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Theoretical background @

ad When evaluating energy efficiency (or GHG emission
reduction) programmes the analysis usually only
compares the level of subsidy and the resulting effects
(CO, savings, energy savings, etc.).

a In line with transaction costs theory, such evaluation
leads to suboptimal decisions

0 Besides the level of subsidy (as the major cost of the
programmes) evaluation of public programme needs to
Include transaction costs of the programmes, too.




Transaction costs theory %

What are transaction costs?
d Not a single and generally valid definition

a All actors in economy make their decisions under bounded
rationality (new institutional economics)

a All activities/contracts bring about transaction costs

d Transaction costs can be compared to friction in physics

O Some (two) of the definitions:

O the costs of running the economic system  Arow, K. J. (1969)

O transaction costs are all costs connected with the implementation of a
contract, excluding production costs  ravel, J. (2005)




Transaction costs of energy etficiency
subsidy programmes

a Arise on the side of the administration body and on the side of the recipient
(applicant)

O Unsuccessful applications should be included, too (if evaluating the
programmes as a whole)

O the transaction costs amount to 10 — 40 % of the project or investment

Organisation Ex-ante Implementation Ex-post
Design of the programme Validation and Monitoring and
Public Tech_ni_cal a_ssistance processing of the v_e_rific_ation
. . Administration of the programme Quantification results
administration programme — validation of Settling of legal
projects disputes
Search for information and Negotiation of the Monitoring
its assessment contract, procurement, Payment request
Subsidy recipient Initial negotiatior_ls _ project validation Lawsuits
Development of application
Legal fees
Bank fees (credit)




Methods to monitor transaction @

COStS

d Analysis of structure and level of transaction costs (time and
external services)

d Mixed method research

d Desk research
O In-depth interviews
d Questionnaire survey

d Focus on both administration body (Czechinvest) and subsidy
recipients (successfull ones)
d 41 one subsidy recipients

d Inclusion of unsuccessful applicants through rate of successful
applications




Operational Programme Enterprise %

and Innovation

a Fourth largest OP in the Czech Republic

3 In 2007 — 2013 3 041 million EUR avalilable
m 12 % of all OP in CZ

a Additional 500 million EUR from national resources

d Priority axis 3 — Effective energy
s Energy savings and RES
= Implemented through Eco-Energy Programme
= ca 418 million EUR (12 % of total OPEI allocation)




OPE — Priority Axis 3

O Over 1000 projects so far

O Type of projects:

s Energy efficiency measures in
production, to lesser extent
RES (biomass, biogas, heat

pumps)

a Type of applicants
s SMEs

O Average subsidy per project
= 11 mil CZK (440 000 EUR)

Indicator Based on ex- Target value
ante (year 2015)
evaluation of I.
and Il call
Installed capacity 107 180
- RES (MW)
Energy savings 3472 8 000
(TJ/year)
Electricity 674 1100
generation of RES
(GWh/year)
Heat generation 924 1200
from RES
(TJ/year)




‘ Application process

PODANI ZADOSTIO
PLATBU A PROPLACENI
DOTACE

|

REGISTRACNIZADOST

Popis Zadatele, projektu, priloha
finanéni vykazy

SCHVALENIPROJEKTU

Podpis podminek a vydani
Rozhodnuti

!

PLNA ZADOST
Podrobny popis, energeticky audit,
studie proveditelnosti, doklad o
vlastnictvi

N\

HODNOCENIPROJEKTU

Source: Ruzicka 2011




‘ Application process — other
programmes

b PN

Zfizeni elektronického p  Viplnéni formulife ) Odeslani elektronické Poturzeni odeslani
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igté (KP) fondu, K letace Fadosti - : ni elektronic
pr:?".l;Tuiné(d:]mistnau * - Drnsppr":':-ami - vytifténé Fdosti  #————  Fadosti na papir
realizace akce v obajim provedeni ve dvojim vyhotoveni

{u prioritni osy 6 na ADPE)

Doplnéni odeslat fyzicky

i elektronicky na KP - Doplnéni #dosti

L J
Kontrala terminu
doruéeni
Hx
- E i " Wyzva kontaktni asobé ) ) Wyzva komtaktni
" —#  kdopinéni #3dosti Doplnéni Zadosti 4———  osobé k dopinéni
Ehdovth do 3 dnd /( #adosti do 3 dni
//f’ !
-
e /
e - /
Mawrh na neakceptaci ' Kontrola obeoné Kontrola spedficé Mévrh na akeeptad
= formélnich dévod Prevoz 2adostl do Prahy »  prijatelnosti 2adasti > phjatelinosti > sadosti
N Mawrh l ki i ¥
Meakceptace Zdosti - Th naneakcegiad
~ Zadosti Akceptace $adosti
- . ; (formalni potwrzeni
T Elektronicke vyrozumé ni pf i $dosti

& pontaktni osoby Fadatele
o neakoeptad #adosti

'

— Dopls o neakeeptaci
iddosti

k dalfimu hodnoceni)

Y
Blektronicke wymozum Eni

Lo b Lk e el bl o

Source: State Environmental Fund



Transaction costs — Applicant 1. @

Structure

O Quite complex process

= the application and implementation is often done with external
consultant

= Rate of sucessfull applications is 69 %

O Applications
O 2 steps — registration and full application
s Documents needed (always electronically)
s Energy audit, feasibility study, financial realisation, building
approval
d Implementation
= Organization of tenders, request for payment

a M&V
= Monitoring reports — 4 years
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‘ Transaction costs — Applicant I1.

90 #
80 Full application _ B o
Prolj.ectt_ Request for
o realisation payment o
... 'zacevybérového Zavéredna zprava a
60 — Tender organization wybérdodavatele — ' monitorovact zprévy po
’g’ Zpracovani dokumentace skonéeni projektu
S 50 , i o pro vybérové fizeni na
2] Cvodntzpracovant dodavatel =
< informaci o dotacnim odavatele
§ 20 progr:’:trr]ulaljt?ho Priprava Priibéznych zprav
b= poamimkachn P¥iprava povinnych pfiloh z pribéhu realizace projektu
S Pfiprava a podani pro podpis podminek
S a5 registratni Zadosti o dotaci # &3 i
zpracovatele zadosti a jeho Czechinvest/MPO
vybér
20
Rozhodnuti o realizaci
projektu a rozhodnuti o
10 pnd:’:m’ zadosti-o_dotaci
0

Project duration

>

Time:  Av. 504 hours. (130 - 1650 hours) — about 63 days of work

cca 115 000 CZK
External companies: 600 000 CZK (median 400 000 CZK)
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Transaction costs — Applicant I1I.

d In total, transaction costs of applicants in the case study represent

12 % of subsidy allocation

QO range of 1% - 52 % .

O weak dependence between the level of subsidy and TCs (as %)

25 000 000

m Vyvolané naklady jako % dotace

Schvalena dotace (K¢)

20 000 000

15 000 000

10 000 000

5000 000

RS

60%

- 50%

- 40%

- 30%

- 20%

- 10%

- 0%
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Transaction costs - administration

O Administrative costs of OPEI
are covered by Priority Axis Ministerstvo

financi

Technical Assistance PCO 2 Auditni

s Representing 3,02 % of o
subsidy allocation Ministerstvo

O Furthermore, there are the Audit P et
Body and payment certification Ridic1 organ

authority

v

0 Most demanding, similarly to . HET
applicants, are application Rl R
evaluation and tenders

k

¥

0 System boundary set at the Fdotace.
level of programme

= need to include negotiations,
too
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Conclusions @

a

Evaluation of overall effectiveness of the programmes should
include transaction costs

d Otherwise we loose an important part of the story

The evaluation should entail both structure (qualitative analysis) and
level (quantitative analysis) of the transaction costs

In total, transaction costs — additional 14 - 18 % of subsidy allocation
(including unsuccessful applicants)

0 100 EUR of subsidy = additional 14 - 18 EUR of TCs

d The costs may be underestimated due to system boundary as it is
set

The burden is higher on the side of the recipients
s Cant say that the burden is lower for bigger projects

Need to compare with other energy efficiency instruments
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Thank you for your attention.

michaela.valentova@fel.cvut.cz
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