Hurdles to Address for extensive EE improvements and


Possible Solutions (work these and other solutions into the proposal)
Lack of information

Many customers do not know how to implement energy efficiency or solar energy, and may not understand the benefits of a project.

How can we provide information from a trusted source? {Under financial incentive programs, Topic 2, this grant could help us reduce barriers via many of the following}
Trusted energy coach connected with

· Energy extension service through local university?

· Local government via PACE program?

· Utilities?

· Non-profit orgs?

· Other trusted service providers such as health services for elderly?

Uncertainty of savings

Homeowners and businesses may not trust that the improvements will save them money or have the other benefits claimed.

The following can reduce this risk:

· Low interest loans available through PACE programs

· Tax benefits - The interest portion of the repayments are tax deductible, similar to a mortgage. Homeowners are also eligible for the federal income tax credit (FITC), a 30% investment tax credit for residential and commercial solar installations

· Low cost or subsidized home rating system backed up with experience and data {Topic 2 allows paying for building audits. Use it to help x number of homes develop phased plans for deep energy retrofits that can be implemented over time. Focus this on neighborhoods.}
· Previous projects to reference: must be similar building type, similar project {Topic 2, under EE retrofits, can help establish benchmark data. Disclaimer – this type of idea comes from Beyond Green Construction} 

· Low cost or subsidized commissioning of buildings (grant pays for data collection?)

· Trusted EE label for building that owners view as raising value of building (Grant pays for local awards – similar to local hero?)
· Certified installers and energy analysts and/or an assurance that installers and energy analysts are properly trained (Grant would fund local contractors to take certification courses.)
Split incentives

Split incentives occur when the decision-maker does not receive many of the benefits of the improvements. An example is the case of rental property owners who lack incentives to invest in building efficiency upgrades when the tenant pays the utility bill.

· Will PACE programs increase the ability of landlords to clearly assign re-payment costs of energy improvements to rental properties in cases where the renter receives the benefit of lower energy bills?

· Other innovative programs may be needed.

Transaction costs

The time and effort required to get enough information to make a decision, apply for financing, and arrange for the work to be done may simply not be perceived as worth the return in energy savings and other benefits.

The following can reduce this risk:

· PACE programs focus on EE and/or RE only and thus can be less confusing
· Low interest loans available through PACE programs

· Tax benefits - The interest portion of the repayments are tax deductible, similar to a mortgage. Homeowners are also eligible for the federal income tax credit (FITC), a 30% investment tax credit for residential and commercial solar installations

· Reliable energy coach (see “lack of information” above) 

Initial capital investment

The first cost of a project may deter investment, either because the resident or business owner does not have access to capital or they choose to make other higher-priority investments.

The following could reduce or eliminate up-front costs: {Under financial incentive programs, Topic 2, this grant could help us establish and/or reduce barriers to many of the following}
· PACE financing

· EE Mortgages

· Revolving loan fund

· Tax credits

· Grant funded programs to buy-down costs (RGGI funds via Green Communities Program? Private Sponsors?)

· Renewable Energy Credits (RECs)

· Carbon offset payments

· Other emission credits

· Rebates from utilities

· Demand reduction sales to ISO New England Forward Capacity Market

Length of paybacks

Homeowners and business owners may not want to invest in comprehensive retrofits if they do not plan to stay in the building long enough to recoup their investment.

PACE financing provides:

· Longer repayment period: Energy Financing Districts offer a longer term of up to 20 years (maybe 30 years?)

· Repayment transfers with ownership

On-bill (utilities) financing if the cost stays with the building can achieve the same

Pilot test with building owners willing to finance over 20 years
Lack of trained and experienced workforce

· Grant would fund local contractors to take certification courses.)
Other

Limitations of traditional financing programs for EE often include short repayment periods, high interest rates, stringent credit requirements that do not account for energy savings, lack of options for recent homebuyers who have not built up equity, and limited availability for households most in need, to name a few
Brainstorming ideas to tie together many activities for a “Game-Changing” proposal for Topic 2:

1. Fund as many solutions to hurdles listed above while at the same time, work with local banks to provide a selection of EE mortgage packages based on simple payback (SPB)) – e.g. the 2-year 3-yr, 4-yr, … 10-yr SPB. Label this something like “Self-Financing Home Improvement” programs. Be willing to expand this to longer SPBs if PACE financing becomes possible. This would help identify people’s time horizon for SPBs. 

2. Community sector EE revolving loan or guaranteed loans coupled with EE mortgages, utility on-bill financing (tied to the building) and policies that:

· Require EE improvements at key times (e.g., point-of-sale, major renovation)

· Support building beyond the Stretch code

3. Provide a special offer if a certain percentage of a neighborhood signs up for EE improvements (e.g. everyone gets an audit and consultation that results in a phased plan for a DER.) Find the needed financing for the project and a way to attach payment to the buildings. Use the project to gather and analyze economic, technical, and marketing info. (Note Beyond Green in partnership with UMass is submitting a proposal for a different grant to do just this. This could expand on what they are doing.) Use the resulting data to support design of a larger program.

4. If we cannot find a way to attach payment to the building, look for a non-contiguous “neighborhood” of owners who are willing to work with a 20-year SPB as long as their annual cash flow is held constant. Could we help them find good financial terms? Advertise this virtual “Pioneer Valley Neighborhood” project and work to enable PACE financing so that when we can do PACE financing the area will be more ready for it.

5. Could a private, non-profit (or neighborhood association) take on the role of a municipality and float a bond/loan and collect an assessment on the property? The biggest hurdle would be who has top priority on a building lien.

6. Help us prepare for implementing PACE financing (or work with DOER to help us prepare to change state law) by beginning to design a model PACE program. Consider the following:

What is an Energy Financing Districts or Property Assessed Clean Energy financing?

Energy Financing Districts (EFDs) or Property Assessed Clean Energy (PACE) financing programs enable local governments to raise funds and finance energy efficiency (EE) and renewable energy (RE) improvements in private buildings. The funds are repaid through a special assessment on the property tax bill of participating properties. The loan is secured with a lien on the property. Like other taxes, in the case of foreclosure this lien is paid before other claims against the property. Inclusion in an EFD is voluntary.

Advantages of EFD/PACE financing

The primary advantage of PACE financing is that the repayment obligation stays with the property and is transferred when the property is sold. This enables property owners to invest in improvements that will pay back over a longer timeframe than the owner intends to own or use the property. Other advantages include:

· Little or no up-front cost to the property owner

· Potentially lower interest rates

· Tax-deductible interest payments

· Ease of applying for financing (over second mortgages or home equity loans)

· Ability of landlords to clearly assign re-payment costs of energy improvements to rental properties in cases where the renter receives the benefit of lower energy bills 

· Could PACE financing be used for EE improvements that went beyond St code? (i.e. to meet stretch code requirements or go further?)  

Funding Sources

While the most common and essential method for municipalities to finance an EFD is through the issuance of a bond, other sources of funding can be added in, depending on how the program is structured (e.g., it could be partnered with a revolving loan fund). These may include:

· Grants (RGGI funds via Green Communities Program?)

· Private Sponsors

· Renewable Energy Credits (RECs)

· Carbon offset programs

· Other emission credits

· Rebates from utilities

· Demand reduction sales to ISO New England Forward Capacity Market

To consider when designing a PACE program

Financing an energy efficiency program can require more effort (then for RE) to decide which measures are eligible and how to ensure installations are completed.

The expected life of the installed improvements must be at least as long as the repayment period and be attached to the property. Thus, when a property changes hands, the new owner will continue receiving energy generation or savings. 

Long payback items can be blended with shorter payback items for an overall payback period that is shorter than or equal to the finance term.

The program cannot finance portable items such as efficient light bulbs and refrigerators because they can be easily removed when the current owner leaves. Local governments must find other ways to encourage these valuable upgrades.

Staff time needed to design and run the program include:

Basic research

· Research what currently works and does not work in other cities

· Identify and implement legal process to set up the program – create special assessment district

· Identify specific goals & objectives

· Identify whether implementation team should be local or regional and/or include private partners

Secure Funds

· Identify structure of finance mechanism (how one bond is split into multiple smaller loans)

· Secure funds

· Identify structure of any revolve loan funds (that may be available due to grants, carbon offsets, etc…)

· Secure bond insurance or set aside pre-funded reserves to cover defaults ( Could use a grant to fund this

Parameters to ensure savings are equal to or exceed annual tax assessment

· Identify which ECMs can be funded and/or criteria to include specific ECMs in a certain project so as to meet goal and objectives

· Possibly identify criteria to include specific properties in the program

· Determine how to use to the best advantage other EE and RE programs, rebates, and subsidies

Education & outreach programs

· Skills and training development needed for energy coaches

· R&D and implementation of a marketing plan 

· Develop other incentives: Free or reduced-cost initial audit (Could grant help start a revolving loan fund for this? Utilities pay this? Private Business pay this?), lower interest rates, long-term planning assistance, guarantees on savings, aggregate projects (maybe for a business district), subsidize projects (see “Funding Sources” above)

Ensure that savings are achieved

· Identify M&V techniques for each type of ECM and identify M&V techniques for overall building performance

· Select certified installers and energy analysts  / ensure installers and energy analysts are properly trained

Ensure that payments are made

· Identify credit requirements needed to partake in program

· Identify structure of the lien to secure the loan

Program overhead costs

· Staff time per loan will depend on size and success of the program. Funds for pilot test would overcome high-startup cost/loan and allow municipality to clearly identify costs/loan

Information to Gather

· Number age and condition of single and multi-family homes and composition of commercial stock

· Number of rentals where tenants pay energy bills

· Population’s knowledge of and interest in EE / RE

· Potential cost benefits to building owners for advertising purposes

· What are the real barriers (From all I have heard it is the need for coaches to help people through. The MassSAVE program seems to complete jobs when the job is straightforward – this needs to be verified)

· What other financing and incentives are available?

· Opportunities for outreach & education

