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1. OBJECTIVE OF THE EBRD PUBLIC ENTITY ESCO PROJECT 
 
The European Bank for Reconstruction and Development ('EBRD' or 'the Bank') is 
committed to sustainable development, of which energy efficiency is a key ingredient.  
The Bank believes that a very large potential for energy savings exists in public 
facilities such as schools and hospitals in its Countries of Operations.  Countries that 
are candidates to EU accession will even face the obligation to improve energy 
efficiency as a result of the recent directive on energy efficiency in buildings.  
 
Energy Service Companies ('ESCOs') are one of the most effective mechanisms for 
Public Entities to develop and implement energy efficiency projects. ESCOs offer the 
technical and financial solutions, providing among other things, project financing and 
guaranteed results that limit the risk for the beneficiary of the project. 
 
The objective of the ESCO for Public Entities end users Concept outlined in this note 
is to eliminate barriers for all stakeholders in order to facilitate the development 
and the implementation of measures that reduce the energy consumption costs in 
Public Entity facilities.  The approach is also designed to facilitate the raising of debt 
financing by the ESCO from International Financial Institutions (included but not 
limited to EBRD) or commercial financiers.  
 
The terms outlined in this note can be adjusted to better fit local circumstances. 

2. EBRD PUBLIC ENTITY ESCO GENERAL CONCEPT 
 

A selected ESCO will develop an energy efficiency project (the Project) for a Public 
Entity and will implement it under the following principles: 

• Following a competitive selection process, a contract between the ESCO and 
the Public Entity will be signed for a specific period of time (with a maximum 
of 15 years); 

• EBRD will seek to support the project development for the Public Entity 
through Technical Co-operation funds. All other financing requirements for 
the Project (final investment programme development, engineering services, 
equipment, installation, other related services) will be raised by the ESCO; 

• EBRD is prepared to consider requests for debt financing for the ESCO and/or 
the provision of a partial guarantee of payments by the Public Entity to the 
ESCO; 
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• The competitive process for ESCO selection will follow a two step approach 
(see Annex A) and specific selection criteria (see Annex B) with respect to the 
applicable public procurement rules of the Public Entity; 

• The final project development programme will be developed and implemented 
by the ESCO, in collaboration with the Public Entity, following a specific 
process presented in Annex C; 

• A specific annual amount of energy savings (Guaranteed Savings) will be 
guaranteed to the Public Entity by the ESCO, i.e., independently of the results 
of the Project, the Public Entity will benefit of a certain amount of annual 
savings on its energy bills ( or the cash equivalent thereof) for the period of the 
agreement; 

• The savings produced over and above the Guaranteed Savings amount, up to a 
pre-determined amount (Expected Savings), will be kept by the ESCO to 
reimburse its costs (all investments, financing costs and profits); 

• Any additional savings produced over and above the Expected Savings will be 
shared according to a pre agreed percentage (percentage presented in the bid 
of the ESCO) between the Public Entity and the ESCO. This sharing of 
additional savings is intended to encourage the Public Entity to implement 
behavioural changes and other activities that will result in additional cost 
savings for the Public Entity (see Annex F); 

• The property of all energy efficiency measures implemented by the ESCO will 
be transferred at some point to the Public Entity (at no cost) according to the 
country regulation. 

3. PROJECT DEVELOPMENT PROCESS 
 

A typical Project Development Process can be summarized as follows: 

3.1 Agreement between the EBRD and the Public Entity to develop the Project  
Because EBRD is seeking to mobilise Technical Co-operation (TC) funds for the 
project, it will seek to enter an agreement with the Public Entity which will govern 
their co-operation. An example of such an agreement is presented in Annex D. 

3.2 Project preparation with support of an advisor funded with TC funds provided 
by the EBRD 

An independent consultant will be hired by the Public Entity (Terms of Reference 
agreed with the Bank) to assist with the necessary institutional and technical 
arrangements and to develop the Project according to the local legislation and to 
enable the Public entity to launch a competitive bidding process. Activities that will 
be realized at this stage can be presented as follows: 
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• Identification of buildings to be included on the project and initial estimate of 
potential savings that could be generated by the Project. This first stage will 
normally form the basis of the Public Entity's decision to proceed with the 
project concept; 

• If the Public Entity decides to not proceed, the advisor's contract would be 
terminated at this point; 

• If the Public Entity decides to proceed, preparation of Pre-qualification 
document and Terms of Reference for a final bidding by ESCOs interested in 
the Project;  

• Development of a baseline (annual energy consumption before the Project has 
been implemented) to be used during the project to measure the realized 
savings (see Annex E). 

3.3 ESCO selection 
A competitive bidding process will be carried out to select an ESCO to develop and 
implement the Project.   

4. ESCO’S REMUNERATION 
The Public Entity shall pay, on a quarterly basis, the ESCO based on the term of the 
agreement (see Annex F). All payment to the ESCO will come from actual savings 
that will be realised in the Public Entity. Description of the Savings evaluation is 
provided in Annex G. 

5. EBRD INVOLVEMENT IN THE PROJECT 

EBRD will be looking to offer to the selected ESCO debt financing on alimited 
recourse basis (up to 70-80% of all project costs subject to normal Bank decision 
making process, half of which would be syndicated to commercial banks) and/or a 
project payment guarantee.  The selected ESCO will be required to pay a Structuring 
Fee to the Public Entity in order to reimburse the EBRD for expenses related to the 
preparation and structuring of Project. In the event that EBRD is chosen as financier 
by the selected ESCO, this fee (amount of which would be set in the Request for 
Proposals (RFP)) would be deducted from the upfront fee usually charged by the 
Bank. 

6. BENEFIT OF THE APPROACH FOR THE PUBLIC ENTITY 
Public Entities will derive significant benefits from this programme including: 

• Technical Co-operation funds to support project development; 

• Guaranteed energy savings on an annual basis for the duration of the project; 
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• Potential additional savings over the lifetime of the project; 

• Off-budget financing: the ESCO is the borrower not the Public Entity;  

• Capacity building of personnel; 

• Sustainable approach for energy efficiency and cost reduction even after 
project completion. 

7. IF YOU HAVE QUESTIONS OR WISH TO PROCEED WITH A PROJECT 
 

Contact: 
 
Jacquelin Ligot 
Director of Team, Energy Efficiency  
Energy Business Group 

EBRD 

One Exchange Square - EC2A 2JN London - UK 

Tel: +44 20 7338 7022 

E-mail: ligotj@ebrd.com 
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ANNEX A: PROCUREMENT PROCESS FOR THE ESCO SELECTION 

A.1 Pre-qualification of potential ESCOs 
A pre-qualification process will be done to select a limited number of potential 
ESCOs to bid on the Project. Pre-selection will be done based on information 
requested by the interested ESCOs, such as: 

• Financial strength of potential bidders; 

• Capacity to execute the project; 

• International experience in similar projects; 

• Etc. 

At this stage of the tender, the ESCOs shall submit a Preliminary Bid without 
specifying the energy cost savings estimated and their proposed remuneration. 

   
A.2 Short list for selected ESCO and final bid 

All ESCOs whose Preliminary Bids satisfy the conditions set forth by the Public 
Entity, shall be admitted to participate in the second stage and to submit Final Bids. 
Final evaluation criteria for the selection of an ESCO are provided in Annex B. 

The Request for Proposals (RFP) sent to short-listed firms will include: 

• Technical data to help the bidders in their proposal development,  

• Contractual requirements (baseline to be used, draft energy savings 
performance contract, Structuring Fee) 

• Evaluation criteria that will be used in the selection process. 

 
NB: This may be adapted to conform with local public procurement laws. 
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ANNEX B: SELECTION CRITERIA FOR A WINNING ESCO 

All potential ESCOs selected in the pre-qualification process will be invited to bid  on the 
Project. Bids will include: 

• The Guaranteed Savings for the Public Entity over the contractual period of 
the project; 

• The proposed contractual period of the project (with a 15 years maximum); 

• The Expected Savings of the Project; 

• The percentage of Additional Savings (beyond the Expected Savings) that will 
be retained by the Public Entity for the duration of the project. 

 
The winning ESCO will be the one which obtains the highest score based on the following 
formula: 

 

W1    X        GS        +     W2    X     __AS__     

                     CY            ( ES X 5)                        

     

Where: 

 

• GS: % of savings out of the baseline that will be guaranteed to the Public Entity, 
regardless of the performance of the project. A minimum amount of 3% will be 
required from the bidding ESCO 

• CY: contractual number of years proposed by the ESCO, with a minimum of 8 
years and a  maximum of 15 years 

• AS: % of additional savings, over the Expected Savings, to be given to the Public 
Entity 

• ES: % of savings in relation to baseline that the ESCO will keep (minus the 
Guaranteed Savings) to remunerate itself (with a minimum of 25% and maximum 
of 75%) 

• W1: 90% 

• W2: 10% 

 

NB: The baseline will be established by the Public Entity's advisor and will form part 
of the RFP. 
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ANNEX C : PROJECT IMPLEMENTATION PROCESS 
The selected ESCO will have to implement the Project based on the following activities: 

C.1 Energy audits 
The ESCO shall prepare energy efficiency feasibility audits for all the targeted 
facilities of the Project. The feasibility audits will be presented to the Public Entity for 
approval. 

C.2 Project Financing 

Based on the final definition of the Project, the ESCO will finalize its financing plan 
for the Project and raise all requested Project financing. 

C.3 Project engineering 

The ESCO will prepare the detailed technical design of the selected energy efficiency 
measures of the Project and implementation schedule. The final implementation plan 
schedule will be done in collaboration with the Public Entity. 

C.4 Project implementation 

The ESCO will implement the selected energy efficiency measures in accordance 
with the technical design and feasibility audit accepted by the Public Entity. 

C.5 Project supervision 

The ESCO will provide supervision of the implemented modifications for the Public 
Entity facilities to reduce their energy consumption, and will carry out work necessary 
to optimise the savings produced by the project during the term of the agreement. The 
ESCO will also prepare reports presenting savings realized by the Project that will 
constitute the basis for mutual settlement of accounts based on the proposal made by 
the selected ESCO in its bid. 

C.6 Training 

The ESCO will train the Public Entity employees dealing with day-to-day operation 
of facilities regarding the maintenance, service and operation of the devices and 
equipment installed within the Project, as well as training people employed in the 
modernized facilities, with the purpose of increasing their awareness of the Project’s 
objectives and their motivation to conserve energy and maximize the Project benefit. 

C.7 Conclusion of the Project 

Transfer of the legal title of the equipment installed by the ESCO to the Public Entity. 
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ANNEX D: EXAMPLE OF AGREEMENT BETWEEN EBRD AND A PUBLIC 
ENTITY FOR A ESCO PROJECT DEVELOPMENT 
 

Attn: [Authorised Representative of Client, e.g. Mayor of Entity, Treasurer etc] 

 

[day] [month] 2003 

 

Dear Mr./Ms. [], 

 

Subject: Public Sector Energy Management Programme 
 

1. We understand that the Public Entity of [ ] (the Entity) intends to enter into an Energy 
Performance Contract (EPC) with a private Energy Services Company (ESCO), whose 
private Sponsor (which will also be a majority shareholder of ESCO) will be selected by 
the Entity on the basis of a competitive bidding process, and that the Sponsor will have 
responsibility for determining the scope of energy efficiency investments in the Entity in 
order to provide guarantees on the level of savings to be achieved (the Project).  

2. This letter confirms the interest of the European Bank for Reconstruction and 
Development (the “Bank” or “EBRD”) in participating in the Project through the 
provision of Technical Assistance to the Entity for Project preparation and financing to 
ESCO. Any Bank financing will be conditional on the findings of a Project appraisal by 
the Bank and will be subject to the outcome of negotiation between the Entity and the 
Sponsor and to negotiation between the Bank and, respectively, the Entity and the 
Sponsor of an overall financing plan and Project arrangements satisfactory to the Bank, 
formal approval by Bank management and Board of Directors, negotiation and execution 
of financing documentation and fulfilment of all applicable conditions precedent. 

3. As a component of the Project, where the EBRD provides finance to ESCO, the EBRD 
expects to enter into a Project Support Agreement with the Entity of [ ] that will require 
that the Entity will meet its obligations as agreed and defined in the EPC. The EPC will 
also define ESCO’s and the Sponsor’s obligations including, inter alia, performance 
measures, targets and guarantees. 

4. This letter sets forth the terms and conditions on which the Bank will work with the 
Entity in preparing the Project. 

5. The Bank has secured EUR [  ] of funds from [Donor] for purposes of funding 
consultants (the Consultants) to be employed by the Entity.  The Consultants will work 
with the Entity in making an initial evaluation (the Initial Evaluation) enabling the Entity 
to decide to start  the Project, preparing the tender documents and will assist the Entity in 
carrying out the tendering process and negotiations; tasks will include full technical and 
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legal due diligence, establishment of the Entity’s baseline energy consumption, 
establishment of appropriate criteria against which proposals will be evaluated and 
support in development and agreement of contracts between all parties involved. The 
Bank will use these funds to make direct payments to the Consultants, subject to the 
Entity’s satisfaction with the Consultant’s performance and pursuant to the terms of their 
contracts under a grant agreement to the Entity.  

6. The Entity will not be required to finance any of the above-mentioned consultancy 
services needed for project preparation. 

7. The Entity undertakes the following actions to support the project preparation:  

(a) ensure that the Consultants have all necessary access to a designated Entity 
Management Board member, or their authorised representative, who will direct their 
activities and to whom they will report; 

(b) nominate a full-time project co-ordinator, with necessary secretarial support, who will 
have the authority for the day-to-day organisation and co-ordination of Entity activities 
relating to the work of the Consultants (for the avoidance of doubt, the Entity's project 
co-ordinator will not be expected to carry out tasks for which the Consultants are 
responsible according to their terms of reference); and, 

(c) provide the Consultants, free of charge, with suitable office space and ensure that the 
Consultants will be provided with telephone and fax connections (the charges for such 
telephone and fax services, however, will be borne by the Consultants). 

8. In order to compensate the Bank for the effort and resources devoted to the Project, the 
Entity shall, upon receipt of a notice by the Bank, promptly pay to the Bank a break-up 
fee of EUR [   ] if either of the following events occur in the period following an Initial 
Evaluation and the decision of the Entity to proceed with the development of the Project 
(the Decision): 

(a) if the Entity at any time after the Decision: (i) decides not to proceed with the Project 
or (ii) proceeds with the Project in a way that is materially inconsistent with the agreed 
Project concept (see attachment for detailed outline of the Project) and, as a result, the 
Bank decides not to participate in the financing of the Project; or, 

(b) (i) the Project preparation activities are substantially inactive, (ii) the Bank requests the 
Entity Management Board in writing to reconfirm the Entity's intentions with regard to 
the Project, and (iii) the Entity Council does not, within one month after the Bank's 
request to the Entity Management Board therefore, issue a written confirmation or 
undertaking in form and substance satisfactory to the Bank expressing the continuing 
commitment of the Entity to pursue the Project and confirming the authority of the 
Entity Management Board to implement Project preparation activities.  

For the avoidance of any doubt, under no circumstances shall a break-up fee be payable 
by the Entity to the Bank for the sole reason that the winning bidder decides not to retain 
the Bank for its financing in the context of the Project or that there has been an 
unsuccessful or non-compliant tender. 



 
- 11 -

9. As a component of the tender, the Entity will require that the winner of the tender will 
pay a project structuring fee of EUR [  ] to the Entity, which will be passed on by the 
Entity to the Bank to cover the Bank’s expenses (staff time, out of pocket expenses and 
arrangement of necessary Technical Assistance funding). In the event that the Sponsor 
selects the Bank’s financing offer, this fee will be deducted from the Bank’s standard 
financing fees. 

10. Notwithstanding the provisions of paragraph 8 above, the Entity shall have no liability 
whatsoever to the Bank under paragraph 8 above if the Entity eventually abandons the 
Project further to a written recommendation from the Consultant: whereby the 
Consultants clearly advise the Entity that, in their professional opinion, pursuing the 
Project further would not be feasible and that therefore the Project should be abandoned. 

11. English law and standard arbitration procedures to apply. 

We look forward to working with you on this project.  Please confirm the Entity's 
agreement with the arrangements described in this letter by having an authorised Entity 
official sign the enclosed duplicate of this letter and by returning it to me.  

Yours sincerely, 

 

Jacquelin Ligot 

Director, Energy Efficiency Team 
 

 

We accept and agree with the terms and conditions described herein. We represent and warrant that all 
consents, permits and approvals required to sign this letter and make any payments hereunder have 
been obtained. 

For and on behalf of the Entity of [ ] : 

Name:________________ Date: _________________ 

_____________________ ______________________ 

_____________________ ______________________ 
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ANNEX E: BASELINE CONCEPT 

To be able to evaluate the technical and financial savings related to an ESCO project, one has 
to develop a reference from which savings will be evaluated. Such a reference is called in the 
ESCO concept a baseline of consumption. 

Baselines can be developed in many different ways, but most often they are based on energy 
invoices from utilities for a specific year that is as representative as possible as the future 
years of operation of the targeted facilities. The baseline also includes references to facilities 
operation (time of operation, conditions maintained, etc). 

In order to simplify the bidding and implementing processes, EBRD is proposing to support 
the development of a baseline in the Technical Co-operation activities it will mobilise 
funding for. Based on that baseline, the bidding ESCOs will propose their Guaranteed 
Savings, Expected Savings and other requested information for bidding evaluation. 
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 ANNEX F: REMUNERATION OF THE ESCO 
The Public Entity shall pay, on a quarterly basis, the ESCO for the term of the agreement 
based on the following: 

 

• The Actual Savings achieved (AS) under the Project;  

Less 

• the Guaranteed Savings (GS) of the Public Entity, as agreed in the contract 
between the Public Entity and the ESCO; 

Less 

• The Public Entity share of Additional Savings (AdS) over the Expected Savings 
(ES) proposed by the ESCO in its proposal.  

 
Example: 
 
Actual Savings (AS):  20 
Guaranteed Savings (GS): 5 
Expected Savings (ES): 15 
Additional Savings (AdS): 5 (20 - 15) 
Sharing of AdS:  50% / 50% 
 
ESCO remuneration:    
 

AS – GS – (AdS x 0.5) = 20 - 5 – (5 x 50%)  = 12.5 
 

*  In the event that a negative value is obtained from this formula, the ESCO will have 
to reimburse to the Public Entity the amount presented as negative 

 
Throughout the term of the agreement, the Public Entity shall have unrestricted access to 
information concerning the elements of the ESCO’s remuneration and the basis for its 
calculation. They shall be booked by the ESCO in accordance with international accounting 
standards and shall be available in the form of a document titled “Project Book”. 
 
Option 
 
The Public Entity might decide that the ESCO shall be obligated to defray the management 
costs of the Project by the Public Entity during the term of the agreement by making 
payments that will have been stipulated in the Bid documents. The said payments will be 
estimated to be equivalent to the costs of experts employed by the Public Entity for the 
purpose of cooperating with the ESCO during the term of the agreement. In such a case, this 
payment will be deducted from the remuneration of the ESCO (payment of the ESCO will 
equal the remuneration based on the previous formula – management costs). In the event that 
there would not be enough savings to pay for this provision, then the ESCO will have to 
repay the difference as stated before. 
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ANNEX G: SAVINGS EVALUATION 
The Savings that will serve as the basis for the ESCO remuneration shall be determined based 
on the concept promoted in the International Performance Measurement and Verification 
Protocol (IPMVP) (www.ipmvp.org). The IPMVP provides an overview of current best 
practice techniques available for verifying results of energy efficiency, water efficiency, and 
renewable energy projects in commercial and industrial facilities. The IPMVP is maintained 
with the sponsorship of the U.S. Department of Energy by a broad international coalition of 
Entity owners/operators, financiers, Energy Services Companies (ESCOs) and other 
stakeholders. Continued international development and adoption of MVP involves 
increasingly broad international participation and management of the document as well as its 
translation and adoption into a growing number of languages and application in a growing 
number of countries. 
 
The Savings that will be recognized under the Project must be designated in relation to a 
specific baseline, which shall serve as the baseline for the purpose of the Project. The 
baseline values for every targeted Entity will be based, among others, on their energy 
consumption and peak capacity demand.  The baseline shall be specified with respect to the 
typical manner in which the facilities will be used. 
 
For each Entity, an amount by which the baseline will be adjusted due to objective factors 
(climatic conditions) and individual factors (installation modification or operation variation) 
may be agreed annually.   
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ANNEX H: INDICATIVE PROJECT TIMELINE 
In order to help interested stakeholders to evaluate the time that can be involved in the development and implementation of such a 
Project, an indicative Project timeline has been developed and is presented in the following bar chart. 

 

 
 


