FINANCIAL SUPPORT MECHANISMS FOR DISTRIBUTED
SOLAR TECHNOLOGIES AND ENERGY EFFICIENCY
DEPLOYMENT IN MEDITERRANEAN COUNTRIES

Executive Summary

The document “Financial support mechanisms for distributed solar technologies
and energy efficiency deployment in Mediterranean countries” focuses on the
financial support mechanisms to stimulate the diffusion of solar technologies in the
Mediterranean Region.
Usually the renewable energy investments are less profitable than the traditional
ones as the cost of electricity produced from renewable energy is higher than that
the cost from fossil sources which are highly subsidized. However, it should be
underlined that some renewable energy technologies are still in an early commercial
development stage and that their competitiveness is expected to increase as the
price of generated fossil-fuelled energy increases too.
In the MENA countries, the cost of heat and electricity generated by renewable
energy sources is still generally higher than generation by fossil sources, even with
the presence of counterbalancing subsidies. In this context, the renewable energy
investments do not find a conducive environment and the deployment of renewable
energy technologies cannot take off without support mechanisms.
One of the key characteristics of Renewable Energy and Energy Efficiency (REEE)
projects is capital intensity. In general REEE projects require substantial upfront
investments and benefit from low, usually predictable and stable operating costs.
Therefore, in order to be competitive, projects require a change in financing patterns
– from financing operating costs to financing upfront investments and from short
term financing to long term financing.
The high risk associated to investments in RE initiatives and the technological risk
associated to new technology should be also considered. Usually, the investors have
only one client, the local utility or the government, which purchases all the electricity
and guarantees the profitability of the project in the context of a specific long-term
contract. Political and regulatory risks have thus to be taken into consideration.
Investors dislike political uncertainty, especially in the case of long-term investments
as in the case of RE initiatives. The current political situation in the southern shore
of the Mediterranean may be a concern for many investors.
Besides, the problem of access to finance may curb the interest of potential investors.
Traditionally, banks are quite reluctant to fund project with high risk.
According to OECD Environment Directorate1, there are three ways to stimulate
RE investments:
- Reducing cost of the investment through fiscal incentives or direct subsidies
providing incentives for the private sector to produce energy through renewable
1 Inderst, G., Kaminker, Ch., Stewart, F. (2012), “Defining and Measuring Green Investments: Implications for Institutional Investors” Asset Allocations”, OECD Working Papers on Finance, Insurance and Private Pensions, No.24, OECD Publishing. See
also: Heymi Bahar, Jagoda Engeland and Ronald Steenblik ‘Domestic incentive measures for renewable energy with possible
trade implications, OECD Trade and Environment Paper n° 2013/1, 19’ March 2013, and ‘Expanding access to clean energy for
green growth and development ‘. An OECD report to the G20, with contributions by the World Bank and UNDP’. October 2013 ;
Kaminker, Ch., Stewart, F. (2012), “The Role of Institutional Investors in Financing Clean Energy”, OECD Working Papers on
Finance, Insurance and Private Pensions, No.23, OECD Publishing and Cochran, I. et al. (2014), “Public Financial Institutions
and the Low-carbon Transition: Five Case Studies on Low-Carbon Infrastructure and Project Investment”, OECD Environment
Working Papers, No. 72, OECD Publishing.

energy
- Increasing the cash-flow
- Reducing the risk associated with the project through soft loan, guarantees and
contract guarantees
The tools and instruments to support RE can be grouped as follows:
- Financial mechanisms for increasing the liquidity in the market
- Active financial tools and mechanisms for a limited period
- Regulatory mechanisms
- Market-based mechanisms taking into account the externality costs from fossil
fuel based generation
Support schemes for renewable energy and energy efficiency are required in order
to overcome market failures in the energy sector.
The support mechanisms have two objectives:
1. The mobilization of investment in REEE technology
2. The creation and the deployment of a sustainable market for those technologies
These two objectives should be taken into account while designing the system of
incentives in order to avoid that short-term incentives create market distortion that
could hamper the sustainable growth of the market.
Indeed, it is particularly relevant while designing a support mechanism, the leverage,
i.e. the quantity of private funds, mobilized by a support mechanism and, in the early
development stages of a new market, it is crucial to design the correct support
mechanisms and make sure that they are implemented in combination with technical
assistance programs as well as capacity building activities in order to create an
enabling and sustainable environment for the diffusion of the new technology.
Researchers have pointed out in recent years2, that the design of support schemes
is more important than the selection of a support schemes. There is no fit-all
solution but, depending on the context, specific solutions should be identified for
each country. In addition, the development of the support mechanism should also
be technologically sensitive.
From a financial point of view, it is very important to ensure to the investors the
guarantee of the investment security. In this connection, according to some
researchers (De Jaeger and Rathman, 20083), with an adequate investment security
the costs of an investment in renewable energy could be reduced by 10 to 30%.
Moreover, the design of financial support scheme is important but it is not sufficient
to ensure the success of initiatives aiming at implementing renewable energy
projects. Typically the success scheme combine two aspects: financial support and
2 See for instance: ‘Energy efficiency financing - models and strategies’, Capital E for the Energy Foundation 2011; Policy
Instruments Design to Reduce Financing Costs in Renewable Energy Technology Projects, IEA - RETD – Renewable Energy
Technology Deployment, David de Jager and Max Rathmann, October 2008; Greening the Financial Sector How to Mainstream Environmental Finance in Developing Countries, Springler, Kohn Doris, 2012; Framework Conditions and International
Best Practices for Renewable Energy Support Mechanisms, OCSE, 2009;, Study on innovative financing mechanisms for
renewable energy projects in North Africa, UNITED NATIONS ECONOMIC COMMISSION FOR AFRICA 2012.
3 David de Jager and Max Rathmann, (October 2008) Policy instrument design to reduce financing costs in renewable energy
technology projects, IEA - RETD – Renewable Energy Technology Deployment.)

technical assistance in order to assist the market actors in developing the investment
initiatives in an adequate way and stimulate the capacity of various institutional and
private actors involved.
The market segments and the scale of the projects are other important aspects to
be considered.
Support mechanisms for REEE deployment can be classified into price-based and
quantity-based support and, additionally, they can be grouped into capacity and
production focussed incentives. The following table shows the concerning taxonomy:

Support mechanisms taxonomy

In the chapter 2 of the document, a number of support mechanisms are described,
with a particular focus on international best practices and most relevant mechanisms
are analysed and compared in terms of effectiveness and efficiency.
The following table provides a summary of effectiveness, efficiency, and investment
security of support mechanisms for renewable energy.

Performance of different support mechanisms

In chapter 3 the main schemes to support the development and diffusion of renewable
energy are described. In particular, the following scheme are analyzed:
• Credit lines
• Guarantees

• Project loan facilities
• Soft Loan Programmes
• Private equity funds
• Venture Capital Funds
• Project Development Grants
• End-User Loan Softening Programmes
• Tradable certificate systems
• Grants for technical assistance
The effectiveness of public spending in generating private investments is the key
criterion to be taken into consideration as well as the magnitude of the additionality
measured.
The most common energy efficiency and small scale renewable energy finance
product is a loan directly to the energy end/user. A second alternative is a package
including the turnkey project and the financing of the same, offered by the ESCO. In
this case, the loan is borne by the ESCO, not the end/user.
Some of the key features of credit analysis for small scale REEE project loans are
described in the document such as the collateral value, positive credit features,
security interest, portfolio approach, extra collateral from the borrower, pooled
procurement, SMEs programs, housing programs, renewable energy development
finance (referred to the rural off-grid areas), energy efficient mortgage, on-bill
financing, green bonds, ESCo and multi/project finance facility for ESCO.
After a general overview on support mechanism typologies and a focus on finance
mechanisms for distributed solar technologies and energy efficiency support, the
document provides an outlook of the support mechanisms in target countries (Egypt,
Lebanon and Tunisia) and of the barriers to be removed in target countries with a
special focus on access to credit issues.
In the target countries the experiences concerning the support mechanisms could
be classified into 4 broad categories:
• Feed-in tariffs or net metering
• Direct and indirect tax incentives
• Investment grants
• Measures to ease the access to credit (bonus on interest rate, guarantee funds and
ad-hoc credit lines)
Support mechanisms in Tunisia
In Tunisia, the law on energy management (L.2009-7) enables the companies
producing renewable energy for self consumption in a net metering scheme to sell
the exceeding part (up to a maximum of 30% of the total produced) to local public
electricity company. The purchase price is equal to the price set for to medium
voltage 4 posts by the National Electricity and Gas Company, STEG (Société Nationale
d’Electricité et de Gaz).
In Tunisia, the VAT exemption and customs duty on imported equipment is a scheme
implemented since many years.

In Tunisia a number of direct financial incentives are available. The following table
summarises them:
Direct financial incentives for REEE in Tunisia

With reference to the bonus on interest rates, in Tunisia, a subsidy on loan’s interest
equal to 2% for collective SWH is available. In addition, it is operational a EU grant
concerning a subsidy of 3% on interest rate for energy efficiency investments.
With reference to the guarantee funds, a fund for energy services companies is also
available for energy management in industrial sector. The guarantee is up to 75% of
loans for a max. amount of 4 MTD.
Dedicated credit lines are also available. In particular, an AFD credit line of 40 M US$
managed by three private banks is made available for funding private investment
projects in energy efficiency, moreover a World Bank facility of US$ 55 M channelled
through three private banks is operational to fund large private energy efficiency
projects, mainly for cogeneration.
Support mechanisms in Egypt
In September 2014 Ministry of Electricity and Renewable Energy (MoERE) announced
a Feed-in Tariff (FiT) for both wind energy projects PV applications. The FiT is
expected to open the door to disseminate both wind and PV technologies in different
sectors, such as residential and commercial. Project’s scale varies from smallscale to large-scale. For small and medium PV project eligible for FiT, in late 2014
Ministry of Finance has committed itself in facilitating soft loans with interest rates
of 4% for projects up to 200kW, and 8% for projects between 200kW and 500kW.
A customs duty levy on imported energy equipment is operational in Egypt.

In Egypt, through the pilot programme EGYSOL funded by the Italian Ministry of
Environment, a 25% subsidy were provided for collective solar thermal installations.
The initial endowment of the fund was 0,5 M US$.
With reference to the bonus on interest rate, in Egypt the government has established
an incentive in the form of interest rate reduction on loans to hoteliers to install
collective SWH. The acting bank is the National Bank of Egypt while the resources
are made available by Tourism Development Fund (50% of the total). There is no
guarantee fund to support the access to credit or credit line.
Moreover, for small and medium PV project eligible for FiT, in late 2014 Ministry of
Finance has committed itself in facilitating soft loans with interest rates of 4% for
projects up to 200kW, and 8% for projects between 200kW and 500kW.
Support mechanisms in Lebanon
In Lebanon a PV net-metering scheme has been operating since 2011. The
implementation of the feed-in policy in Lebanon is under consideration. Finally, the
law 462/2002 is the main electricity-related law. It restricts private generation and
gives the EDL the monopoly of power generation.
At present, no tax incentives are available in Lebanon.
In Lebanon, solar technologies can benefit of an upfront cost subsidy ranging between
5 and 15 % of investment costs (for projects financed through subsidized and nonsubsidized loans respectively). The subsidy is channeled by Lebanese national bank
(BDL) and is funded by a 12.2 MEUR grant from EU.
In Lebanon the National Energy Efficiency and Renewable Energy Action (NEEREA)
is a national financing mechanism initiated by the Central Bank of Lebanon (BDL)
in collaboration with the Ministry of Energy and Water, the Ministry of Finance,
UNDP, the European Union (EU), and the LCEC. The NEEREA initiative was officially
launched with the issuance of Circulars No. 236, 313, 318 and 346 by the Central
Bank of Lebanon (BDL).
Through NEEREA private sector entities can benefit from long term loans at around
0.6% interest rate to finance any type of EE and/or RE projects. The ceiling of the
green loans is 20,000,000 USD. New projects can benefit from a repayment period
up to 10 years, beginning after the end of the grace period ranging from 6 months to
4 years; however re-modeling existing projects can benefit from a repayment period
of 10 years, including the grace period ranging only from 6 months to 2 years.
The current ceiling or coverage of NEEREA in 2014 is around 400 Million USD
subsidized by the Lebanese Government through the Central Bank of Lebanon (BDL).
In particular, commercial banks are provided by BDL with low interest liquidity up
to 150% of the loan amount sanctioned under NEEREA loans. The importance of
NEEREA is in its sustainability, meaning that the envelope will be renewed yearly
as long as NEEREA continues to be a success story. Accordingly, it is expected for
NEEREA to continue for at least the coming 5 years. LCEC estimates that NEEREA
loans per year will exceed 250 Million USD in 2014, and even more in 2015. On
another front, the European Investment Bank (EIB) and the Agence Française de
Developpement (AfD) have approved a 90 Million Euros credit line to be added to the
NEEREA mechanism for the following 3 years.

The results till February 2014 are the following: a total of 97 loan applications are
presented to the commercial banks with a total of 126 million USD chosen which
include different sectors with the residential and commercial respectively having
the highest percentage (86%), industrial and NGOs the lowest (14%). The overall
granted loan provided was $ 126,333,891.43 USD.
Among the achievements of NEEREA mechanism, until the first half of 2014, we can
notice:
- 52 Approved Photovoltaic projects of a total installed capacity 434.76 kWp count
for an amount of 2,975,601.73 USD, contributed to an annual Energy, Cost and CO2
savings of: 1436 MWh, 456,812.2 USD, 1001.01 Tons; respectively
- 15 LED lighting projects were financed by 1,520,616.95 USD; contributed to an
annual Energy, Cost and CO2 savings of: 8,914 MWh, 1,021,534 USD, 5,554.75 Tons,
respectively
- Green building loans took the biggest part of the financing mechanism with a total
budget of 92,278,550.17 USD distributed over 10 project4
Access to credit in Lebanon, Tunisia and Egypt
The main banking sector characteristics are depicted in the following graph

Main Banking Sector Characteristics in MPCs
Source: National Central
Banks, IMF, ECON elaborated
by EIB, Banking in the
Mediterranean
Note: Latest available
data. The size of the circle
indicates the size of the
banking sector in terms of
GDP. Light blue colour in
circles indicates Top 3 asset
concentration. Algeria: Top 2
asset concentration.

While the asset-to-GDO ratios are high, financial inclusion is still improvable.
The data concerning the private sector credit to GDP and Loan to Deposit ratios
underlines the weak level of banking intermediation in the above mentioned Area.
On average, the loan to deposit ratio is high while the private sector credit to GDP is
low i.e. the area is affected by liquidity problems in banking system.
SMEs are particularly affected by this state of affairs also because due to the high
transactions costs associated to SMEs lending, banks often prefer to buy government
debt. In addition, the demanding collateral requirements hamper the access to
4 Source LCEC, July 2014
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credit of SMEs.
In the framework of a severe international financial and economic crisis, the Arab
Spring impacted heavily on the economies of the countries of the Area, with a significant
impact on the banking systems too. In Tunisia and Egypt the effects of the Arab
Spring was magnified by the closure of some banks for a period of time; in Lebanon
the risk exposure increased
Private-Sector-Credit-to-GDPand Loan to-Deposit Ratios
with the Syrian crisis, due to the
large financial exposure of the
Lebanese baking system toward
Syria business environment.
By and large, Non-Performing
Assets are increasing and some
restructuring will probably be
required.
The Lebanese banking system
consists of 54 commercial
banks. The banking system is
one of the most important driver
Source: World Bank, National Central Banks
of economic growth and stability
of the country. Their assets amount to some 366% of GDP and many of them have
branches in the countries of the area.
The main funding source are deposits, which amount to 87% of banks total liabilities
and almost 20% of them are hold by non-resident Lebanese. In addition, the system
is characterised by a short term maturity structure: about 70% of deposits have a
maturity less than 30 days. Therefore the funding practices of banks expose them to
a significant maturity mismatch in their balance sheets.

Lending to private sector is low while the exposure of bank to the government
debt is high. The lending practices are very conservative and lending activities are
addressed mainly to well-known customers.
The banking system is adequately capitalised and NPL have declines to a mere of
3,5% from gross loans in 2012. However, the slowing economy led to a decline in
profitability, with returns on average equity dropping from 17.8% in 2010 to 12.5%
in 2012. The real vulnerability factor affecting the banking system at present is the
political risk.
As far as the access to credit of private sector companies is concerned, reference
is made to the methodology developed by IFC while preparing the series ‘Doing
Business’. In particular, the two variables examined in order to define a framework
that can facilitate the access to credit are the existence of credit information system
and collateral and bankrupt laws.
In the case of Lebanon, the country receives a score of 5 (out of 6) on depth of credit
information and a score of 3 (out of 10) on the strength of legal right index. In this
context, Lebanon stands at 109 in the ranking concerning the easiness of getting
credit (out of 189 economies examined). The comparison with other economies and
regional average ranking provides information about the performance of the country
in terms of support to lending and borrowing:
It should be underlined that the situation has improved considerably over the years.
The comparison with the regional average and the OECD countries average is shown
in the following table.

Access to credit indicators in Lebanon - Comparison with the regional average and
the OECD countries

Source: Doing Business, Lebanon, IFC

The bank loan represents a modest source of real financing to SMEs. Only a limited
number of companies have access to this financing mean against mortgages
and guarantees required by the Lebanese financial institutions. Bank loans are
always conceived for short run. In extreme cases, bank loans take the form of
medium term credit particularly when they are renewed. The renewal of shortterm loan (overdraft) represents also a common practice within the Lebanese
commercial banks.
In Egypt, the banking system consists of 39 Banks (end of financial year 2011/2012),
5 of which are state owned banks, 27 private banks and 7 private and joint venture

banks. The 5 State Owned Banks accounted to 40% of deposits.
The structure of financial sector has significantly changed after the revolution. In
particular the excess of liquidity has been now absorbed by the public debt. The
Central Bank has intervened a number of times in order to ensure a sufficient supply
of liquidity to the inter-bank market. In addition, there is an increasing gap in terms
of foreign exchange and this may turn to squeeze the lending activities in favour of
private sector. However, despite the macroeconomic poor performance, the banking
system has not been destabilised even in front of the increase of the sovereign risk.
The demand of private sector has declined since the beginning of 2011 as the
economy slowed down and as a consequence of the increased demand of the public
sector has increased. The confidence in banking sector remains good even though
the ratio loan to deposit fell below 50%. This gives an indication of the constraints
faced by the banking sector and the reduced opportunities to expand their lending
activities to private sector.
Egypt stands at rank 86th out of 189 economies, according to IFC (year 2014).
The comparison with the regional average and the OECD countries average is shown
in the following table.

Access to credit indicators in Egypt - Comparison with the regional average
and the OECD countries

Source: Doing Business, IFC

Credit to the private sector was around 40-42% of GDP in the first half of 2010.
This level is below the average of OECD countries (110%) but it is in line with the
performance of many countries at the same stage of development. However, the
deposits available are some 100% of GDP but are not transformed into loans to the
productive sectors. At the same time, the percentage of credit lent to the private
sector is declining over the years. While before the financial crisis (mid-2008) the
loans to private business were around 50%, afterwards the ratio declined to some
40-42% (year 2010). During the same period, loans to public sector increased
significantly.
As regards to the distribution of private sector loans, a closer look reveals that the
private sector is not only generally underserved, but that it also suffers from an
extremely skewed loan distribution.
The main problems identified with regard to loan appraisals, and credit policies more
generally have to do with staffing and training issues as well as internal procedures
and screening rules.
The Egyptian banking systems appears to exhibit an almost systematic bias against
financing the private sector and more particularly new and small businesses. This

arises in no small part from the fact that the budget deficit tends to be financed
through domestic banks, which crowds out lending to the private sector. The
resulting credit rationing for most entrepreneurs and potential borrowers indicates
a BCDS Score no higher than 3.
Improving access to finance for MSMEs is one of the key reform challenges in the
financial sector. Loans to SMEs account for only 6 per cent of total banking loans.
Poorly developed credit bureaus and weak contract enforcement are among the
key obstacles to the further development of MSME finance. Constraints to lending
to MSMES appear more related to the institutional capacity and risk appetite of
the private banking sector, as well as low bankability and low financial literacy of
MSMEs, rather than liquidity. In addition, banks are highly selective in their lending
practices, and mid-sized and smaller companies find it difficult to get funding from
the banking sector, whereas the financing needs of larger corporates are generally
adequately met.
The Tunisian banking system is one of the smallest in the Area. The banking system
experienced some problem before the Arab Spring and the political transformation
and its subsequent economic difficulties have accentuated its vulnerability. One of
the main chronic problems is the bank exposure to the tourism sector, currently in
a structural profitability decline. The banking system accounts some 21 commercial
banks. Three of them are state owned banks and control approx. 38% of totals
assets. The biggest banks source are deposits which grew until 2011 and declined
since then but still leaving a sufficient intermediation capacity to the system. The
main factor hampering the lending services is the regulation on lending rates. The
cap imposed by the Central Bank prevents the banks to price higher risk profiles.
Therefore some high risk counterparts such as SMEs have difficulties in accessing
finance. Lending is therefore restricted to big corporate clients.
After the revolution banks appear undercapitalised and liquidity situation has
deteriorated (some 8% returns on equity and returns on asset at 0.7%. The NPL
remain stable thanks to the measures adopted by the central authorities.
Tunisia receives a score of 5 (out of 6) on depth of credit information and a score of
3 (out of 10) on the strength of legal right index. In this context, Tunisia stands at
109 in the ranking concerning the easiness of getting credit (out of 189 economies
examined).
The comparison with the regional average and the OECD countries average is shown
in the following table.

Access to credit indicators in Tunisia - Comparison with the regional average and
the OECD countries

Source: Doing Business, IFC

The financial sector in Tunisia has a number of structural deficiencies, particularly
in MSME lending, private equity, and local market development.
The Tunisian stock exchange has low market capitalization and is dominated by
financial institutions. Tunisia’s sovereign rating was recently downgraded by S&P
from BBB- to BB, with a stable outlook and is on negative watch by Moody’s at Baa3.
The economy’s access to credit by the banking system continues to be constrained
due to structural impediments in the sector. Three of the four largest banks,
which together hold around a third of banking assets, are state-owned. Although
banking penetration is in line with peers with 13 branches per 100,000 inhabitants, a
significant fraction of the low income population does not have bank accounts. Most
lending and funding is in local currency.
However, lending decisions are made on the basis of the presence of collateral as
well as on trust, which makes access to credit difficult for entrepreneurs lacking
such collateral or relationships. Credit to the private sector grew by around 14 per
cent y-o-y at end-2011, down from 19 per cent at end-2010.
Solvency and liquidity are becoming important issues for the system. Banks have a
loan to deposit ratio of around 135 per cent, well above the countries of operation
of EBRD, which range around 80-90 per cent. This partly stems from low deposits,
which remain at less than 55 per cent of GDP. NPLs are also on the rise, expected
to reach around 16 per cent in 2011 from 13.2 per cent in 2010. This is partly due to
bad quality of loans disbursed by the state-owned banks under the previous regime,
overexposure to cyclically vulnerable sectors (tourism accounts for 20 per cent of all
bad loans), and weak balance sheets.
Access to financing remains a significant challenge for MSMEs, with bank lending
to the sector at around 15 per cent of total lending. In the corporate sector, access
to bank loans is heavily dependent on the presentation of personal guarantees or
collateral, even when the cash flow analysis is satisfactory. SMEs therefore typically
rely on self-financing or informal financing, as they are unable to fulfil these
requirements.
The current institutional framework also hampers access to credit. The existing credit
registry suffers from information gaps in the updating and clarity of information as
well as with regards to the accounting of small loans. A unified collateral registry
does not exist, and contract enforcement remains costly and lengthy. On the
borrower side, most entrepreneurs do not have a good understanding of financial
products offered by banks and other lending organizations.

