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1. AC BM Background: The EIP Initiatives
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Under the initiative “Innovative Business Models”, the AC
aims to achieve following strategic objectives:

Business Models, Finance &Procurement

To support the work of Smart City initiatives in economic aspects by:

? « Making available knowledge about innovative business models,
® financing and funding models and procurement models

« Engaging the financial community.

A



As strategy for achieving these objectives, the AC
has developed its Roadmap for 2016:

Existing business models, finance & funding instruments and
procurement schemes do not fit today’s challenges within our cities
and urban communities.

There is a strong need for knowledge sharing, innovation
andexpertise on business models, finance & funding and

procurement.

A Finance Expert Working Group will ensure that cities, financial
institutions and industry players can work together in order to:

e« Establish a dialogue between public and private sectors.

« Ease the access of cities to financial instruments.
e Agree on capacity building activities.

Engaging a Finance Expert Working Group, elaborating a funding
guide for projects and initiatives, gathering business models ?
case studies and elaborating a report on local o w H
innovation ecosystems.




AC Business Models: Next steps

STEP1 STEP 2 STEP3 STEP 4

Finance Expert Funding guide Report on Local Business Model
Working Group Innovation Case Studies
Ecosystems




The Report on Local Innovation Ecosystems by Mikael

Edelstam is available in our webpage. Feel free to
send any comment/suggestion.

We are looking for case studies on succesful
business model in the area of energy, mobility, ICT,
smart cities projects and commitments. By 4t
September 2016 to Anja De Cunto:
Anja.DeCunto@eurocities.eu.
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If you are interested in hosting or contributing to a
webinar relating to business models, finance and
procurement, please contact Anja De Cunto with
details of any potential topics.

The next meeting of the Action clusters on business
models will take place in Brussels next 22 November.
Minutes and presentations from our latest meeting in
Eindhoven on 24 May.
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Introduction: The rationale for CITYnvest

How to accelerate investments?

No need for reinventing the wheel

Catalyst role for LRA — reflected in current EU directives, but some
remaining challenges

Local EE projects

- capacity constraints (no core
business)

Financiers
- predictability of risks

- standardization
- cash flows (IRR, NPV)

- transaction costs

- Bankability mentality
- ESA Accounting rules

- bundling needs
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CITYnvest scope: Wide scale capacity building

3 Pilot
‘« 24 models projects ‘. Guidance

ana_llysed . Liége (BE) materiql
" Guidance - Mucia(s) | " Cabacty
« Rodhope (BG) . J

In-depth S y 10 focus
study countries
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In-depth study: What have we done?

Analysed 24 existing models addressing large scale and
deep energy efficiency retrofit programs (including RES)
Involving public authorities across Europe (11 countries)

- Ambition, implementation technology, services to
beneficiaries, financing schemes

Provided benchmark/comparison along such themes as:

» Operational schemes: Facilitation/Integration /Financing only

* Implementation model: Separate Contractor Based (SCB)
and EPC/ESC

* Financial schemes and related attractiveness and risks

Provided guidance material to support local authorities in
their search for financing of their EE and RES programs




Business models: Common practices

* Public entity or organization in charge of the program or that controls the program.

* Define the program including the targeted beneficiaries, the level of ambition, the
implementation/operational models and the funding vehicle that is being put in place
Program (political commitment).

Authority » Set-up and fund the Program Delivery Unit (PDU).

 Public and/or private entity set-up to implement/execute the program.

» Often a separate legal entity, but can also be a department or project team within an
Program existing organization.

Delivery Unit

* Receive services from the PDU according to the chosen operational and
implementation models. Services can include financing of the projects.

» Often a Contractual framework is concluded between the PA and/or the PDU and the

i ay Dbeneficiaries in order to access the PDU portfolio of services.

|
|
|
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Business models: Main features

2

Implementation
Models

« Separate
contracting
based (SCB)

* Energy
Performance
Contracting
(EPC)/Energy
Supply
Contracting
(ESC)

3
Operational
Models
 Facilitation
* Integration

» Financing only

.
Operating
Services
Marketing
Assessment

Financial
advice

Facilitation
Integration
Aggregation
Financing

5

Funding Vehicles

* Financial

Institutions

« ESCO’s
* Program

Delivery Unit
(PDU)

* |[nvestment

Funds

» Citizens




PDU Operational models: Main differences?

FACILIATION (16/24)

Beneficiaries are the tendering
and contracting authorities.

Contracts are signed between
beneficiaries and
ESCO/Contractors (deliver the
retrofit works to the
beneficiaries).

PDU facilitates the projects by
assisting the beneficiaries
during the preparation, the
tendering process and the
follow-up of the projects.

PDU shares no risks.

INTEGRATION (8/24)

PDU is the tendering and
contracting authority.

Contracts are signed between
PDU and the
ESCO/Contractors. PDU
delivers the retrofit works to
the beneficiaries.

PDU takes on the preparation,
the tendering process and the
follow-up of the projects. PDU
delivers the retrofit works to
the beneficiaries.

PDU takes on the technical
risks.

FINANCING ONLY (3/24)

Beneficiaries are the tendering
and contracting authorities.

Contracts are signed between
beneficiaries the
ESCO/Contractors (deliver the
retrofit works to the
beneficiaries).

PDU assesses the bankability
of the projects and provides
financing.

PDU takes on the financial
risks.

The main difference between the two models is the contractual relationship with the
ESCO or contractors and the resulting impact on the risks and public balance sheet of
the PDU.




PDU Operating Services: From low to high integration
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PDU evaluates the technical and financial
GRS [Clal 8 viability of the projects and decides whether
or not they get implemented and/or financed.

PDU provides guidance and consultancy to
the beneficiary on available funding for his
project.

Financial
advice

PDU does not sign the contracts with the
beneficiaries, but coordinates or “facilitates”
the whole process of projects delivery on
behalf of the beneficiaries.

Facilitation

PDU acts as an intermediary between the
beneficiaries on one hand and the
Integration ESCO/contractors on the other hand. In this
case, the PDU is the tender and contracting
authority.

Level of services

Standard services Aggregation

Covers the whole range of promotion,
communication and commercial development
Marketing services necessary to inform the
beneficiaries of the types of offerings that are
available to them.

The PDU bundles the projects of
multiple beneficiaries by acting
on behalf of them and by making
them available to the market.

This role can be associated to
the integration or facilitation
services. In both cases the PDU
manages the cost allocation
between the beneficiaries.

Aggregation is done to create
economies of scale both
operationally and financially.

Financing

The PDU itself provides
financing, either through an
own fund or by packaging
external financing solutions
into an integrated financing
service.

In this case the PDU takes
on the financial risk of the
projects.

This option is typically used
where a dedicated fund is
created as part of the energy
efficiency program.
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Models positioning: Models involving facilitation are mainly financed via Financial
Institutions or ESCOs while models using integration are mainly financed through the
Program Delivery Unit (PDU) or an investment fund.

Facilitator Integrator : :
Financing
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EE Milan
PadovaFIT!
REDIBA Berlin ESP
: - ) ) RE:FIT
_Flnqnc_lal EcoEEET:rgles VEB Warm Up North . N/A
Institutions ENSAMB
Fedesco
Program Fodesco Energie POSIT’IF
Delivery Unit OSER I OSER Eandis EDLB N/A

EscolLimburg 2020
SPEE Picardie

financing
EscolLImburg 2020
Cambridgeshire Haag

Investment EERFS )

Fund SUNShINE _MLEI _ KredEx
Citizens . OXALIIES - Climate Community
. . - rixton Energy Co- = S ek
financing op

ergy Fund Den




Level of Ambition: The great majority of the models target Perimeter 1 or “standard market practice”,
though factor 2 (50% savings) models gain in attention, factor 4 (75% savings) remain marginal.
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Some conclusions/remarks

Success of models often correlated with the existence of
= well-functioning Program Delivery Unit, and
= clear leadership role of the public partner (ambition and willingness to invest)

Lower ambition levels (<35% savings) mostly driven by:
= facilitation models
=  EPC/ESC implementation
= ESCO and/or Financial Institutions financing

Factor 2 (50% savings) and factor 4 (75% savings) ambition levels are very
often “integration” driven, both technically as financially.

High energy efficiency ambition levels (factor 2 and factor 4) do not focus on
short to medium term pay-back terms (need other financing vehicle than ESCO
or Fl). In other words, profitability is only one of the many investment citeria

Absolute need for project developers to prepare high quality business cases to
enable proper investment decisions and enhanced bankability
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Next: Strategic planning and action plan template

=mmmm) [OllOW the step-to-step guidance tools

1. Decision mapping
2. Strategic analysis

d.

- ® Q00

Program Authority/Program Delivery Unit roles and functions
Beneficiaries, type of projects and level of “ambition”
Implementation model

Operating Services

Level of “aggregation”

Financing & Funding Vehicle

3. Choice — What are you proposing to do?
4. Action plan for implementation




Decision mapping

Level of ambition
Market based
Factor 2
. Factor 4/Carbon neutral

Political

commitment

Beneficiaries

Public sector
Residential sector
Private sector

Level of aggregation

e Shareholders structure
(owners, occupiers,...)

*  Type of services

¢  Contractual framework

Operational model

*  Private ESCO’s / EPC

e  Separate contracting
(auditors, engineering,
installation, maintenance,...)

Financing model

*  Fl Financing
ESCO Financing
PDU Financing
Investment fund
Citizens financing

Yy 4 I

Aggregator model

Facilitator

Vs
Integrator model

Financing model

Business Model

S ETES
contractual
framework

Program Delivery

Unit contractual &
funding framework

Project financing
contractual &
funding framework

Read the
CITYnvest
Comparison report

Make use of the
tools at your
disposal on our
website:

Recommendation-
decision matrix.

Strategic action plan
template

Evaluation toolkit.
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