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ABSTRACT

Energy Service Companies (ESCOs) business started in Sri Lanka more than a decade ago.
However, formal registration of ESCOs in Sri Lanka began with the establishment of Sri
Lanka Sustainable Energy Authority (SLSEA) which is the successor of the Energy
Conservation Fund. Due to various barriers, growth rate of ESCOs found to be very low
compared with some ESCOs in the region. This study was undertaken to identify the root
causes of this issue, and to understand the likely market for an ESCO business in Sri Lanka.

According to the findings of the study which involved the active ESCOs, industries and
commercial sector organizations and energy experts, major barrier for growth in ESCO
business is found to be the low level of data collection in industry and commercial sectors
related to their energy systems. This is followed by the unfavorable procurement practices
and economic uncertainties in the country which are not directly controllable by ESCOs
which shall be a consideration for the policy makers of the country. Due to the lack of
mutual trust between ESCOs and their customers, Sri Lanka’s ESCOs seem to be caught up
in a vicious cycle, which leads to reduced revenue growth of this business. In order to break
this vicious cycle, strong government support with necessary policy changes is required.
Similar initiatives have been taken in China and many more countries in the world. When
comparing Sri Lanka’s position in energy efficiency and energy conservation relative to the
world’s most energy efficient economies based on International Energy Score Card, Sri
Lanka’s situation can be seen as far from satisfactory.

According to the estimations made, for year 2010, amount of tradable energy which is more
related to ES€Os revenue;ds-around 817,008 tae;, With & bare milimum saving of 10% and
5% in industiaiand commercial sectors respectively,. there js US$50 million (based on 2010
energy prigaSsaRy exchahge rates)-potentiat-market for’expfoitation by an effective ESCO,
business. Engrgy saved hy the ESCOhusiness today will have much more value than what is
perceived in financial and economic terms when it is seen in a broader perspective of
sustainability of the world. Startup ESCOs in a country, if supported by a pool of practical
and efficient energy experts who are not entirely dependent on the revenue of ESCOs, will
improve the trust between ESCOs’ and their customers and it will lead to break the vicious
cycle, allowing the ESCO business to exploit the considerable market potential available.

In this context, this study recommends the formation of pilot ESCOs, creation of a guarantee
fund and compulsory energy audits for industrial and commercial sectors with sufficient
awareness through government support.
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