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1 INTRODUCTION 

The current report is one of the deliverables developed under Task I: “Preparation of Guidelines for 

Stakeholders” in the framework of the project “Consulting Services for Energy Efficiency”, funded by 

the European Union (EU) / Instrument Pre-Accession Assistance (IPA) and administered by the World 

Bank. 

The report presents guidelines for Banks so as to be involved to the development of viable and 

attractive ESCO-type projects. 

The report starts with an overview of the current Turkish ESCO and Energy Efficiency (EE) market by 

giving an insight of the energy consumption and energy savings potential in various sectors, the 

current financing environment, the existing legal framework for the provision of energy services and 

the clients and type of contracts where the ESCOs are engaged. 

The next chapters present specific recommendations for banks in relation to the following aspects: 

 Analysis and examination of the existing market conditions 

 Development of an internal strategy on how to position itself in a new EE market 

 Establishment of a new venture within its organisational structure 

 Set up of systems and operations (procedures, manuals, etc.) 

 Establishment of a Project Implementation Unit 

 Relationship with creditworthy ESCOs 

 Examination of parameters for financing Energy Performance Contract (EPC) projects 

 Cooperation with vendors 

 Fund raising. 
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2 GUIDELINES FOR BANKS 

2.1 Overview of the Turkish EE market and business 
opportunities 

Energy consumption and energy savings potential 

Turkey is one of the fastest growing energy markets in the world and has been experiencing rapid 

demand growth in all segments of the energy sector for decades. Turkey has the second highest 

energy consumption growth after China and is highly dependent on external energy resources1.  

Hata! Başvuru kaynağı bulunamadı. presents the distribution of energy consumption across the 

various sectors in the country. The residential, services and industry sectors are the ones with the 

highest energy consumption. It is worth mentioning that the share of the industrial sector has been 

decreasing in the final energy consumption mix over the last decades. This is mostly attributed to the 

big increase of energy consumption in the commercial and household sectors in the last decades.  

 

Figure 2-1: Distribution of energy consumption in 20162 

In 2010, the International Energy Agency (IEA) had estimated that Turkey will likely see the fastest 

medium to long-term growth in energy demand among the IEA member countries (IEA, 2010). Ministry 

of Energy and Natural Resources (MENR) on the other hand forecasts a 4% increase in primary 

energy demand in Turkey3. 

On the other hand, energy saving potential is still significantly high, as presented in Table 2-1. 

                                                      
1 Herdem Attorneys at Law, 2013 Turkey Energy Report 
2 Ministry of Energy and Natural Resources 
3 Ministry of Energy and Natural Resources 
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Table 2-1: Energy Saving Potential 

Sector 
Saving Potential (% 
electricity and fuel) 4 

Saving Potential (000 
toe/year) 

Industry average 20% 6,650 

Buildings 30% 9,980 

Transportation 15% 4,015 

Total Saving Potential 27% 20,645 

 

Financing of EE projects  

EE finance is a crucial issue for the country to promote EE investments. There are many EE 

programs in Turkey that are financial, regulatory and information related. Although there are 

significant amounts of funds for financing EE investments, mainly provided by international financial 

institutions, these funds are still disbursed through traditional lending approach by Turkish Banks, 

without a specific financing mechanism. Only a portion of the banks are engaged in EE lending. EE 

lending is not entirely different from other types of lending. Still, there are some additional features 

that should come to the attention of the bank. 

Loan products for EE investments are not tailored to the needs of the customer in terms of maturity, 

collateral structure, monitoring, reporting, etc. In addition, many banks provide working capital loans 

up to 7 years maturity without additional documents. Similar to banking loans, leasing also provides 

financing to EE investments but it is usually not recorded as a separate category. Similar to EE 

financing in the banking sector, EE loan requests are assessed through a traditional lending process 

by leasing companies. Due to lower collateral requirements of the leasing mechanism, compared to 

those of the banking sector especially for SMEs (the banking system usually does not accept 

machines and equipment as appropriate collateral), as well as VAT advantages (VAT is 1% for 

machinery and equipment purchased through leasing, where VAT is 18% in other types of purchases), 

leasing is a favourable option for EE investment financing.  

Up to now, the incentive programs are limited and not specifically targeted. Currently, there are only 

a few types of incentives available for the industrial sector. 

 Energy Efficiency Improvement Project Incentive – up to 30% of investments which are lower 

than 1 million TL and has simple payback period less than 5 years. 

 Energy Efficiency Improvement by Voluntary Agreements for Industry – at least 10% energy 

intensity reduction on average of consecutive 3-year long contract to receive up to 200,000 

TL bonus 

 5th Region Incentives for Investments on Energy Efficiency - a minimum energy saving of 20% 

per unit and with maximum recycling times of 5 years to receive various benefits including but 

not limited to tax exceptions/exemptions, tax rebates and interest support 

                                                      
4 Doğan, H., & Yılankırkan, N. (2015). Türkiye’nin Enerji Verimliliği Potansiyeli ve Projeksiyonu. Gazi Üniversitesi Fen Bilimleri Dergisi 
Part C: Tasarım ve Teknoloji, 3(1), 375-384. 
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 KOSGEB supporting schemes on Energy Efficiency – support for services including 

preliminary and detailed Energy Audit, consultancy for EE Improvement Project and Energy 

Manager training to receive up to 30,000 TL. 

The incentives are decided by MENR and depend on electricity and thermal savings. 

 

Existing legal framework  

Energy efficiency policies in Turkey are based on the legal framework of the Energy Efficiency Law 

No. 5627 of 2007 (EEL) and several by-laws or regulations issued by the competent ministries. These 

include the 2008 Regulation on the energy performance of buildings (as amended in 2013); the 2010 

Regulation for supporting EE in small and medium-sized enterprises, including training, audit and 

consultancy services and the 2011 Regulation on EE of the utilisation of energy resources and energy. 

The ESCO concept in Turkey was initiated by the enactment of the EEL in 2007, which set the 

general legal framework for the provision of EE services. However, there are a number of important 

gaps in the existing legislation, which hinder the development of the domestic ESCO market. In 

particular, the ESCO concept is not specifically recognised as a distinct business model by the 

authorities as there is no clear definition of energy performance contracts or ESCOs. The companies 

which provide EE services have to be authorized by the State, MENR, and must operate under state 

regulations. These companies are named to be Energy Efficiency Consultancy Companies also 

known as EVDs. 

 

Types of energy services  

Usually, energy audits, consultancy services, energy certification of buildings as well as the 

development of EE projects are the actual core types of energy services that ESCOs (EVDs) 

offer. Besides a very few EPCs, ESCOs (or EVDs) also offer direct energy improvement equipment 

with a performance guarantee, which is backed-up with a bank guarantee letter. Typical EE projects 

include: 

 Changing existing motors with higher efficiency ones 

 Retrofitting indoor and outdoor lighting 

 Insulation of the building envelope or thermal energy distribution lines  

 Waste heat recovery  

 Retrofitting utilities (boilers, chillers, compressed air compressors, pumps etc.) 

Average range of simple pay-back periods of some energy efficiency measures are presented in the 

Table below: 
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Table 2-2: Average Range of Simple Pay-back Periods of Some Energy Efficiency Measures5 

Energy Efficiency Measure 
Average Simple 

Pay-back 
(years) 

Lighting Replacement 2-4 

Building Insulation 2-4 

Windows Replacement 3-5 

Electric Motor Replacement 2-4 

VSD Application 1-3 

Air Compressor Replacement 2-4 

Pump Replacement 2-4 

Pipe Insulation 1-3 

Waste Heat Recovery 1-2 

Heat Pump Application 4-6 

CHP Application 4-6 

Solar Water Heater Application 4-6 

 

Types of ESCO contracts and customers 

Contracts offered by ESCOs are usually performance guarantee of the equipment or project, not 

savings’ or earnings’ guarantee, as both financial and operational risks cannot be readily handled 

without appropriate energy measurement/monitoring before and after implementation. The majority 

of the ESCO-type projects are not based on investment grade energy audits. 

ESCOs are providing services in the industry sector, building sector or both. ESCOs active in the 

industrial sector normally work with larger industrial companies, since these companies are more 

energy intensive and can allocate significant funds for energy efficient equipment or EE projects’ 

implementation. In addition to the industrial sector, another main client group is the commercial 

buildings’ market, such as hotels, hospitals, office buildings and shopping malls, where energy 

costs are critical as they directly affect profit margins. The primary motivation for energy improvements 

in this market arises from cost reduction and in some cases CO2 reduction. 

Recent projects where ESCO type services have been provided are: 

 Replacement of the cogeneration system in a hospital in Istanbul, through a Power Purchase 

Agreement signed between the ESCO and the client 

 Chiller replacement in a hospital in Ankara, through an EPC contract with guarantee savings 

 Waste heat recovery and boiler automatic blowdown control in a dairy plant, through an EPC 

contract which was a mix of shared savings and guarantee savings 

From the ESCO side, it is also important that current ESCOs in Turkey should offer their services with 

proper profit sharing with their clients. In this way, they will build a reliable “name” in the market and 

will be considered trustworthy among their clients. 

                                                      
5 Estimated based on the Energy Audits conducted in the scope of this Project 
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2.2 Analysis of the market  

Before entering a new business segment, it is necessary to examine the existing conditions, such as 

legislation, market potential, competition that can dynamically influence the outcome of the bank’s 

effort. Banks should: 

 Identify which types of loans are currently offered in the Turkish market  

 Ask selected branch managers firstly for their opinion and secondly whether they receive 

requests from customers for energy related loans 

 Collect data concerning the specific needs of energy-related loans such as duration, payment 

schedule, grace periods  

 Collect data concerning the potential market size and parameters that influence demand such 

as incentives, innovation announcement, regulatory restrictions, etc. 

 Study in depth the existing incentive programs and their terms offered by the State and keep 

informed for potential new ones 

 Study in parallel the existing legal framework, low provisions and limitations, current and future 

requirements posed to the various market segments such as industry, housing, commercial 

buildings, SMEs, large installations  

 Estimate their effect on market size and classify them accordingly  

 Study in particular risk-related issues and most important, the availability of tools for coverage, 

such as partial credit guarantee schemes and/or other. 

2.3 Strategy development 

The first step for a bank, is to define at a high managerial level its goals and intentions for the new 

business segment. It is recommended for the banks to: 

 Make decisions on a strategic level on how to position to this new market 

 Take into consideration the needs of the customer base, the competition, as well as 

implications on the bank profitability and risk related issues. Such decisions should include 

the market segment(s) to be addressed, market share in each segment and the same for the 

total market 

 Develop the necessary products (bank loans) to achieve this strategic goal 

 Make them attractive not necessarily by cost-cutting, but offering improved service and 

accessibility. Among others establish a dedicated help desk to inform prospect clients 

 Communicate internally and externally the involvement of the bank with EE related financial 

products 

 Include in the annual budgeting process, specific targets for EE related activities. Allow for 

gradual growth according to the intended penetration rate  

 Set targets per business segment, branches, regional divisions etc. to achieve the goals so 

as to ensure adaptation to local conditions 

 Adjust targets according to the anticipated potential of each segment. 
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2.4 Organizational restructuring 

The establishment of the new venture in the organizational structure is extremely important for its 

success. In this respect, banks should: 

 Assign the operation of this EE business segment to a new or existing unit, supported by 

knowledgeable and experienced staff 

 Take decisions concerning the level of in-house operation versus outsourcing, for activities 

such as capital requirements estimation, expert opinion for equipment and technology 

available, as well as M&V procedural methods  

 Structure the respective business unit(s) to monitor and promote this business segment  

 Decide the level and size of this new unit, department, division etc. and the overall business 

unit to be attached to 

 Assign staff to the unit. Hire new with specialized experience preferably in EE projects, if 

necessary. 

2.5 Systems and operations set up 

Setting up systems and operations structure is necessary to complement the whole effort. In this 

respect, it is recommended to: 

 Develop the procedures to service and operate EE banking products. Such procedures 

include: 

o application  

o evaluation and approval  

o risk assessment 

 Set the prerequisites needed for someone to apply for EE lending 

 Structure the application form and define the data and info about the project to be included or 

accompany the application. Note, that the level of the analysis depends on complexity and 

size of the project 

 Decide the criteria for evaluation as well as the unit that will perform the evaluation and make 

decision to that extend. 

 Upgrade, adjust and extend the existing operating systems where necessary to service the 

new products. Such systems include software applications to:  

o collect and store project data  

o evaluate the risk profile  

o calculate capital adequacy requirements 

 Set up, write and distribute the necessary manuals with rules and procedures to be followed, 

at all organizational levels. 

2.6 Establishment of a Project Implementation Unit 

The most appropriate way to prepare the bank to enter the EE lending market, is to establish a 

Project Implementation Unit (PIU), a unit that will undertake the task to identify, study and implement 

the required changes, modifications and additions at operational level so that the new activity will be 

properly serviced. It is advisable to: 
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 Staff the unit with several members, each coming from one of the operational divisions that 

will service this product:  

o accounting,  

o loans,  

o risk assessment and risk management,  

o bank financing & dealing room,  

o Information Technology, 

o operations and procedures  

o marketing and public relations,  

o branch, legal,  

o human resources & training. 

 Choose members with sufficient experience within their field to be able to provide the proper 

guidance for the formation of this activity and help formulate the new product, but will also 

serve as a bridge with its own department to communicate the proposed changes and get the 

necessary approval or channel back and implement possible modifications 

 For issues that are beyond the normal banking expertise (technical issues, etc.), decide the 

way of approach, in house or with outsourcing and obtain the required support. 

 Organizationally, keep PIU independent of any division and have the Head of PIU report to a 

General Manager or a Vice President.  

2.7 Relationship with business associates / ESCOs 

Similar to the construction business, one important feature of EE is the existence of specialized 

providers, ESCOs that are involved in some or all phases of the implementation of an EE project. 

ESCOs usually search and find the project, study and prepare it under Measurement and Verification 

(M&V) specifications, construct it, finance it or seek financing on behalf of the client. An additional 

feature is that they can offer a Performance Guarantee to ensure to the involved parties that the 

expected energy savings would materialize. To that extend, the profile of the provider is an important 

parameter during the project evaluation. A trusted ESCO, with a successful track record, values 

positively when examining a new project. Furthermore, building long-standing relationship with such 

respected ESCOs can create a reliable project stream. Of course, customer credit risk profile analysis 

remains always the core responsibility of the bank. 

The steps to evaluate an ESCO include: 

 Make a list of criteria to evaluate ESCOs. Include criteria for:  

o Technical capability: number and profile of engineers, organizational structure, past 

record of successful projects, corporation with competent technology providers such 

as ESCOs with international presence 

o Business capability: the profile of the entrepreneur or his core management team, the 

company's ability to find, bid and gain projects and successfully implemented them, 

following awarding stage, leaving satisfied customers  

o Financial base: the equity capital of the ESCO, access to additional capital sources, 

the debt to equity ratio, the project backlog, future financial needs arising from 

committed projects, obligations from performance guarantees issued and the financial 

soundness of projects where they have invested i.e.: 

 Track record reliability from past projects  
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 Evaluate ESCOs willing to cooperate with the bank according to these criteria and select those 

with an acceptable profile 

 Constantly monitor and evaluate ESCO associates and communicate with them on issues 

considered important 

Terms between ESCOs and banks and ways of cooperation  

There are several options for a bank to cooperate with an ESCO. These are the following: 

1. Provide credit to ESCO 

The ESCO borrows to supplement its own funds and proceed with its energy services. The bank from 

it side, should: 

 Examine the ESCO as a regular customer and search for its credit profile  

 Pay additional attention to the portfolio of projects financed or to be financed. 

2. Provide credit to an ESCO customer 

The ESCO leads the owner to the bank and the bank provides credit to the owner for the project. In 

this case, the bank should: 

 Examine the owner for creditworthiness  

 Examine the project attractiveness and ability to generate enough savings to repay the loan.  

3. Forfeiting 

The ESCO finances a project with its own funds and the owner undertakes to pay the ESCO an 

agreed amount. Upon completion, the ESCO transfers the owner’s liability to the bank and receives 

the agreed amount minus a commission. The owner has to pay his obligation to the bank. In this 

respect, all three parties should agree for this transaction and the bank should: 

 Study and structure in advance the transfer agreements and negotiate the terms  

 Examine the owner creditworthiness  

 Obtain operational assurances in the form of a performance guarantee. 

4. Participation Funds 

The ESCO, the Owner, the bank and a third-party enter into a participation agreement. The third party 

undertakes to provide the necessary funds for the project completion and gains the right to be repaid 

by the project proceedings. The payment takes the form of participation in the project savings and not 

that of a typical loan.  

In this context, it is important for the bank to: 

 Clarify the terms of participation  

 Make provisions for proper M&V procedures  

 Use external bodies to ensure both parties for the fairness of the execution of the agreement  

2.8 Financing EPC projects 

To finance a project, a series of parameters must be examined and evaluated by a bank: 

1. The financial soundness of the project 
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 Depending on the complexity and size of the project, use the proper level and depth of analysis 

to ensure that the expected savings will be achieved and are enough for the loan repayment, 

and leave a satisfactory return together with an acceptable margin for contingencies  

 Decide in advance the tools to be used, studies and data to be provided by the applicant 

(usually the tools are based on a cashflow type of analysis. Payback Period (PbP), Net Present 

Value (NPV), Internal Rate of Return (IRR) are some main tools to be used. 

 Decide acceptable ranges of values for a sound project for i.e. NPV, PbP, debt to equity ratio, 

cost/benefit. 

2. The borrower’s ability to repay (credit risk) 

 Compare the annual expected project returns coming from energy cost reductions to the 

respective repayment schedule. Use the net figure available to the borrower for the repayment 

after the profit splits with the ESCO counterparty, according to their contractual agreement  

 Make certain that the borrower has the means to provide an additional stream in case the 

annual returns are not sufficient. Instead, adjust the repayment schedule elongating the 

repayment period 

 Seek for additional risk coverage as required by internal regulations or industry practice 

(personal guarantees asset pledges etc.) 

 In addition to the above, examine the possibility and effectiveness of Performance Guarantees 

issued by the ESCO involved 

 Consider the use of partial credit guarantee coverage or other such existing instrument if 

available from a credit risk fund. 

3. The contractor’s technical expertise  

 Collect information regarding the entities/companies that would carry out the project and take 

assurances that is (are) capable to carry such projects. 

Last, but probably prior to all of other steps, conduct a quick due diligence, in order to be assured that 

the project is conducted within the existing legal framework, with all necessary permissions from 

relevant authorities and there are no property and ownership disputes. 

Finally examine that all the necessary funds for the project, other than loan proceeds, would be 

available and in time for the prompt completion of the project. Such funds include personal (own) 

funds, incentive supplements, third-party contributions (ESCOs, vendors, other lenders). 

2.9 Cooperation with vendors  

In most EE interventions, there is a limited number of equipment, materials or appliances utilized and 

usually they carry some sort of certification for their quality and efficiency. Taking this into account, 

the bank is advisable to: 

 Make in advance (in cooperation with providers, vendors and energy consultants) a list of 

acceptable equipment materials or appliances. The list should contain their rated 

characteristics, specifications, suggested retail price, vendor name and details of the firm 

 Use this list to evaluate simple EE projects ensuring that costs and savings are within range 

 Keep the list up-to-date, adding new or modifying existing entries. 
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2.10 Fund raising 

A successful banking activity requires that in parallel to lending activities, funds with suitable terms 

are raised. This balanced effort assures that reasonable margins can be achieved and at the same 

time mismatches (such as time, currency, interest rate mismatch) are kept to a minimum. EE offers 

to a bank several opportunities to access EE related sources. Such sources could be Credit lines from 

International Financial Institutions (IFIs) and Green Bond issues. In this respect, the bank is proposed 

to:  

 Seek credit lines from IFIs 

o Contact IFIs that offer EE related credit lines, in parallel to the bank preparation For 

EE products 

o Obtain information and negotiate terms  

 Organize Green bonds issues in the local or international market 

o Examine the existing legal framework for bond issues and necessary permits and 

approvals to issue and list them 

o Observe market conditions and wait for an appropriate period to launch a green bond 

instrument 

 Define the types of green applications to be financed by the loan. Prepare the necessary 

marketing campaign to announce the issue and gain attention 

 Estimate the level of future funding that will be required for EE financing. 

2.11 Few more tips / recommendations 

 PIU: Make clear from the beginning, that the PIU has a transitional character and limited 

timeframe to implement the necessary changes as of the rules, procedures and 

responsibilities of bank’s expansion to EE market. After completion, the PIU ceases to exist 

and each member returns to its prior activities and position.  

 PIU: It is advisable to select a member(s) from its staff that would have the prospect to be kept 

within the organization and work with the bank as expert(s). The experience that will gain from 

the bank's internal operation and his acquaintance with representatives of other divisions, can 

help resolve future confrontations on different views on business issues. 

 Market: Pay attention to the market dynamics. As happened in other countries, EE business 

segment was proven to be a quite profitable one for all market players 

 Market: Try to approach, cooperate and offer support to reliable ESCOs. The activity of 

ESCOs has helped many countries to develop sustainable EE markets, since they penetrate 

the EE market more effectively than banks 

 Fund raising: Green bonds have a wide public acceptance and can be structured with long 

repayment periods, which are appropriate for EE. Lending Issues in local currency bear no 

exchange risk 

 Fund raising. Credit lines from IFIs have long tenors and low interest rates. 
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