [483:  Law on the Approval of the Financial Indicators of the State and Municipal Budgets of the Republic of Lithuania] 


D) The slowdown of construction and real estate development market

Construction and real estate development market started to show signs of slowdown in the second quarter of 2008, with construction volumes growing by only 6% compared to 29% growth last year. Also, during first half of the year of 2008, 36 construction companies went bankrupt and 80 other real estate rental and related activity companies terminated their operations[footnoteRef:484]. Public investments in energy efficiency of buildings were needed to revitalise the market. [484:  Joint European support for sustainable investment in city areas: Lithuania. Evaluation study prepared by ESTEP in January 2009. Final report, p. 133] 


E) The need to stimulate economy amid economic downturn

During the economic crisis, modernisation of buildings was seen as the major project to stimulate economic growth. On 6 February 2009 the Ministry of Economy of the Republic of Lithuania adopted a Recovery Plan for the Economy, focusing mainly on renovation of multi-apartment housing through a revolving fund. [footnoteRef:485] [485:  ESTEP, JESSICA instrument for energy efficiency in Lithuania. Final report, 17 April 2009.] 


These market failures were properly addressed by the JESSICA programme. ERDF funds were used to provide modernisation loans; banks were not required to contribute with their own funds. The mechanism of state support made the modernisation of multi–apartment buildings more attractive to homeowners. Additionally, grants were used to address a specific market failure in problem territories. In problem territories, modernisation of multi–apartment buildings does not increase the value of property[footnoteRef:486], weakening the incentives for homeowners.  [486:  Promotion of Cohesion Operational Programme, p. 59] 

1.27.4. [bookmark: _Toc421200223][bookmark: _Toc426033053]Logic of intervention and the intended change

According to programme documentation, the modernisation of residential and public buildings is expected to lead to energy savings and reduced CO² emissions. Moreover, a range of wider effects of modernisation are identified in Promotion of Cohesion OP, including reduced budgetary expenditure on heating subsidies, additional jobs, reduced emigration and other. Figure 6 represents a general logic of energy efficiency investments in residential and public buildings supported under the Promotion of Cohesion OP 2007-2013.

[bookmark: _Ref419880301]Figure 6: Logic of energy efficiency interventions in residential and public buildings under the Promotion of Cohesion OP 2007-2013


The intervention logic of energy efficiency investments in residential and public buildings as laid down in the Promotion of Cohesion OP is clear. However, some of the potential impacts are uncertain and hardly traceable to the modernisation of residential and public buildings (for instance, the reduction of emigration). Moreover, the multitude of potential impacts of energy efficiency investments indicated in Promotion of Cohesion OP fails to reveal the primary motives that programming authorities had at the start of the programming period.

According to the representative of the Ministry of Environment, the decision to use a JESSICA Holding Fund for modernisation of multi–apartment buildings was driven by three main factors. First, the need to reduce energy dependence on external sources. Second, the need to stimulate the economy by giving a positive impetus to construction sector and creating additional jobs. Finally, an increase of energy efficiency resulting in an improvement of socio–economic situation of the residents was aimed at by the programming authorities. Climate change mitigation was not a driving force of energy efficiency investments in Lithuania[footnoteRef:487]. Grants were provided for the modernisation of multi–apartment buildings in problem territories due to weaker financial capacities of their residents as well as the fact that modernisation of multi–apartment buildings in problem territories does not increase the value of property. [487:  Interview with Intermediate Body, Ministry of Environment] 


1.28. [bookmark: _Toc420333511][bookmark: _Toc421200224]Interventions
1.28.1. [bookmark: _Toc420333512][bookmark: _Toc421200225][bookmark: _Toc426033054]Governance

The functions of the Managing Authority (MA) are performed by the Ministry of Finance. Among other responsibilities, the Ministry of Finance prepares annual implementation reports of each OP and submits them for the approval of the Supervisory Committee. In the area of financial engineering instruments, the Ministry of Finance participates in the selection of Holding Fund managers and performs other functions related to the implementation of FEIs. There are three different institutions acting as Intermediate Bodies for energy efficiency investments in residential and public buildings. The Ministry of Environment is responsible for the full–scale modernisation of multi–apartment buildings performed through the JESSICA HF. As HF Manager, European Investment Bank (EIB) is also responsible for the implementation of the JESSICA HF, and are supervised and approved by the Investment Committee – collegial body consisting of two representatives of the MA and three representatives of the Ministry of Environment. The Ministry of Interior performs the functions of Intermediate Body for subsidy measures of modernisation of multi–apartment buildings and social housing in problem territories, while modernisation of public buildings is entrusted to the Ministry of Economy. Intermediate Bodies execute a range of functions, including planning of energy efficiency investments and setting selection criteria for projects.

In the case of subsidy measures in problem territories, the Central Project Management Agency serves the functions of Implementing Body with the Lithuanian Business Support Agency designated as Implementing Body for energy efficiency investments in public buildings. The Environmental Projects Management Agency acts as an implementing body for the scheme “Promotion of modernisation of multi–apartment buildings”. Implementing Bodies check and approve the correspondence of each project to the project selection criteria and supervise the implementation of projects. The JESSICA HF is implemented by selected financial intermediaries with HF Manager carrying the responsibility for the selection process. Three banks (AB Swedbank, AB Šiaulių bankas and AB SEB bankas) provide loans under the JESSICA HF. Furthermore, the Public Investment Development Agency was established in 2012, specialising primarily in the provision of loans for the modernisation of multi–apartment buildings and dormitories under JESSICA programme. The governance structure described above is presented in simplified form in Figure 7.

[bookmark: _Ref419923931]Figure 7: Basic governance levels of support mechanism to investment in energy efficiency of residential and public buildings under the Promotion of Cohesion OP

1.28.2. [bookmark: _Toc420333513][bookmark: _Toc421200226][bookmark: _Toc426033055]Core activities

A mix of forms of support is used for energy efficiency investments in residential and public buildings. Non–repayable aid is provided for modernisation of multi–apartment buildings and social housing in problem territories (highest financing intensity is 85% of eligible project expenses) as well as public buildings (100% of project’s costs can be covered). Full–scale modernisation of multi–apartment buildings is carried out through a financial engineering instrument – the JESSICA HF. Additionally, awareness raising and technical assistance measure “Promotion of modernisation of multi–apartment buildings” is being implemented, encouraging the homeowners to give their consent to the renovation of old multi–apartment buildings and providing technical support for homeowners’ associations, administrators and other actors participating in modernisation project.

The following buildings are eligible for financing under the Promotion of Cohesion OP:

· multi–apartment buildings in problem territories, chosen by municipalities as the most energy inefficient (subsidies);
· social housing in problem territories (subsidies);
· public buildings including healthcare, education, social care and cultural institutions (subsidies);
· all multi–apartment buildings that were built according to pre–1993 construction technical standards as well as dormitories of higher education and vocational institutions (JESSICA HF).

The link between different types of energy efficiency investments financed under the Promotion of Cohesion OP and their main beneficiaries is reflected in Table 21.

[bookmark: _Ref419977623]Table 21: Beneficiaries and forms of support of energy efficiency investments in residential and public buildings financed under Promotion of Cohesion OP
	Investment type
	Direct beneficiaries
	Final beneficiaries
	Form of support

	Modernisation of multi–apartment buildings and social housing in problem territories
	Municipality administrations
	Homeowners and the users of social housing
	Subsidies

	Modernisation of public buildings
	Healthcare, education, social care and cultural institutions
	Persons who work in or use the services of the supported institutions
	Subsidies

	Full–scale modernisation of multi–apartment buildings that were built according to pre–1993 construction technical standards as well as dormitories of higher education and vocational institutions
	Homeowners’ associations or project administrators assigned by municipalities, higher education and vocational institutions
	Homeowners and students living in supported dormitories
	JESSICA HF

	Awareness raising and technical assistance
	Homeowners, homeowners’ associations, administrators and other actors participating in modernisation project
	Subsidies



The following energy efficiency measures are eligible for multi–apartment buildings under JESSICA HF:

· reconstruction or replacement of heating and hot water systems;
· reconstruction, replacement or installation of ventilation and recuperation systems;
· insulation of roof;
· insulation of façade walls;
· replacement of exterior doors and windows;
· insulation of basement ceiling;
· modernisation or replacement of elevators;
· glazing of balconies or loggias.

All energy efficiency measures indicated above except for insulation of basement ceilings are also eligible for grant support for the modernisation of multi–apartment buildings and social housing in problem territories. In the case of public buildings, investments in repair and (or) reconstruction of external walls and modernisation of energy systems with a view to improve their energy characteristics are eligible for funding.

Each project underwent an eligibility assessment, which is based on general and specific selection criteria. These criteria are laid out in the descriptions of financing conditions of the measure, approved by the corresponding Intermediate Body. The specific selection criteria for modernisation of multi–apartment buildings and social housing in problem territories as well as public buildings tend to be rather formal, often emphasising the requirement to reflect relevant strategic documents. No minimal requirements for the amount of energy saved are set for these types of investments. In contrast, each project financed under JESSICA programme must achieve energy savings of at least 20%. Year of construction is one of the selection criteria of each energy efficiency scheme. The selection process, criteria and information on the support provided under each energy efficiency scheme are set out in Table 22.
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[bookmark: _Ref420142662]Table 22: Information about the implementation of energy efficiency schemes financed under Promotion of Cohesion OP as of May 2015
	Name of the scheme
	Responsible ministry (Intermediate Body)
	Selection process
	Number of applications/approved applications
	Support applied for/committed support
	Specific selection criteria

	Modernisation of multi–apartment buildings by improving their energy efficiency (funded from ERDF)
	Ministry of Interior
	Regional planning (selection carried out by municipalities)
	167/154
	EUR 51.31 million/EUR 50 million
	Eligible buildings must be built until 1993;

Project must be implemented in one of 14 problem territories, in a living area of more than 1.500 residents;

Project must be in line with the development plans for problem territories approved by the Government of Lithuania;

Project must contribute to the implementation of Lithuanian Housing Strategy;

Project must have a positive effect on the monitoring indicators of the measure.

	Social housing development and improvement of its quality (funded from ERDF)
	Ministry of Interior
	Regional planning (selection carried out by municipalities)
	42/39
	EUR 9.42 million/EUR 8.47 million
	Eligible buildings must be built until 1993 and have at least two floors;

Project must be implemented in one of 14 problem territories, in a living area of more than 1.500 residents;

Project must be in line with the development plans for problem territories approved by the Government of Lithuania;

Project must have a positive effect on the monitoring indicators of the measure.

	Modernisation of public buildings at a national level (funded from CF)
	Ministry of Economy
	State planning
	351/304
	EUR 287.73 million/EUR 211.75 million
	Targeted buildings must be built before 1992;

Project must be in line with the implementation plan of National Energy Strategy for 2008–2012 or the Programme for the Modernisation of Education Institutions;

Only public buildings of healthcare, education, social care and cultural institutions are eligible for financing.


	Modernisation of public buildings at a regional level (funded from CF)
	Ministry of Economy
	Regional planning
	384/323
	EUR 134.66 million/EUR 100.51 million
	

	Public buildings’ renovation projects corresponding to the quality and benefit criteria of Measure 1.2 of 2004–2006 Single Programming Document (funded from CF)
	Ministry of Economy
	State planning
	22/21
	EUR 16.64 million/EUR 12.42 million
	

	JESSICA Holding Fund (funded from ERDF)
	Ministry of Environment
	
	
	
	Targeted multi–apartment building must be built until 1993;

At least class D of energy performance must be reached with heating energy savings not lower than 20%;

Project must be implemented within 2 years from the signing of the financing agreement.

	Promotion of modernisation of multi–apartment buildings (funded from ERDF)
	Ministry of Environment
	State planning
	2/2
	EUR 9.67 million/EUR 5.40 million
	Housing Energy Saving Agency was designated as the only potential applicant for this measure;

Project must have a positive effect on the monitoring indicators of the measure.
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Source: descriptions of financing conditions of the schemes ”Modernisation of multi–apartment buildings by improving their energy efficiency” (2009), ”Social housing development and improvement of its quality” (2009), ”Promotion of modernisation of multi–apartment buildings” (2009) and the schemes for the modernisation of public buildings (2008); Programme for the Renovation of Multi–Apartment Buildings (2004)
[bookmark: _Toc421200227][bookmark: _Toc426033056]Role and effectiveness of energy audit and energy performance certificates

An ex-ante energy audit was obligatory for investments in both residential and public buildings under the Promotion of Cohesion OP. Under the JESSICA HF, energy audit is an integral part of the investment project for the modernisation of multi–apartment building. The investment plan specifying energy efficiency measures to be applied as well as their potential costs is based on the conclusions of the energy audit. The energy audit is performed by independent private auditors.

The use of Energy Performance Certificates was also mandatory for each type of supported investment. Energy performance certification is defined as a regulated process which implies the estimation of energy use of the building, attribution of the building to specific energy performance class (ranging from A to G) and providing Energy Performance Certificate. Energy performance certification is performed both before (as part of energy audit process) and after modernisation. Energy performance certification carried out after modernisation includes the calculation of the energy savings and serves as a tool for evaluating the extent to which the results indicated in investment plan were achieved. Like the energy audit, energy performance certification is carried out by private entities. 

Mixed assessments of the effectiveness of energy audit and energy performance certification were provided by the interviewed beneficiaries[footnoteRef:488]. One beneficiary indicated that the energy audit was just a formal procedure and relied on existing documents rather than actual measurements.  [488:  Interview with Final beneficiaries] 

[bookmark: _Toc421200228][bookmark: _Toc426033057]Level of ambition

In multi–apartment buildings modernised under JESSICA HF, a 30% increase in efficiency of energy use is expected by the end of 2015. Despite the fact that Lithuania was supporting energy efficiency investments in residential buildings since 1996, the baseline for this indicator is not indicated in Promotion of Cohesion OP. The absence of a baseline makes it difficult to evaluate the level of ambition of the energy savings target set in Promotion of Cohesion OP.

The target for the energy savings in modernised public buildings is set at 200 GWh, with the baseline of 40 GWh indicated in Promotion of Cohesion OP. However, the method for establishing the baseline is not clear. As a result, not much can be said about the level of ambition of the target to be achieved until the end of 2015.

No energy efficiency targets were set for grant schemes in problem territories. According to EU regulations, grant schemes in problem territories were classified as social support measures[footnoteRef:489]. Their main aim was the improvement of living standards of residents living in old multi–apartment buildings or social housing in problem territories. Accordingly, the number of persons supported was chosen as a result indicator for these schemes while no energy efficiency targets were set. [489:  Interview with Intermediate Body, Ministry of Interior] 

[bookmark: _Toc421200229][bookmark: _Toc426033058]Form of support available

Under the JESSICA programme, subsidised loans are provided for final beneficiaries. A mechanism of state support for final beneficiaries is used. State support is an important factor making JESSICA initiative more attractive for homeowners. Currently, the state support consists of the following elements:

· 100% compensation for the preparation of project documents;
· 100% compensation for the technical supervision of construction works;
· 100% compensation for project management costs;
· 15% of total investment in energy efficiency measures if at least class C of energy performance is achieved;
· Additional 25% compensation of total investment in energy efficiency measures from Climate Change Programme if energy savings of at least 40% are achieved;
· 100% of credit and interests payments for deprived persons are covered;
· Preferential loans with the interest rate of 3% are provided.

Crucially, the compensation of 40% (15%+25%) of total investment in modernisation of multi–apartment building is available, which acts as a very important argument in favour of modernisation at the initiation phase. Also, the lack of significant state support on offer was one of the reasons why the JESSICA programme was struggling to gain momentum in the first years of its implementation. From 2009 until November 2011, only 15% compensation for total investment in modernisation of multi–apartment building was available. In November 2011, compensation of additional 15% was approved while it was only in 2013 when the current compensation level was adopted[footnoteRef:490]. The reduction of state support is planned since October 2015. [490:  Paradoxically, constant raising of subsidy level might have had a negative impact on the pace of modernisation. Much of this negative effect is down to the time gap between the announced decision to raise the subsidy level and enactment of the new rules. Residents of multi–apartment buildings had no incentives to start the modernisation of their building when the improvement of financing conditions was pending: Interview with European Investment Bank] 


Grants were used for energy efficiency investments in multi–apartment buildings and social housing in problem territories, with the maximum intensity of financing equal to 85% of total costs of the project. Remaining 15% was covered by the municipalities and final beneficiaries. Rather surprisingly, some homeowners were still opposing the modernisation of their multi–apartment building despite the 85% grant on offer, slowing down the implementation of the scheme[footnoteRef:491]. Cautious attitude of the homeowners was stimulated by the doubts about the usefulness of the modernisation process as well as the quality of renovation works.  Furthermore, , homeowners did not want to suffer the inconveniences caused by the renovation works.  Grants were also applied for the modernisation of public buildings, with their size potentially reaching 100% of the project’s costs. [491:  Interview with Intermediate Body, Ministry of Interior] 


[bookmark: _Toc421200230][bookmark: _Toc426033059]Changes to the measures rules and allocations

[bookmark: _Ref421174270]EU funds allocation to ‘energy efficiency, energy management and cogeneration’ priority theme code of expenditure from EU funds (code 43) increased by EUR 43.8 million since the start of the programming period; it rose from EUR 256.6 million to EUR 297.2 million in 2009 as more EU funds were allocated to modernisation of public buildings amid economic crisis. In 2013, allocation to this priority theme EUR 300.4 million (see: Table 23). However, allocation to ‘energy efficiency, energy management and cogeneration’ priority theme does not cover the whole set of energy efficiency investments in buildings in Lithuania. Rather, it shows the amount of funds allocated to energy efficiency investments in public buildings alone, while modernisation of multi–apartment buildings was financed under other priority theme codes of EU fund expenditure (61 and 78). In total, EUR 58.3 million of EU funds were allocated to the modernisation of multi–apartment buildings and social housing in problem territories. EUR 227 million were allocated to the modernisation of multi apartment buildings under JESSICA programme (including EUR 127 million of EU funds).

Table 23: Change in allocation for ‘energy efficiency, energy management and cogeneration’ in Promotion of Cohesion OP during the 2007-2013 programming period (EUR million)
	
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	Promotion of Cohesion OP
	256.6 
	297.2
	297.2
	297.2
	297.2
	300.44
	300.4



According to the Managing Authority, EUR 447.7 million were spent under ‘energy efficiency, energy management and cogeneration’ priority theme until the end of 2013, including EUR 379.7 million of EU funds. Funds spent exceed the allocation because energy efficiency investments in multi–apartment buildings under JESSICA programme were included in the calculation of the total funds spent[footnoteRef:492]. As mentioned above, only energy efficiency investments in public buildings were covered by the allocation to ‘energy efficiency, energy management and cogeneration’ priority theme code of expenditure from EU funds. [492:  Interview with Managing Authority, Ministry of Finance] 


It is important to note that JESSICA HF was not part of the first version of Promotion of Cohesion OP, adopted in 2007. It was introduced in 2009 in response to the economic crisis as a key project to stimulate the economy by creating additional jobs and demand in the construction sector. Due to its revolving character, JESSICA HF was expected to satisfy the large demand for energy efficiency investments in multi–apartment buildings.

There was a change in the implementation of JESSICA HF at the start of 2013. In the first years of implementation of the JESSICA HF, modernisation of multi–apartment buildings was made more difficult by the economic crisis. The take-up rate of the JESSICA-supported national program was very low as apartment owners were required to accept the liability for the repayment of the loan (first modernisation model). Under difficult economic conditions, homeowners were very unwilling to take on long-term collective loan commitments. The lack of trust in banks also contributed to the slow implementation of JESSICA HF. In 2013, a new model for modernisation projects was adopted which entrusted municipalities with selection of the most energy inefficient multi–apartment buildings for renovation. According to the new renovation model, homeowners do not need to take any organizational and credit commitments.
1.28.3. [bookmark: _Toc420333515][bookmark: _Toc421200231][bookmark: _Toc426033060]Accompanying activities

Awareness raising and technical assistance measure implemented under the “Promotion of modernisation of multi–apartment buildings” scheme was primarily targeted at the homeowners and acted as a supporting measure for the JESSICA programme. The main aim of the scheme was to encourage the homeowners living in old multi–apartment buildings to approve the modernisation process by showing the advantages of renovation and increasing their trust in the whole modernisation process. An information campaign was carried out, which included articles in the press, production and distribution of printed handout materials, seminars, information campaigns on the internet, radio and national television etc. Additionally, training and consultancy services were provided for the actors participating in the implementation of the modernisation project. These activities were much needed as homeowners’ associations, administrators and other actors were not competent enough to prepare and implement modernisation projects at the start of JESSICA programme[footnoteRef:493]. Activities implemented under the scheme also included the preparation of exemplary modernisation projects, supervision of projects in the implementation phase as well as tracking the changes in energy use in selected modernised multi–apartment buildings. [493:  Description of project implemented under the scheme “Promotion of modernisation of multi–apartment buildings” http://www.esparama.lt/projektas?id=8167&pgsz=10 ] 


In total, EUR 5.25 million was allocated to the scheme “Promotion of modernisation of multi–apartment buildings”. Two projects were implemented under the scheme (“Promotion of modernisation of multi–apartment buildings, Stage 1” and “Promotion of modernisation of multi–apartment buildings, Stage 2”), encompassing the above mentioned activities. The first one is already complete while the second project is still in the implementation phase and is seen as the continuation of the first project. Both of these projects are implemented by the Housing Energy Saving Agency, which is responsible for the implementation of the Programme for the Renovation of Multi–Apartment Buildings. An advertising campaign to homeowners was developed in collaboration with EIB.

According to the representative of the Intermediate Body, in the first few years of the JESSICA programme the “Promotion of modernisation of multi–apartment buildings” scheme was a failure, which contributed to the poor results of the programme.[footnoteRef:494] The main reason for the failure was the slowness of the public procurement process, which led to the money allocated to the scheme not being used. The procurement process was slowed down by frequent challenges on the part of potential providers. [494:  Interview with Intermediate Body, Ministry of Environment] 


Despite this, according to the Director of the Housing Energy Savings Agency, the scheme contributed to an intensification of modernisation process witnessed since 2013 and was crucial in building the trust of homeowners. The information campaign on national television was singled out by the interviewee as the most effective measure.[footnoteRef:495] [495:  Interview with Implementing Body, Housing Energy Saving Agency] 


1.29. [bookmark: _Toc420333516][bookmark: _Toc421200232]Achievements
1.29.1. [bookmark: _Toc420333517][bookmark: _Toc421200233][bookmark: _Toc426033061]Outputs
[bookmark: _Toc426033062]Two output indicators of energy efficiency investments in multi–apartment buildings are included in the latest version of the Promotion of Cohesion OP: ‘the number of renovated multi–apartment buildings’ and ‘the number of multi–apartment buildings and dormitories of higher education and vocational institutions that received loans for their renovation’. The latter output indicator was added to the OP in 2013. Target values and related achievements as reported by the end of 2014 are presented in Table 24 below.
[bookmark: _Ref421178509]
Table 24: Output indicators of energy efficiency investments in residential and public buildings under Promotion of Cohesion OP
	Output indicator
	Initial target value (by 2015)
	Revised target value (by 2015)
	Achievement at the end 2014 (% of the target value)

	The number of renovated multi–apartment buildings
	1.150
	300
	358 (119%)

	The number of multi–apartment buildings and dormitories of higher education and vocational institutions[footnoteRef:496] that received loans for their renovation [496:  Dormitories of higher education and vocational institutions are public buildings.] 

	1.042
	–
	710 (68.1%)

	Number of public buildings modernised with the view to improve their energy efficiency
	200
	850
	864 (101.6%)



[bookmark: _Toc426033063]As shown in the table above, 358 multi–apartment buildings were renovated until the end of 2014, 160 of them in problem territories. This is a poor result both in terms of initial expectations and the need for modernisation of multi–apartment buildings expressed in Promotion of Cohesion OP. According to the OP, the energy efficiency of 24.000 multi–apartment buildings needs to be increased by 2020. Take-up of the modernisation of multi–apartment buildings was slow due to a combination of factors: the novelty of the JESSICA instrument, a lack of accompanying regulatory measures, slow implementation of a communication strategy, and a model for modernisation projects which was insufficiently attractive. 

According to the newest data provided by Housing Energy Saving Agency 258 multi–apartment buildings were modernised between the launch of the new renovation model in 2013 and May 2015. In total, 293 multi–apartment buildings were modernised under the JESSICA programme by May 2015. Although this figure is still quite modest, there is enough data suggesting a breakthrough in the modernisation of multi–apartment buildings in Lithuania. From the beginning of 2013 to the end of 2014 3,312 investment projects for the modernisation of multi–apartment buildings were endorsed by Housing Energy Saving Agency. 1,828 of them were approved by the homeowners (55.2%), meaning the green light for the modernisation works to start.

Output indicators currently in use are appropriate. However, the numbers of different types of energy efficiency interventions (e.g. modernisation of heating systems, roof insulation, repair of external walls) under the Promotion of Cohesion OP are not captured by the monitoring system.
1.29.2. [bookmark: _Toc420333518][bookmark: _Toc421200234][bookmark: _Toc426033064]Results

[bookmark: _Toc426033065]The result indicator for energy efficiency investments in multi–apartment buildings under JESSICA programme is ‘Increase in efficiency of energy use in modernised multi-apartment buildings (%)’. For public buildings, result indicator ‘Amount of energy saved in modernised public buildings (GWh)’ is used. Target values and related achievements as reported by the end of 2014 are presented in below.

Table 25: Result indicators of energy efficiency investments in residential and public buildings under Promotion of Cohesion OP
	Result indicator
	Initial target value
	Revised target value
	Achievement at the end 2014 (% of the target value)

	Increase in efficiency of energy use in modernised multi-apartment buildings (%)
	30
	–
	69.53 (231.8%)

	Amount of energy saved in modernised public buildings (GWh)
	100
	200
	236.6 (118.3%)



The quality of result indicators currently in use is good. However, the set of indicators fails to comprehensively reflect the objectives of interventions. For instance, the monitoring system does not include an indicator tracking changes in greenhouse gas emissions, although programme expected to achieve a decrease in CO² emissions.
1.29.3. [bookmark: _Toc420333519][bookmark: _Toc421200235][bookmark: _Toc426033066]Impacts

One impact indicator related to energy efficiency investments (including to renewable energy) was used: “Energy intensity (kgoe/1000 LTL of GDP)”. The target value for this indicator was set at 118.8 kgoe/1000 LTL of GDP. In 2012 energy intensity in Lithuania was equal to 291.6 kgoe/1000 EUR of GDP (84.5 kgoe/1000 LTL of GDP). Therefore, the target value for the impact indicator ‘Energy intensity (kgoe/1000 LTL of GDP)’ is already reached as Lithuania was rather successful in lowering its energy intensity. However, it is very difficult to measure the effect of energy efficiency measures in residential and public buildings on this improvement.

Energy efficiency investments in residential and public buildings had considerable market transformation effects. First, a new financial product in the form of loans for the modernisation of multi–apartment buildings with a 3% interest rate was attractive to home owners, who had previously faced much higher interest rates[footnoteRef:497]. Second, investments in modernisation of residential and public buildings stimulated the construction sector as well as some other sectors (engineering companies responsible for the preparation of investment plans, energy auditors). [497:  Interview European Investment Bank] 


A range of wider effects of modernisation were identified by the interviewees, although they are often difficult to measure. Employment was temporarily boosted by this type of interventions, which was vital at the time of economic crisis. Furthermore, a positive impact on economic growth was achieved through energy savings as well as stimulation of certain economic sectors[footnoteRef:498]. In March 2015, the total value of renovation works under way in multi–apartment buildings was EUR 230 million, equal to 9% of total turnover of the construction sector in 2014[footnoteRef:499]. Greenhouse gas emissions were also reduced as a result of energy efficiency investments in residential and public buildings. Interestingly, modernisation of multi–apartment buildings may have had a socio-psychological impact on the sense of prestige and security of the residents (especially children)[footnoteRef:500]. The JESSICA programme contributed to fostering the community spirit and the sense of responsibility for one’s own housing. [498:  Interview European Investment Bank]  [499:  Official website of Housing Energy Saving Agency http://www.betalt.lt/renovacija-didina-salies-statybu-sektoriaus-apimtis/ ]  [500:  Interview European Investment Bank] 


1.30. [bookmark: _Toc420333520][bookmark: _Toc421200236]Lessons learned for future policy development
1.30.1. [bookmark: _Toc420333521][bookmark: _Toc421200237][bookmark: _Toc426033067]Challenges

Many challenges were faced while implementing energy efficiency interventions in residential and public buildings under the Promotion of Cohesion OP. Most of these challenges were directly related to the implementation of the JESSICA programme, which was particularly demanding due to its scope, specific financing mechanism and unusual nature. The following challenges were identified by various stakeholders:

a) Unwillingness of the homeowners to make energy efficiency investments

Many residents of old multi–apartment buildings were hesitant about taking the loan for the modernisation of their multi–apartment buildings. This is to a large extent due to the lack of trust in all participating actors – municipalities, banks, construction firms and other. Furthermore, homeowners had various fears about the modernisation process, many of them related to the quality of the contractor’s work. There were fears that modernisation works would be carried out carelessly and that quality of construction materials would be poor. In some cases homeowners were deterred from modernisation due to concerns about trustworthiness of the administrator of the investment project appointed by the municipality[footnoteRef:501].  [501:  Interview with Implementing Body, Housing Energy Saving Agency] 


The decrease in the amount of state support was also an important factor. Before the start of the JESSICA programme, modernisation of multi–apartment buildings was implemented under the Programme for the Renovation of Multi–Apartment Buildings adopted in 2004[footnoteRef:502]. 50% subsidies for the modernisation loans were available until 2008. With the introduction of JESSICA programme, the size of the subsidy was cut to 15%. Despite the fact that JESSICA programme carried in it important financial benefits that were not available before (for example, a fixed interest rate of 3%), not all of the homeowners were convinced about the financial attractiveness of the programme[footnoteRef:503]. Finally, economic crisis made homeowners even more unwilling to make energy efficiency investments as their financial situation and expectations weakened. [502:  As mentioned above, this programme is a long–term strategic document which is still in force, with JESSICA HF indicated as its main financing mechanism.]  [503:  Interview European Investment Bank] 


b) Insufficient capacity of the construction sector

Following the adoption of a new model for modernisation projects at the start of 2013 and up to the beginning of 2014 there was a sharp rise in modernisation in Lithuania. The costs of modernising a multi–apartment building increased by 20–25% during that period. This higher price of modernisation makes the JESSICA programme less attractive to homeowners and slows down the whole process, as investment plans have to be revised. Currently, one of the main challenges faced by Lithuania in the area of modernisation of multi–apartment buildings is insufficient capacity of the construction sector to meet the growing demand for modernisation. Foreign based construction enterprises come in to fill the market gap (mostly from Poland and Ukraine). However, the lack of contractors forced the Housing Energy Saving Agency to suspend approval of new investment projects from 31 March 2015. Large enterprises are reported by the interviewees to be less interested in tendering for modernisation works in multi-apartment buildings. This is mainly due to the limited size of the projects and  difficult working environment encountered as a result of dealing with many existing occupants. In order to manage the difficult working environment, some construction enterprises hire a specialist responsible for the communication with the homeowners during modernisation works. Quality control of modernisation works is another specific challenge, although it appears to be partly under control as a result of control mechanisms introduced by the Housing Energy Saving Agency[footnoteRef:504]. Finally, bankruptcies of contractors slowed down the modernisation of multi–apartment buildings in problem territories[footnoteRef:505]. [504:  Interview with Implementing Body, Housing Energy Saving Agency]  [505:  Interview with Intermediate Body, Ministry of Interior] 


c) Cautious attitude of the banks

Commercial banks treat modernisation loans as high–risk financial products and are unwilling to contribute to the loan with their own resources. At the launch phase of the JESSICA HF, the EIB had to go through long negotiations with financial intermediaries on the conditions of implementation of the programme. Since the adoption of the new modernisation model banks sometimes showed their distrust in the municipality-appointed administrators of the investment projects[footnoteRef:506]. Banks are reported by the interviewees to be often unsure about the capacity of administrators to ensure the repayment of loans.  [506:  Interview European Investment Bank] 


d) Lack of interest and capacities on the part of municipalities

When the new modernisation model was adopted at the start of 2013, some municipalities were unwilling to assume new functions in the modernisation of multi–apartment buildings. Even when all local programmes for the modernisation of multi–apartment buildings were approved, some municipalities remained passive (for example, Neringa, Kazlų Rūda, Visaginas).

e) Long public procurement procedure

The length of public procurement procedures, in part caused by complaints from interested parties that were not chosen for a project, was one of the main reasons for the initial failure of the scheme “Promotion of modernisation of multi–apartment buildings”.
1.30.2. [bookmark: _Toc420333522][bookmark: _Toc421200238][bookmark: _Toc426033068]Good practice

Some aspects of investments in energy efficiency of residential and public building supported under Promotion of Cohesion OP can be considered good practice examples, including:

a) Modernisation of public buildings

In terms of output achieved, modernisation of public buildings should in principle be considered a success. However, grant schemes for the modernisation of public buildings are hardly comparable with the JESSICA programme which is based on a loan instrument. High intensity of financing (grants of up to 100% were available) and the absence of a collective action problem helped modernisation of public buildings. However, in contrast to the JESSICA programme, the funds used for the modernisation of public buildings are not repayable and the financing is very generous which limits the wider value of this example. 

b) New model for the modernisation of multi–apartment buildings under JESSICA programme, adopted in 2013

According to the new modernisation model, municipalities were assigned the task of selecting the most energy inefficient multi–apartment buildings for modernisation. Credit commitments are then taken by homeowners‘ association or the administrator assigned by the municipality, borrowing in the name of the homeowners. By removing the organizational burden as well as direct credit commitments from the homeowners, the new model for modernisation projects led to an intensifaction of modernisation of multi–apartment buildings under JESSICA programme. This intensification is also related to the amendments to the Law on Monetary Social Assistance to Deprived Populations which were adopted in 2013. According to these amendments, receivers of heating and water subsidies lose their right to subsidies if they do not approve the modernisation of their multi–apartment building The right to subsidy for those residents who do not vote for the modernisation is suspended irrespectively of the outcome of the vote. This sort of approach to ensuring that incentives are aligned with the need to promote energy efficiency, and in particular to correcting the negative impacts of some subsidies on the effectiveness of price signals, appears to be capable of wider replication.

c) Double-edged effect of responsive support scheme adjustments

The initial model for energy efficiency projects in residential buildings under the programme, attributed the responsibility for initiating the investment process to the homeowners. This included direct credit commitments they had to undertake in order to access the funds. Implementation of this model proved difficult however in the context of the economic crisis that was not taken into account at the time of operation programming. Subsequent changes in the amount of state support and design of operations made in the middle of the implementation led to double-edged effects. On one hand, residents of multi–apartment buildings had no incentive to use the initial model of support to the energy efficiency when more attractive financing was expected. On the other hand, by removing the organisational burden as well as direct credit commitments from the homeowners, the new model boosted investment in modernisation of multi–apartment buildings under JESSICA programme. Overall, Lithuania‘s experience in the management of energy efficiency investments in buildings shows the importance of flexibility and learning in the implementation of interventions. 
1.30.3. [bookmark: _Toc420333523][bookmark: _Toc421200239][bookmark: _Toc426033069]Practice to be improved

With regard to less successful elements of the energy efficiency interventions, the following have been identified:

a) Excessive burden for the homeowners at the start of the JESSICA HF implementation

The first modernisation model in operation since 2009 attributed the responsibility for initiating the process of modernisation to the homeowners themselves, and implied direct credit commitments taken by the homeowners. Implementation of was difficult under the specific economic circumstances at the time of its adoption. Homeowners were unwilling to take credit commitments for the modernisation of their multi–apartment buildings and had various fears about the modernisation process. Moreover, the decision to assign important functions to homeowners associations was risky as these associations were not developed and many multi–apartment buildings did not have a homeowners‘ association at all. Different flanking measures, such as technical assistance regarding the contracting process as well as a possible withdrawal of heating subsidies for those homewoners who were opposing modernisation, were not put in place immediately after the launch of the program (although they were part of the original model). Finally, the economic crisis made the initiation of modernisation process by the homeowners very unlikely. However, this model is still in operation as it is used as an alternative to the municipality–initiated modernisation of multi–apartment buildings. Since the end of the economic crisis the model has shown itself to be more viable. In the period between the start of 2013 and the end of 2014, 485 investment projects prepared according to the first modernisation model were approved by homeowners (27% of the total number of investment projects approved in the same period).


b) Changes in the amount of state support made in the middle of the implementation process

State support provided for the modernisation loans was constantly increased during the implementation of JESSICA programme. Although it had a positive effect on the attractiveness of JESSICA programme, there was a time gap between the announcement of the decision to raise the subsidy level and enactment of the new rules, which took at least few months. As a result, residents of multi–apartment buildings had no incentives to start the modernisation of their building when the improvement of financing conditions was pending.
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[bookmark: _Toc426033070]Case study: UK London Operational Programme[footnoteRef:507] [507:  The main authors of this case study are Martin Nesbit and Franziska Lessmann.] 

1.32. [bookmark: _Toc426033071]Introduction
The key characteristics of the analysed programme are presented in the table below.

Table 26: Key details of the London ERDF Operational Programme analysed in the case study 

	1. Name of country
	2. United Kingdom

	3. Name of Operational Programme
	4. London ERDF Operational Programme 2007-2013

	5. Name of priority area
	6. Priority axis 3 -Sustainable places for business

	7. CCI Code
	8. 2007UK162PO006 - London

	9. Date of operation
	10. 2007-2013

	11. Level of funding
	12. Regional

	13. Source of funding
	14. ERDF and national counterpart

	15. Total budget (in million EUR)
	EUR 382,487,031 (ERDF plus national)
16. EUR 181,889,213 (total ERDF)[footnoteRef:508] [508:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’] 


	17. Managing Authority
	18. Secretary of State for Communities and Local Government

	19. Intermediary Body
	20. European Programmes Management Unit (EPMU) at the Greater London Authority (GLA)




	During the first steps of the evaluation the following observations and hypotheses were made regarding energy efficiency interventions in public and residential buildings under the London Operational Programme (OP):

· Investments in energy efficiency in public and residential buildings were supported through loan funding under the London Green Fund (LGF), a JESSICA (Joint European Support for Sustainable Investment in City Areas) mechanism.
· The initial allocation to the priority theme “energy efficiency, co-generation and energy management” was of EUR 18.2 mn and subsequently increased to EUR 34.2 mn.
· Initially, support to energy efficiency of buildings was not foreseen in the OP, this changed when the targeted projects struggled to find sufficient match funding. Two new funds were created under the LGF: the London Energy Efficiency Fund (LEEF) and the Green Social Housing Fund (GSHF).
· One of the objectives of the LGF was to stimulate investments in the green economy. This appeared interesting as an approach to ensuring a more self-sustaining dynamic for energy efficiency investments; however, it was unclear whether there were detailed plans to put this objective into operation.

To further explore the characteristics and specificities of the London ERDF programme and its support to energy efficiency in buildings the following methods were employed:

· Review of the Operational Programme and the Annual Implementation Reports,
· Inventory of national public funding,
· Identification of monitoring data,
· Review of evaluation reports,
· Further review of literature, and
· Interviews with stakeholders. 


1.33. [bookmark: _Toc426033072]Summary of main findings 
The main findings of the case study are summarised for each research questions as follows:

	What are the socio economic objectives to be achieved through these investments?

· The overall objectives of the London OP were to “promote sustainable, environmentally efficient growth in London, capitalising on London’s innovation and knowledge resources with a focus on promoting social inclusion through extending economic opportunities to communities, in areas where this is most needed.” 
· Investments in energy efficiency in buildings were only included in the OP after initially targeted projects showed a delay in take up. Consequently, Priority Axis 3 of the OP was altered addressing the impact of mitigating and adapting to climate change while at the same time creating economic opportunities. By piloting projects that support and develop technologies aiming at increased energy efficiency and lowered carbon emissions, the OP was seen as an important part of London’s activities for climate change adaptation and mitigation.  
 
Do they form part of integrated regional or urban/local strategies? What was the background to the interventions: was the urban dimension important?

· The investments in energy efficiency were closely integrated into the London’s regional strategy defined by the Mayor focussing on a reduction of CO2 emissions. A lesser degree of integration into national strategies was noted. However, the London programme’s interventions for energy efficiency in public and residential buildings were not on a scale which would have allowed them to contribute significantly to the ambitious targets set at national and city level.
· The OP only covered Greater London and was therefore purely focussed on investments in an urban context; however, the contribution of energy efficiency investments to urban development objectives was not particularly emphasised in programme documentation or in the interviews we carried out. 

Have market failures been identified in the context of the design of the interventions? Is there an economic argument for public support to energy efficiency investments in buildings (public / residential)?

· Market failures have been identified on a general level in the OP stating that any investment that is mainly beneficial to the environment will not be made by businesses and individuals who act according to their own interests. 
· A scoping study for the use of financial instruments under the London OP came to the conclusion that the intervention would not be addressing a complete market failure but would rather be a response to market imperfections. High risks of funding for the private sector in the area of energy efficiency measures were said to be caused by an uncertain demand, new technologies with limited experience regarding results, and a particularly long time before investments generate returns. However, this identified market imperfection was more relevant to the originally proposed private sector focus of funding under the London Green Fund than to the public and residential projects which were, in practice, the main beneficiaries.

What is the logic of intervention and what is the intended change (i.e. what should change as a result of the investment, in order for the investment to be considered successful)? 

What particular challenges have been faced (awareness of funding available, building owners being reluctant to invest, etc.)?

· The main rationale for the investments in energy efficiency was to reduce CO2 emissions and energy consumption to reach the targets set out in the local strategies. Other intended results and impacts were only implicit in the OP. These include the creation of new market opportunities for businesses around energy efficiency and supporting public buildings to play an exemplary role for further investments. 
· It would have been beneficial to formulate these objectives more clearly in the revised OP to make achievements of the investments more transparent and measurable. 

What is the nature of the activities and who are the main beneficiaries of the support?

· The support was provided in form of loans under two Urban Development Funds, the London Energy Efficiency Fund (LEEF) and the Green Social Housing Fund (GSHF), both part of a JESSICA (Joint European Support for Sustainable Investment in City Areas) mechanism. 
· LEEF supported investments in energy efficiency of public buildings, while GSHF directed loans towards social housing. 

What are the selection criteria for projects?

· In general, all projects had to be aligned with the Mayor’s Plan and the London Climate Change Mitigation and Energy Strategy. That meant that the projects had to follow carbon reduction and climate change policy aims.
· Specific project selection criteria were set out in the investment strategy documents for each UDF. These have not been available for review. 


Was an energy audit obligatory? Are energy performance certificates used in this context and are they effective in improving the performance and rating of buildings?

· Each individual project needed to go through an energy audit before the decision to provide support was made.  Once projects are finalised, another audit will take place to measure the results of an intervention. As most projects have not been finalised yet, there is no data on these points available. 

What was the level of ambition for energy savings, by types of buildings (public / residential)?

· The ambitions for energy savings were set for every project individually. For LEEF projects, the ambitions for energy savings of each project were laid down in a Measurement and Verification Plan. Further information, in particular on the GSHF, has not been available. 

What was the form of support for different types of investments (grants, subsidized loans, guarantees, others, including combinations of different forms of support, potentially for different parts of the investments)?

· The LGF is a fund of EUR 150 million. It was split between the three UDFs. Initially EUR 68 million was committed to LEEF. The UDF managers Amber Green were able to secure another EUR 68 million from the Royal Bank of Scotland. Beneficiaries could receive between EUR 1.3 million and EUR 27 million in form of loans. 
· The GSHF received EUR 16.3 million out of the LGF. To this, another EUR 272 million were added through a direct loan from the EIB to THCF for new affordable housing and retrofitting of old buildings. Again support to beneficiaries was made in form of loans.

What outputs and results are captured by the monitoring system? What views do stakeholders have on wider impacts (spillovers)?

· The OP aimed at a reduction in CO2 emissions by 74,667 tonnes per year. Overall energy savings of 20% were aimed at. These targets are expected to be reached.
· The relatively small size of the London OP means that it is likely to have limited impact on the UK Committee on Climate Change’s suggested profile of reductions in CO2 from energy efficiency in buildings (20 Mt reduction from non-residential buildings, 40 Mt from buildings by 2020[footnoteRef:509]). To really show a significant impact from investments on this scale, a multiplier effect would have been necessary (e.g. in terms of an exemplar effect from public buildings, from wider dissemination of innovative techniques, or from the creation of a thriving energy efficiency sector). However, no indicators have been used to measure such effects on businesses, or wider effects of the exemplary character of the projects.  [509:  Committee on Climate Change (2014) “Meeting Carbon Budgets – 2014 Progress Report to Parliament”] 

· Some experience from London’s energy efficiency programmes was regarded as good practice by experts – for example, the Re:FIT programme, which uses an energy services company (ESCo) model, and is being rolled out more widely at national level.[footnoteRef:510] However, this was largely independent of London Green Fund support under the Operational Programme.  [510:  Department for Energy and Climate Change (2014) ‘UK National Energy Efficiency Action Plan’ ] 


Identify good practices by types of buildings (public / residential, including different types of public buildings, e.g. offices or schools, and residential, e.g. multi-apartment or single family houses).

· The use of loans to support energy efficiency in buildings helped ensure that projects were carefully planned, and capable of providing wider lessons. In particular, the organisational set-up of the LGF and UDFs was identified as a good practice in the use of the JESSICA mechanism by stakeholders and in literature. Good communication structures have been established and support was available to fund managers and beneficiaries. This ensured a high quality of projects, with potentially valuable lessons on energy efficiency investments, capable of wider dissemination.
· The external challenges have shown that a flexible approach to the investment strategy was key to deliver the projects.




1.34. [bookmark: _Toc426033073]Background information: economic and social context

	The area covered by the programme was the Greater London area, which is with more than 8 million inhabitants by far the largest city of Europe.[footnoteRef:511] The area stretches over 1,569 km2 composed of 33 local authorities, including the City of London. Inner London covers the area around the centre. It is surrounded by the boroughs of outer London.  [511:  Eurostat (2012) ‘City statistics illustrated’ Population on 1 January 2012, total] 


As a leader in the financial services sector London shows an overall strong economic performance compared to other UK regions. This contributes to the GDP in PPS per capita of the UK of EUR 109 which is above the EU average.[footnoteRef:512] Between 2008 and 2011, GDP per head grew by 0.28% in inner London and decreased by 1.37% in the outer boroughs.[footnoteRef:513]  [512:  Eurostat (2014) ’database’ ]  [513:  European Commission (2014) ‘DG REGIO database’ ] 


The overall economic performance of London conceals strong inequalities present within the city.[footnoteRef:514] When the OP was set up, London had the lowest employment rate of all UK regions (70% compared to 74.8% at the national average).[footnoteRef:515] With the OP of 2007-2013 London intended to use the ERDF support for investments that would reduce these inequalities and ensure the competitiveness of the city’s economy. [514:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’]  [515:  Office for National Statistics (2007) ‘Regional Labour Market’] 

The focus was set in particular on the inner boroughs of London.[footnoteRef:516] Since 2008, this area has seen a reduction of unemployment of 0.4%.[footnoteRef:517]  [516:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’]  [517:  European Commission (2014) ‘DG REGIO database’ ] 


As a densely populated area London’s environment is under considerable pressure. In 2006, London was the source of 8% or the UK’s total CO2 emissions. Addressing environmental issues, Mayor Boris Johnson set in 2008 the goal to make London the greenest city in the world.[footnoteRef:518] Commitments towards the reduction of greenhouse gas emissions were laid down in several legal acts and strategies. The European Union has set the aim to reduce greenhouse gas emissions until 2020 by 20% under the levels of 1990.[footnoteRef:519] The Mayor of London looked further ahead in his strategy on Delivering London’s Energy Future. He aimed at a reduction of greenhouse gas emissions by 60% below the 1990 level by 2025.[footnoteRef:520] London is furthermore bound by the UK Climate Change Act which targets a reduction in greenhouse gas emissions by 80% below the 1990 level in 2050.[footnoteRef:521]  [518:  London Green Fund (2011) ‘Workshop 4 “Investing Structural Funds for sustainable urban development”’ ]  [519:  European Commission (2008)’Communication form the Commission to the European Parliament, the Council, the European Economic and Social Committee and the Committee of Regions: 20 20 by 2020 – Europe’s climate change opportunity’ Com(2008)30final ]  [520:  Mayor of London (2011) ‘Delivering London’s Energy Future – The Mayor’s Climate Change Mitigation and Energy Strategy’ ]  [521:  United Kingdom (2008) ‘Climate Change Act 2008, Chapter 27’] 


The housing sector is estimated to contribute 36% of London’s total CO2 emissions and to comprise 45% of the city’s total energy consumption.[footnoteRef:522] There is a great potential for emission reduction in this sector, combined with the reduction of household expenditure on energy. Structural barriers to a more efficient use of energy include the wide spread solid wall properties which are badly insulated; but experience of installing technical solutions including solid wall insulation is limited. In conservation areas throughout the city options to install energy efficiency measures are limited by requirements not to change the visual character of properties; and the structure of flats and big housing blocks renders a large scale approach difficult.[footnoteRef:523]    [522:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013]  [523:  Greater London Authority (2012) ‘RE:NEW – Making London’s homes more energy efficient’ ] 


In terms of the overall situation in the area of environment, London has a growing market and businesses show increasing consciousness of environmental issues. Awareness of the negative impacts of climate change is growing. While CO2 reductions are progressing, there are no incentives to reduce energy use as there are no imposed costs or penalties. London’s ecological footprint is estimated to be three times higher than it should be if the city was operating within its environmental limits.[footnoteRef:524]  [524:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


In the OP environmental issues were integrated into the economic development strategy, the aim being to stimulate innovation and job creation in the environmental sector.[footnoteRef:525]  [525:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’] 


Use of JESSICA

The use of a JESSICA revolving loan under the structural policy was a first for London. The provision of support in form of grants had not been considered as an option for the UK.[footnoteRef:526] It was decided to rather use a financial instrument following a feasibility study commissioned by DG REGIO and the European Investment Bank (EIB) in 2008. A need for the support to environmental investments was identified referring to the high risks that the private sector is facing in the field. In addition to the potential to create further leverage through access to other sources of funding, loans were also expected to improve familiarity with the use of financial instruments. The return of the invested funds at the end of the loan period would create opportunities for investments to support further urban development projects.[footnoteRef:527] [526:  Interview with UDF manager, Amber Green ]  [527:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


The feasibility study recommended setting up a holding fund that would be responsible for creating several Urban Development Funds (UDF) among which the resources would be divided reflecting the scope and nature of investment opportunities. The EIB was recommended to be the manager of the holding fund.[footnoteRef:528]  [528:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


In December 2009 an agreement was made to set up two UDFs: The London Energy Efficiency Fund (LEEF) and the Foresight Environmental Fund (focused on waste management and therefore outside the scope of this study). Three years later, a third UDF, the Green Social Housing Fund (GSHF) was approved.[footnoteRef:529] [529:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 




1.35. [bookmark: _Toc426033074]Rationale(s)
1.35.1. [bookmark: _Toc426033075]Socio-economic objectives
	The overall objectives of the London OP were to “promote sustainable, environmentally efficient growth in London, capitalising on London’s innovation and knowledge resources with a focus on promoting social inclusion through extending economic opportunities to communities, in areas where this is most needed.”[footnoteRef:530] [530:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’, p.35] 


The environment and its links to the economy were presented as a key challenge for London. Government interventions in the field of environmental protection were intended to coordinate behaviour and change incentives for individuals and businesses to benefit society.[footnoteRef:531] Further considerations in the OP were the need to foster innovation in the environmental sector. While new technologies could improve the environmental performance of other business sectors, this innovation could also be a source of growth. The market was growing worldwide and comprises possibilities for London SMEs.[footnoteRef:532] [531:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’]  [532:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’] 


As the specific activities in the field of energy efficiency were only set up during the implementation of the programme, the rationale to support activities under the LGF was only to a certain extent reflected in the general objectives of the initial version of the OP. 

Priority Axis 3 of the London OP under which investments in energy efficiency in buildings were made focused on encouraging a more sustainable approach by businesses in London. It could take place through supporting green businesses, promoting sustainable and efficient business practices and address barriers to this progress. [footnoteRef:533] The subsequent revision to the OP in 2012 and 2013 (in other words, after the decision to set up LEEF and the Green Housing Fund) included a refocusing of Priority Axis 3 on “Sustainable Green Infrastructure”, and in particular “investing in low/zero carbon environmental infrastructure and premises, physical environmental enhancement and the retrofitting of existing building, including social housing.”[footnoteRef:534] [533:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’]  [534:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 

 
The investments under Priority Axis 3 were aimed at addressing the impact of mitigating and adapting to climate change while at the same time creating economic opportunities. By piloting projects that supported and developed technologies aiming at increased energy efficiency and lowered carbon emissions, the OP was seen as an important part of London’s activities for climate change adaptation and mitigation.[footnoteRef:535]  [535:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


The loans for improving energy efficiency were intended to contribute to the reduction of London’s carbon emissions which was also a main part of the Mayor’s strategy.[footnoteRef:536] Energy efficiency was seen as equally important as the development of renewable energy. Inefficient use of energy through poor insulation was perceived to be one of the main problems to be tackled through the OP in order to contribute to reaching the set goals in CO2 reductions. [footnoteRef:537]  [536:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’]  [537:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


The OP estimated the challenges London was facing with regards to reducing CO2 emissions to be significant but achievable. It was noted that nearly 80% of these emissions originate from the supply of energy to and the use of energy in buildings. This included homes and workplaces. This issue was approached with the changes in Priority Axis 3.[footnoteRef:538]  [538:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


Initially, the investments under Priority Axis 3 were more targeted towards improving the economic performance of those London areas that were lagging behind. This meant fostering the physical and environmental capacity of those locations to make them attractive and sustainable places for businesses. The intention was to create sustainable jobs in order to respond to London’s low employment rate.[footnoteRef:539] These objectives have been pushed to the background with the changes in the OP.  [539:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 



Specific rationale for using JESSICA 

The decision to set up the LGF and use the JESSICA instrument was a response to market imperfections. In the OP the potential threat was referred to that market failures would inhibit sufficiently rapid development of environmental technologies and their implementation to meet the scale of the challenges posed by climate change.[footnoteRef:540] [540:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’] 


JESSICA became the primary delivery mechanism under Priority Axis 3. The intervention was designed to focus on those projects where the level of risk associated with investments was considered to be too high for the private sector to commit without additional support,  such as new technologies or long time spans before investments generate returns. Neither the OP of 2007 nor the scoping study made reference to the rationale for providing loans for energy efficiency investments in public and residential buildings. A rationale was introduced subsequently to the creation of the LGF in the OP in 2012. 

A hearing of the Greater London Authority’s (GLA) Housing and Environment Committee revealed a further, pragmatic, rationale. The GLA considered that capital investment was essential to tackle the climate challenge. However the European Commission was reported to prefer to only do revenue funding in London. Thus financial engineering instruments were adopted partly as a compromise. Nevertheless, it became clear that the programming authorities have worked enthusiastically with the potential offered by JESSICA funding.[footnoteRef:541] [541:  Interview with Intermediate Body, Greater London Authority ] 



1.35.2. [bookmark: _Toc426033076]Link to national strategies and the urban dimension 
	The investments in the field of energy efficiency were very closely linked to the Mayor’s different strategic programmes for London. The revised OP stated that the activities of retrofitting existing buildings were intended to “help ensure the Mayor’s targets for CO2 reduction are met”.[footnoteRef:542] [542:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


There were several regional strategies relevant for the use of European funds. They include the London plan of the Mayor which set out the spatial and economic development priorities for the city. It showed perspectives for London’s economic growth, social inclusion and environmental improvement until 2036. Energy efficiency investments clearly fell into the key objectives of sustainable and environmental development.[footnoteRef:543] [543:  Mayor of London (2011) ‘The London Plan – The spatial development strategy for London’ ] 


More directly linked to the investments made in the city with the structural funds was London’s Economic Development Strategy. This was the primary strategy referred to in the development of the OP. The use of JESSICA can be linked to the Places and Infrastructure objectives which supported the delivery of the London plan to promote sustainable growth and economic development. Investments in environmental aspects would ensure that activities improved the quality of life.[footnoteRef:544]   [544:  Mayor of London (2010) The Mayor’s Economic Development Strategy for London’ ] 


London’s Climate Change Action Plan foresaw a reduction in CO2 emissions by 600 million tons by 2025. The plan acknowledged a lack of financial incentives to work towards this reduction. In particular domestic emissions but also those from public buildings were targeted and the introduction of energy efficiency measures was recommended. This created a close link to the projects receiving JESSICA support.[footnoteRef:545]   [545:  Mayor of London (2007) ‘London CO2 – Action today to protect tomorrow – The Mayor’s Climate Change Action Plan’ ] 


The Thames Gateway Delivery Plan laid down a strategy to retain and restore the natural landscapes in the area around the river Thames in inner London up to its estuary in the North Sea. The plan focused on high quality built environments and public spaces in towns and cities. The area was marked by high level of deprivation, limited infrastructure and environmental degradation.[footnoteRef:546] By improving the ecological footprint in new and existing buildings in the region, JESSICA was identified as a tool to create a link between the strategy and the European support.[footnoteRef:547]  [546:  Thames Gateway (2007) ‘Delivery Plan’ ]  [547:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


At national level the UK Government Sustainable Development Strategy looked into sustainable production and consumption as well as challenges regarding climate change and energy use. It noted that energy efficiency measures by businesses and individuals could create important savings across the country. Furthermore, the reduction of greenhouse gas emissions was to be supported through increased energy efficiency and the use of renewable energy. In the context of this strategy, the government introduced a range of activities to spread energy efficiency measures in households and businesses.[footnoteRef:548]  [548:  UK Government (2005) ‘Securing the Future: delivering UK sustainable development strategy’ ] 


The UK National Strategic Reference Framework establishing the priorities for the use of ERDF support over the 2007 to 2013 period laid down that the structural funds should make a significant contribution to environmental sustainability. OPs should support the objectives of the UK Climate Change Programme. A reference was made to the past improvements in energy efficiency and the remaining potential in particular for businesses to reduce their energy consumption.[footnoteRef:549]  [549:  Department of Trade and Industry, Regional European Funds Directorate (2006) ‘United Kingdom National Strategic Reference Framework, EU Structural Funds Programmes: 2007-2013’] 


While investments in energy efficiency were anchored to regional and national strategies, the scale of investment possible with the relatively limited funds available to the London programme could only make a limited impact on the overall UK and London targets for energy efficiency and for greenhouse gas emissions. It did not appear that national policymakers responsible for energy efficiency have paid close attention to the programme and its results, or have relied on the contribution it could make, in delivering overall policies.[footnoteRef:550] It is therefore likely that either (i) multiplier effects from the exemplary nature of investments in public buildings, or the innovative nature of residential housing investments, or (ii) economic regeneration impacts, including from the development of a successful energy efficiency sector at regional level, would be necessary to ensure that the investments had a significant positive impact.  [550:  Interview with Managing Authority, Department for Communities and Local Government ] 


The OP only covered Greater London and was therefore purely focussed on investments in an urban context; however, the contribution of energy efficiency investments to urban development objectives was not particularly emphasised in programme documentation or in the interviews carried out.



1.35.3. [bookmark: _Toc426033077]Market failures and other arguments for public support to energy efficiency interventions in buildings 
	The SWOT analysis of the OP identified a growing consciousness of London’s citizens about environmental issues, including energy usage, and an interest from businesses to develop in this field. Compared to other European regions, London might be advanced in terms of technological development; there was however a need identified to support market development further.[footnoteRef:551]  [551:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


The use of public support to energy efficiency investments was justified in the OP with a general market failure resulting from the fact that individuals and businesses that act according to their own interests will not take the environmental impacts of their actions into account. The use of the European Regional Development Fund (ERDF) was therefore described as a way to support businesses in the environmental sector and to establish pilot projects that could demonstrate possibilities to change behaviour across London.[footnoteRef:552]  [552:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


A scoping study for the use of financial instruments under the London OP conducted by Deloitte for the EIB came to the conclusion that the intervention would not address a complete market failure but would rather be a response to market imperfections. High risks of funding for the private sector in the area of energy efficiency measures are caused by an uncertain demand, new technologies with limited experience regarding results, and a particularly long time before investments generate returns. The study therefore recommended using the JESSICA structure to cover the risk and financing of projects that would otherwise be prevented from delivery. [footnoteRef:553]  [553:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


It should be noted that the scoping study focussed on private investments and mainly led to the creation of a UDF covering support to waste management facilities. Investments in public sector and residential buildings were only considered at a later stage, and were in large part a response to the impact of the economic downturn, which significantly depressed demand for private sector loans. The market imperfection identified therefore seems to be more relevant to the originally proposed private sector focus of funding under the London Green Fund than to the public and residential projects which were, in practice, the main beneficiaries. Other issues for public sector bodies, including limited funding at a time of wider public expenditure restraint, have been relevant in practice.

JESSICA is a European Commission initiative supported by the EIB and the Council of Europe Development Bank (CEB). It is designed to support investments in long term sustainable urban development in the context of cohesion policy. 
The advantages of using JESSICA lie on the one hand in the fact that the fund is paid out in loans with favourable conditions which will be paid back. These returns can then be used again for further projects. The use of loans allows creating incentives for PPPs and providing additional and accessible resources. The EIB and CEB provide financial expertise to beneficiaries. This way, JESSICA contributes to a long term sustainable impact of ERDF. [footnoteRef:554]   [554:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


There were a range of other financial support instruments for green infrastructure available in London, some of which complement the LGF and others which could be used as an alternative. 

The European Local Energy Assistance (ELENA) provided by the EIB supported two programmes that were designed to assists the development of energy efficiency projects in London. RE:FIT, initiated by the Mayor provides a commercial model for public bodies wishing to achieve substantial financial cost savings, improve the energy performance of their buildings and reduce their CO2 footprint. Under RE:FIT Energy Service Companies (ESCOs) installed energy conservation measures in identified buildings and guaranteed annual energy savings over an agreed payback period.[footnoteRef:555] RE:NEW is a scheme addressing energy efficiency in homes, designed to overcome the specific barriers to improvements of the London residential sector.[footnoteRef:556] Both initiatives have been combined in projects with the JESSICA mechanism. [555:  Mayor of London (2011) ‘RE:FIT – How does it work?’ ]  [556:  Mayor of London (2014) ‘RE:NEW – Helping to make London’s homes more energy efficient’] 


Amber Green who manage the LEEF financing compared the conditions of the JESSICA loans with other available support. Of similar availability as LEEF were loans from commercial banks, the Green Investment Bank or under the Green Deal. These did however not provide for the same flexibility and low rates as LEEF, were therefore less affordable and hence mostly lent to more commercial projects.[footnoteRef:557]  [557:  Interview with Intermediate Body, Greater London Authority ] 


The Salix/HEFCE is a revolving green fund which provides loans for carbon reduction projects in public buildings. Similar projects can also be supported through the Public Works Loan Board / National Loans Fund. Both are easily affordable (Salix is a loan with a 0% interest rate) but are available only to a limited extent.[footnoteRef:558] [558:  Amber Green (2013) ‘Marrying Business with LEEF Finance, Base London 2013’ ] 


Compared to these other instruments, the advantage of LEEF is its affordability. Loans are offered for up to ten years with an interest rate starting at 1.55%. It is comparably flexible, adapting to the need of the beneficiaries with different options regarding drawdown and repayment to match expenditure and achieved savings. The loan can be paid back in advance without repayment penalties.[footnoteRef:559]   [559:  Amber Green (2014) ‘London Energy Efficiency Fund – Executive Summary’ ] 



1.35.4. [bookmark: _Toc426033078]Logic of intervention and the intended change 
	The main change intended to be achieved by investing through the ERDF in London was a reduction of inequalities between citizens and different boroughs of the city, and to ensure future competitiveness.[footnoteRef:560]  [560:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


The activities in the field of energy efficiency under Priority Action 3 “Sustainable Green Infrastructure” of the OP were seen to be critical for reducing CO2 emissions and energy consumption. The targets set by the Mayor’s strategy should be achieved (see Figure 8).

The link to London’s future competitiveness was made through the intention to support technological development in the field of energy efficiency measures through the activities under the JESSICA fund. By creating new market opportunities for small and medium size enterprises around energy efficiency the activities were expected to create new jobs working towards the aim to reduce inequalities. 
[bookmark: _Ref424636108]Figure 8: Overview of the logic of intervention.
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Since the OP initially did not foresee any investments in energy efficiency in buildings, the link between the mentioned problems, the activities and the results and outputs to be achieved were only implicit in the programme documentation. The reviewed OP of December 2013 did not become much more specific on these links nor on the objectives to be achieved. This made measuring whether activities have been successful in reaching their objectives impossible, in particular with regards to the creation of jobs or the support to innovation. 

Amber Green, the managers of LEEF laid down further benefits to be gained specific to the investments in energy efficiency in public buildings. Key issues to be approached were rising energy costs, the legislation demanding emission and energy consumption reductions, and a corporate responsibility originating in the capacity of public authorities to act as good examples. 
The benefits of mitigating these key issues included besides those already listed above an improved reputation, increased working capital and operational efficiency.[footnoteRef:561] [561:  Amber Green (2013) ‘Marrying Business with LEEF Finance, Base London 2013’ ] 


By supporting the LGF, the EIB intended to contribute to an improvement of the urban environment, meet the needs for local housing of low income population and promote inclusion. 


1.36. [bookmark: _Toc426033079]Interventions
1.36.1. [bookmark: _Toc426033080]Governance 
	Investment in energy efficiency in buildings under the London OP was made in form of loan funding. For these loans the JESSICA vehicle of the EIB was used. A holding fund was put in place – the London Green Fund (LGF) – which was managed by the EIB on behalf of the Greater London Authority[footnoteRef:562] and the London Waste and Recycling Board (LWARB). The holding fund did not directly invest in projects but channeled the loan funding to three separate Urban Development Funds (UDFs): [562:  The GLA replaced the London Development Agency as the Intermediate Body in 2012 when the LDA was abolished. ] 


The London Energy Efficiency Fund (LEEF) provided funding to energy efficiency investments in existing public sector buildings and invests in decentralized energy and district heating schemes. 
The Green Social Housing Fund (GSHF) supported projects aimed at energy efficiency investments in existing social housing. 
The third UDF is the Foresight Environmental Fund (FEF) which provided equity loans for waste management projects. The latter one fell out of the scope of this case study and was therefore not taken into further consideration.  

The governance structure is depicted in Figure 9 below.
[bookmark: _Ref424636102]Figure 9: Governance structure of investment in energy efficiency in buildings under the London OP
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Through the use of the holding fund a temporary mechanism was established that could potentially advance JESSICA funding to the local level without passing it through a UDF. Consequently investments could be secured into an area before an eligible UDF or project was identified.[footnoteRef:563]  [563:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


The EIB was mainly responsible for holding the initial capital that was contributed to the LGF and the returns of investments or interests earned on capital that was not invested. The bank also set up and procured the organisations to manage the UDFs and helped monitor their performance. 
For the management of the LGF, an Investment Board was set up, composed of seven members who oversaw the implementation of the fund. The chair was a private sector representative nominated by the Mayor. Other members of the board were two representatives from the GLA, the LWARB and the London Enterprise Panel respectively. They decided on the level of funding allocated to each UDF. [footnoteRef:564] The Investment Board took key decisions regarding the overall strategy for the use of the funds while the EIB plaid an advisory role.  [564:  Greater London Authority (2012) ‘Introduction to London Green Fund’] 


The UDFs themselves were managed by professional fund managers. They identified potential projects and took the decisions on which projects would be funded based on the investment policy agreed by the Investment Board.[footnoteRef:565] Following a competitive procurement process managed by the EIB, Amber Green was selected to manage LEEF. A similar process led to the selection of The Housing Finance Corporation (THFC) to manage the GHF.  [565:  Health and Environment Committee (2013) ‘Transcript of Item 5: London Green Fund’, 10 January 2013] 

Each UDF had an Advisory Committee that met quarterly to monitor the decisions made, review the pipeline of eligible projects and share information. The EIB, GLA and LWARB were represented on these committees. [footnoteRef:566] [566:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


The UDFs are intended to run for ten years. Investments will be made until the end of 2015. This leaves six years until returns will be coming back. 

Amber Green who manage LEEF receive an annual management fee plus a performance incentive linked to achievements of environmental objectives.[footnoteRef:567] Such an incentive does not exist for THFC managing the GSHF as they are a not-for-profit-organisation.[footnoteRef:568] [567:  Interview with UDF manager Amber Green ]  [568:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


Under the London OP the Greater London Authority are making the final project selection for ERDF support. This means that for JESSICA the Mayor took the decision to commit ERDF through this instrument. The Managing Authority in London is the Department for Communities and Local Government (DCLG). They approved the use of JESSICA based on the scoping study conducted for the EIB.[footnoteRef:569] Also the tasks of the Audit Authority and the Certifying Authority are taken on by the Finance Directorate and the Internal Audit Service of the DCLG.[footnoteRef:570] [569:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’]  [570:  Mayor of London (2013) ‘London ERDF Programme 2007-2013 – Annual Implementation Report 2013’] 



1.36.2. [bookmark: _Toc426033081]Core activities
	Nature of activities

Investments in energy efficiency were made under Priority Axis 3, initially named Sustainable Places for Businesses. After the re-orientation of funding the name was changed to Sustainable Green Infrastructure. One of the themes of this priority became the support to retrofitting low and zero carbon environmental infrastructure and physical enhancement. The activities covered include the adaptation and refurbishing of existing buildings, including social housing through sustainable means of design and construction, such as: energy and water efficiency; micro-generation and renewable technologies; and the use of sustainable and recycled materials.[footnoteRef:571] [571:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


The support to energy efficiency in public and residential buildings under the London OP was provided in form of loan funding through a JESSICA mechanism. From the holding fund LGF the support was channeled to the LEEF providing support to energy efficiency measures in existing public buildings and to the GSHF investing in energy efficiency in existing social housing. 

The initial investment strategy had foreseen one UDF on decentralized energy and a second one on waste management. The interview with the Managing Authority revealed that after the financial crisis of 2008 the project pipeline was curtailed, with projects struggling to raise the necessary match funding. At the same time, European Council policy direction and the subsequent changes to eligibility criteria for energy efficiency, and the presence of a number of projects which faced their own funding gaps, led to a new emphasis on energy efficiency in public buildings and later also in social housing. While the OP itself was not amended to allow for investment in public and residential buildings (because the existing measures were regarded as sufficiently broadly drawn), these were effectively new aims of the expenditure. For the UDFs this meant that the scope of the fund intended for decentralised heating was expanded to also cover energy efficiency in public buildings. It became the LEEF. The GSHF was set up as a third UDF targeting energy efficiency of social housing. 

The EIB allocated EUR 150 million (GBP 110 million) to the LGF of which EUR 68 million (GBP 50 million) were given to the LEEF and EUR 16 million (GBP 12 million) to the GSHF. 

OP expenditure through LEEF initially targeted public buildings, such as schools, town halls and libraries. Also charitable and voluntary organisations were intended to receive support.[footnoteRef:572] Since September 2013 eligible projects were expanded, now also covering the private sector including commercial buildings and social housing associations.[footnoteRef:573] Interviewed stakeholders did not see this change as a result of a lack of potential projects but rather as a return to the original private sector ambitions.[footnoteRef:574]  [572:  Health and Environment Committee (2013) ‘Transcript of Item 5: London Green Fund’, 10 January 2013]  [573:  Amber Green (2013) ‘London Energy Efficiency Fund’ ]  [574:  Interview with Holding Fund Manager, European Investment Bank ] 

The support to residential buildings under LEEF remains subject to a strict overview by the EIB who ensure that there is no duplication in funded projects.[footnoteRef:575] Furthermore, investments in decentralised energy schemes and associated distribution systems, including retrofit works on existing combined heat and power (CHP) and district energy networks are eligible for funding under LEEF. These were however not looked into under the present study.  [575:  Interview with Holding Fund Manager, European Investment Bank ] 

 
LEEF projects should be spread across London and cover various sectors and types of projects. The aim was to support projects with between EUR 4.1 and 27.2 million (GBP 3 to GBP 20 million). In total, EUR 136 million (GBP 100 million) were available. [footnoteRef:576] Table 3 below gives details of the projects supported in practice, and the amounts provided from LEEF. [576:  Health and Environment Committee (2013) ‘Transcript of Item 5: London Green Fund’, 10 January 2013] 


The GHSF has targeted projects to refurbish social housing. 

Direct and final beneficiaries
Today, LEEF is open to the private sector as well as public, voluntary and third sector bodies including private sector landlords, owner-occupiers, tenants, developers, energy service companies and joint ventures/special purpose vehicles. GHSF only targets social housing providers.

Energy efficiency measures
A broad range of Energy Conservation Measures (ECMs) were eligible under LEEF. These cover measures in areas such as metering and control; lighting; heating, ventilation and air conditioning; fabric employed in a building; efficient heating production; low carbon technologies; and water savings. 
Appendix 5.1 contains a non-exhaustive list of possible measures. Interviewed stakeholders judged the supported measures to be innovative in terms of technology. The project refurbishing the Tate, a major public art gallery in London is probably the most innovative. Total investment of EUR 360 million (GBP 260 million) included EUR 25 million (GBP 18 million) from LEEF, and has funded innovative energy efficient gallery-standard lighting and the use of waste heat recovery from an electricity sub-station. A borehole to the river Thames was used to ensure cooling and serve as a heat pump at the same time.[footnoteRef:577] Considerable potential exists for making use of the technical understanding developed under this project to help similar investments in other cultural venues worldwide. [577:  Interview with UDF manager, Amber Green and Interview with beneficiary] 


Selection Criteria

Project selection criteria were set out in the investment strategy documents for each UDF. All projects had to be aligned with the Mayor’s Plan and the London Climate Change Mitigation and Energy Strategy. That meant the projects had to follow carbon reduction and climate change policy aims. 

LEEF projects had to fulfil criteria of financial viability. The financial assumptions on costs, values and savings had to be robust and verifiable. Also the estimated payback period, credit strength and type of security was taken into account. Projects should be ready for implementation. Therefore procurement arrangements, timetables of delivery of works and required planning permissions were assessed. The track record of the borrower and its access to technical and financial expertise were judged.[footnoteRef:578] [578:  Amber Green (2014) ‘London Energy Efficiency Fund – Executive Summary’ ] 


In practice, the level of interest rate subsidy could be varied according to the nature of the project and its potential to deliver wider benefits. The LEEF investment policy set out:
	(i) expected types of energy conservation measures to be funded, and 	
	(ii) expected energy and carbon savings. 

For (ii), it required, as a rule:

“(a)	for all projects a first year reduction of greenhouse gases emissions equivalent to £5000 [EUR 6,800] acquisition cost per tonne of CO2 compared to conditions prior to the project being implemented
(b)	for energy efficiency retrofit projects only (i.e. excluding, but not limited to, the following technologies: fuel switching, decentralised energy, district heating; waste heat) an aggregate Energy Saving Ratio (ESR) for each Urban Project (which may be measured) across a portfolio of buildings (if applicable), being financed by a single investment equal to or greater than 20%, as measured on an annual basis, compared to conditions prior to the project being implemented.  The type of energy saved or produced (thermal or electricity) must be indicated.  Investments which result in an increase in energy efficiency of less than 20% can also be eligible, provided that the discounted value of the energy savings in monetary terms must at least cover 50% of the energy efficiency investment costs, using a 5% discount rate and a project life of 15 years (or the economic life span of the investment if significantly more or less than 15 years) at least 50% of the investment cost.”

Criterion (a) shows an interesting way to ensure cost-efficiency of support. In practice it meant that per ton of CO2 saved no more than EUR 6,800 could be spent. During the interview the UDF manager noted that this was of particular importance in London, where costs for investments in energy efficiency are comparably high. He further noted that setting the right level for this selection criterion proved to be difficult. At several occasion the maximum GBP allocated per ton of energy saved was increased to allow for relevant projects to benefit of funding.[footnoteRef:579] [579:  Interview with UDF manager, Alex Gilbert, Amber Green (13.07.2015)] 


Similar data on GSHF was not available for review. 

The scoping study for the use of JESSICA recommended that those projects shall be chosen that would not be able to make the usual hurdles set by commercial funders regarding guarantees either because of risk uncertainty or due to a long term period before returns could be gained. Only this way could the additionally of the instrument be ensured. [footnoteRef:580]  [580:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’] 


The interviewed UDF manager judged the rather broad selection criteria to be beneficial. Previous experience in the UK has shown that selection criteria that are drawn too narrowly risk not being flexible enough when faced with a low number of proposed projects. He underlined that it was important to be independent from the need to get approval by the Commission when the focus of investments had to be shifted, as long as the broader objectives were still met.[footnoteRef:581] [581:  Interview with UDF manager,Amber Green ] 


Selection Process
The LGF was primarily promoted through the fund managers who engaged directly with their target beneficiaries. During the scoping study an early market testing was conducted to set up an initial pipeline. However, most of these projects have not been funded so far.[footnoteRef:582] These projects covered investments in decentralised energy facilities. Experience from the first years showed that projects of retrofitting buildings for energy efficiency had been easier to fund, as more experience in the field was available. A first project in the field of decentralised energy was started in 2015.[footnoteRef:583]  [582:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight]  [583:  Interview with Holding Fund manager, EIB ] 


LEEF projects were chosen in a four stages selection process. Following an initial discussion an eligibility assessment was made as a first step. Beneficiaries could demand to have a confidentiality agreement signed. During the second stage an application needed to be completed. The LEEF team was available to support the applicant. Within four weeks feedback was provided on an application. Once a technical and financial due diligence team had checked an application a decision was made on the form and conditions of investment. A draft agreement for the loan was set up. The LEEF team then recommended the application to the investment committee. After their approval, a first drawdown of funds could be made. The last stage took place during the implementation of the project. A standard reporting process was followed during the construction. For each project a Measurement and Verification Plan was set up to follow on energy and CO2 savings. [footnoteRef:584]   [584:  Amber Green (2013) ‘London Energy Efficiency Fund’ ] 


Energy audits

All projects that wanted to apply for funding had to go through an energy audit by an independent technical advisor. This was organised by the managers of the UDFs. One year after projects are completed, the procedure is repeated to measure impacts of applied activities.  

Under LEEF, the approach to energy audits differed between the projects. In some cases, only a quick audit was made including simply a walk around the site. In most cases audits were more detailed, especially where the level of expected savings was important for the calculation of the guarantee. As technology and experience with energy audits is quite advanced in the UK audits have been judged to be very through and reliable.[footnoteRef:585]  [585:  Interview with UDF manager, Amber Green ] 

One year after completion of a project an output notification report is developed, including a second energy audit. These will be developed over the course of 2015. For some projects first results have been collected, they will however be published at an aggregate level.

Additionally, LEEF projects were reporting on a quarterly rhythm on project progress, current spending and other relevant information. Any changes to the ECMs or associated costs identified for funding through LEEF or to the Measurement and Verification Plan had to be agreed with LEEF.[footnoteRef:586]  [586:  Amber Green (2015) ‘Measurement and Verification Plan for LEEF funded Eligible Expenditure’] 


Ambition for energy savings

For LEEF projects, the ambitions for energy savings of each project were laid down in a Measurement and Verification Plan. The plan contained details on the measurement methods intended to be used and set a baseline of energy consumption and carbon emissions. Forecast savings were calculated. For each planned ECM the existing and the proposed system were compared regarding factors such as their costs, energy use and necessary maintenance.[footnoteRef:587]  [587:  Amber Green (2015) ‘Measurement and Verification Plan for LEEF funded Eligible Expenditure’] 


Further information, in particular on GSHF have not been made available. 

Form of support

The LGF was a fund of EUR 150 million (GBP 110 million). Out of this EUR 81 million (GBP 60 million) were contributed by the London ERDF, EUR 43.5 million (GBP 32 million) came from the former London Development Agency and EUR 24.5 million (GBP 18 million) from the LWARB. Due to the LDA’s financial constraints at the time the fund was set up, the European Commission approved the use of land assets to match the ERDF contribution. In 2010, the LDA made a cash contribution, buying back the land initially provided. This decision was also linked to the change in priority under LEEF from support to large-scale decentralised systems and district heating networks to energy efficiency measures in buildings. [footnoteRef:588]  [588:  Greater London Authority (2012) ‘Introduction to London Green Fund’] 

In August, 2014, an additional EUR 13.6 (GBP 10 million) plus another EUR 2 million (GBP 1.5 million) in interest generated on the funds that had not been used at that point was added to the LGF (then directed to LEEF).[footnoteRef:589] [589:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


The LGF is set up to start generating returns from 2015. Potentially the resources can then be reinvested until 2021. For LEEF the plan is to re-invest until August 2018 and to return all funds to the GLA in 2021. A broadening of the scope towards energy efficiency in private buildings for further investments was discussed.[footnoteRef:590]  [590:  Interview with Holding Fund manager, EIB ] 

The GSHF loans are set up for a longer term with a final repayment only in 2043. All returns will go directly to the GLA. [footnoteRef:591] [591:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


Under the two energy efficiency UDFs, investments were made in form of loans. Unlike within the third UDF on waste management where equity investments were used. The interest rate for loans was set in accordance with the European Commission reference rate. The UDFs were responsible to monitor rates and ensure that the loans could add value for public sector bodies. 

The LGF was split between the three UDFs. Initially EUR 68 million (GBP 50 million) have been committed to LEEF. Amber Green has been able to secure another EUR 68 million from the Royal Bank of Scotland. Beneficiaries could receive between EUR 1.3 million and EUR 27 million (GBP 1 to 20 million) for their projects, although investments between EUR 4 and 13 million were preferred. For repayments two options were possible. Either only interest was repaid during a certain period and the complete capital was returned at a later stage or capital and interest were repaid from the outset. Flexibility of the fund also allowed providing mezzanine loans or equity depending on the project type. [footnoteRef:592]  [592:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


The GSHF received EUR 16.3 million (GBP 12 million) out of the LGF. To this, another EUR 272 million (GBP 200 million) were added through a direct loan from the EIB to THCF for new affordable housing and retrofitting of old buildings. The LGF contract placed an obligation on THFC to invest at least GBP 200 million of EIB’s funding in projects based in London. Loans from GSHF will run for a period of 30 years. [footnoteRef:593] Table 27 below provides an overview of the available funds. [593:  Greater London Authority (2012) ‘Introduction to London Green Fund’] 


[bookmark: _Ref424636156]Table 27: Overview of the available funds
	
	LEEF
	GSHF

	LGF
ERDF – 81 million
LDA - 43.5 million
LWARB – 24.5 million
	EUR 68 million
	EUR 16 million

	Royal Bank of Scotland
	EUR 68 million
	

	EIB
	
	EUR 272 million






1.36.3. [bookmark: _Toc426033082]Accompanying activities 
	Under the London OP no accompanying activities were foreseen. Hence, there was also no formal soft support such as technical assistance, advice or mentoring linked to the LGF. 

It has been noted that with the use of a JESSICA instrument support to beneficiaries has become important. Support was provided to ensure that projects used their full potential and risks were controlled.[footnoteRef:594] This has been taken on by the fund managers who provided informal advisory services to projects considered for the use of one of the funds. Important steps towards ensuring that projects reached their objectives included making potential beneficiaries aware of their options, set relevant targets regarding energy use and carbon emissions, and spending a lot of time and work with the projects. [594:  Health and Environment Committee (2013) ‘Transcript of Item 5: London Green Fund’, 10 January 2013] 


While there are risks that combining this advisory role with decisions to approve projects could lead to a conflict of interest, these appear in practice to be minimised by: (i) the more commercial nature of decisions to finance projects under JESSICA, and (ii) the lack of significant competition for access to loans.

Technical assistance has shown to be very important and over the funding period a team of financial, technical and legal experts understanding the eligibility requirements has formed. In particular, when providing loans to the public sector technical assistance has proven to be of high relevance. The additional time spent on projects has shown to create a trade-off. More resources spent on project development allowed for higher achievements in terms of energy efficiency targets.

Some of the LEEF projects have been combined with the RE:FIT and RE:NEW programme under ELENA. These programmes were designed to assist with the development of energy efficiency projects. RE:FIT for example provided with a procurement framework under the European Union Official Journal (OJEU). It was aligned with LEEF in terms of approach, eligibility and outputs. RE:FIT also provided support in terms of project development and the selection of suppliers.[footnoteRef:595] [595:  Amber Green (2013) ‘London Energy Efficiency Fund’ ] 


The managers of the UDF received support to a great extent from the EIB when the funds were set up, looking into the strategic directions to be taken in project selection and identifying financially interesting projects.[footnoteRef:596]  [596:  Interview with Holding Fund manager, EIB ] 



1.37. [bookmark: _Toc426033083]Achievements
1.37.1. [bookmark: _Toc426033084]Outputs
	As the activities under the LGF were only set up after the OP had already been finalised, the output, result and impact indicators used in the OP do not directly link to the objectives to be reached under the UDFs. However, fund managers set aims for the funded projects. These specific aims for the UDFs and their projects have not been made available. The Measurement and Verification Plans used under LEEF provided a good example of ambitions regarding outputs and results, in particular in terms of energy efficiency. 

Another issue with measuring achievements is that many projects are still ongoing and construction works have not been completed in most cases. Therefore benefits and impacts cannot be measured to their complete extent yet. Only once all works have been completed a detailed impact evaluation will be conducted to measure and record the outputs and results of activities supported with the UDFs. [footnoteRef:597]  [597:  Mayor of London (2013) ‘London ERDF Programme 2007-2013 – Annual Implementation Report 2013’] 


By 2014, the LGF had invested EUR 139 million (GBP 99.4 million) in 15 projects with a combined total project value of EUR 948 million (GBP 678 million). Then, forecasts suggested that this would lead to a creation of over 2,000 jobs including construction and 215,000 tonnes of CO2 savings per year.[footnoteRef:598]  Table 28 provides an overview of projects that have received a loan under LEEF.[footnoteRef:599]  [598:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight]  [599:  Greater London Authority (2012) ‘Introduction to London Green Fund’] 


[bookmark: _Ref424636170]Table 28: Overview of projects that have received a loan under LEEF
	Project Name
	Description
	LGF Contribution in EUR mn (GBP mn)
	Total Project value in EUR mn (GBP mn)

	Tate Foundation
	Retrofit and installation of energy saving measures to support development at Art Gallery, including waste heat recovery from sub-station.
	24.3 (17.8)
	354 (260)

	LB of Croydon 
	Funding provided to support energy efficiency measure in a number of the Council's properties including, over 50 primary schools, 10 civic buildings, 3 libraries and Fairfield Halls – a 1960s arts centre.
	27 (19.8)
	307 (225)

	Salters Company
	Funding for energy efficiency measure across two sites - one of the ‘Great 12’ Livery companies - will result in energy saving of 39%.
	6.4 (4.7)
	16.4 (12)


	LB Hackney
	Loan for the installation of communal heating systems for 10 London Borough of Hackney tower blocks.
	6.1 (4.5)
	9.5 (7)

	 St Georges
	Funding for energy efficiency measure across hospital properties and installation of CHP. 
	17.7 (13)
	17.7 (13)

	
	
	81.5 (59.8)
	704.6 (517)




The energy efficiency measures in the properties of the Council of Croydon were accompanied by the use of the RE:FIT assistance under the ELENA initiative. The project also ensured an extra EUR 138 million (GBP 100 million) funding from the EIB. The investments in energy efficiency measures in tower blocks in Hackney were supported through RE:NEW under ELENA. Time constraints while this case study was carried out did not allow an assessment of these projects in more detail to identify the potential benefits of combining JESSICA with ELENA support. Table 29 below lists the projects that have been funded under the GSHF. 

[bookmark: _Ref424636182]Table 29: Overview of projects funded under the GSHF
	Project Name
	Description
	LGF Contribution in EUR mn (GBP mn)
	Total Project value in EUR mn (GBP mn)

	Gallions
	Loans to registered providers of social housing for energy efficiency measures in over 2.500 properties across London. Measures include: heating/ventilation, building fabric (e.g. cavity wall insulation), micro generation and Water & lighting.
	5.4 (4)
	122.6 (90)

	Origin
	
	5.4 (4)
	

	A2Dominion
	
	5.4 (4)
	

	
	
	16.2 (12)
	122.6 (90)



The GSHF has provided loans of EUR 5.4 million (GBP 4 million) each to landlords of social housing to fund a range of retrofit projects. The first project, undertaken by Gallions Housing Association, comprised the environmental regeneration of a concrete housing block. The block of 18 apartments will be renovated to the equivalent of the PassivHaus retrofit standard. Innovative methods will be used which allow installation of a new building envelope around existing properties while tenants continue to live in their homes. [footnoteRef:600] [600:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


In a hearing of the Health and Environment Committee on the LGF, Jenny Curtis, Director for LEEF from Amber Infrastructure Ltd noted that a key risk with financing energy efficiency is that there is no absolute certainty about the energy or carbon savings that can be made through an intervention. The technologies available are fairly new and there are huge variations in terms of climate and other factors that impact overall savings. She also said that LEEF encouraged local authorities and public sector bodies to do things they just would not have done otherwise. LEEF gave money for projects that helped savings that could have been financed in another way but would not have been done without provided expertise and involvement.[footnoteRef:601] To this needs to be added that the financial resources provided will have allowed some beneficiaries to implement energy efficiency measures that were judged to be very beneficial but lacked capital to be started off.   [601:  Health and Environment Committee (2013) ‘Transcript of Item 5: London Green Fund’, 10 January 2013] 


Was it possible to collect sufficient investments? Have all funds been absorbed?

Despite this positive assessment, some trouble with the uptake of projects can be noted. The initial choice of possible projects presented in the context of the scoping study to use the JESSICA fund has finally not been supported. These projects were private sector projects. During the hearing of the Health and Environment Committee in 2013, it was underlined that by the end of 2015 the EUR 138 million (GBP 100 million) foreseen for LEEF should be invested otherwise the funds would be lost.[footnoteRef:602] This shows a certain pressure to find projects. With the slow uptake in the start a change of focus was made and public buildings and social housing were concentrated on. This can be judged as a successful decision since LEEF received additional funding and allocated a 110% of what had initially been planned.[footnoteRef:603]  [602:  Health and Environment Committee (2013) ‘Transcript of Item 5: London Green Fund’, 10 January 2013]  [603:  Interview with Holding Fund manager, EIB (09.06.2015)] 



1.37.2. [bookmark: _Toc426033085]Results
	Following the decision to set up the LGF, result indicators for the use of JESSICA were included in the OP. The investments were intended to reach a 74,667 tonnes reduction in CO2 emissions per year. Overall energy savings of 20% were aimed at. The Annual Implementation Report of 2013 showed that committed spend is now expected to deliver at least the levels proposed in the result indicators.[footnoteRef:604] The Management Authority reported at the interview that expected CO2 emission reduction would be of 185,000 tonnes per annum.   [604:  Mayor of London (2013) ‘London ERDF Programme 2007-2013 – Annual Implementation Report 2013’ ] 


According to the Managing Authority, estimations of carbon savings were expected to be robust, since they were based on a combination of ex ante and post hoc assessments by experts. The nature of JESSICA funding, with resources being returned to the London Green Fund as loans mature, was also expected to provide a continuing endowment of funds to address low carbon investment needs.

When comparing these intended achievements with total emissions their little impact becomes clearly visible. The estimated CO2 emissions of London reached a total amount of Mt 44 (excluding aviation) in 2006. By 2009, emissions had reduced to Mt 42.[footnoteRef:605] The intended savings make up less than 1% of these total emissions. In order to create visible results, investments in energy efficiency need to create change in other fields such as the intended creation of new business opportunities and the support to innovation. However, no indicators to measure these potential achievements have been set up.  [605:  Mayor of London (2007) ‘London ERDF Operational Programme 2007-2013’ updated December 2013] 


For the UDFs additional targets have been set with the fund managers to fit the objectives of the funds and reflect the Mayor’s environmental strategy. [footnoteRef:606] The targets for energy savings and CO2 emission reduction for the five projects under LEEF supported until the end of 2013 are presented in Table 30 below.[footnoteRef:607] . [606:  Health and Environment Committee (2013) ‘Transcript of Item 5: London Green Fund’, 10 January 2013]  [607:  LEEF (2015) The London Energy Efficiency Fund, Case studies] 


[bookmark: _Ref424636194]Table 30: The targets for energy savings and CO2 emission reduction for the 5 projects under LEEF supported until the end of 2013
	Project Name
	LGF contribution (EUR mn)
	Expected energy savings per year (%)
	Expected CO2 savings per year (t)
	Expected financial savings per year (EUR)

	Tate Foundation
	24.3 
	26
	2,500
	200,000

	LB of Croydon 
	27 
	17
	5,600
	1,000,000

	Salters Company
	6.4 
	39
	592
	47,000

	LB Hackney
	6.1 
	-
	1,000
	1,440,000

	 St Georges
	17.7 
	58
	6,863
	1,300,000





1.37.3. [bookmark: _Toc426033086]Impacts
	The EIB provided financial expertise to the GLA and to UDF managers. The scoping study had identified such support as a way for JESSICA to contribute to a long term sustainable impact of the ERDF.[footnoteRef:608] The EIB provided help through advisory committees to find the strategic directions, oversee the project pipeline and the investment strategies of the UDFs. Throughout the funding period the technical assistance teams advanced in their experiences and shared these with the different stakeholders. The created knowledge can be a basis for the future strategy of the LGF.[footnoteRef:609]    [608:  Deloitte (2008) ‘Scoping the use of JESSICA in London – Final Report’]  [609:  Interview with Holding Fund manager, EIB ] 


The relatively small amount of money actually allocated to the London OP means that it is likely to have a limited impact on the UK Committee on Climate Change’s suggested profile of reductions in CO2 from energy efficiency in buildings (20 Mt reduction from non-residential buildings, 40Mt from buildings by 2020). It also made it very difficult to show to what extent investments could have contributed to these aims. To really show a significant impact of investments on this scale, a multiplier effect would be necessary (e.g. in terms of an exemplar effect from public buildings, from wider dissemination of innovative techniques, or from the creation of a thriving energy efficiency sector). However, while the programme documentation refers to some of these effects (for example, the creation of a thriving green services sector) no indicators have been used to measure such effects on businesses, or wider effects of the exemplary character of the projects. 

Some experience from London’s energy efficiency programmes is regarded as good practice by experts – for example, the Re:FIT programme, which used an energy services company (ESCo) model, and was rolled out more widely at national level[footnoteRef:610]. However, this is largely independent of London Green Fund support under the Operational Programme.  [610:  Department for Energy and Climate Change (2014) ‘UK National Energy Efficiency Action Plan’] 



1.38. [bookmark: _Toc426033087]Lessons learned for future policy development
1.38.1. [bookmark: _Toc426033088]Challenges
	The challenges faced during the programming period mainly related to a lack of experience with using loan funding through JESSICA in the field of energy efficiency. When the set-up of the LGF and the UDFs was developed they had to fit into regulations that were usually applied to support in form of grants. The missing experience also led to quite some time that passed until the first investments were made. The initial pipeline did not show viable projects.[footnoteRef:611] This challenge was overcome by the flexibility of the mechanism which had been developed to respond to changing market conditions. It showed the need to support project development to identify realistic opportunities.[footnoteRef:612]  [611:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight]  [612:  Interview with Holding Fund manager, EIB ] 


The challenge of slow project up take was linked to the challenges posed by the financial crisis. The LGF was intended to use private match funding at the start but this soon showed not to be feasible. A change in the regulation to allow for match funding at project level and include public match funding allowed for the fund to continue.[footnoteRef:613]  [613:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


As in other Member States, the London public authorities were at the start concerned about taking on debt just after the financial crisis. This requested some work by the LEEF managers to convince all stakeholders. In terms of residential buildings, landlords were easily convinced to have apartments renovated. It was understood that while the measures make the apartments more attractive, a part of the costs could be transferred to tenants.

With a low interest rate the public sector could borrow at lower rates than expected from the PWLB which reduced the interest in LEEF. However, the fund stayed interesting for certain public institutions such as universities or charities. The marketing of the funds had to be adapted to this changing target. [footnoteRef:614]  [614:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight] 


The limited number of project applications made also meant that competition was low. Projects that showed interest in the fund were very likely to be given a loan as long as they complied with the selection criteria. A significant level of support was provided to potential projects by the UDFs before submission of an application.[footnoteRef:615]  [615:  Interview with UDF manager, Amber Green ] 


One benefit to be expected from the use of a JESSICA fund is the continued availability of the fund in future, as loans are paid back; however, this also creates organisational and structural challenges which need to be addressed. At the end of 2015 the first returns from LEEF loans will come back to the Fund. The plan is to reinvest these until 2018. The GSHF loans will be repaid later as they follow a longer period. 

In parallel, a new investment strategy is being set up for the 2014-2020 period. It is foreseen to allocate about EUR 69 million (GBP 50 million) to a successor fund of the LGF. Again the GLA is working on a match funding strategy with the EIB. This future fund will build on what has been achieved so far but will also be able to look into those projects that were initially flagged as interesting but have not been invested in. With the experience gained and the reputation created across London it will be possible to support projects from the private sector. [footnoteRef:616] Some challenges are posed by the need for public procurement of the management of such continuing loan funds – for example, the contracts for management of the LEEF and Green Social Housing Fund are for 10 years, and new contracts will need to be let for any continuing financial vehicles after that point.  [616:  Interview with Holding Fund manager, EIB ] 


Specific issues also arose in terms of state aids compatibility of expenditure. While the team which initially developed the OP was confident that it had a good understanding of State Aid issues, and the steps necessary to ensure compatibility, they nevertheless felt that there would be some merit in clearer guidance being provided on this issue at EU or at national level. A specific issue emerged in relation to contributions of private sector funds to the London Green Fund; using such funding at below-market rates, or in combination with OP funding at below-market rates, would have been a state aid. Wider state aid issues with the bank concerned, as a result of Government investments during the financial crisis, meant that the funds it was prepared to make available were not in practice used, except in one case (the Tate Gallery investment), where the full loan was made at market rates. 


1.38.2. [bookmark: _Toc426033089]Good practices
	There are some lessons to be drawn from the use of a revolving loan fund. Evidence from the interviews suggests that, for public sector or not-for-profit sector organisations, the need to ensure that savings from future energy bills were available to repay the loans helped to ensure that projects were carefully planned, and capable of providing wider lessons. A corollary of this is that the London programme found it more difficult than some Operational Programmes in other Member States (with generous grant funding arrangements) to develop a pipeline of projects. The effort made by the managers of the loan funds to work with potential applicants to develop projects seems, however, to have ensured a high quality of projects, with potentially valuable lessons on energy efficiency investments, capable of wider dissemination.  

The organisational set-up of the LGF has been identified as a good practice in the use of the JESSICA mechanism by stakeholders and in literature. Using an independent Investment Board and the EIB to provide expertise to the GLA and the UDFs has been vital to steer the pipeline and adjust the investment strategy where necessary. The combination of skills and experience at this level has been important to respond to unknown challenges and ensure trust from beneficiaries.[footnoteRef:617][footnoteRef:618]    [617:  Fi compass (2014) ‘London Green Fund, Case study’ Conducted by t33, University of Strathclyde – EPRC and Spatial Foresight]  [618:  Interview with Holding Fund manager, EIB ] 


The external challenges have shown that a flexible approach to the investment strategy was key to identification and delivery of worthwhile projects. LGF has had the flexibility to change the investment strategy, e.g. removing the emphasis on large Decentralised Energy projects in favour of more traditional investments in energy efficiency of public buildings.[footnoteRef:619] Particularly when a programme has to deal with significant changes in the economy as a result of a financial crisis – when the potential additional role of ERDF in providing continued stimulus to the economy becomes particularly important, and demands prompt reorientation – there seem to be clear advantages to this flexibility, although there are also challenges in ensuring that it is compatible with programming disciplines, and focused delivery of the Operational Programmes’s objectives.  [619:  Interview with Holding Fund manager, EIB ] 


The holding fund manager from the EIB further pointed out that it had been very beneficial to take time and resources to choose the fund managers of the UDFs. [footnoteRef:620]   [620:  Interview with Holding Fund manager, , EIB ] 


With regards to investments in public buildings the use of LEEF has been shown to encourage public bodies to develop a more mature approach to energy efficiency projects. Instead of simply seeking funding to solve a problem, they were encouraged to take part in the development of solutions. This increases ownership, and helps to ensure that the project’s financial returns make sense. The interviewed DF manager agreed that this made the exemplar role of projects more credible, in comparison with projects which might be technically innovative, but have very favourable grant financing terms.[footnoteRef:621] [621:  Interview with UDF manager, Amber Green ] 



1.38.3. [bookmark: _Toc426033090]Practices to be improved 
	Since the investments in energy efficiency in buildings were only introduced to the OP after its first version had been published, the rationale for supporting such investments and the measurement of outputs and achievements is patchy. The latest version of the OP does contain some information on the objectives to be reached but stays at a very general level. The lack of specific indicators for the investments besides the reduction in CO2 which can hardly be linked to unique projects makes a judgement of achievements impossible. In particular the aim to create market opportunities and support innovation cannot be followed up on. 

While it was judged to be very important to have specialised fund managers for the UDFs, the research conducted for this case study has shown a clear imbalance between the information accessible for the funds. Information on LEEF is available to a large extent. It is possible to find a list of energy efficiency measures that can be funded and details on selection process and criteria on the website of Amber Green. The same does not exist for the GSHF, and it has proved difficult to secure information on beneficiaries, or on investment strategies. 



1.39. [bookmark: _Toc426033091]
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Appendix 5.1: Indicative list of eligible energy efficiency measures under LEEF

	Category 
	ECM Technology

	Metering & Controls
	Automatic metering system

	
	Building Management System (BMS) / controls upgrade

	
	Smart Meters

	Lighting
	Lighting control 

	
	Low energy lighting

	Small power
	Small power management controls

	
	Low energy appliances and equipment

	
	Voltage Optimisation

	HVAC (Heating, Ventilation and Air Conditioning)
	Boiler upgrade

	
	Variable speed drives for fans and pumps

	
	Air handling unit heat recovery

	
	Chiller upgrade

	
	Domestic hot water services point of use generation

	
	Waste Heat Recovery

	
	Low grade Heating System

	Miscellaneous
	Vertical transportation control and management

	
	High efficiency measures on hydraulic lifts

	Fabric
	Infiltration measures (Air-tightness improvements)

	
	Replacement glazing

	
	Roof insulation upgrade

	
	Wall insulation – over-cladding

	Efficient Heating Production
	Combined heat and power

	
	Tri-generation Combined Cooling Heat and Power

	
	District Heating and Decentralised Energy (including distribution)

	Low carbon technologies 
	Fuel cells

	
	Biomass boilers

	
	Photovoltaic cells (PVs)

	
	Medium scale wind

	
	Biomass CHP

	
	Ground Source Heat Pumps (GHP)

	
	Micro Hydro systems

	
	Solar Thermal systems

	
	Energy Harvesting technologies

	
	Air source heat pumps

	Water saving
	Low flow fixtures and fittings

	
	Rainwater Harvesting systems

	
	Grey water systems 


7Source: Amber Green   


[bookmark: _Toc426033093]Case study: Cross-border Cooperation Operational Programme Italy-Slovenia[footnoteRef:622] [622:  The main author of this case study is Ales Oven.] 

1.40. [bookmark: _Toc426033094]Introduction
The Cross-border Cooperation Operational Programme (CBC OP) Italy-Slovenia extends through regions in two countries. This poses additional challenges as the existing conditions, legislation, habits and available support mechanisms differ between Slovenia and Italy. 

Italy and Slovenia have different starting points and trajectories for energy savings, with Italy consuming less energy per inhabitant, and making steeper reductions in recent years.  While Italy used 3,199 kgoe/cap in 2005 and 2,560 kgoe/cap in 2012, Slovenia used 3,661 kgoe/cap in 2005 and 3,406 kgoe/cap in 2012. Similarly, Slovenia also used more than 1,000 more kWh/cap electricity than Italy. In 2005 Italy used 5,234 kWh/cap electricity and 4,872 kWh/cap in 2012, while Slovenia used 6,368 kWh/cap in 2006 and 6,101 kWh/cap in 2012. 

The Slovenian National Energy Efficiency Action Plan (NEEAP)[footnoteRef:623][footnoteRef:624] sets a higher level of ambition for energy savings compared to Italy (calculated per inhabitant, Italy will save 0.18 tonnes of oil equivalent (toe) by 2016 and 0.42 toe by 2020, while Slovenia will save 0.3 toe by 2016 and 0.5 by 2020[footnoteRef:625]).  In the NEEAPs established for the 2014-2020 period, both countries also aim to reduce greenhouse gas (GHG) emissions, stimulate their economies and employment through investments and to decrease end-users’ bills. The Italian NEEAP also expects reduced dependency on energy imports.  [623:  National Energy Efficiency Action Plan for Slovenia (May 2015). Available at: https://ec.europa.eu/energy/en/topics/energy-efficiency/energy-efficiency-directive/national-energy-efficiency-action-plans ]  [624:  National Energy Efficiency Action Plan for Italy (July 2014). Available at: https://ec.europa.eu/energy/en/topics/energy-efficiency/energy-efficiency-directive/national-energy-efficiency-action-plans ]  [625:  Odyssee database: final energy saving and target (June 2016). Available at: http://www.indicators.odyssee-mure.eu/energy-saving.html ] 


Both countries offer numerous financial incentives for energy efficiency in the form of grants and loans to end users, while Italy also utilise tax deductions for energy efficiency measures. Slovenia relies more heavily on Structural Funds, and measures funded by surcharges on energy bills[footnoteRef:626][footnoteRef:627], while Italy uses national and regional budgets for stimulating energy efficiency.  [626:  Second National Energy Efficiency Action Plan for the Period 2011 – 2016, p. 100: Funding sources. Available at: http://www.energetika-portal.si/fileadmin/dokumenti/publikacije/an_ure/an_ure2.pdf ]  [627:  Information portal energetic (June 2015). Available at: http://www.energetika-portal.si/podrocja/energetika/prispevek-za-obnovljive-vire/ ] 


The CBC OP Italy-Slovenia stimulated cooperation among people living in the areas along the border and did not lay much emphasis on energy efficiency as such. It did not promote energy efficiency however energy efficiency interventions were included in the OP’s first priority on “Environment, transport and sustainable territorial integration”. It was therefore possible to receive support for energy efficiency. Overall, support for energy efficiency was marginal and no special indicators were foreseen. The total budget of the programme was small (EUR 116 million overall, of which almost EUR 43 million for the first priority for all the activities for all 7 years[footnoteRef:628]) and significant impacts could not have been and still cannot be expected.  [628:  CBC OP ITA-SLO 2007 – 2013. Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/ ] 


In the end, only one energy efficiency project was supported, the ENRI project (“Renewable resources of energy and energy saving for the third sector” project). The project focused on the NGO sector and possibilities for energy efficiency investments in the so-called third sector in Italy and Slovenia. The project lasted for two and half years (1 October 2012 – 20 April 2015). Even though the final project implementation report is not ready yet, considering the available funds and limited resources available for investments (EUR 43,000)[footnoteRef:629], no substantial impacts can be expected in the area.  [629:  Draft final project report of the ENRI project.] 


The different institutions in the area that work on energy efficiency and/or cross-border cooperation noted that the area suffers especially from low awareness among the population. Future CBC programmes could play an important role in addressing this problem with soft projects, while promoting existing support schemes in both countries and maybe building cross-border energy alliances. Thus, future complementarity could be achieved.

The key characteristics of the analysed programme are presented in Table 11.

Table 31: Overview of the Cross-border Cooperation Operational Programme Italy-Slovenia 2007-2013

	Name of country
	Slovenia-Italy

	Name of Operational Programme
	Cross-border cooperation operational programme Italy – Slovenia 2007 – 2013

	Name of priority area
	Priority 1: Environment, transport and sustainable territorial integration

	CCI Code
	2007CB163PO036

	Date of operation
	2007-2013

	Level of funding
	Cross-border / selected regions in Italy and in Slovenia

	Source of funding
	European Regional Development Fund (ERDF) and national budgets

	Total budget of the OP
	EUR 137 million (including EUR 116 million from ERDF)[footnoteRef:630] [630:  CBC OP ITA-SLO 2007 – 2013. Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/ ] 



	Managing Authority
	Autonomous Region Friuli Venezia Giulia:
Central directorate for Finance, Assets and Planning of Economic and EU Policies, Department for Managing and Planning Economic and EU Policies and Assets, Office for European Territorial Cooperation, State Aid and General Affairs


	Implementing Body
	Joint Technical Secretariat (JTS)



Findings from the preliminary stages of this study lead to the following initial observations and hypotheses regarding the energy efficiency interventions in the CBC OP Italy-Slovenia:

· The support was not targeting energy efficiency, however it enabled it.
· Energy efficiency measures were not specifically promoted; only one project stimulating energy efficiency was supported. 
· The project was too small to have any significant direct effect on energy efficiency in the area.
· The programme did not set any targets related to energy efficiency and did not monitor it.

To conduct this case study and to further explore the above listed observations the following research methods were used:
· Literature review; and 
· Interviews with the Managing Authority, Implementing Body (JTS), Slovene Info Point, Project Lead Partner (SSO) and project partners from Slovenia (GOLEA) and Italy (AREA) who are also technical experts in energy efficiency.
1.41. [bookmark: _Toc426033095]Summary of main findings
What are the socio economic objectives to be achieved through these investments? Do they form part of integrated regional or urban/local strategies? What was the background to the interventions: was the urban dimension important?
· Energy efficiency did not play an important role when the OP CBC IT-SI 2007-2013 was prepared and the programme did not reflect it in its logic.[footnoteRef:631],[footnoteRef:632] The CBC OP IT-SI 2007 – 2013 mentioned energy efficiency as a possible area to support under the environmental protection priority, but did not further justify it. It recognised that the areas covered by the programme had higher energy consumption than the national averages, but also highlighted that the percentages of renewable energy sources are higher. Other social aspects related to energy efficiency were not discussed as this was not the programme’s focus.  [631:  Interview with Implementing Body, Joint Technical Secretariate]  [632:  Interview with Slovene info point] 

· As the CBC OP ITA-SLO was not specifically supporting energy efficiency measures, the complementarity with other programmes is not discussed in this case study. 

Have market failures been identified in the context of the design of the interventions? Is there an economic argument for public support to energy efficiency investments in buildings (public / residential)?
· As the programme was not focusing specifically on energy efficiency market failures linked to energy efficiency are not discussed in this case study.

What is the logic of intervention and what is the intended change (i.e. what should change as a result of the investment, in order for the investment to be considered successful)?
· As with any CBC programme[footnoteRef:633], the main programme rationale was to stimulate cooperation of the general public and bodies along the border, in this case along the border between Italy and Slovenia. Impacts related to energy efficiency were not as relevant. Thus, the implicit logic of any projects focussed on energy efficiency would have been to improve cross-border cooperation in this field.  [633:  European Commission InfoRegio: Cross border cooperation (June 2015). Available at: http://ec.europa.eu/regional_policy/sl/policy/cooperation/european-territorial/cross-border/ ] 


What particular challenges have been faced (awareness of funding available, building owners being reluctant to invest, etc.)?
· Stakeholders especially named the lack of knowledge and information as the main challenge in the area preventing implementation of energy efficiency measures. Therefore, accompanying events (such as events for experts) played an important role with a potential to impact future implementations of energy efficiency measures. 

What is the nature of the activities and who are the main beneficiaries of the support?
· Overall, the programme provided support for projects stimulating cross-border cooperation in a wide array of activities (ranging from environment, transport, social inclusion to competitiveness and knowledge-based society).
· There was only one project focusing on energy efficiency investments, the ENRI project (“Renewable resources of energy and energy saving for the third sector” project), which included the following activities:
· Analysis of energy efficiency of buildings used by NGOs;
· Development of methodologies/strategies for building renovations and use of renewable energy sources for heating, cooling and energy production;
· Pilot cases in Slovenia and Italy; and
· An information campaign.
· Different organisations were eligible to apply, including private, public and non-governmental organisations, regional development agencies, and any other organisation focusing on the supported area. The impact of the grants was thus dispersed over a number of supported areas and organisations, reducing the likely impact on specific technical progress. 

What are the selection criteria for projects?
· In general, projects under the OP had to fulfil the following criteria for co-financing[footnoteRef:634]:  [634:  Open call for standard project – grants for narrower programme area number 03/2011 – documentation for Cross-border working groups of assessors (January 2012). Available at: http://www.ita-slo.eu/projekti/javni_razpisi/2012011917243772/ ] 

· Quality of the proposal and its alignment with the programme (maximum 35 %);
· Quality of cross-border partnership and of the lead partner (maximum 16 %);
· Project added value (maximum 19 %); and
· Priority area criteria (maximum 30 %).
Project proposals could gain up to 30 points (of the 100 total possible score), depending on how many criteria they addressed within the project (1-3 selected criteria: 15 points; 4 – 6 selected criteria: 20 points; 7 – 9 selected criteria: 25 points; 10 and more selected criteria: 30 points). 
· For priority area 1 on “Environment, transport and sustainable territorial integration”, 36 priority area criteria were set, depending on the area of support (6 for parks, 3 for environmental protection and biotic diversity, 5 for water, 5 for risks and pollution, 2 for energy, 3 for wastes, 9 for improvement of accessibility and transport systems and improved integration between rural and urban areas and 3 for enhancing territorial cohesion within functional cross-border areas). For energy efficiency, project proposals were assessed against two criteria: 
· Improved energy efficiency and production and the use of renewable energy sources; and
· Promotion and training on energy saving.

Was an energy audit obligatory? Are energy performance certificates used in this context and are they effective in improving the performance and rating of buildings?
· Energy audits were not used under the programme. 

What was the level of ambition for energy savings, by types of buildings (public / residential)?
· There was no specific ambition (in form of costs, pollution, energy audit data, etc.) for energy savings mentioned in the programme and/or open calls. 
· In fact, the ENRI project, the only project which addressed energy efficiency, only invested in energy efficiency at a small scale.

What was the form of support for different types of investments (grants, subsidised loans, guarantees, others, including combinations of different forms of support, potentially for different parts of the investments)?
· Overall, the programme offered solely non-repayable grants for projects stimulating cross-border cooperation in a wide array of activities (ranging from environment, transport, social inclusion to competitiveness and knowledge-based society).

What outputs and results are captured by the monitoring system? What views do stakeholders have on wider impacts (spill-overs)?
· As only the ENRI project was addressing energy efficiency under the CBC OP ITA-SLO, the project outputs were limited to this project: 
· The main focus of the project was on the analysis of the conditions of buildings managed by NGOs in Italy and Slovenia. Telephone interviews with organisations from Italy and Slovenia (around 500 organisations from Italy and around 100 from Slovenia) were made in order to capture the condition of the buildings managed by the NGOs. Based on this information, the project partners prepared a database of existing conditions, which will provide a general indication of the situation in the narrower programme area. 
· Furthermore, two relatively small investments were made: 
· A sport hall in Slovenia was refurbished with new windows; and
· A head office of one of the NGOs in Italy was refurbished with micro investments, such as changed light bulbs (for LED). 
· The project was designed so as to lay good foundations for future work. The conditions of the buildings of NGOs in Italy and Slovenia were analysed, which offers a sound basis for future investment plans.
· Other notable outputs have not been detected.

Identify good [or bad] practices by types of buildings (public / residential, including different types of public buildings, e.g. offices or schools, and residential, e.g. multi-apartment or single family houses).

· As energy efficiency measures were small and non-specific, good practices relate mainly to the implementing provisions of the programme, namely: 
· The JTS’s cooperation with the beneficiaries in the area is impressive. The JTS and beneficiaries organised joint events and achieved different synergy effects especially related to awareness raising and ensuring that the lessons learnt will be applied to the new programme.
· Assured bilingualism within the programme – Slovene and Italian were official languages of the programme.
1.42. [bookmark: _Toc426033096]Background information: economic and social context
Under the CBC Operational Programme, selected areas in Italy and Slovenia were eligible for support. The total area covered by the OP reached 30.740 km2 in total and combined almost 6 million people.[footnoteRef:635],[footnoteRef:636] 83% of the population lived in the Italian part of the programme area and the percentage rises to 89 % when flexibility areas[footnoteRef:637] are excluded. Slight increases of populations have been detected in the area on both sides of the border between the years 2010 and 2014.  [635:  Cross-border cooperation operational programme Italy – Slovenia (20.4.2010). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program ]  [636:  Eurostat, Population on 1 January by broad age group, sex and NUTS 3 region (June 2015): http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=demo_r_pjanaggr3&lang=en ]  [637:  Areas extending the “narrower cross-border area” – a maximum of 20% of the programme’s total expenditure can be spent in these regions. ] 


GDP per capita differs significantly between the programme areas in Slovenia and Italy. While all Italian regions surpass the average GDP per capita in EU, none of the Slovene regions reaches it. With the exception of Osrednjeslovenska region (included as flexibility area), the GDP per capita in all other Slovene regions remains below the 75% of the EU average.[footnoteRef:638]  [638:  Eurostat, Average annual population to calculate regional GDP data (in 1000 persons), by NUTS 3 regions (June 2015):
http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=nama_r_e3popgdp&lang=en ] 


The programme area as a whole is rather large for a CBC programme, as it includes also the regions which are not very close to the border and whose economy is little affected by border issues. This refers especially to the western Italian regions included in the programme area 2007-2013. This has also been recognised by programme bodies and the eligibility area for the 2014-2020 programming period will decrease as some Italian regions will be excluded (including Ferrara, Ravenna, Rovigo, Padova and Treviso).[footnoteRef:639] [639:  interview with Implementing Body, Joint Technical Secretariate] 


The eligibility area includes Mediterranean and Alpine regions, where one can expect different approaches to energy efficiency. Natural conditions and traditions relating to the built environment are different, as is the potential for energy savings (especially with regard to heating, the need for which is lower in the Mediterranean regions than the Alpine regions). The situation is different on each side of the border, as are the regulations, policies and expectations. 

The share of energy from renewable energy sources was higher in Slovenia than in Italy (in 2006 RES in Slovenia represented 15.6 % and in Italy 6.4%, while in 2012 RES in Slovenia represented 20.2 % and in Italy 13.5 %).[footnoteRef:640] However, the OP mentioned that the regions included in the programme show greater values of RES compared to their respective national averages.  [640:  EU energy in figures – statistical pocketbook 2014 (2014). Available at: http://ec.europa.eu/energy/sites/ener/files/documents/2014_pocketbook.pdf; Slovenia: p.222, Italy: p. 198] 


While Italy used 3,199 kgoe/cap in 2005 and 2,560 kgoe/cap in 2012, Slovenia used 3,661 kgoe/cap in 2005 and 3,406 kgoe/cap in 2012. At the same time, the decrease in energy consumption was much larger in Italy (-20%) than in Slovenia (-7 %). Similarly, Slovenia also used more than 1,000 more kWh/cap electricity than Italy. In 2005 Italy used 5,234 kWh/cap electricity and 4,872 kWh/cap in 2012, while Slovenia used 6,368 kWh/cap in 2006 and 6,101 kWh/cap in 2012. 

The saving potential in each country is as shown below.[footnoteRef:641] [641:  Data Base on Energy Saving Potentials (June 2015). Available at: http://www.eepotential.eu/potentials.php] 


Table 32: Energy saving potential in Italy and Slovenia
	
	Unit
	2010
	2012
	2015
	2016
	2020
	2025
	2030

	Technical - Total saving potential in end-use sectors

	Italy
	Mtoe
	10.2
	13.1
	17.3
	18.8
	24.9
	33.3
	41.1

	Slovenia
	Mtoe
	0.4
	0.5
	0.6
	0.7
	1
	1.3
	1.7

	Italy
	%
	6.1
	7.8
	10.4
	11.3
	14.8
	19.7
	24.3

	Slovenia
	%
	7.9
	9.9
	12.7
	14.0
	19.0
	25.0
	31.4

	Technical - Total saving potential for households

	Italy
	Mtoe
	2.0
	2.9
	4.3
	4.9
	7.3
	10.0
	14.1

	Slovenia
	Mtoe
	0.1
	0.1
	0.1
	0.2
	0.3
	0.4
	0.6

	Italy
	%
	7.1
	10.7
	16.2
	18.8
	29.3
	45.7
	64.7

	Slovenia
	%
	6.1
	9.0
	13.5
	16.2
	26.9
	42.2
	61.9

	Technical - Total saving potential in tertiary

	Italy
	Mtoe
	1.0
	1.6
	2.4
	2.7
	3.8
	5.0
	6.0

	Slovenia
	Mtoe
	0.0
	0.1
	0.1
	0.1
	0.1
	0.2
	0.2

	Italy
	%
	7.6
	11.5
	17.4
	19.4
	27.0
	35.0
	41.1

	Slovenia
	%
	7.7
	11.5
	16.9
	18.7
	25.5
	31.7
	37.0



Both countries have agreed to save energy under their National Energy Efficiency Action Plans.[footnoteRef:642]  [642:  Exctracted from the Odyssee indicators (June 2015). Available at: http://www.indicators.odyssee-mure.eu/online-indicators.html] 


Table 33: Energy savings established in Italy’s and Slovenia’s National Energy Efficiency Action Plans
	ITALY
	SLOVENIA

	Total
	10,9 Mtoe (2016)
25,6 Mtoe (2020)
	Total
	0,6 Mtoe (2016)
1 Mtoe (2020)

	Per inhabitant
	0,18 toe (2016)
0,42 toe (2020)
	Per inhabitant
	0,3 toe (2016)
0,5 toe (2020)

	Per km2
	36 toe (2016)
85 toe (2020)
	Per km2
	30 toe (2016)
50 toe (2020)



Higher relative targets for Slovenia are not surprising, given the greater energy use in Slovenia compared to Italy. For example, Slovene buildings use 28% more energy than Italian ones[footnoteRef:643]. However, these are data for the whole state and regional diversity is not taken into account, therefore it is not possible to calculate the situation in the programme area with existing data.  [643:  Odyssee indicators (June 2015). Available at: http://www.indicators.odyssee-mure.eu/online-indicators.html ] 


The cross-border nature of the programme poses additional challenges, as the legislative provisions and existing support measures are different on each side of the border.[footnoteRef:644] [644:  Interview with Project partner (beneficiary)] 


According to the Odysee database[footnoteRef:645], a number of different measures are in place in either country. Transposition of EU directives related to energy efficiency (2006/32/EC and later 2012/27/EU) heavily influenced the national policies. While NEEAPs for each country for the periods 2008 – 2016, 2011 – 2016 and 2014 – 2020 summarised all the measures in the specific country, national umbrella acts have been implemented at a later period. In Slovenia, the Energy Act [Energetski zakon[footnoteRef:646]] was adopted in 2014, while the Legislative Decree transposing Directive 2012/27/EU on energy efficiency in Italy upgraded the activities imposed by the Decree Law No 63/2013, Presidential Decree No 74/2013, Presidential Decree No 75/2013 and Legislative Decree No 28/2011.[footnoteRef:647]  [645:  Odyssee database (June 2015). Available at: http://www.measures-odyssee-mure.eu/interaction-energy-efficiency-policy-household.asp ]  [646:  Energy Act [Energetski zakon]. OJ 17/2014 from March 2014. Available at: https://www.uradni-list.si/1/content?id=116549]  [647:  Energy Efficiency Action Plan for Italy (July 2014). Available at: http://ec.europa.eu/energy/sites/ener/files/documents/2014_neeap_en_italy.pdf ] 


At a first glance, Slovenia pays more attention to direct financial aid compared to legislative provision as Italy. Italy stimulates energy efficiency with tax deductions, which is not mentioned for Slovenia. Nevertheless, there are a number of financial incentives available in both countries.[footnoteRef:648]  [648:  Ex post evaluation of cohesion policy programmes 2007 – 2013 co-financed by the ERDF/CF – Workpackage 8: Energy efficiency in public and residential buildings ] 


Table 34: National public financing mechanism to support energy efficiency in Italy and Slovenia
	ITALY
	SLOVENIA

	Renewable energy for heating and cooling and small interventions increasing energy efficiency support scheme (grants – national budget)
	Scheme for efficient use of energy for households with low income (grants – energy efficiency obligatory scheme)

	The Kyoto Rotation Fund (loans – state budget)
	Financial incentives for energy-efficient renovation and sustainable construction of residential buildings (grants, soft loans – ECO fund, energy-efficiency obligatory scheme, PHARE)

	Energy audits in public and residential buildings (grants – national budget)
	Financial incentives for energy efficient heating systems (grants, loans – ECO fund, energy-efficiency obligatory scheme, PHARE)

	No-profit mortgage of the Province of Milan (loans – provincial budget)
	Financial incentives for energy-efficient renovation and sustainable construction of buildings in the public sector (grants, loans – funds from the contribution for raising the efficiency of electricity consumption and surcharges for heat and fuel, Cohesion fund, State budget, ECO fund, PHARE)

	Fund for home purchase and/or renovation (loans with guarantees – Casa depositi and prestiti)
	Financial incentives for efficient electricity consumption in the public sector (grants, loans - funds from the contribution for raising the efficiency of electricity consumption and surcharges for heat and fuel, ECO fund, PHARE)

	Regions’ activities in the building sector (grants and interest subsidies – regional public funds)
	SID Bank – Financial instrument for the Promotion of environmentally friendly production and society (loans – SID funds)



EU funding (especially Cohesion Fund) plays greater importance in Slovenia than in Italy. Energy efficiency measures in public buildings in Slovenia were supported under Cohesion Fund, while national and other budget in each country focused primarily on residential buildings.
1.43. [bookmark: _Toc426033097]Rationale(s)
1.43.1. [bookmark: _Toc426033098]Socio-economic objectives
Energy efficiency did not play such an important role when the OP CBC IT-SI 2007-2013 was prepared and the programme did not reflect it in its logic.[footnoteRef:649],[footnoteRef:650] The CBC OP IT-SI 2007 – 2013 mentioned it as a possible area to support under the environmental protection priority, but did not further justify it. It recognised that the areas covered by the programme had higher energy consumption than the national averages, but also highlighted that the percentages of RES are higher. Other social aspects related to energy efficiency were not discussed as this was not the programme’s focus. However, combining the programme’s logic of encouraging cross-border cooperation on the one hand, with on the other hand the different traditions and approaches to energy efficiency, suggests that the underlying logic for energy efficiency investments would be to ensure more effective learning, improved understanding, and the more rapid dissemination of knowledge of relevant energy efficiency improvements.  [649:  Interview with Implementing Body, Joint Technical Secretariate]  [650:  Interview with Slovene info point] 


It is expected that the new programming period will lay more emphasis on energy efficiency. As capitalisation[footnoteRef:651] of results showed, special focus needs to be given on awareness raising among people living in the area, while the whole regulatory framework needs to pay more emphasis on energy efficiency and programme bodies will include it in the future programme.[footnoteRef:652],[footnoteRef:653] [651:  Capitalisation is a specific activity under the CBC OP IT-SI, where the results of the projects co-financed under the programme are checked in order to achieve (1) synergies among co-financed projects; (2) stimulate networking among project partners and achieving added value; and (3) lay foundations for new programme period 2014 – 2020. Capitalisation is implemented in a few stages: (A) the JTS checks joint activities of projects in a specific field and sends project summaries to interested Lead Partners; (B) Selected project partners are invited to suggest the topics for a discussion (at round tables); (C) All beneficiaries are invited to participate in the event; (D) Event implementation. During the event the capitalisation of results is presented (a sum of project outputs / achievements of projects addressing a similar theme). Different thematic round tables are then organised with an aim to achieve agreements and synergies for the future. ]  [652:  Interview with Implementing Body, Joint Technical Secretariate]  [653:  Interview with Slovene info point] 


In terms of the rationale for national policies, energy efficiency measures primarily aim to contribute to the decrease of GHG emissions, ensure energy savings (9% by 2016 for Slovenia and 9.6% for Italy[footnoteRef:654]) and lower the payments needed for energy bills at users’ end.[footnoteRef:655]  [654:  Promoting Energy Efficiency in Europe: Insights, Experiences and Lessons learnt from the National Energy Efficiency Action Plans (2009). Available at: http://www.energy-efficiency-watch.org/fileadmin/eew_documents/Documents/Results/EEW_Brochure_2009_-_Promoting_Energy_Efficiency_in_Europe.pdf ]  [655:  Interview with Managing Authority] 


The NEEAPs adopted by the two countries for 2014 – 2020 introduced additional benefits of investments in energy efficiency measures, especially stimulation of the economy and employment through investments reaching EUR 3 billion in Slovenia (EUR 500 million annually) for energy efficiency investments in existing buildings[footnoteRef:656] and EUR 170-180 billion in Italy for all investments in traditional sectors and green economy[footnoteRef:657]; and greater independence from energy import, especially in Italy. [656:  National Energy Efficiency Action Plan for Slovenia (May 2015), p.9. Available at: https://ec.europa.eu/energy/en/topics/energy-efficiency/energy-efficiency-directive/national-energy-efficiency-action-plans ]  [657:  National Energy Efficiency Action Plan for Italy (July 2014), p.13. Available at: https://ec.europa.eu/energy/en/topics/energy-efficiency/energy-efficiency-directive/national-energy-efficiency-action-plans ] 

1.43.2. [bookmark: _Toc426033099]Link to national strategies and the urban dimension 
As the CBC OP ITA-SLO was not specifically supporting energy efficiency measures, the complementarity with other programmes is not discussed. The programme authorities have a good oversight of the interventions and seem to know of the already existing support schemes. This was proved also by the events organised for capitalisation of experience under the operational programme, where the general situation in the region and results under specific thematic pillars of CBC OP ITA-SLO were presented. As all programme authorities claim that the main problem in the region is a lack of awareness of the costs and benefits of energy efficiency investment, it could be particularly valuable to continue with soft projects raising awareness in the eligible area.
1.43.3. [bookmark: _Toc426033100]Market failures and other arguments for public support to energy efficiency interventions in buildings 
As the CBC OP ITA-SLO was not specifically supporting energy efficiency measures, the specific analysis of the market trends and failures is not discussed. The main issue according to the interviews the project team carried out though, seems to be a lack of awareness among the population living in the area.[footnoteRef:658],[footnoteRef:659],[footnoteRef:660],[footnoteRef:661] [658:  Interview with Managing Authority]  [659:  Interview with Lead project partner (Beneficiary)]  [660:  Interview with Implementing Body, Joint Technical Secretariate]  [661:  Interview with Project partner (Beneficiary)] 

1.43.4. [bookmark: _Toc426033101]Logic of intervention and the intended change 
The programme Italy-Slovenia did not anticipate any significant results/impact related to energy efficiency.  Energy efficiency interventions were included in the OP’s first priority “Environment, transport and sustainable territorial integration”, which addressed the following multiple objectives: 

· Preserving biodiversity and assuring sustainable management of natural resources;
· Protecting the environment from natural and technological disasters and pollution, decreasing energy use and increasing the renewable energy sources;
· Improving accessibility and transport systems and increasing the integration between urban and rural areas; and
· Increasing territorial cohesion within functional cross-border areas.

While it was possible to receive support for energy efficiency measures,   this option was not particularly promoted, as it was not treated as a priority by the programme authorities. Energy efficiency support was marginal and no special indicators were foreseen. Two “technical” output indicators were mentioned in the OP related to energy efficiency and renewable energy sources:
 
· Number of projects stimulating efficient energy use and the use of renewable energy sources: 6 planned and 7 achieved (as of 2014);[footnoteRef:662],[footnoteRef:663],[footnoteRef:664] and [662:  Cross-border cooperation operational programme Italy – Slovenia (20.4.2010). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [663:  Annual Implementation report 2013 (24 January 2014). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [664:  Draft Annual Implementation report 2014] 

· Number of municipalities / public institutions included in activities aiming to decrease the use of energy and to promote renewable energy sources: 20 planned and 131 achieved (as of 2014).[footnoteRef:665],[footnoteRef:666],[footnoteRef:667] [665:  Cross-border cooperation operational programme Italy – Slovenia (20.4.2010). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [666:  Annual Implementation report 2013 (24 January 2014). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [667:  Draft Annual Implementation report 2014] 


In the end, only one project targeting energy efficiency was supported, the ENRI project.[footnoteRef:668],[footnoteRef:669] The remaining 6 projects covered by the indicator number of projects stimulating efficient energy use and the use of renewable energy sources targeted the use of RES. The draft final project report states that 10 municipalities / public institutions included in activities aiming to decrease the use of energy and to promote renewable energy sources were involved under the ENRI project. The remaining 121 municipalities reported in the draft AIR 2014[footnoteRef:670] were achieved under other projects, not subject of the evaluation (through promotion of RES).    [668:  Interview with Managing Authority]  [669:  Interview with Implementing Body, Joint Technical Secretariate]  [670:  Draft Annual Implementation report 2014] 

At the programme level, the OP did not anticipate any indicators which would measure the progress in the field (e.g. the use of energy per capita in respective regions, decrease of CO2 emissions, etc.). Considering that the programme was not focusing on energy efficiency but on stimulating cross-border cooperation, this was expected. Additionally, the programme value was small and significant impacts are not expected. The rationale behind the cross-border programme is to stimulate cooperation of the people living next to the border and to integrate the society, rather than to achieve specific technical targets. 
1.44. [bookmark: _Toc426033102]Interventions
1.44.1. [bookmark: _Toc426033103]Governance 
A number of different bodies were involved in the implementation of the cross-border cooperation programme Italy – Slovenia, as described in the OP (see Figure 10).

[bookmark: _Ref424721401]Figure 10: Governance structure of the Cross-border Cooperation OP Italy-Slovenia
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1) Joint Managing Authority 

The Joint Managing Authority for this programme was the Autonomous Region Friuli Venezia Giulia: the Office for European Territorial Cooperation, State Aid and General Affairs, in the Department for Managing and Planning Economic and EU Policies and Assets, of the Central directorate for Finance, Assets and Planning of Economic and EU Policies. The Managing Authority oversaw the implementation of the OP and assured that all the activities implemented under the OP are in line with the OP itself and regulations existing in the EU, Slovenia and Italy. 

2) Implementing Body: Joint Technical Secretariat (JTS)

The JTS helped the Joint Managing authority, the Joint Audit Authority and the Supervisory Board to perform their tasks. The staff of the JTS equally represents both states.[footnoteRef:671] As of June 2015 the JTS employed 7 Italians and 6 Slovenes.[footnoteRef:672]  [671:  Cross-border cooperation operational programme Italy – Slovenia (20.4.2010). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program ]  [672:  Interview with Implementing Body, Joint Technical Secretariate] 


The JTS acted as a secretariat for the Supervisory board, which included the management of the project assessment procedures and prepared project ranking list proposals for the Supervisory board. Additionally, the JTS acted as a first contact point for potential beneficiaries and offered information to all interested parties. The JTS also prepared all the documents related to open calls and reporting procedures.

3) Supervisory Board 

The supervisory board oversaw the implementation of the programme and revised and confirmed all the documents related to the programme. Additionally, the Supervisory board selected the projects for co-financing. 

4) Joint Certifying Authority 

The Joint Certifying Authority assured that the expenses incurred are exact and in line with accounting standards. 

5) Joint Audit Authority 

The Joint Audit Authority was in charge of programme and project audits. 

6) First level controllers (FLC)

The first level controllers were independently selected controllers in Slovenia and Italy, who performed first-level control over project expenses. They reviewed all the project expenses and only after their approval could they be certified by the Joint certifying authority. 

There were differences in the first level controls between Slovenia and Italy. Slovene controllers seem to be more rigid. For example, the project beneficiary stated an example, when the whole financial claim was stopped, because one person used 100-octane petrol instead of 95-octane petrol while travelling and the travel order had to be decreased for a minor difference in pricing.[footnoteRef:673] Such excessive administrative burdens have been reported in previous evaluations and reviews in Slovenia[footnoteRef:674],[footnoteRef:675],[footnoteRef:676],[footnoteRef:677] raised by the court of audit[footnoteRef:678] and has even been discussed in the media.[footnoteRef:679] Furthermore, the interim evaluation of the ITA-SLO programme addressed problems related to administrative provisions and first level controls of the project implementation.[footnoteRef:680]  [673:  Interview with Lead project partner (Beneficiary)]  [674:  Problems in administrative and financial reporting and monitoring in the EU projects (May 2008). Available at:  http://www.efamt.eu/dokumenti/Report-4th-version.pdf ]  [675:  NGO evaluation (under EEA and Norway grants), p. 85 (2010): file:///C:/Users/Ale%C5%A1/Desktop/energy_efficiency/druge_evalvacije/EvaLuation+NGO.pdf ]  [676:  Evaluation of the priorities addressing labour market under OP HRD and implemented by the Ministry of Labour, Family and Social Affairs, p. 5 (June 2012). Available at: http://www.eu-skladi.si/skladi/crpanje-evropskih-sredstev/studije-in-vrednotenja/studije-in-vrednotenja-za-programsko-obdobje-2007-2013/vrednotenja-2007-2013/operativni-program-razvoja-cloveskih-virov  ]  [677:  Analysis of the problems of absorption of EU structural funds – problem of institutional rigidity or Slovenia not being read – thesis (2007). Available at. http://dk.fdv.uni-lj.si/diplomska/pdfs/Karnar-Primoz.PDF ]  [678:  Court of audit: Summary of the audit report on Simplifications of the european cohesion policy implementation system in Slovenia (June 2013). Available at: http://www.rs-rs.si/rsrs/rsrseng.nsf/I/K7E67A8C3AF27BD6BC1257A850018F31B ]  [679:  RTV Slovenia (18 September 2014): http://www.rtvslo.si/slovenija/lokalne-volitve-2014/evropska-sredstva-lahko-so-priloznost-pa-tudi-poguba/346626 ]  [680:  Interim evaluation of the Cross-border cooperation programme Slovenia - Italy 2007-2013 (May 2015). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program ] 


Overly complex and demanding bureaucratic procedures coupled with a lack of clarity on audit requirements led to unnecessary losses of time and energy. Partners felt that they spent more time on reporting than on project implementation. 

The interim evaluation[footnoteRef:681] also showed differences between first level control procedures in Slovenia and Italy, which caused problems especially for lead partners. Problems with controls led to liquidity issues and delayed project implementations. Slovene partners reported on greater difficulties than Italian partners. Overall, pre-financing was needed for up to 2 years, which possessed a great burden for project partners.  [681:  Interim evaluation of the Cross-border cooperation programme Slovenia - Italy 2007-2013 (May 2015), pages 20-23 . Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program] 


While first level controls were considered demanding and complex on both sides of the border, Slovene first level control was heavily criticised also for unnecessary demands for amendments of the reporting documentation and overall seemed to be stricter compared to the Italian counterparts. 

7) Slovene Info Point 

The Slovene Info Point supported the Managing Authority in information sharing and enables access to information for potential beneficiaries from Slovenia. The staff of the Slovene Info Point worked closely with the JTS and supported the MA with information dissemination. 

8) Cross-border Working Groups 

The JTS organised cross-border working groups of assessors for project proposals. Each project had to be assessed by different assessors; however, procedures were different in Slovenia and Italy. In Slovenia, one person with the support of the JTS assessed the project in respect to technical aspects, horizontal principles and administrative provision. In Italy, arrangements were more complex; two assessors from each region were involved in the assessment process – one for administrative and horizontal principles and the other one as a technical expert. Thus, Italians submitted 6 assessments representing 50% of the final score and Slovenes one assessment representing another 50%[footnoteRef:682].  [682:  interview with Implementing Body, Joint Technical Secretariate] 


1.44.2. [bookmark: _Toc426033104]Core activities
The CBC OP Italy – Slovenia offered solely non-repayable grants to beneficiaries. As the programme stimulated cross-border cooperation, a wide array of activities was supported, including: 

Priority 1: Environment, transport and sustainable territorial integration supporting: 

· Preservation of biodiversity and safeguarding of sustainable management of natural sources;
· Protection of the environment from natural and technological disasters and pollution, decrease of energy use and increase in using renewable energy sources;
· Improvement of accessibility and transport systems and greater integration between urban and rural areas; and
· Improvement of territorial cohesion within functional cross-border areas.

Priority 2: Competitiveness and knowledge-based society supporting:

· Greater competitiveness of small and medium-sized enterprises;
· Joint development of touristic potentials;
· Research and innovation and knowledge-based economy; and
· Better employment opportunities through the coordination of higher educational programmes and trainings.

Priority 3: Social integration supporting:

· Improvement of communication and educational systems;
· Preservation of knowledge in the field of cultural heritage and its accessibility and improvement of cultural exchange; and
· Improvement of the quality of life through coordinated development of health and social systems.

The impact of the grants was thus dispersed over a number of supported areas and organisations, reducing the likely impact on specific technical progress. This also applies for energy efficiency incentives, since they were included only as a possible area under the 1st priority. 

Different organisations were eligible to apply, including private, public and non-governmental organisations, regional development agencies, and any other organisation focusing on the supported area. 
 
Project Beneficiaries 
Projects were managed based on a Lead Partner principle[footnoteRef:683], however the partners had to present a joint project in line with the Article 19 of the EC Regulation 1080/2006 (a combination of at least two of the following characteristics make a joint project: joint preparation, joint implementation, joint staff, joint financing).  [683:  Cross-border cooperation projects can be implemented only within a partnership, where at least one organisation from each country participates. One of the partners assumes the role of a Lead Partner by signing the contract with the implementing body and takes the responsibility over the project. The lead partner is responsible for managing the partnership and overal project implementation. More about Lead Project Partner principle: http://admin.interact-eu.net/downloads/179/Information_Sheet_on_Lead_Partner_Principle.pdf ] 


Organisations from eligible areas in Slovenia and Italy were able to apply. As the programme covered a wide set of activities, almost any organisation was potentially eligible, regardless of their registration status and field of activity. Each project had to bring together at least one organisation from Slovenia and one from Italy. 

Cooperation
The programme stimulated cooperation of different bodies. Not only is the main purpose of any CBC programme promotion of cooperation of the general public and organisations from both sides of the border, but the IT-SI programme also upgraded this approach. The JTS and beneficiaries developed a working relationship, which also led to joint promotion activities. Thus, they jointly organised capitalisation events, which presented the progress achieved under the programme, while also promoted specific project fields. 

Furthermore, the partners from the ENRI project were involved in one event aimed at capitalisation of experience – focusing on “Green growth and sustainable energy for low-carbon programme area”[footnoteRef:684]. The information gathered and outcomes of the event are planned to be used in the programming for the 2014-2020 period. [684:  The capitalisation event Green growth and sustainable energy for low-carbon programme area was held on 17 December 2014. More about the event: http://www.ita-slo.eu/kapitalizacija_rezultatov/2014121816065214/ ] 


Energy efficiency measures
Energy efficiency measures were not specific, and depended on which project proposals and which partnerships were put forward for funding. Specific activities were not anticipated by the fund operators, and in the whole scheme energy efficiency played only a marginal role. It was mentioned as a possible project area but that was generally all with no specific attempts to promote the option. 

There was only one relevant project which supported energy efficiency under the programme – the ENRI project. It was supported under the third open call, which targeted the narrower programme area (i.e. excluding the “flexibility” areas).
The ENRI project was proposed and implemented by the Confederation of Slovene Organisations [SSO – Svet slovenskih organizacij / Confederazione Organizzazioni Slovene] – an umbrella organisation of Slovene NGOs in Italy. An autochtonous minority of approximately 70,000 – 80,000 Slovenes[footnoteRef:685] live in eastern Italy (due to historical border changes), and they join in NGOs with the aim of preserving their culture and traditions.  [685: ] 


The project beneficiaries generally did not have much experience with energy efficiency. However, the partnership included two organisations with good insight in the energy field: GOLEA from Slovenia (a local energy agency from Nova Gorica) and ARES from Italy (Friuli-Venezia-Giulia regional agency for sustainable building). 

The project focused on the NGO sector and in particular on the possibilities for energy efficiency in the so-called third sector in Italy and Slovenia. The lead partner, as an umbrella organisation, had a lot of experience with working with the NGOs, and representatives of target groups were also included in the partnership. Therefore, the partnership seems appropriate for the proposed project. 

The ENRI project was valued at EUR 605,000 and included the following activities[footnoteRef:686]: [686: ] 

 
· Analysis of energy efficiency of buildings used by NGOs;
· Development of methodologies/strategies for building renovations and use of renewable energy sources for heating, cooling and energy production;
· Pilot cases in Slovenia and Italy (covering small investments in a sport hall in Slovenia and head office building of an NGO in Italy); and
· Information campaign.

The project lasted two and half years (1 October 2012 – 20 April 2015). Even though the final project report is not ready yet, the limited resources available for investments (EUR 43,000) imply that no significant impacts can be expected in the area.
The role of energy audits
Energy audits were not used under the programme. 

The level of ambition for energy savings
There was no specific ambition (in form of cost savings, reduced emissions, energy audit data, etc.) for energy savings mentioned in the programme and/or open calls. This is not surprising, since the programme supported cooperation along the border and not energy efficiency as such. Consequently, no energy audits were expected. In fact, also the ENRI project which addressed energy efficiency, only invested in energy efficiency at a small scale[footnoteRef:687][footnoteRef:688]:  [687:  Interview with Lead project partner (Beneficiary)]  [688:  Draft project report] 


· Replacement of windows at a sports hall in Slovenia; and 
· Minor investments (such as light bulb replacements) in a head office of one Italian NGO in Udine (where the urban settings also places a number of limitations for investors due to the protection of cultural heritage).
Project selection criteria
In total, three open calls were launched during the 2007-2013 programming period, all offering the support in the form of non-repayable grants. Overall, 87 projects were supported, which had to meet the following selection criteria: 

· Quality of the proposal and its alignment with the programme (maximum 35%);
· Quality of cross-border partnership and of the lead partner (maximum 16%);
· Project added value (maximum 19%); and
· Priority area criteria (maximum 30%).
Project proposals could gain up to 30 points (of the 100 total possible score), depending on how many criteria they addressed within the project (1-3 selected criteria: 15 points; 4 – 6 selected criteria: 20 points; 7 – 9 selected criteria: 25 points; 10 and more selected criteria: 30 points). 

For priority area 1 (Environment, transport and sustainable territorial integration), 36 priority area criteria were set, depending on the area of support (6 for parks, 3 for environmental protection and biotic diversity, 5 for water, 5 for risks and pollution, 2 for energy, 3 for wastes, 9 for improvement of accessibility and transport systems and improved integration between rural and urban areas and 3 for enhancing territorial cohesion within functional cross-border areas). For energy efficiency, project proposals were assessed against two criteria: 

· Improved energy efficiency and production and the use of renewable energy sources; and
· Promotion and training on energy saving.

The interest among organisations in Italy and Slovenia was good; overall 407 project proposals were submitted.[footnoteRef:689] From the 109 project proposals submitted to priority 1, 31 were supported and one of these was addressing energy efficiency. Generally, there was no substantial interest among potential beneficiaries for projects related to energy efficiency.[footnoteRef:690] [689:  Open call results (June 2015). Available at: http://www.ita-slo.eu/projekti/javni_razpisi/ ]  [690:  interview with Implementing Body, Joint Technical Secretariate] 

1.44.3. [bookmark: _Toc426033105]Accompanying activities 

A number of different accompanying activities were carried out. They were not planned explicitly under the programme, but played an important role, especially under specific projects.  

The JTS in cooperation with project beneficiaries of the ENRI and TESSI (a project addressing teaching sustainability linked to energy saving, RES, water saving, recycling of wastes, reuse and decrease of packaging, especially among pupils)[footnoteRef:691] projects organised events aimed at capitalisation of the experience of projects addressing “Green growth and sustainable energy for low carbon programme area”[footnoteRef:692]. The results and the situation in the area were presented at a joint event on 17 December 2014. Additionally, round tables were organised to discuss the creation of a culture of RES and supporting research and analysis of market products. The “Smart communities” initiative was discussed as well, with an aim to promote the knowledge exchange and establishment of consulting structures. The second round table focused on information sharing and target groups analysis in order to adapt the communication measures.  [691:  Teaching sustainability accross Slovenia and Italy project (June 2015). Project website: http://www.tessischool.eu/sl/about-the-project/ ]  [692:  Capitalisation of results – Green growth and sustainable energy for the programme area (December 2014). Available at: http://www.ita-slo.eu/kapitalizacija_rezultatov/2014121816065214/ ] 


The results of the capitalisation event were expected to be used in the programming documents 2014 – 2020, where energy efficiency is expected to play a greater role than in the 2007-2013 programming period.[footnoteRef:693]  [693:  Interview with Implementing Body, Joint Technical Secretariate] 


Under the ENRI project several events were also organised. For example, a meeting in Trieste dedicated to “Green energy audit and energetic refurbishment of objects in the third sector” brought together various experts. A wide range of stakeholders, including a Member of the European parliament from the committee for industry, research and energy, a professor from Milan polytechnic, and an Italian member of parliament from the committee for environment, space and public works, all contributed to the discussion, which was primarily intended for energy experts (engineers, architects, industry professionals, land surveyors and others). The lead partner considered it an important and effective event, which started to promote energy efficiency in the area. Both the lead partner, energy expert partner and the JTS have identified that the main problem in the area is a lack of knowledge among the general public and they agree that greater focus has to be placed on information campaigns.[footnoteRef:694],[footnoteRef:695],[footnoteRef:696]  [694:  Interview with Project partner (Beneficiary)]  [695:  Interview with Lead project partner (Beneficiary)]  [696:  Interview with Implementing Body, Joint Technical Secretariate] 


Additionally, an information seminar was organised in Koper on the green economy and energy savings. 

Furthermore, the TESSI project was completely focusing on promoting environmental friendly and sustainable habits of pupils (including on measures helping to save energy).[footnoteRef:697],[footnoteRef:698]  [697:  Teaching sustainability accross Slovenia and Italy project (June 2015). Project website: http://www.tessischool.eu/sl/about-the-project/   ]  [698:  interview with Implementing Body, Joint Technical Secretariate] 


The cooperation between the JTS and the project partners, who also have the knowledge and focus substantially on the subject matter, is seen as particularly positive. 
1.45. [bookmark: _Toc426033106]Achievements
1.45.1. [bookmark: _Toc426033107]Outputs
Outputs related to energy efficiency under the CBC OP IT-SI have been limited to the ENRI project and to the database of the conditions of buildings managed by NGOs in Italy and Slovenia. Two relatively small investments were also made: 

· A sport hall in Slovenia was refurbished with new windows; and
· A head office of one of the NGOs in Italy was refurbished with micro investments, such as changed light bulbs (for LED). 

The CBC OP IT-SI foresaw two “technical” output indicators related to energy efficiency and an increase of renewable energy sources:
 
· Number of projects stimulating efficient energy use and the use of renewable energy sources: 6 planned and 7 achieved (as of 2014).[footnoteRef:699],[footnoteRef:700],[footnoteRef:701] One of the counted projects was ENRI, while the remaining 6 project supported the use of RES.  [699:  Cross-border cooperation operational programme Italy – Slovenia (20.4.2010). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [700:  Annual Implementation report 2013 (24 January 2014). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [701:  Draft Annual Implementation report 2014] 

· Number of municipalities / public institutions included in activities aiming to decrease the use of energy and to promote renewable energy sources: 20 planned and 131 achieved (as of 2014).[footnoteRef:702],[footnoteRef:703],[footnoteRef:704] The draft final project report states that 10 were involved in the ENRI project. The remaining 121 reported in the draft AIR 2014[footnoteRef:705] were achieved under other projects promoting RES.    [702:  Cross-border cooperation operational programme Italy – Slovenia (20.4.2010). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [703:  Annual Implementation report 2013 (24 January 2014). Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program]  [704:  Draft Annual Implementation report 2014]  [705:  Draft Annual Implementation report 2014] 


Other notable outputs have not been detected.
1.45.2. [bookmark: _Toc426033108]Results
The CBC OP ITA-SLO did not foresee any energy efficiency related indicators and results, as it focused on cooperation between Slovene and Italian regions. 

The ENRI project was limited in its scope and no substantial impacts were foreseen in the area of energy efficiency. The project partnership was overly precise in establishing result indicators at the project level and in providing the indicators’ initial estimates. At the same time, the project indicators appear to have a limited direct relevance to the project activities. 

Nevertheless, the project failed to achieve its anticipated results, as all the reported values on indicators in the draft final project report remain at the levels of the initial values (see Table 35).[footnoteRef:706],[footnoteRef:707] This suggest that the indicator values were not measured at the end of the project, which could be explained by the failure of the beneficiaries to report on the achievements or by the lack of actual achievements.  [706:  Project Application form (March 2011)]  [707:  Draft final project report (June 2015)] 


[bookmark: _Ref424723782]Table 35: Result indicators established at the level of the ENRI project
	Indicator
	Initial value
	Target value
	Achieved value

	CO2 emissions
	24.99 ton/year
	21.91 ton/year
	24.99 ton/year

	NOX emissions
	0.020 ton/year
	0.018 ton/year
	0.020 ton/year

	SOX emissions
	0.025 ton/year
	0.022 ton/year
	0.025 ton/year

	Fuel consumption (total)
	7.38 m3/year
	6.62 m3/year
	7.38 m3/year

	Electricity use
	2,810 kWh/year
	784 kWh/year
	2,810 kWh/year



At the same time, the project lead partner reported on decreased energy (electricity) bills up to 70% within the two buildings where the investments took place.[footnoteRef:708]  [708:  Interview with Lead project partner (Beneficiary)] 


Unexpectedly differences between Italy and Slovenia emerged. As Italian NGOs often manage buildings on their own, they seem to be more interested in ways to decrease their costs. On the contrary, Slovene NGOs often lodge in buildings owned and managed by municipalities and are less inclined to undertake the energy efficiency investments.[footnoteRef:709] This organisational difference seems likely to limit the potential for implementing joint actions to achieve energy efficiency and share cross-border experience. [709:  Interview with Lead project partner (Beneficiary)] 

1.45.3. [bookmark: _Toc426033109]Impacts
The ENRI project was designed to lay good foundations for future work. The conditions of the buildings of NGOs in Italy and Slovenia were analysed, which offers a sound basis for future investment plans. In Slovenia, 5 plans were developed and one partially implemented (refurbishment of a sport hall)[footnoteRef:710]. Similar activities were implemented in Italy as well, offering a chance to continue with investments in the future on both sides of the border. [710:  Interview with Project partner (Beneficiary)] 

1.46. [bookmark: _Toc426033110]Lessons learnt for future policy developments
1.46.1. [bookmark: _Toc426033111]Challenges
a) Lack of awareness of energy efficiency costs, benefits, and financing opportunities

The main challenge reported by stakeholders in the area is the lack of awareness of energy efficiency and possibilities for obtaining (financial and other) support for investments.[footnoteRef:711],[footnoteRef:712],[footnoteRef:713],[footnoteRef:714] As the general public is insufficiently aware of the possibilities, little is done in respect to energy efficiency at all levels (public buildings, private houses, industry objects), even if they could have a strong motive for investments in immediate decrease of costs for energy (especially for example heating).  [711:  interview with Implementing Body, Joint Technical Secretariate]  [712:  Interview with Project partner (Beneficiary)]  [713:  Interview with Lead project partner (Beneficiary)]  [714:  Interview with Managing Authority] 

1.46.2. [bookmark: _Toc426033112]Good practices
a) Smooth cooperation between the Joint Technical Secretariat and the beneficiaries 

The JTS’s cooperation with stakeholders in the area is remarkable. The JTS and beneficiaries organised joint events and achieved different synergy effects, such as: 

· Easier communication with the general public;
· Creation of a platform, which offered beneficiaries a chance to present their results and gain visibility in the closing event, participants to learn from their lessons and JTS to gather useful information for future programming period;
· Increased chances that the lessons learnt will be taken into account in the future; 
· Financial savings – instead of organising a few minor events, one big event focusing on a specific topic was held.

b) Bilingualism 

The area covered by the OP (FVG on the border with Slovenia and three coastal Slovene municipalities) is officially a bilingual area. Programme bodies applied this approach to the whole programme and assured that Italian and Slovene languages were official programme languages. Therefore people were able to communicate with officials in their mother tongues. Cultural and historic diversity of the area was praised and programme bodies additionally assured equal representation of both nations. For example, the JTS comprised of half Italians and half Slovenes. While an Italian was a chairwoman of the MA, JTS was led by a Slovene, etc.
1.46.3. [bookmark: _Toc426033113]Practice to be improved
a) Complicated and lengthy assessment and selection process 

As noted, the assessment and selection process was overly complicated and lengthy, partly as a result of the cross-border nature of the programme. Each project had to be assessed by different assessors; however, assessment procedures were different in Slovenia and Italy. In Slovenia, one person with the support of the JTS assessed the project in respect of technical aspects, horizontal principles and administrative provision. In Italy arrangements were more complex; two assessors from each region were involved in the assessment process – one for administrative and horizontal principles and the other one as a technical expert. Thus, Italians submitted 6 assessments representing 50% of the final score and Slovenes one assessment representing another 50%.

Project ranking lists were then discussed by the Supervisory Board. As with any CBC programme, the supervisory board took a final decision on project selection and the transparency and objectivity could not be guaranteed. 

While the third open call was published on 6 April 2011 and the application deadline was on 25 May 2011, the supervisory board confirmed projects for co-financing only on 6 July 2012 and the results were published on 18 July 2012. Therefore, 14 months passed between the application deadline and the announcements of results. This seems excessive. 

b) Complex administrative burden at the first level controls 

The administrative burden of the programme was rather complex and the demanding bureaucratic procedures combined with a lack of clarity on the requirements led to unnecessary losses of time and energy, as the mid-term evaluation[footnoteRef:715] showed. Partners felt that they spent more time on reporting than on project implementation.  [715:  Interim evaluation of the Cross-border cooperation programme Slovenia - Italy 2007-2013 (May 2015), pages 20-23 . Available at: http://www.ita-slo.eu/temeljni_dokumenti/programski_dokumenti/#operativni_program] 


While first level controls were considered demanding and complex on both sides of the border, Slovene first level control was heavily criticised also for unnecessary demands for amendments of the reporting documentation and overall seemed to be stricter compared to the Italian counterparts. Different rules and legislation caused difficulties for lead partners. Problems with controls led to liquidity issues and delayed project implementations. Overall, pre-financing was needed for up to 2 years, which possessed a great burden for project partners.
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RATIONALES:
 - High energy dependence and energy security concerns
 - Reduced energy bills
 - Contribution to EU air quality, climate and energy policy objectives

Barriers:
 - Limited access to capital in public authorities 
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 - Grant funding for public (and entreprise) buildings
 - Broad range of energy efficiency measures, including thermal insulation, modernisation of heating systems etc.
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 - Reduced greenhouse gas emissions
 - Increased energy savings
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