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Energy service companies in the EU
To attain the target of an 80–95% reduction of greenhouse gas emissions by 2050 compared with
1990 levels, the EU will need to make big investments. A prospective resource in this regard are the
energy service companies (ESCOs), which specialise in assessing, designing and implementing
energy efficiency and renewable energy projects, and typically arrange or even take on the project
financing themselves. Clients do not need to pay huge upfront costs, as these are covered by the
future cost savings. However, ESCO markets have matured in only a handful of EU Member States,
namely Austria, the Czech Republic, France, Germany and the United Kingdom. ESCOs have
facilitated energy efficiency gains in industry and have delivered projects, though not on a massive
scale, involving the installation of modern energy-efficient street lighting and the renovation of
social housing through public-private partnerships. However, their engagement in the private
residential sector has been modest. Recently, a potential new role has emerged for them: in
decentralised power production, ESCOs could ‘aggregate’ excess electricity produced by small
producers (prosumers) and help place it on the wholesale market.

How ESCOs work
ESCOs provide energy services which include the implementation of energy-efficiency or renewable-energy
projects. They usually operate on a ready-to-use basis, taking care of an energy audit, planning, installing and
maintenance. They provide or help arrange financing and get paid based on the energy savings or renewable
energy produced. Funding can come from an ESCO itself, its client or a third party (usually a bank), which
grants a loan either to the ESCO or the client, while the ESCO's energy or cost-savings guarantee is used as
collateral for the loan. ESCOs apply the principle of outsourcing: while in theory their clients could do all that
is needed themselves, they usually lack the resources (not just the finances, but also the specialised
knowledge of what needs to be done and the people to do it), which ESCOs have. However, definitions of
ESCOs and their various activities are not consistent, not even within the industry itself.

Energy performance contracting
ESCOs usually employ energy performance contracting (EPC), which implies implementing energy efficiency
measures and guaranteeing that the costs will be paid from the future cost savings. Within this type of
contracts, there are different contracting models, the two main ones being described below.
In the shared savings contract, cost savings are split between the ESCO and the client, usually for a
predetermined length of time and at a predetermined percentage. This enables the ESCO to cover its
investment and the client to pay lower bills. A variation of this contract is the 'first-out' approach, whereby
the ESCO collects all of the savings until its costs, including its profit, have been fully paid.
In the guaranteed savings contract, the ESCO guarantees a certain level of energy savings, while the
financing risk rests with the client, who takes a loan directly from a bank. If the savings fall short of covering
the cost of the investment, the ESCO pays the funding gap. If savings are bigger than expected, the client
pays a percentage of this amount to the ESCO. For this to work, banks need to be familiar with the ESCO
model and willing to accept the future savings as a loan guarantee (guaranteed savings concept), which is
not the case in all EU Member States.

Energy supply contracting
Energy supply contracting (ESC) is the second main type of ESCO contract. Here, the companies supply their
clients with 'useful energy' in the form of heating, hot water, compressed air or electricity at a lower cost
than what they were previously paying. The companies take care of everything needed for the energy
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production, but there are no energy-efficiency interventions on the customer side. This type of contract is
often used in industry and for cogeneration projects, energy-efficient district heating, or renewable energy
production.
In another type of contract – the 'chauffage' (also known as 'comfort contracting') – which some classify as
an ESC contract and others as an EPC contract, the ESCO supplies heat or lighting or other energy services to
the client, not by units of energy, but by a guaranteed level of room temperature or light. To achieve this,
the ESCO improves not only energy production and distribution but also customers’ installations.

EU policy
ESCOs, energy performance contracting and third-party financing were first defined in the Energy Services
Directive (2006/32/EC), which obliged Member States to promote the market of energy services as a way to
reduce greenhouse gas emissions. The 2011 Energy Efficiency Plan proclaimed ESCOs as 'catalysts for
renovation' of the EU's building stock which is responsible for 40% of final EU energy consumption and is
considered to have a big potential for achieving energy savings. The plan suggested that Member States help
build the ESCO market by providing market overviews, lists of accredited energy service providers and model
contracts.

The Energy Efficiency Directive (2012/27/EU), which replaced the Energy Services Directive, requires
Member States to encourage public bodies to 'use, where appropriate', energy service companies and
energy performance contracting 'to finance renovations and implement plans to maintain or improve energy
efficiency in the long term', and to remove regulatory and non-regulatory barriers to energy-performance
contracting and third-party financing for energy savings. The directive also includes provisions which are
considered to indirectly stimulate the development of ESCOs in the EU: requiring a 3% annual renovation
rate of buildings owned or occupied by the central government, and introducing energy efficiency
obligations which require energy companies to reduce their final energy sales by 1.5% annually.

The state of ESCOs in the EU
The European ESCO Market Report 2013 concluded that with the exception of Austria, the Czech Republic,
France, Germany and the UK, the ESCO market in the EU is underdeveloped. An increasing number of small
engineering, construction and utility companies are entering the ESCO market, motivated mainly by the need
to fulfil their energy efficiency obligations or to attract new, and keep existing, customers. The report finds
that 'chauffage' is the most common type of contract across the EU. While In Austria and the Czech Republic
the dominant contract is the EPC, in Germany it covers only 8–10% of the market. Most ESCO projects are
implemented in the industrial and public sectors and involve the renovation of buildings and street lighting,
but a number of projects have been implemented in the residential sector as well. The report also lists the
factors helping and obstructing ESCO market growth within the EU in general, and describes the ESCO
markets in individual countries. In its Energy service company market analysis, the International Finance
Corporation provides additional details on the ESCO market in a number of EU Member States.
The reasons for the slow uptake of the ESCO model for retrofitting residential buildings are analysed in a
2013 study on ESCOs for residential buildings. It concludes that ESCOs do not consider this sector interesting
because projects involving individual homes bring relatively small savings at a high transaction cost. Clients
are not keen on getting involved either, being reluctant to take out loans and having limited knowledge of
the ESCO model. Many still view ESCOs with suspicion and consider their model 'too good to be true'.

View of the European Parliament
As early as 1999, the Parliament adopted a resolution calling on the Commission to promote ESCOs and to
create a level playing field for them in relation to traditional energy producers, particularly when it comes to
access to financing. It called on the European Investment Bank to improve energy-efficiency funding and
develop innovative financing schemes for ESCOs.
It repeated this call in its 2010 resolution on Revision of the Energy Efficiency Action Plan, in which it listed
ESCOs as an important instrument for increasing energy efficiency refurbishments of private building stock in
the EU and asked the Commission to ensure there are funds available for ESCOs.
In its May 2016 resolution on Delivering a New Deal for Energy Consumers, the Parliament supported the
development of markets for energy services and emphasised that consumers should have a free choice of
aggregators and energy service companies (ESCOs) independent from suppliers.

http://www.cogeneurope.eu/what-is-cogeneration_19.html
http://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A32006L0032
http://eur-lex.europa.eu/legal-content/en/TXT/?uri=CELEX%3A32006L0032
http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1407839592178&uri=CELEX:52011DC0109
http://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32012L0027
https://ec.europa.eu/energy/en/topics/energy-efficiency-directive/obligation-schemes-and-alternative-measures
https://ec.europa.eu/energy/en/topics/energy-efficiency-directive/obligation-schemes-and-alternative-measures
http://iet.jrc.ec.europa.eu/energyefficiency/sites/energyefficiency/files/jrc_89550_the_european_esco_market_report_2013_online.pdf
http://www.ifc.org/wps/wcm/connect/dbaaf8804aabab1c978dd79e0dc67fc6/IFC+EE+ESCOS+Market+Analysis.pdf?MOD=AJPERES
http://proceedings.eceee.org/papers/proceedings2013/5A-524-13_Irrek.pdf?returnurl=http%3A%2F%2Fproceedings.eceee.org%2Fvisabstrakt.php%3Fevent%3D3%26doc%3D5A-524-13
http://eur-lex.europa.eu/legal-content/EN/TXT/HTML/?uri=CELEX:51999IP0086&qid=1465464859454&from=EN
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P7-TA-2010-485
http://www.europarl.europa.eu/sides/getDoc.do?type=TA&language=EN&reference=P8-TA-2016-0234

	How ESCOs work
	Energy performance contracting
	Energy supply contracting
	EU policy
	The state of ESCOs in the EU
	View of the European Parliament

