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ABSTRAcr

Creative financing strategies were developed through partnershiJ?S
between a corrmunity based organization and local lenders, foundations,
corporations, and utility companies which resulted in energy conse:rvation
improvements to over 5,000 multi-family units in Philadelphia over the past
tvvo yearse

Corrmunity Energy Developnent Corporation (CEOC), a non-profit
organization, has developed a portfolio of loan guarantees, below market
rate loans, shared savings financing, and leverageCl certificates of deposit
to provide attractive financing alternatives to rental property CMll1erso
These financing mechanisms have enhanceCl CEOC's ability to overcorre
traditional :barriers to cwner-financed energy conservation irrproverrents49

The paper reviews financing mechanisms employed throug"hout the
country for energy conservation improvanents to multi-family buildings,
highlights their relative :benefits and constraints for this type of rrarket,
and provides detailed guidelines on hON to develop and market creative
financing programs ~ Enphasis is placeCl on how to market the benefits of
multi-family energy conservation to all participants, as well as to show
hO\N these financing rrechanisms can help support the costs of rrarketing and
delivering energy conservation services 49

These financing mechanisms a viable alternative to the
~indling feCleral resou:rces available to address the energy efficiency
needs of multi-family buildings housing low incane tenantSe
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LEVERAGING PRIVATE SECTOR IN'VES'lMENT
FOR .MULTI-FAMILY :ENERGY CONSERVATION:

NEW APPROACHES TO CORPORATE/~I'IY FINANCING

Anthony E. Srnith
Canrcnmity Energy Developnent Corporation

Often the crux of marketing and delivering energy conservation
improvements to multi-family buildings lies in the financing incentives
offered to building ovmerse ~n-profit energy service companies in Ste
Paul, philadelphia, Boston and c:hicago have all developed below-market
financing mechanisms to help market their programs. '!he Philadelphia
e:K:f)erience is unique in that it ta:ps into the corporate sector to achieve
this purpose, thus enabling the Cornrmmity Energy Developnent Corporation
(CEDe) to offer a portfolio of private and public sector financing
incentives~

Traditional barriers to financing energy conservation in multi-family
housing- include the follCJWing:

* Unavailability of financing: Few lending institutions service this
market~

* Overly stringent leming terms: Leming institutions that do offer
rental rehab loans seek strong financial positions, positive
cashflow, and no rrore than one mortgage on the property, all or
some of which conditions elude many projects f };Brticularly those
housing low incane tenants @

* Need for alternatives to rrortgage financing: Unfortunately, the
collateral of choice many lenders the property itself, which
ma.y preclude financing low incorre housing projects"

* Ccxnpeting capital improvenent options: Particularly buildings
where energy improvenents can do the most to reduce operating costs
due to poor building constru.ction, building aNIl.ers may have
canpeting capital improvenent projects in health or safety areas
that must be addressed first~

benefits of developing a corporate/community financing strategy
include the following:

'* Fewer program constraints: Corporate public responsibility
investors are more interested in seeing to it that the broad
outlines of their public investnEnt criteria are met than they are
in stipulating detailed regulatory requirements for program
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implementers. This is in sharp contrast to most government
sponsored financing prograrns~

* Increased credibi Iity with borrowers: Sanetimes the rrere mention
of governnent involvement in a financing program will deter
potential prOCJrarn particip3.nts for fear of costly delays and
reporting requirerrents 4' CEDe ".S experience has been that the
private rental market responds very favorably to the notion that
financing is offered as a :P3-.rtnership with a corporate sponsor @

* Access to large capital I;X)ols: Corporate, nutual fund, and ]?ension
fund investors are constantly looking for socially responsive,
secure, and good yielding invest:rrents of their millions of dollars.
The challenge for multi-farnilY energy conservation program
designers and o]?erators is to develop financing nechanisms that can
attract such financing ~

A MARKETIl\G APPROACH 'IO D:EVELOPlNG FIl\fAl\1CING PR~

A marketing approach to developing financing programs has been adopted
by Community Energy Developrrent Corporation (CEOC) as it has worked with
several corfOrate entities in developing financing programs. Such an
approach requires an understanding of who the key players are, how they can
benefit, and their values systems and their organizational culture~

The key players in financing energy oonservation improve:nents include
the borrowers (building owners) f lending institutions, secondary loan
markets, and loan subsidy sources and loan guarantors * In developing a
financing program, the needs, organizational cuIture and operating methods
of these players have to be appreciated and addressed to ensure success of
the program 0

BorraNers

Building owners are by a variety of reasons to invest
rental property improverrents 0 These include a desire to reduce operating
costs, and therefore improve the cashflow of a building, as well as to
reduce maintenance costs & For some the notive is to enhance the property
value of a building, as well as to reduce vacancy rates through highly
visible improvements (i co e 0 , stann windows) which may in sone cases take
precedence over rrore cost effective but less visible improvements (i.e.,
roof insulation) 0 CEDe has found that many of these canOODls can be
reduced to a single cannon variable, na.nely f "positive cash flON. II

Exceptions to this principle corre into play when an Otmer is considering
the sale of the building, in which case large capital exJ?e11ditures for
energy efficiency can increase debt service beyond the parameters of
optimal return 0 On the other hand, ignoring needed tenant or finish
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improvements can affect the level of attainable rents, thus diminishing the
level of debt service a building can support0 In sum, positive cash flav
has proven a reliable incentive with which to prorrote energy efficiency
investrrents to building ONIlers, but this must be carefully weighed with the
building owner's investment philosophy and the particulars of the building
in every case.

As CEDe develops a package of energy conservation improverrent
recomnendations for a client, it incorporates debt service for financing
the irnprove:nents in the cashflow projection. The payback analysis for
various canbinations of energy improvements is arrived at from canputer­
generated heat loss calculations taking into account the conduction,
infiltration, and thennal capacity of the building, and efficiency of the
heating systano The loan tenn is then adjusted to assure a positive
cashflow& In this way we can present the prospective borroYler with a
scenario for making energy improvements which rover financing costs through
energy savings. In cases where the client is strongly biased to mak.e
irnproverrents which we would not othervvise recarrrrerrl from an energy
efficiency perspective (i.e@, replacement windows where stonn windoVV'S lNOuld
suffice), we note that in our cashflow analysis I' so that the client
understands that other reasons such as improved. property value have
dictated that particular investment option.

In the four years CEDe has offered. technical and financing services to
building owners, we have found that there is a strong correlation between
the level of investment made by ovmers and the availability of Solar Bank
principal 'Write-dONnS and/or other low interest financing ~ As the cost of
financing is reduced, the cashflow scenarios improve for the more capital
intensive investments 0

Lending Institutions

There are nany types of lending institutions, yet few real players
when it corres to energy conservation improvement financing for rental
housing'll Ccm:rnercial banks as a whole are generally unwilling to lend. to
this housing sector, I;articulary when loan amounts are less than $50, 000 e

Ccrnnunity unions often find thenselves constrained by geographic
boundaries or an inability to provide loans to corporations. savings and
loans institutions can be a good resource, especially when they see an
Optnrtunity to reduce the vulnerability of their existing mortgage
tnrtfolio to loan defaul ts resul'ling fran unmanagErl energy costs 0 Also
banks can sorretimes be persuaded to look upa1 such lending as a way to
bolster their compliance with the provisions of the Corrmunity Reinvestment
Act (CRA), which requires that banks rrake sorre effort to provide loans in
the communities where their businesses are located 0
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loan Guarantors and SUbsidies

certain HUD/FHA loan guarantees such as the Title IB (for loans up to
$47,500) and the Section 241 (loans fran $10,000 and up) help nake it more
:possible for traditional lenders to make loans as second and third
rrortgages on multi-family buildings. In certain states such as lvtinnesota,
state loan guarantee programs also help rrake financing accessible \\I In
addition, certain other programs, such as the recently scrapped. HUD Solar
Bank program reduce the cost of financing tlrrough principal and interest
write-downs4D Foundations and publicly responsible cor:POrate investors
represent a good source for loan guarantees and principal \Vrite-downs0

Corporate Investors

certain large corporations have developed IVprogram related
investrrents n (PRI's) to channel charitable and public res:POnsibility
investments in support of conmunity economic developrrent@ Examples of
these include the IDeal Initiatives Support Corporation (LISe) I' the CIG~

Cor:POration, Working Assets money market fund, and nurrerous others. Each
entity has to exercise the nIle of the "p:rudent personn I' of investing in
projects with no greater risk than ¥;QuId be exercised by a prudent person.
Although each has its own criteria for risk assessment and security
requirenents, these low cost loan sources represent one of the most
pranising sources of capital for energy invest:rrents 0

Utility CoDpanies

Public and private investor utility companies have increasingly come
under the public eye and regulatory directives to s:POnsor energy
conservation efforts to l1elp alleviate the problerrs of IIpayrrent troubled
custaners f if that is, low incorre custaners having difficulty paying their
bills ~ 'lliese problems are fel t by utility companies in the form of
customer complaints and unpaid utility bills0 In addition, some utilities
have taken a more active interest in energy conservation as a means for
deferring and/or offsetting the need for building additional generating
capacity, as in the case of PG&E in california and the Burlington Electric
Departrrent in Vennont0 Still other utility canpanies have capitalized on
energy conservation as a means for enhancing their market share, as in the
case of the Philadelphia Gas Works& Whatever the motive, utility canpanies
are increasingly incor:POrating energy conse:rvation invest:rrent as part of
their corporate mission, and a variety of financing programs have resulted"

A number of utility companies have learned the hard way that while
may desire to develop a financing program for energy conse:rvation,

they are :poorly equiped to originate and service energy conservation loans
themselves for the multi-family rrarket~ Unlike the single family market,
where the size of loans is snaller and can be justified on the :basis of a
Olstomer ' s utility crErl.it rating f loans for rental properties are much
larger and require more stringent underwriting criteria$ Successful hybrid
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prCXJrams have evolved. where utility companies provide the capital for loans
or loan sul:sidies, while leaving to traditional lenders or energy service
companies the task of loan origination and loan servicing a

secandary roan Markets

Secondary loan markets greatly influence the availability of loan
capital for energy conservation improvementso Far .instance, in the Spring
of 1986 when FHAJ's budget ceiling was reached as a result of the flood of
rrortgage activity stimulated. by ION interest rates, it created a temporary
lull in loan origination for Title IB loans@ Fannie IYlae and Freddie :Mac
have pranulgated. regulations encouraging lenders to incorporate energy
conservation into their undenvriting criteria~ Fannie Mae v.zill allow one
to t~ percent higher housing debt to income ratios over the nonnal 28% for
hanes certified to be energy efficiency 0 F'red.die Mac has a sanewhat more
flexible approach, allowing up to 4% increase in the debt to income ratio,
depending an the energy efficiency rating of the hone or an analysis of the
actual o}?erating costs of the building @

Ene:rgy service Corporations an.d State Housing Financing Agencies

Perhaps the most pranising direction far energy conservation financing
is for non-profit energy service corporations to l::ecome the direct loan
originators, as in the case of the Energy Resource center in Ste Paul and
the Citizens Conservation Corporation in Baston 0 Under both these
scenarios the non-profit resells its loans to the state housing financing
agency 0 lJhis removes the major hurdle of relying on private lending
institutions to originate loans for a loan rrarket they do not perceive to
l::e profitable~ In fact, whereas Citizens Conservation CorfOration in
Boston began their financing program by \AiOrking v.zith a lending institution,
they later evolved their financing prcg-ram to one where they now originate
loans with the state Housing Finance Agency ~ It has been their experience
that this approach provides greater program flexibili ty and less expense in
transactim am delay costs as canparec1 v.zith working with a private lender @

In light of the great variety of financial needs am conditions in the
marketplace, and susceptibility of the rental housing rrarket to changes

environrrent, t\\O objectives in developing a financing program are as
follows:

* Respond to diverse :market corrlitions and borrower need.s0

* Maintain continuity of programning 0
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These objectives can be translated into program design principles as
follows:

* Develop diversity of financing rrechanisms.

* Seek diversity of capital sources *

The effectiveness of a financing program is greatly influenced by a
number of factors, including energy costs and financing costs e This can be
very sirrply expressed in the relationship:

E
I = f(­

F
where

I = Investment Activity
E = Energy costs
F = Financing Factors

Energy costs are usually associated with those costs that are directly
fel t by the landlord, as in the case of master metered buildings. However
in many cases it can also include indirectly felt costs, as in buildings
with tenant paid utilities which also have high tenant corrtI?laint, vacancy,
and turnover costs e

Financing factors include interest rate, :points, loan tenn (the longer
the term, the nore likely that a positive cashflovv can be achieved on an
energy investment), loan security costs, and processing costs. Loan
security costs can be rather steep, such as rrortgage financing or
requirements for personal guarantees or standing letters of credit (ranging
in cost fran 0 e 25 to 3 e 0 percent) '» Processing costs include a diverse
array of costs, such as technical analysis fees, loan application and
credit checking fees, time-consuming paperwork requiranents, canplexity of
financing :rrechanism, processing delays, and infringerrent of privacy in the
undenvriting process @ On the other hand, these financing factors can be
mitigateil to sane extent by improving the accessibility of the financing
:portfolio through marketing and education efforts, continuity of
programming, reducing entry costs, and creating rrechanisms tailored to
specific market segments (i~e~, small building proprietors as well as large
rental property syndicates) 0

When energy costs are high or when they represent a significant part
of a building's operating costs, an opportunity exists for offering market
rate financing $ As energy oosts diminish, more emphasis is needed on
attractive belovrmarket rate financing, including lower interest rates,
longer loan tenus, lQV\7er :points, and faster loan processing Ii The inverse
relaticnship between energy costs and financing costs is dynamically
related. to changes in the envirorment, such as falling oil prices or



lO\Alering interest rates 0 As these variables change, the investment
activity will also change, reflecting a balance point at which building
ovmers can still achieve positive cash flO\N to cover their investments,
including debt service, through energy savings.

FINANCI:NG SI'RAT.EGIES

A variety of strategies can be called into play in developing a
financial program portfolio, as outlined below and more fully described
through case study examples in the follONing section:

* CONVENrIONAL LOANS

.... 8eccndary and 'Iertiary lXlortgages
-- Refinancing
- Ccxmrercial loans

* IO.AN GUARANTEE PRCGRAMS

- FHA Insured (Title IB and section 241)
...... Foundation Loan Guarantees

'* El\IERGY SAVINGS IOANS

- Shared Savings
.- Guaranteed savings

* INI'EREST/PRINCIPAL WR.lTE-I.XJti\1NS

.- Utility Sponsored
- Foundation Sponsored
-.. Solar Bank
- Oil Ov'ercharge Funds

* SHARED IOANS W/ CORPORATE OR FaJNDATION CD'S

CASE: STUDIES m CDRPORATE/COMMUNITY FINANCING PROJECTS

The follo'Wing represents a few examples of projects which CEDe has
reen involved 'With fran design through implerrentation, am sane of the
strengths and lAeaknesses of each.



case Study 11: Shared. Energy savings Program

In 1983 CEOC approached the local Initiatives Support Corporation
(LISe) to help CEDe put into place a shared. energy savings program. The
rationale was to enable CEOC to rrake energy improverrent investrrEnts through
its own capital, and reap the return on those investrrEnts through energy
savings. CEOC ' s business plan shONed. cashflow projections from several
projects creating a growing sourCE of general .operating revenues for CEDe
:ba.sed. on investrrEnts that V\Ould generate positive savings e

LIse's requirenent was that it not loan the funds directly to CEDe,
but that LIse deJ?Osit the funds ($45,000) in one year CD's with a lender
willing to lend to CEDe at the rate of 2% over the CD rate eam.ed by USCs
The CO's 'WUuld serve as loan guarantees, and enable the bank to make
tlshared loans" to CEDe. CEDC 'Was fortunate in finding a lender, Atlantic
Financial Fed.eral (AFF), a large savings and loan institution with
operations in several states, that in practice has loaned the funds to CEDe
at 2%, considerably 'Well :below market rate. At the end of each year AFF
and LISC evaluate CEDe's default rate (presently zero) so that AFF can
provide up to four times the original CD deposit at rrarket rates to CEDe in
subsequent years e

CEOC has invested $40, 000 to date in three projects representing 145
units of Section 8 housing. savings projections of 25% were not achieved,
and the project has been an expensive learning lesson~ Actual savings of
approximately 15% were achieved, notably for the following reasons:

* Building management tampering 'With equiprrent. Often CEDe technical
cre'WS found control equipment disconnected, as building rraintenance
personnel responded to tenant complaints of inadequate heat by
turning up the heat~

* Faulty equipnent$ Sophisticated energy managerrent control
equipnent malfunctioned, and had to be sent back to the factory,
thus losing 'b\o rronths of control s during the };eak heating season (0

* Poor building rraintenance@ Building managerrent did not cooperate
in replacing broken glass windo'WS and repairing loose fitting doors
as required in the contracte we later learned fran the building
CJl\Nl1er of his desire to sell the property, and this lack of
attention to naintenance reflected his general attitude of
disinvestment in the prcperty (0

CEOC has recovered]?ClIt of its investrrEnt as a settlement with the
building ONrler an one of the properties he sold$ CEDC has declared a
contract default with the building ow:ner and is presently trying to recover
the rest of its investment, and may have to exercise its UCCI (i@ee,
Uniform Ccmrercia1 Code equiprrent lease lien) on the buildingse
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CEDC "s shared energy savings prcgram (SESP) approach differs from the
guaranteed energy savings program (GESP) approach of the Energy Resource
center and the Citizens Conservation Corporation, as follONs:

SESP GESP

Borrower

Equipnent Otmer

Utility Bill Payor

FSCO Building Otmer

ESCO Building Otmer

Building Otmer FSCO

Both SESP and GESP share in corrrnon a full service concept tcrwards
energy rnanagerrent and financing, and both renove any risk to the building
OlNI1er that the reoonmended improvements will not yield the energy savings.
For building O'M'lers unsure of the technology or very adverse to risk, this
provides a mechanism to ensure that irrespective of the actual energy
savings, that the debt service on the financed improvements will be met
without creating any drain on the building"s existing cashflow 0 The high
administrative costs and risk to the ESCO in offering this type of
financing have to be offset by sharing a substantial amount of the energy
savings, over and above the cost of debt service and maintenance costs on
the equiprrent, with the ESCO ~

With SESP financing, the building owner is essentially leasing
equipnent owned and maintained by the FSCO over a pericd of years, for an
agreed upon share of the energy savings over a baseline period, adjusted
for weather differencese This enables the building OttJI1er to make building
improverrents through noff balance sheet U financing f thereby rraintaining the
existing debt to equity level in the bui lding• By rraintaining the equity
level in the building through SESP for the energy efficiency improverrents,
the owner enjoys rrore flexibility to consider other financed improvements
to the building~ CEDC"S SESP approach has had the additional benefit of
stimulating building OttJI1ers to assume the risk of investrrent themselves,
thereby accruing all of the savings, once they realize CECC has the ability
arrl interest ma.king the investrnent itself to reap the profitse

With GESP financing, the building owner owns the equipment outright,
arrl thus can take advantage of any tax depreciation on the equipnent e The
disadvantage to the ONner is mat this does constitute a loan which will be
reflected in the balance sheet, thus ferhaps limiting flexibility for
financing other building improvements ~



Another significant difference between the SESP and GESP financing
approaches is that under SESP the building owner pays the utility bills
directIy e Under GESP ,. the owner ];B.ys to the ESCO the sane as he or she
YlOuld have fE-id to the utility company had no improvements been rrade, and
out of the diffence between the old and the reduced utility costs the Esca
pays the debt service and its own maintenance and management fees. This
entails a somewhat higher transacticn cost and exposure for the ESCO (i.e.,
building owners making late monthly payments will add to the time value of
rroney to the ESCO in meeting utility bill and bank debt service payments)
than is e..xp=rienced under the SESP plano Nevertheless, both approaches
represent very customer intensive contracts, as the ESCO has to rontinually
monitor energy consumption patterns and maintain equiprrent to peak
efficiency over a period of years.

case Study 12:: PGW 8% I.oan Program

In 1984 CEDe approached the Philadelphia Gas Vbrks (PGW) about a joint
venture to help narket Solar Bank principal 'Write-down subsidies in the
Philadelphia area. PGW restx'nded by offering to rrake available a capital
loan tx'ol of $500,000 at 8% interest for five year loans to building O\V11ers
willing to nake improvements to gas heated buildings @

The program proved to be very IOpular, and funds were exhausted in
approxirrately one year in a variety of };1Lojects@ The low interest money
was coupled vrith the 20% principal write-down offered by the Solar Bank
program@ The availability of this low cost capital rrade it IOssible for
one building owner to consider acquiring and renovating an 89 unit vacant
building and installing a state-of-the-art dual fuel boiler and controls
for the steam heat systenL~ The program also proved helpful to a dozen
other building projects, ranging in scale from 5 unit buildings to a 300
unit co-op housing building ~ CEOC role was to perform all of the
marketing, technical analysis, and loan ];E.ckaging ~ PGW reviewed the
specifications, and processed the loans intern.allyo

The funds would have been used more quickly had certain administrative
problems been avoided@ Many of these had to do with PGW's learning hCfiN to
originate and seIVice loans for co:rmercial clientse PGW required personal
guarantees or letters of credit to secure its loans, since PGW had no
interest in foreclosing on properties in cases of loan default. In many
instances these security requiranents created delays in closing the loans,
as \\ell as adding costs for the clients 0 In any subsequent phases of PGW
financing programs, PGW managerrent involved. in developing the pilot program
and CEDe have agreed that it is not in PGW's best interest to serve as loan
originator and loan servicer f as those functions are not traditional
functions for the company 0 An alternative nodel \Vhich nay be explored is
for PG\1 to invest certificates of detx'sit with a lending instution which in
turn will perform the loan ocigination and loan servicing, modeled after
the CEOC/CIGNA Shared Loan program (see case study #4 below) *
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case study 13: PP&L 6% Interest write-J::)ovm Program.

In the fall of 1984 the Pennsylvania Power & Light canpany (PP&L)
approached CEDe about helping them to design a multi-family marketing,
financing, and service delivery program for their 10,000 square mile
service area. The objective was to relieve the burdens of payrrent troubled.
custaters in both individually and master rretered. buildings.

PP&L's initial idea was to create a $300,000 revolving loan pool.
That option 'Was quickly discarded. when CEOC :pointed out certain advantages
of developing an interest write-down program, such as:

* Leveraging of funds 10 to 1 by having building owners borrow the
principal fran lending institutions and using PP&L funds to vvrite
down the interest.

* I!JWering administrative costs, since the banks perform the
necessary underwriting and servicing of loans.,

* Creating a program adapted to different rrarket segments, . such that
in individually metered. buildings where owners refuse to make
improverrents, PP&L will pay for the installation of low cost
~asures to red.uce infiltration and. increase tenant comfort~

The program design was completed in March, 1985 together with a
comprehensive program manual~ Marketing and coordination of all services
'Was perforrred by for-profit and non-profit agencies in PP&L's six
territories, 'Hith limited. marketing sup:port fran PP&L@ After the training
for the service' coordinators was completed. in August, 1985, the service
coordinators helf)ed to start constIUction and obtain camri.tments on the
weatherization of over 1,600 units, of which approximately 50% were loans,.
and. the balance free lOW' cost measures e

Since PP&L had committed. itself to the Public Utilities Camri.ssian
(PUC) to meet certain program objectives by the end of the year, and since
the program did not becane fully operational until the early fall,. the
focus of marketing efforts by PP&L and. its service coordinators were large
Section 8 professionally rranaged prOj?erties$ The program provecl to be an
excellent test of whether the rrarketing, financing,. and technical rrethods
used. by CE.DC 'V\ere transferable to conmunity action agencies with no prior
extErience in narketing services on a fee basis. In the short time the
program was operated in 1985, four out of the six contractors f)erfonned.
better than anticipated~ It danonstrateCl that an effective I;Clrtnership
could be achieved anDng utility, community 1 and bank interests.
Unfortunately, PP&L overspent its buget for 1986 on the single family
-vveatherization program, and has temperarily suspended its multi-fami1Y
prOCJram~ The design of the program is now being reviewed by the PUC, PP&L,
and the prcgram farticipants in anticipa.tion of reviving it in Sate fonn
next year*
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case Study 14: CIGNA Shared roan Program

CIGNA CorJ?Oration has invested $500,000 in a program with CEDe and
Atlantic Financial Federal (AFF) in twu investrrent pools 0 One consists of
a low interest loan of $100,000 to CEDe for CEDe's shareel energy savings
program. The second consists of $400,000 in long tenn certificates of
deposit with AFF , as a shared loan program to make low interest loans
available to CEDC's clients. CIGl\lA's CD's are not used. as security on the
loans to the property owners. Instead, AFF secures the loans as second or
third mortages on the properties, and obtains HUD Title IB 90% loan
guarantees. '!he Title IB prcgram allows for loans up to $47 ,500 for 15
yearse '!he loan tenn is es:r;:ecially attractive to CEDe clients, as it
enhances cashflON for the buildings s& CEDe is presently exploring with AFF
the aJ?Plicability of the HUD Section 241 program, which is s:r;:ecifically
tailored to energy conservation loans in Imllti-family buildings I for loan
amounts of $10,000 or greater.

'!he CIGNA shared loan program was just put into place in Noverriber of
1985 , after over one year of negotiations with CIGNA and AFF e It is thus
too soan. to make any evaluation of this program's ¥n];E.ct, although the
client response has been rrost encouraging.e CIGNA is able to use its
program related. investrrent funds to generate public responsibility
activities, while having its funds canpletely secured and earning interest
at 7% e In addition, CIGNA. was able to vvrite off more than $140, 000 as a
charitable contribution, as the calculated difference between what CIGNA
could earn. with these sane funds at ma.rket rates. AFF loans to CEDe
clients are at 2% over the CD rate ];E.id to CIG~1A (i~e@, 9%), which at this
'Writing is still attractive to property ONIlers despite the decline in
interest rates since the fall of 1985 ~ CEDe earns three J?Oints on the
principal value of the loans for loan processing, and in addition CEDe
charges fees for canpletion of a building technical analysis ("Energy
Investrrent Plan") as a condition for access to these funds., In addition,
CEDe requires that tangible benefits to tenants, such as comfort
improvements in the.i.l:' a];E.rtments or quality of life irnproverrents to the
building as a whole be included. in the work scope~

CXJNCLUSION

'!he non-profit practitioners of rrulti-farnily energy conservation have
fanned a national association with representatives fran government
research labs, utility oompanies, and other interested ];E.rties to fonn the
Energy Practitioners Exchange (EPE). In many ways EPE me:nbers from St.
Paul, Philadelphia, Chicago, and elsewhere are on the cutting edge of
developing financing mechanisms to help market energy conse.rvation,. in a
field which represents a relatively new area of public and private
endeavor 0 Early efforts in shared energy savings programs suggest that
this approach, while an effective marketing teol, has serious pitfalls and
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high administrative costs to carefully consider~ At the other end of the
spectrum, more oonventional financing approaches often fail to provide the
degree of resJ?Onsiveness and. attractive terms which are needeel to overcome
the many barriers to energy efficiency investments in rental pro:r;:erties 0

Areas which seem to provide the greatest J?Otential at this tinE include the
role of non-profit ESCO's as loan originators with state housing finance
agencies, as \\lell as the use of shared loans with corporate program related
investrrentse

CEOC PROORAM INITIATIVES

Canmunity Energy Developnent CorJ?Oration (CEOC), a non-profit 501 (c)
3 corporation, was organized in 1981 by ccmnunity and business leaders to
channel capital and jobs into the conmunity through building energy
conservation i.nproverrentse

The direct beneficiaries of CEDe's activities include thousands of low
inCX:>Ille families whose apartments and. homes have :been 'VVeatherizeel by CEDe,
families and non-profit institutions who have lowered their fuel oil costs,
utility ratepayers who benefit fran conservation prograrrs designed by CEDe,
minority residents who learn new job skills, and the corrmunity as a whole
in increasing the dollars that are reelirected. towards more job-creating
activities $

CEDe has developed a variety of programs and services in response to
client needs, including the following:

* Energy management technical services
* Below market rate and. shareel energy savings financing
* Weatherization contracting
1: Utility/public agency program consulting
* Oil discount program
* lbn-profit management consulting

Over 80% of the costs of the above prcgrams are covereel through fees
for service, and. the balance through grants to sUpJ?Ort CEDe's educational
and charitable functions related to the above activitiese

CEDe has initiateel a number of financing strategies, both for the
programs it administers in the Philadelphia area, as -well as for utility
companies outside of Philadelphia. Financing prcgrams include loan
guarantees, shareCl savings, shared. loans through corporate certificates of
deposit, and. interest and principal write-dovvn programs ~




