Draft Statement 

From the Workshop 

“State-Level Financing of Energy Efficiency as a Component of Environmental Protection”

Many countries of Central & Eastern Europe have made significant progress in protecting the natural environment over the last decade. A notable similarity among some of the countries that have been most successful in this endeavor is that they have established strong national funds for environmental protection.  These funds have served as an important source of domestic environmental funding. For example, over the 12 years since it was founded, the Polish National Fund for Environmental Protection & Water Management distributed over 9 bln PLN (about 2.7 bln USD) for about 12 000 projects, which have led to remarkable achievements in environmental protection, such as reduction of ozone depleting emissions by an order of magnitude, SO2 by ca 50% and CO2 by 36% (with a decrease of the nation’s energy intensity by ca. 43% in the same period).
  It is critical that countries of this region continue to develop and strengthen domestic institutions that will sustain environmental funding.  

However, in order for state-level funds to be viable and effective in meeting their long-term environmental protection goals, they need to give a high priority to energy efficiency within the projects they support.  Energy efficiency is one of the least expensive and most effective approaches to improving air quality and reducing the causes of global warming. 

In an effort to identify ways of incorporating energy efficiency into the policies and strategies of the state level environmental funding institutions, 37 distinguished Eastern European and US experts from national funds, private consultancies and NGOs presented and discussed their respective experiences at a workshop “State-Level Funding for Energy Efficiency as a Component of Environmental Protection” that took place in Poland, December 2001.
  The group began to identify some useful examples of how state support for energy efficiency contributed to environmental improvements and long-term sustainability of domestic environmental funding.  

The most viable and successful of these funding institutions have similar organizational characteristics such as independent control over their budgets and project selection.  They also include energy efficiency among project benefits, although efficiency is not, as a rule, adequately addressed.  Rather, it is usually evaluated as a secondary benefit and its potential to save energy and money, improve the quality of life and comfort in buildings, and protect the local and global environment is often underestimated in the overall strategy of environmental protection funds.  This is an important opportunity at a critical time in the early development of market economies.  

The group has emphasized that energy efficiency is an inherent component of environmental protection. Therefore, even in cases where countries have a separate energy efficiency fund, the experts discussed that energy efficiency should not be separated from environmental protection projects because the benefits are closely linked and mutually reinforcing.  Taking into account the problem of environmental and economic externalities, one of the best investments that can be made with taxpayer money and polluters’ fees and penalty payments – which is the source of revenue in most funds – is one that optimizes the available financial and technical resources so that there will be a cleaner and more healthy environment for future generations.  

Energy efficiency benefits can enhance the economic benefits of environmental investments, and national funds are in a position to seize this potential.  One way that state-level funds can better realize energy efficiency potential of environmental investments is by requiring that certain classes of projects have mandatory minimum energy efficiency requirements.  For example, instead of references to “additional environmental effects,” funds’ evaluation criteria could explicitly include an “energy efficiency effect.”

Countries in the region from the Czech Republic to Bulgaria to the Russian Federation are in various stages of economic and political transition, and are often looking to the emerging market entities to absorb the cost of initial investments in energy-saving measures and projects. The cost-effective characteristic of energy efficiency investments often leads policy makers to contend that energy efficiency should be left to the market.  This assumption is short-sighted and does not represent the reality of environmental and energy externalities, especially in the countries of Central & Eastern Europe.  

In this region, many of the mechanisms that are needed to attract private investment are not yet developed or implemented.  Therefore, there is still a definite need for state-level financing of energy efficiency as a component of environmental protection in order to minimize the negative externalities of economic growth.  The manner in which the funds are transferred to beneficiaries is better evaluated on a country-by-country basis.
As the workshop was organized under the framework of the Municipal Network for Energy Efficiency, a major part of the discussion was focused on the importance of the state-level support to environmental protection and energy saving at the local level.  Many opportunities for quick returns on efficiency investments exist at the local level.  Municipalities and municipal enterprises are often the groups that need the funds’ resources the most, whether it is in the form of grants or loans or a combination thereof. 
In the case of loans, many environmental protection funds offer preferential rates for municipalities, and the group has found that it is critical that such support continues.  This support should include a combination of capacity building, awareness raising and financing of actual project investments.

Because countries in Central & Eastern Europe are in different stages of transition, some models that work in one country might not be as applicable in another country.  The group found that there are also many examples of environmental protection funds that have not been sufficiently effective for various political, structural, economic and social reasons. The experts attending the workshop discussed the various models that are currently available and how they work in practice in the region.  

Thus, the next step is to prepare and disseminate detailed descriptions of selected cases from around Central & Eastern Europe and the New Independent States.  These cases are being developed with cooperation from several environmental protection funds, and energy efficiency & renewable energy funds from around the region.  The cases will present best practices, considering the different political, social and economic conditions across countries in the region.  

Moreover, upon completion of a survey that national funds are requested to complete, the Municipal Network for Energy Efficiency will also develop a matrix to show different combinations of fund structures and management, sources of revenue, etc.  This matrix will serve as an informational reference for national governments, NGOs, municipal associations, and environmental and energy and economics advisors that are facing decisions about national energy and environmental policies and the role of state-level funds to implement such policies.  A brief qualitative analysis will accompany the matrix to describe how state-level funds have worked with municipalities and what the insights are from this cooperation.  The analysis will also summarize the role that energy efficiency and local stakeholders involvement played in strengthening the viability and sustainability of the environmental funds system.
� See www.stat.gov.pl The relevant data will be also presented in the contributions to the Workshop Proceedings.


� The workshop organizers and participants thank the U.S. Agency for International Development for sponsorship of this event within the framework of the multi-country initiative: Municipal Network for Energy Efficiency.  Primary workshop organizers were the Polish Network Energie Cites and Alliance to Save Energy.
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