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T
he public sector is one of the most 
energy-intensive parts of the Rus-
sian economy, ahead of the agri-
culture, construction and machin-

ery sectors. The energy consumption of 
public buildings is equivalent to nearly 
10% of the budget of an average Russian 
region. At the same time, during man-
datory energy audits of public build-
ings, the energy saving potential has 
been calculated at 30-45% of the energy 
consumed, equalling several billions of 
dollars. 

Despite this, ESCOs have not yet 
been able to tap into this potential mar-
ket because of the inconsistent legal 
framework within which the ESCO 
businesses in Russia must operate. 
Other problems are the lack of avail-
able capital and the low motivation 
for energy efficiency in the public sec-
tor. This makes energy performance 
contracting (EnPC) with public sector 
clients a high-risk business. Intensive 
consultations with the Russian ESCO 
sector have shown that companies are 
willing and able to execute energy ser-
vice projects in the public sector. How-
ever, these companies require techni-
cal support in mitigating the project 
risks associated with the discrepancies 
between tender procedures and the 
legislative framework , as well as help 
from the government to build capacity 
for EnPC projects in the public sector.   

The public sector is potentially the 
largest market for ESCOs in Russia. One 
of the objectives of the government is to 
reduce energy consumption in public 
buildings by at least 15% in the period 
of 2011-2015 without additional invest-
ment. EnPCs could be an ideal solution. 
Importantly, they could also improve the 
comfort level of the teachers and stu-
dents, doctors and patients, civil servants 
and other users of the public buildings by 
upgrading the ventilation, heating and 
lighting systems. Nevertheless, despite 
the interest in ESCO activities in the pub-
lic sector, both by ESCOs and municipal 
governments, up to now there have been 
almost no examples of successfully com-
pleted EnPC projects in the public sector 
in Russia.

In this article I will describe the main 
challenges which ESCOs face when try-
ing to tap into the EnPC potential of 
the public sector. While studying the 
ESCO and EnPC financing markets, I 
interviewed twenty of the largest Russian 
ESCOs. The following five challenges for 
ESCOs in the public sector became evi-
dent based on the practical experience 

of these companies: the small capacity of 
the EnPC market in the public sector, the 
human factor in the execution of EnPCs, 
discrepancies in the legal framework, 
imperfections in tender procedures and 
the lack of available capital.

One of the challenges for ESCOs is 
the lack of practical experience in execut-
ing EnPC projects in the public sector 
because of the small size of the market. It 
is supply-driven, so the few existing proj-
ects are based on direct arrangements 
between ESCOs and municipal govern-
ments. Generally speaking, the ESCO 
designs the project and prepares the ten-
der documents, so that it is appropriate 
for only one company. This individual 
approach to projects limits the scalability 
of the ESCO business and gives oppor-
tunities mainly to companies which are 
already supplying goods or services to 
these municipalities. For this reason, 
some of the ESCOs currently imple-
menting EnPCs in the public sector are 
spin-offs from regional energy suppliers 
and IT integrators. 

The second challenge of the ESCO 
business is the human factor, which can 
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impact on the successful implementa-
tion of energy saving measures in a public 
building. The human factor is manifested 
in the lack of awareness, motivation and 
culture of energy saving by public clients. 
During the energy audits of schools and 
kindergartens in various regions, ESCOs 
have identified unregistered energy con-
sumption for purposes like a car wash, a 
fitness club and even a sauna. Using energy 
resources for non-core activities is more 
common among public sector clients than 
implementing energy saving measures. 

First of all, managers of public build-
ings have no direct motivation to sign 
an EnPC. The part of the energy savings 
attributed to the public client cannot be 
spent on salaries or bonuses, but needs to 
be invested into further improvement of 
energy efficiency, so the building owners 
do not “feel” any money resulting from 
the savings. Secondly, energy efficiency 
may be a key term in regional and munic-
ipal government policy, but mid-level 
decision-makers have no knowledge of 
it and no instructions on how to treat 
EnPC projects. Neither can they per-
form regular verification procedures and 
execute payments to the ESCO under 
the budgetary code. Finally, the level of 
energy saving literacy of building opera-
tors is still extremely low. These operators 
tend to be rather conservative, and one 
course on the use of energy efficient 
equipment provided by an ESCOs is not 
enough to counteract this. 

The third challenge for ESCOs is the 
legislative framework, which does not 
take into account the nature of EnPC 
contracts and the specific risks of initiat-
ing and executing these projects. Such 
risks include mistakes in determining the 
baseline during the initial energy audit, 
difficulties of verification of savings in 
comparable conditions, and excessive 
bureaucratic requirements for an EnPC. 
Such risks directly influence the size of 
the remuneration of the ESCO.

Consulted ESCOs have noted the 
low efficiency of the mandatory energy 
audits in public buildings and on existing 
energy passports. A lot of companies per-
forming energy audits launched this new 
service because of the growing demand 
for mandatory audits, but they do not 
have the required expertise and profes-
sional staff. Energy audits are performed 
in 72 hours, often without even visiting 
the actual site. The access to primary data 

in the public sector also needs consid-
erable improvement. Currently around 
30% of the public buildings are still not 
equipped with heating meters, and more 
than 50% lack cold water meters. 

Project risks associated with the veri-
fication of energy savings in comparable 
conditions are not regulated by the current 
contractual arrangements and legislative 
framework. There is no commonly used 
methodology, or standards of measure-
ment and verification in comparable con-
ditions, which would be widely accepted 
by the ESCOs, public clients and finan-
ciers. Thus, the verification process can 
lead to disputes between the parties and 
last for several months. Some ESCOs have 
encountered an intentional increase of 
energy consumption by public sector cli-
ents through installation of new and more 
powerful equipment or inappropriate 
usage of resources, for example using hot 
water to get better ice on a school skating 
rink. Resulting from this, companies are 
forced to establish an on-site project office 
or install automated remote control moni-
toring and metering devices, which are 
usually not included in the project budget. 

As energy service activities and 
EnPCs are not clearly defined in Russian 
legislation, the contract can be interpret-
ed by the public client in its own favour. 
Public entities enforce the same require-

ments for an EnPC as for a standard 
civil works contract, including manda-
tory expertise of the project plans, design 
documents and other paperwork. 

Discrepancies in the legislative frame-
work are closely linked to the fourth chal-
lenge of the ESCO business in the public 
sector: the imperfections of tendering 
procedures. The tender process for EnPC 
projects falls under the standard rules of 
state procurement without taking into 
account the nature of energy service 
activities. For example, a factor like the 
accumulated savings attributed to the cli-
ent is not taken into consideration. 

One of the main factors contributing 
to the rapid development of the ESCO 
business in the public sector worldwide is 
the standardization of the building stock 
and the opportunity to use economies of 
scale when executing a number of identi-
cal projects. But the current tender legisla-
tion in Russia makes this nearly impossible, 
as ESCOs need to sign separate contracts 
with every public building operator, each 
time completing the full paperwork. 

The fifth challenge for the ESCO 
in Russia is the lack of available capital. 
There are four groups of ESCOs oper-
ating here: engineering companies and 
equipment producers, spin-offs from 
energy suppliers, spin-offs from IT 
integrators, and subsidiaries of finan-
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cial institutions like Gazprombank and 
Sberbank. Only the last group has free 
access to financial resources to invest 
into EnPCs. The most active ESCOs, 
which have the right technical exper-
tise to implement projects in public 
buildings, are small and medium-sized 
engineering and construction compa-
nies, which have minimal assets and 
their own capital. Banks offer such 
companies loans on general terms with 
interest rates of at least 15% with high 
requirements for down-payments and 
collateral. Lack of available funding 
limits the possibility of an ESCO to 
execute large-scale projects and forces 
ESCOs to form consortia in order to 
jointly fund and execute projects.

All the above challenges are con-
straints on the development of ESCO 
markets everywhere. They were suc-
cessfully overcome in some of the devel-
oped countries with the support of gov-
ernment, assistance from international 
financial institutions and initiatives for 
sector associations and partnerships. 
Experience in Eastern European coun-
tries shows that technical assistance to 

public clients in the preparation of ten-
der documents and drafting contracts 
can create confidence on the part of 
the ESCOs and stimulate EnPC activi-
ties in the public sector. The awareness 
and motivation of public clients can 
be raised by creating a set of clear offi-
cial instructions and recommendations. 
Awareness campaigns are also impor-
tant for creating a positive image for 
energy efficiency and raising knowledge 
about energy-saving technologies and 
measures among the general population.

Both ESCOs and financial institutions 
note that execution of several show-case 
pilot projects in the public sector can boost 
activity. At the moment, stakeholders have 
a shortage of practical knowledge of EnPC 
mechanisms and project risks. Evaluation 
of a real-life project can help create an 
effective risk management program and 
allow financial institutions to develop spe-
cial financial instruments, such as factor-
ing of receivables under an EnPC. 

In order to build capacity for the 
EnPC market in the public sector, the ini-
tial efforts of the energy service commu-
nity should be concentrated on organiz-

ing and streamlining the EnPC process 
in one segment with the lowest possible 
risks. In the Russian market, this is the 
street lighting segment. EnPC projects in 
street lighting can be implemented in a 
controlled environment with minimum 
human factor risk, and can be easily repli-
cated, scaled up and adapted to any Rus-
sian region. Systematic development of 
the ESCO business in the street lighting 
segment will attract third-party funding 
to the sector and demonstrate the ben-
efits of EnPCs to Russian municipalities.

The willingness and ability of ESCOs 
to engage in EnPC projects with pub-
lic sector clients is clear, but the young 
ESCO sector needs support from the 
Russian government, and technical assis-
tance from international institutions, in 
order to jump-start activity on a wider 
scale and tap into the substantial potential 
that exists. But the main step towards the 
development of the ESCO market in the 
public sector is raising awareness among 
policy makers, managers of public build-
ings and the population at large. We hope 
that this edition can contribute towards 
achieving this important objective.  

FENICE RUS LLC is one of the first Russian energy 
service companies. It was established in 2009  
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environmental and energy efficiency services 
ultimately controlled by the French energy holding 
EDF Group.

Using the know-how and the professional 
competences of its parent company,  
FENICE RUS provides energy efficiency services  
to industrial companies operating in various sectors

FENICE RUS has already implemented  
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for industry on the basis of an innovative model  
of energy service contracting.
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public or private, seeking tailored energy solutions.
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