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What is the Allilance?

NGO coalition of prominent business, government, environmental and
consumer leaders who promote the efficient and clean use of energy
worldwide to benefit the environment, economy, and national security.

Mission: To advance energy efficiency world-wide through policy,
education, research, technology deployment, market transformation and
communication initiatives.

Chaired by Senator Mark Pryor (D-AR) and James DeGraffenreidt (CEO
Washington Gas) with strong bi-partisan congressional, corporate &
public interest leadership




Forging Alliances:
Business, Govt. & Public Interests

Alliance enjoys sponsorship by more than 100 businesses and
organizations across a broad spectrum of economic sectors

Unique structure with expertise in research, policy advocacy,
education, technology deployment, and communications



Where Does the Alliance
Work?




The Alliance to Save Energy’s Energy Efficiency
Global Forum & Exposition, better known as

“EE Global”

About: EE Global serves dhe premier gathering and
showcase for the energy-efficiency industtyracting industry
professionals, academics and policy makers fromratdhe
world, not only to exchange the latest technicammercial
and policy iInformation, but to forge partnershipsl aevelop
“best practices” and strategies for global impleragan.

Highlights:  Exposition, 4 Plenary Sessions, Executive
Dialogue Sessions, Media Day, Public Dand
Networking Events

Web:
2007 EE Global took place in
Washington, D.C. (Nov.11-14, 2007)



Why should donors and governments
care about the urban utilities sector?

The residential energy sector is a large fossil fuel user and
GHG emitter;

The utility services (heat, electricity, water, gas) have a

significant social, health and environmental impact. Any

quality, reliability or price issues have loud public resonance.
E.g. Vulnerable Households in pay as much as 60% for Utilities
Domestic Hot Water 3-5% of Total Expenditure

In countries with a small share of DH, electricity, biomass,
natural gas and coal are directly burned for heating

The uncoordinated policy efforts result in growth of loss of
efficiency and environmentally benefits, increasing national
energy intensities and dependence on fossil fuel supplies;




Why are we addressing this issue?

The technical and institutional remedies are available in other
countries more advanced in reforming the sector;

Large energy losses in residential buildings make them the
largest energy consumer, where demand-side energy efficiency
measures can save up to 30% of energy otherwise wasted;

E.g. energy efficiency in the district heat generation alone can

annually save up to 80 billion cubic meters of gas, an potential for
350 million tons of preventable carbon dioxide emissions per yeatr.

Most energy efficiency projects pay back in 5 years

However, the national energy policies have failed to create an
adequate investment environment for the promotion of energy
efficliency measures, commercialization of energy services, and
the promotion of the most efficient, least cost, and most
environmentally friendly utility services.




Key Problems to be Addressed to Achieve
Efficient and Affordable Energy Supply

1. Discriminatory pricing mechanisms
2. Lack of Energy Planning

3. Lack of Finance and Investment

4. Imperfect Social Safety Mechanisms
5

6

7

Supply-side bias
Lack of local expertise and awareness
Weak Environmental Regulations



Main Affordabllity Issues In
Developing and Transition Countries

Where...

Energy affordability is a growing problem
Prices increase faster than incomes
Social benefits are small relative to need

Some segments of population hurt harder:
pensioners & social welfare recipients, low-income
households, sometimes “average income”

Not only an economic but also a social and public
health problems




Why isn’t EE applied to
affordabllity problems?

Limited data available about EE’s economic benefits to poor
households

Institutional capacity to support and deliver targeted EE is still
limited — needs time and resources

Institutions see EE as a market-based tool to solve energy
problems but not the social dimensions of energy problems

The poor don’'t even consume what they need — how can they be
expected to save energy?

Cross-cutting policy and inter-ministerial cooperation needed —
which ministry can and will take this on?

EE demonstration projects typically target “credit worthy”
housing associations that can afford EE investments

EE improvements require upfront investment - financing often
unavailable for HHs, EE product/service market undeveloped




GDP per capita (PPP US$) (UN HDI @ http://hdr.undp. org/)
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Electricity Bills Are ~6-10% of Total
Expenditure in Southeastern Europe

Source: World Bank 2002-3




Domestic Hot Water 3-5% of Total
EXpend I'[U r&ource: World Bank 2002-3




Natural Gas Affordability a Growing
COncem Source: World Bank 2002-3




Problem Areas revealed

Legal gaps: needing integration of the urban utility sector into
the energy policy agenda, setting clear market rules and legal
framework

Imperfect regulation: _ design/reform regulatory framework to
eliminate price distortions and attract investments

Uncertainty in local energy development agenda with __ in
the city sustainable development context: Local ene  rgy
planning: competition, optimization, efficiency

L ack of financing : barriers to investment

Lack of Demand-Side focus : Service Quality and Customer
Orientation

Energy Affordability - Policies tend to keep tariffs low,
tolerate non-payment, provide social tariffs and
compensations for some heat customers

Lack of Expertise and Awareness
Need to utilize the most environmentally friendly o ptions




Recommendations




Market Rules and Legal Frameworl

Policy and Programmatic recommendations

Develop and adopt energy sector laws announcing the state
long-term economic, strategic, energy security,
environmental, flscal and political objectives In the sector.
Helps building investor confidence
Provide incentives for efficient and affordable energy services

Ensure successful privatization legislation, with gradual
opening of access to energy assets (PSP)

Harmonize the related legal environment — building codes,
standards, energy audit procedures, energy management,etc.

Launch “profit-from-savings” mechanisms to generate a
revenues repaying energy efficiency and modernization
Investments (for suppliers, ESCOs, HOAS)

Make the urban energy sector attractive for both private
sector and municipal companies by providing more
operational flexibility and stable market rules to energy
service companies, transparent and stable, with changes
predictable.
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Healthy Regulatory Framework:
Recommendations

Promote independent, transparent energy regulation

Establish national tariff methodology that reflects local
economic conditions, costs, and purchasing power.

Eliminate lump-sum tariffs

Develop market-based pricing policies that allow full cost
recovery and send efficiency and conservation signals,
Instead of performing social policy (incentive-based tariffs).

Gradually eliminate subsidies and cross-subsidies.

Introducing consumption-based billing, service quality- and
consumer orientation

Ensure that national environmental and competition laws and
regulations adequately address energy sector.



Healthy Reqgulatory Framework:
Recommendations — cont’d

Establish a legal/regulatory framework including the
Institutional capacity that fosters investment in sustainable
energy systems and reliable customer service. Consider
authorizing the national energy regulator to establish the tariff
methodology with price setting at the local level and dispute
mediation at the national level.

The regulatory entity should advocate the establishment of a
social safety net to address the tariff impacts. Priority
responsibility should be assumed by the government; use of
the tariff mechanism should be considered a temporary
transition approach.

Ensure better monitoring and data collection on local energy
markets to enable proper analysis and policymaking.



Local energy planning:
Policy and Program Recommendations

Mandate development of municipal energy plans
(demand-driven, least-cost, cost-effective ),
potential fuel sources (including renewable energy),
generation costs, affordabllity, fuel supply prospects,
energy efficiency, environmental conditions, based
on local condition, population density and climate.

Plan infrastructure and generation facilities based on their costs
and benefits, as well as locally available fuels, renewable energy
resources and surplus energy, if any (CHP, waste incineration,
industrial heat/steam).

Evaluate urban planning prospects, future demands and necessary
Investments to accommodate the additional supply.

Attribute generation costs to every energy source to enable
purchase of least-cost energy first by networking companies.

Include full life-cycle costs analysis with sensitivity tests for
potential energy price fluctuations.




Supply and Demand-side Energy Efficiency:
Policy and Programmatic recommendations

Low-cost short-term measures: Mandate installation
of metering and control devices. Establish incentive
programs, funds, and information campaigns to
promote end-use energy efficiency

Medium-cost, mid-term measures: Supply-side
efficiency improvements to improved cost-efficiency
and competitiveness, including more expensive
measures such as replacement of the oldest and
most damaged capacities.

Cost-intensive, long-term measures, such as
replacing parts, modernizing generation plants,
Introducing new generation facilities (including CHP),
diversifying fuels, and expanding the network to
connect new customers.



Residential EE Project
Evidences

Ukraine: Horodok — switch to local gas heat, saving
82% on heating costs and UAH 167 000 in heat
assistance subsidies over 5 yrs.

Armenia: Building EE Revolving Funds
Avg. savings 15-20% on household energy bills
Lithuania: EE/Housing Pilot Project

Avg. energy savings 24%, reduced energy
subsidies to low-income households by up to 40%
(500 buildings benefited) Source: Lithuanian
Housing Strategy

New programs: Vilnius and country-wide,;
encourage comprehensive housing EE projects;
energy savings ~25-30%




Lack of Service Quality and Customer
Orientation:

Policy and Programmatic recommendations

Switch to consumption-based billing, where possible, and to
more accurate consumption norms for consumers not
equipped with meters.

Update and enforce building energy codes, and encourage
energy audits.

Strengthen the associations of home-owners to play a bigger
role in the organization of transparent billing, DMS measures,
fee collections, building energy efficiency, etc.

Integrate reliability, efficiency and quality of service indicators
(standards)

Ensure regular communication with consumers to improve
payment discipline and cash collection. The assistance to
very low-income households should be a national or local
government prerogative (see next section on Social Safety).

Provide information on end-use energy efficiency




Financing mechanisms
Policy and Programmatic recommendations

Promote long-term financing mechanisms—such as loans and credit
guarantees—that ensure sufficient rates of return on investments in
energy efficiency and modernization improvements.

Eliminate legal gaps limiting borrowing by municipalities and
condominium associations to promote energy-use energy efficiency.
Improve financial performance and enhance creditworthiness of
borrowers

Develop credit guarantee mechanisms to help financial institutions gain
confidence in heat sector lending

Attract loans from international financial institutions with careful
consideration of terms and conditions.

Accelerate the influx of banking capital to the energy efficiency sector by
providing technical assistance to borrowers.




Affordability of Urban Energy Supply:
Policy and Programmatic recommendations

Carefully evaluate affordability limits when setting pricing policies and
eliminating cross-subsidies. Shift from control of tariffs alone to also take
Into account the customers’ purchasing power (ability to pay).
The more efficient the energy generation and use, the greater the ability of low-
income households to pay for it. Basic economic logic dictates that high price

for any product or service reduces the demand for it, and any high tariff or tax
rate in society increases the number of free-riders.

Increasing heat tariffs should theoretically raise the supplier’s revenues,
but if the tariffs cross the affordability threshold of the consumers, the
household collection rates suffer.

Develop energy efficiency programs for low-income households aimed at
reducing their consumption, instead of the traditional allowances to cover
their energy bills.

Combine elimination of subsidies with supply-side efficiency improvements
and provide targeted assistance for the purchase of end-use metering
devices, becoming a driver for even more tariff growth if the generating
company’s costs are not reduced, further aggravating affordability issues.



Energy Efficiency’s Effect on
Energy Affordability

Improved end-user control over consumption
Better indoor comfort, air quality
Lower bills

Decreased need for state-subsidized energy supply:

Coordination of demand and supply efficiencies is critically
Important to affordability.

Metering — first step. Can save over 20%.
Regional average cost savings between 15-30%
Energy resource savings 20-40%

Payback periods depend on energy prices, cost of EE,
and residents’ behavior




Lack of Expertise and Awareness:
Policy and Programmatic recommendations

Capacity building at all levels and for all relevant target
groups:.
state and municipal authorities, energy consultants, management and
technical personnel, the banking sector, suppliers and other targeted
financiers, as well as the consumers and Home Owner Associations
(HOAS).
Optimization of employment in urban energy sector:
eliminating bureaucracy, introducing modern accounting
and management.

Organization and co-operation of residents through HOAs
or similar arrangements
Train HOAs in contracting, billing and collections, preparing and
implementing energy efficiency projects, and ESCO contracting.
Public-private partnerships to facilitate the elimination of
Institutional barriers while attracting private capital.

Awareness campaigns to prepare the ground for reform,
possible tariff increases, end-use energy efficiency, etc.

Independent advice to the cities on organization of PSP
process.



Lack of Expertise and Awareness:
Recommendations cont’'d

Institutional strengthening — HOASs, municipalities,
donors, NGOs, IFIs — cultivate partnerships

Develop information instruments:

[1] quidelines or manuals for managers and personnel on
how to improve reliability and effectiveness of supply;

[2] guidelines on upgrading and modernizing utilities and
end-use installations in customer’s buildings;

[3] guidelines on co-operation between producer and
distributor, the distributor and customers;

[4] best practices for development of PSP contracts,
[5] successful pricing and regulation models.



Environmental Considerations:
Policy and Programmatic recommendations

Local emission standards
Energy carrier or carbon taxes

Incentives for utilization of renewable energy
sources, and cogeneration

Use of environmental funds for fuel switch and
cogeneration projects

Promoting project development and implementation
under carbon financing in heat sector under the
UNFCCC flexibility mechanisms, including Joint
Implementation and Clean Development Mechanism



Reform experience and trends In
region indicated that:

Target customers’ needs

Legal strengthening

Build institutional capacity for better energy efficiency
Targeting local needs (municipal planning)

Opening the energy sector to private participation
Promoting metering and DSM measures

Reforming pricing system to eliminate price distortions
Replacing subsidies with targeted energy aids
Promoting energy efficiency services market

Promoting the role of ESCOs and HOAs in energy service supply and
management

Integrating environmental considerations into energy sector investments
and modernization

Use EE as a tool for addressing energy affordability

Use successful models from reformer countries/regions



Resources

Recent studies by the Alliance to Save Energy
1.

Avallable at:
http://www.ase.org/section/program/munee/




Thank you!

Astghine Pasoyan
Alliance to Save Energy

apasoyan@ase.org
Www.ase.org

WWW.munee.org



