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Introduction 

 

Electricity demand in India is growing rapidly and the Government of India (GoI) 
recognizes that improving end-use energy efficiency (EE) could help lower the demand 
for new generation capacity, expand electricity access, and reduce greenhouse gas 
(GHG) emissions.  The market potential for savings through EE is estimated to be 183.5 
billion kWh over just five years. Achieving this potential savings in electricity use is 
estimated to reduce GHG emissions by 148.6 million tons of carbon dioxide (CO2), and 
require an investment of US$9.77 billion. The industrial sector is estimated to account for 
about 25 percent of the potential savings from EE, and much of this potential may lie 
with micro, small and medium enterprises (MSMEs). 

The GoI has developed the National Mission on Enhanced Energy Efficiency (NMEEE) 
(one of the eight missions under the country’s National Action Plan for Climate Change, 
NAPCC) to increase India’s energy efficiency by 20% by 2020, and has introduced 
regulatory mandates and policy initiatives to incentivize private sector participation in 
energy efficiency. India has also launched a Perform, Achieve and Trade (PAT) scheme, 
which requires designated categories of customers to achieve EE targets by undertaking 
EE measures or by trading energy saving certificates. Many consumers however lack 
the technical or financial capacity to implement EE measures.  Energy savings 
companies (ESCOs) could help firms overcome some of the barriers to implementing EE 
by undertaking to guarantee savings and assist with financing EE measures.  The ESCO 
market in India has however struggled to develop and expand in part due to its inability 
to obtain commercial financing from local banks and financial institutions, which have 
little or no experience with the ESCO approach to achieving EE and perceive a high risk 
in financing them.  The absence of standardized contractual documents, performance 
monitoring and verification (M&V) protocols, and clear processes to identify, finance and 
implement ESCO projects are also barriers to ESCO operations. 

The “India: Partial Risk Sharing Facility For Energy Efficiency (PRSF)” proposed by the 
World Bank (WB) seeks to overcome the barrier to commercial financing for ESCOs, 
which could catalyze the market for implementing EE through risk sharing mechanisms.  
The WB proposes to deploy US$43 million - $25m from the CTF (Clean Technology 
Fund) and $18m from the GEF (Global Environmental Facility) – to create a PRSF, 
which by underwriting part of the risk of default, would help commercial financial 
institutions mitigate some of the risks of lending to ESCOs and other eligible categories 
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of customers.  The proposed PRSF would leverage project funds to encourage 
increased private sector investment and commercial bank financing for energy efficiency 
projects, and provide technical assistance and capacity building to stakeholders. 

This document comments on the eligibility of the project for CTF co-financing based on a 
review of project documents made available to the reviewer. 

Project Scope and Objectives 

WB has proposed a $43 million program to be jointly funded by the CTF ($25m) and the 
GEF ($18m) to create a PRSF to be managed by the Small Industries Development 
Bank of India (SIDBI).  The PRSF would provide risk coverage to participating financial 
institutions (PFIs) to finance ESCOs implement energy efficiency projects for eligible 
customers on the basis of a performance contract, provide technical assistance and 
capacity building to ESCO, PFIs and other shareholders, and help develop standardized 
contracting documents including Energy Savings Performance Contracts (ESPC), M&V 
protocols, project appraisal procedures and other related documents.  The technical 
assistance and capacity building would be provided through SIDBI and the Energy 
Efficiency Services Limited (EESL), a joint undertaking of power sector companies. The 
project is expected to build the capacity of PFIs to evaluate and finance ESCO projects 
and encourage them to further extend commercial credit to ESCO, which would help 
uncap the potential for achieving EE in India.  The proposed project has two 
components: 

Component 1: A risk sharing facility of US$37 million, funded from a GEF contribution of 
US$12 million and backstopped by a CTF Guarantee, in the form of contingent finance, 
of US$25 million. This facility will provide partial risk guarantees to cover a share of the 
risk of default on loans made to eligible ESCOs and customers to implement EE 
measures.  CTF funds are to be used as contingent funds to guarantee losses only in 
case the PRSF, which is capitalized with GEF financing does not have adequate funds. 

Component 2: A technical assistance and capacity building component of US$6 million, 
funded by GEF, US$4 million managed by SIDBI and US$2 million managed by EESL. 

The CTF/GEF financed project components if implemented are estimated to result in 
energy savings of 353,484 MWh/year and reduce GHG emissions by 563,180 tons/year 
563,180 tons/year. 

Overall Compliance with CTF Objectives and Criteria 

Objectives 

CTF is designed to support high abatement opportunities and promote low carbon 
technologies including projects that result in substantial reductions in carbon intensity of 
electricity production through improvements in end-use energy efficiency and reduced 
transmission and distribution losses. The proposed PRSF project in India is thus 
consistent with the overall objectives of CTF.  The projects is also consistent with the 
WB’s Country Partnership Strategy (CPS) for India, which seeks to catalyze private 
sector investment for implementing EE projects through performance contracts. 

The activities to be financed with CTF funds are also aligned with India’s strategy for the 
energy sector and its NMEEE program. The project also supports the government’s 
Framework for Energy Efficient Economic Development and Energy Efficiency Financing 



Independent Review of India PRSF Project (with CTF and GEF Financing) 3 

Platform, which are programs designed to assist India meet its broader EE goals and its 
GHG emissions intensity reduction targets. 

Overall Compliance with CTF Criteria 

Potential for GHG emissions savings 

The proposed program will support the implementation of EE projects at qualifying 
customer sites through performance contracts.  The project is estimated to result in GHG 
emissions reduction of 5.6 million tons of CO2 equivalent over the 10-year program 
period.  The GHG reduction is estimated based on scaling up the benefits from 
representative sub-projects, which are likely to be implemented under the PRSF.  The 
actual reduction in GHG emissions is expected to be higher based on the expectation 
that the PRSF will leverage additional financing for EE projects. 

The EE projects to be implemented under the PRSF are all technologies that are readily 
available in India.  Their adoption is hindered in part by the lack of financing for projects 
that directly target EE interventions.  The PRSF if implemented as proposed will help 
alleviate the financing barrier and lead to increased EE implementation in qualifying sub-
projects.  Improved end-use EE will lead to reduced use of grid electricity through 
reduced need for generation and lower transmission and distribution losses.  The 
estimated GHG emissions reduction from the projects is thus reasonable. 

Cost effectiveness 

The project document estimates the cost of reducing GHG emissions to be about $4.4 
per ton of CO2e avoided based on $25m of STF financing leveraging about $136 mission 
in private sector financing for EE sub-projects.  This is well below the threshold for CTF 
co-financing for projects, which requires the marginal cost of reducing a ton of CO2-
equivalent to be lower than US$200. 

The economic rate of return (ERR) for the representative sub-projects to be 
implemented under the PRSF is estimated to range from 35 to 471 percent.  The 
Financial Internal Rate of Return (FIRR) is estimated to range from 16 to 197 percent, 
with payback periods ranging from 0.56 to 7.01 years.  The EIRR for the entire portfolio 
of sub-projects to be implemented under the PRSF is estimated to be between 29 and 
71 percent, with an accompanying NPV of between US$33 million and US$312.55 
million, respectively. 

The FIRR and EIRR analysis is based on conservative analysis and assumptions that 
are reasonable.  Moreover, the EE technologies to be implemented are commercially 
available in India and there is ready expertise available to undertake these interventions. 

Demonstration potential at scale 

The proposed PRSF if successful is likely to lower the risk perception of PFIs for 
financing EE projects especially through ESCO performance contracts.  This could lead 
to leveraging additional private sector and commercial bank financing for ESCO 
implemented EE projects, which could have a transformative impact on the EE/ESCO 
market in India.  The project document notes that while there are 128 ESCO’s registered 
with the Bureau for Energy Efficiency (BEE) in India, their total revenues was only $21m 
(as of 2007).  Increased commercial financing for ESCO from local FIs as an outcome of 
the learning from PRSF would very likely lead to widespread implementation of EE 
interventions through performance contracts. Given that the potential for investments in 
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EE in the industrial sector in India is estimated at some $3 billion, the potential for 
market development and program scale up is very high.   

The contention for scale up is also supported by the provision of technical assistance 
through the project, which will support the development of standardized procedures and 
contract documents and mechanisms for implementing ESCO projects in India. 

While the proposed PRSF has the potential to engender additional financing for ESCOs, 
this is not a certainty given the many other non-financial barriers to ESCO operations in 
India.  For instance, performance contracts are generally not legally enforceable in India, 
which constitutes a risk to the ESCO and its client.  Further, years of support provided by 
various developmental partners has so far failed to stimulate and scale up the ESCO 
market in India. 

Development impact 

The proposed PRSF seeks to support the implementation of EE through ESCOs in India, 
which is very likely to result in energy savings that would have multiple impacts and co-
benefits. The proposed project thus supports the development of the ESCO industry in 
India, which could have a transformative impact in engendering additional EE projects. 
The project if successful will result in reduced GHG emissions from power generation, 
which will also lead to reduced air and water pollution that impact human health and the 
ecosystem.  The project document estimates the value of associated reduction in local 
pollutants to be $197 million.  The lower electricity consumption from implementation of 
EE will also lower transmission and distribution losses, improve reliability and help meet 
the unmet demand for electricity without additional generation.  The reduced demand for 
electricity also has positive impacts on energy security of the country and cost of fuel 
imports. 

The project if implemented as planned will thus result in developmental impacts 
consistent with CTF eligibility criteria. 

Implementation potential 

The proposed PRSF is to be managed by the SIDBI, which has experience will financing 
MSMEs, with risk mitigation instruments, and with WB procedures and guidelines. The 
Operational Manual proposed to be developed to implement the project would detail the 
procedure and guidelines to be followed by the implementing agencies, PFIs, ESCOs 
and project beneficiaries, which lowers operational risk and improves implementation 
potential of the project. The project proposes to utilize empanelled and independent 
M&V agencies to verify and validate project results and outcomes. 

It is thus very likely that the project will lead to increased implementation of EE through 
ESCOs as planned. CTF financing will be important to alleviate the financing barrier to 
ESCO operations in India.  The program thus meets CTF eligibility criteria for its 
implementation potential. 

Additional costs and risk premium 

CTF financing for the proposed PRSF will lead to sharing of risks among project 
participants, which will lower risks for stakeholders and potentially engender additional 
commercial financing for ESCOs and EE projects.  Given the financial barriers to ESCO 
operations in India, the CTF guarantee is important for the GoI to undertake the 
proposed project. Further, this guarantee is in the form of contingent financing and will 
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only be required in case defaults are far higher than expected and GEF funds in the 
PRSF are inadequate to cover losses caused by loan defaults. 

In the absence of CTF concessional financing, the GoI may not be able to finance 
project components with commercial or public financing, which may either lead to EE 
projects not being implemented or being delayed for lack of financing.  The proposed 
project and the support sought is thus consistent with CTF requirements for financing. 

Financial Sustainability 

The financial sustainability of the project is less certain.  The project will clearly benefit 
all stakeholders.  But scaling up such projects in the country may continue to need 
concessional financing for some time since the cost of commercial financing is high and 
commercial FIs may continue to view ESCO financing as risky, especially given the 
other more commercially lucrative credit market opportunities in the country including 
consumer finance.  Also, ESCO operations face non-financial barriers as acknowledged 
in the report.  Regardless, the proposed project if successfully implemented is likely to 
lower the risk perception of PFIs for financing ESCO projects. 

Technology Readiness 

EE technologies are commercially available and are being installed by a large number of 
firms in India.  Also, as the report states, there are 128 empanelled ESCOs in India 
willing to implement EE projects.  The proposed PRSF and the associated technical 
assistance can thus be readily implemented. 

 

Conclusions and Recommendations 

The proposed PRSF project is well conceived and documented.  The assumptions and 
analyses are conservative, and the implementation approach is robust.  The project as 
proposed meets CTF criteria for financing and is consistent with India’s policy goals for 
EE and with the WB’s mandate to support EE through ESCOs.   

As discussed above, the proposed PRSF project will alleviate some of the financing 
barriers to ESCO implementation of EE projects in India and help lower the risk 
perception of PFIs to finance ESCOs.  The proposed technical assistance will further 
support the development of standardized documents and procedures, which is likely to 
engender additional commercial financing for ESCOs.  The proposed project thus meets 
the eligibility criteria for CTF co-financing.   

Some comments on the proposal are summarized below, which if addressed would 
strengthen the case for CTF co-financing. 

 Developmental partners have supported several programs and projects over the past 
two decades to stimulate the ESCO market in India.  While this has led to the 
establishment of 128 ESCOs and to the EESL, commercial FIs in India continue to be 
apprehensive of lending to ESCOs and balance sheet lending prevails over project 
finance in India.  The proposal would be strengthened if it were to address how this 
program will help overcome this barrier where other efforts have not been quite as 
successful as envisaged. 

 The report states that “ICICI currently has a US$836 million portfolio in energy 
efficiency and renewable energy lending. Some banks have even developed financial 
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products specifically for EE projects.  SBI, for example, had facilitated 60 energy 
audits and sanctioned 20 energy efficiency loans as of 2009. SIDBI has worked 
extensively with the MSMEs in promoting EE”.  Given this vast experience of 
commercial banks (at least some major banks) in India with EE, why do FI’s continue 
to perceive ESCO financing as risky?  Is it more because banks in India lend primarily 
on balance sheet and are averse to project financing?  The report would be 
strengthened if it were to address how the proposed program would be different and 
would sustainably engender additional financing for continued ESCO operations. 

 The proposed project will develop standardized procedures, contract documents and 
M&V protocols for ESCO operations, which is expected to support the sustainability of 
ESCO operations in India.  The proposal would be strengthened if it were to address 
how these documents will differ for past efforts, which have also developed similar 
documents and contracts and have yet not been adopted as a standard by 
stakeholders.  The proposal could also address how these standardized documents 
are to be made legally enforceable under Indian contract law and business practices, 
which would be essential if the outcome of the technical assistance is to lead to 
sustainable ESCO operations. 

 The proposed project will make the risk facility available to implementing projects in 
large industries and to entities notified under PAT in India, in addition to other 
qualifying MSMEs and public entities.  Large industries are generally capable of 
financing cost effective EE projects and entities mandated to implement EE under 
PAT will have to find financing mechanisms to implement EE and comply with the 
mandate.  Should these entities be excluded under the proposed PRSF and risk 
guarantees provided only to eligible entities, which may otherwise not undertake EE 
measures?  Equally, should the FIs, which already have large EE portfolios (such as 
ICICI, SBI, etc.) be excluded from benefiting from the PRSF since they already have 
adequate experience with mitigating risks of EE financing? 

 The proposal states that the GoI is establishing a Partial Risk Guarantee Fund for 
Energy Efficiency (PRGFEE), and would play largely the same role as the PRSF.  
How does the GoI intend to fund the PRGFEE?  The report would be strengthened if it 
were to address why the PRSF with CTF financing is essential to GoI to undertake the 
proposed project when it itself plans to implement a similar program. 

 The proposal intends to put in place a TRA mechanism whereby “the cash flows of the 
EE Project is insulated by shifting the control over future cash flows from the 
Beneficiary industry to an independent agent, called Trustee Bank, duly mandated by 
the PFI.” The proposal could address how the savings from EE projects can be ring 
fenced.  Would other creditors to project beneficiaries not have a first lien on all cash 
flows?  Would the TRA be subordinate to such liens? 

 


