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Financing Solutions Working Group

• Goal: The goal of the SEE Action Financing Solutions 
W ki G i t fi i b i tWorking Group is to remove financing barriers to 
energy efficiency in the United States through 
improved financing tools and mechanisms (loansimproved financing tools and mechanisms (loans, 
leases, service agreements).
– Better understand the needs of financial institutions inBetter understand the needs of financial institutions in 

participating in environmental efficiency lending
– Provide government and financial institutions with the data, 

tools, and education to create successful future financial 
products

– Continue to refine those financial tools so they reflectContinue to refine those financial tools so they reflect 
current data and the market’s changing needs.
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Goal of the Financing Solutions Working 
Group

• The goal of the SEE 
A ti Fi i S l ti

Group 

Action Financing Solutions 
Working Group is to 
remove financing barriers Financing tools can eliminate remove financing barriers 
to energy efficiency in the 
United States through

a c g too s ca e ate
up front cost barriers to 
energy efficiency and help 
match monthly energyUnited States through 

improved financing tools 
and mechanisms (loans, 

match monthly energy 
savings to monthly financing 
charges.  

leases, service 
agreements).

We view financing as a tool to enable energy efficiency. It 
strengthens the value proposition for consumers who are 

considering making investments in efficiency
www.seeaction.energy.gov

considering making investments in efficiency. 
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It is important to understand the strengths 
and weaknesses of financing …

Strengths Weaknesses

All l f bli tilit N t ll titi h t fi

and weaknesses of financing …

Allows leverage of public or utility 
ratepayer funds and increases access 
to attract private capital 

Not all entities have access to finance 
because of credit quality

Provides for “skin in the game” from 
borrowers

Even entities who may have access to 
finance may not want to take on new 
debt 

Sustainability: Extends the life of 
limited government/utility ratepayer 
funds

Cost, time, and labor intensive to 
originate, service small loans 

funds
Can complement rebate programs Requires careful design to achieve 

targeted outcomes.

Allows the private market to assess 
and price risk. 
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The Financing Solutions Working Group has taken 
the following steps:

• Examined full set of possible markets for financing 
ffi i

t e o o g steps

energy efficiency.
– Residential

C i l– Commercial
– Government/Institutional

Industrial– Industrial 

• Prioritized those markets based on market size, 
financing gaps and potential for real impactfinancing gaps, and potential for real impact.  

• Based on those priorities, established a plan of 
action, targeting specific markets.  
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Our primary focus is on residential, with a secondary 
focus on the commercial sector because: 

• The residential sector: 
– Represents a huge market with needs for huge capital 

improvements, yet is one of the least efficient capital 
markets.markets.  

– Uses well-understood credit evaluation criteria (FICO 
score, debt/income ratios) that make financing more 
straightforward than in some other markets.  

– Employs a standard set of energy efficiency measures that 
rely on well-established technology (HVAC building shellrely on well established technology (HVAC, building shell 
measures); however, potential untapped market is huge.  
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Our primary focus is on residential with a secondary 
focus on the commercial sector because: (cont.) 

• The commercial sector:
Also requires huge capital improvements but has

( )

– Also requires huge capital improvements, but has 
traditionally encountered multiple barriers to financing 
related to borrower creditworthiness and reluctance to take 
on debt.  

– Generates larger deal sizes as a whole than residential 
markets which can be of greater interest to financialmarkets, which can be of greater interest to financial 
markets since large projects are often more capital-efficient 
than many small residential projects.  

– Represents a very large and virtually untapped market 
potential for energy efficiency finance.  

Both markets leverage recent DOE efforts (Better• Both markets leverage recent DOE efforts (Better 
Buildings Grants, FHA Power Saver, and other 
products)

www.seeaction.energy.gov
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We recognize the importance of all market 
segments that use significant amounts of energy:  seg e ts t at use s g ca t a ou ts o e e gy

Energy Use by Sector (Non-Transportation)

Future efforts will examine other market segments.  

Source:  EIA, 2009 data
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We are keeping our focus primarily on residential markets 
and secondarily on commercial markets. We may later 

examine other markets with:

• Low penetration of energy efficiency 

examine other markets with:

• Financing identified as a barrier or potential solution 
to efficiency 

• Large market size and potential 
• High cost of capital
• SEE Action Financing Solutions Working Group can 

make a meaningful contribution

The following slides focus on residential finance background givenThe following slides focus on residential finance background, given 
the greater initial emphasis of the workgroup on the residential sector.  

www.seeaction.energy.gov 14



Background on the U.S. Housing Market

Total Housing Units: 130 MTotal Housing Units: 130 M

V tOccupied Housing Units: 116 M Vacant: 
14 M

Owner Occupied: 76.5 M
Renter 

Occupied:  
35 M

Seasonal 
Housing: 

4.5 M 

Working Group Focus

Limited Energy Efficiency
Potential

Out of Scope

Credit Worthy: 60 M
Not 

Credit 
Worthy: 

W f h f di iW f h f di i
y

16.5 M

Source: US Census: http://quickfacts.census.gov/qfd/states/00000.html
Note: 1.5 million of owner occupied households did not report mortgage 
status

We further focus our discussion 
on the 60 million credit-worthy 
households.

We further focus our discussion 
on the 60 million credit-worthy 
households.

www.seeaction.energy.gov

status.  
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This theoretical market of 60 million credit worthy 
households breaks easily in two types of customers: y yp

Credit Worthy: 60 M

Reactive:  
Buy efficient replacement

Proactive:  
Buy the efficiency measuresBuy efficient replacement 

equipment because the old 
equipment has broken.
 Timing: Now

Buy the efficiency measures 
as part of a package of 
efficiency improvements 
identified through a home Timing: Now  

 Deal size: almost always below 
$15,000 and usually < $10,000

identified through a home 
audit and multiple measures. 
 Timing: More flexible
 Deal size: may exceed $15 000

www.seeaction.energy.gov

 Deal size: may exceed $15,000 
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More Detail on Reactive vs. Proactive 
CustomersCustomers

REACTIVE PROACTIVE
Reason Equipment Failure Many (renovation, planned 

replacement, energy efficiency, 
assessment)

Primary 
M ti ti

Quick Restoration of Service Comfort, Cost, Environment, 
S i ($’ ) U d ROI tMotivation Savings ($’s), Upgrade, ROI, etc.

Timeframe Short Medium – Long
Sales 
Channel

Contractors, Utilities, and 
Other

Utilities Energy Efficiency 
Programs Lenders Contractors

• The financing product should reflect these different 

Channel Other Programs, Lenders, Contractors,
and Other

g
customers’ needs. 
– Contractor-delivered financing
– Point of sale financing and approval 
– Attractive rates and terms. 

www.seeaction.energy.gov 17



These reactive and proactive customers require 
two distinct financing product types:two distinct financing product types:   

Unsecured FinancingReactive Market Reactive Market 

Secured FinancingProactive MarketProactive Market

www.seeaction.energy.gov 18



These Two Financing Product Types 
Break Down, as Follows:

Unsecured Secured

Max size of $15 000 Loan size varies with home valuation

Break Down, as Follows:  

• Max size of $15,000 • Loan size varies with home valuation

• Fast close is typical • Close takes minimum of one to two  
weeks or longer 

• Rate higher to compensate for risk; 
term max 10 years usual

• Rate lower than unsecured loan; term 
can go to 20-30 years 

• Point of sale usually possible • Point of sale not possible• Point of sale usually possible • Point of sale not possible

• Credit score, DTI, and similar 
standard credit underwriting-based

• Standard credit evaluation + title 
search, appraisal, etc.  

• Lower underwriting cost than 
secured loan

• Higher underwriting cost than 
unsecured

• Minimum loan size usu. $2,000 • Minimum loan size higher than 
unsecured (numbers vary but typically 
$10,000)

www.seeaction.energy.gov 19



Unsecured financing is well-suited to smaller loan 
sizes and projects that need to be done quickly 

Strengths Weaknesses
P i t f l l i kl L t ll h t

s es a d p ojects t at eed to be do e qu c y

Point of sale, close quickly, 
integrate well into contractor-
based structures.  

Loan terms are usually short 
compared to secured loans, and 
have higher monthly costs that 
can make it hard to structure loan 
such that monthly energy savings 
exceed monthly principal/interest 
payment.  

Can be customized to fit many
different target markets

Typical max loan sizes too low for 
large scale home retrofitsdifferent target markets.  large scale home retrofits.  

Origination costs are lower than 
secured loans.  

Rates typically higher than for 
secured loans in order to 

fcompensate investor for added 
risk.  

www.seeaction.energy.gov 20



Secured financing is well-suited to larger loan 
sizes to fund projects with longer lead timess es to u d p ojects t o ge ead t es

Strengths Deficiencies

Interest rates are lower than those for 
unsecured products.

Origination fees are greater than those 
for unsecured products.

Terms are longer than those for 
unsecured products.

They can take a minimum of one to two 
weeks to originate (not point of sale).

More money can be borrowed on 
secured products than on unsecured 
products.

Home equity-based products are of 
limited value for many homeowners in 
California because 32% of all 
homeowners now have mortgage debt 
that exceeds the value of their home.

Because lenders and investors can take 
collateral interest in the property, they 
present less risk than unsecured 
products.

www.seeaction.energy.gov 21



Although many kinds of unsecured products 
exist, they have limitations

• They are necessarily appropriate for many whole 
house heat pump solar or other projects because

exist, they have limitations  

house, heat pump, solar or other projects because 
max loan size is too small, or the loan term is too 
short  

• Most existing products are carry interest rates that 
are too high to attract anything more than the reactive g y g
buyers, therefore discouraging adoption of energy 
efficient products  

• The unsecured products that have more attractive 
terms:
– are capital constrained (limited investor market and limited 

ability of small financial institutions to continue offering very 
low cost products as a way to bring in new customers).

www.seeaction.energy.gov

low cost products as a way to bring in new customers).
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And the secured products do not fully fill in the 
gaps where the unsecured products leave off   

• Several products exist for larger loan sizes.

gaps e e t e u secu ed p oducts ea e o

– None are point of sale – eg., PowerSaver requires one to 
two weeks to close.

• Although a fast origination process is not as critical for• Although a fast origination process is not as critical for 
secured loans and the proactive market, an efficient and 
low-cost origination process is important; it remains to be g p p ;
seen how well current secured products can work.  

• Still unclear how well new secured products like 
PowerSaver will work as compared to traditional secured 
lending products.  

• Delivery channels (contractors vs. auditors vs. others) for 
secured products still being defined.  

www.seeaction.energy.gov 23



There are six kinds of barriers to energy efficiency 
financing for the residential sector

1. Transaction Barriers: Cumbersome origination process

a c g o t e es de t a secto

2. Scale of Current Market; The Catch 22 Barrier: Residential 
efficiency lending is a still-growing market 

3 Inadequate Data Quality: Limited loan performance data3. Inadequate Data Quality: Limited loan performance data 
available to the public 

4. Assumption of Performance Risk: A still-maturing and p g
dispersed contractor network  

5. High Cost of Funds: Interest rate is high for most borrowers  
6. Limited Number of Skilled Originators for Finance Product:  

Too few loan originators with skills in energy efficiency 
lendinglending. 
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Barrier #1: Transaction Issues
The energy efficiency loan origination 

process can be cumbersome

• Energy savings only one among many priorities for 
h th k t f ffi i i till i t

process can be cumbersome  

homeowners; the market for efficiency is still proving out 
– Taking on debt for an energy efficiency project may not be 

attractive.attractive.  

• Lengthy or cumbersome loan origination can hamper the 
sales process for many contractors, meaning that the p y , g
contractors do not use the finance product. 

• Program rules sometimes heavily restrict what measures 
can be financed, or place other requirements on lenders, 
borrowers, or contractors.  
Effi i j t ft diffi lt t t f• Efficiency projects are often difficult to separate from a 
home renovation project as a whole.  
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Barrier #2: Scale of Current Market; the Catch 22 Barrier
Residential efficiency lending generates 

insufficient loan volume to interest lenders

• Energy efficiency lending is a low-margin business
I t t i f t ffi i l i ll

insufficient loan volume to interest lenders

– Interest income from most efficiency loans is very small.
• Monthly interest on a $7,500, 5 year loan is only about $50/month
• Origination fees on most efficiency loans are low to non-existent 

• Transaction costs can overwhelm lender profits  
– Origination costs easily exceed $200-$300/loan

S i i t d $10/l / th– Servicing costs can exceed $10/loan/month

• Since efficiency lending is a low margin business, a very high 
volume of loans that are closed quickly are required to trulyvolume of loans that are closed quickly are required to truly 
interest investors
– Some lenders will require at least $3-4 million market to enter a market  

N ti l l d ill ft d $10 20 illi tNational lenders will often need $10-20 million or greater  
– Yet, the “pipeline” of energy efficiency loans is as yet unproven.
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Barrier #3:  Data Quality  
Lenders are not comfortable with energy efficiency 

lending because they do not have historic performance data

• Energy efficiency lending has been a niche business, 
d littl l f d t i t

lending because they do not have historic performance data

and little loan performance data exists
• Risk profile of efficiency loans is not widely 

d t dunderstood 
– When investors do not have good data on risk, they tend to 

assume risks are high and employ high rates short termsassume risks are high and employ high rates, short terms 
and higher security requirements. 
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Barrier #4:  Performance Risk
Energy Efficiency Lending involves managing contractors 

to limit performance risk

• The delivery network of contractors is disaggregated

to limit performance risk

• Quality control is challenging, which can make 
financial institutions concerned about liability resulting 
from poor quality contractors  

• Most lenders do not have the processes in place to 
manage home improvement installation

• Lenders often view contractor management as 
adding both cost and risk to their operations.  

www.seeaction.energy.gov 28



Barrier #5: Cost of Funds
Interest rates on unsecured financing are too high to serve 

as an incentive to invest in efficiency

• Most unsecured loans carry interest rates in excess 
f 14% (th t t hi h f t

as an incentive to invest in efficiency

of 14% (these rates are too high for most 
homeowners to view them as an enticement to invest 
in efficiency rather than conventional technology)in efficiency, rather than conventional technology).  

• Secured loans can carry lower rates, but have higher 
origination costs and may take one to two weeks toorigination costs, and may take one to two weeks to 
approve.  

www.seeaction.energy.gov 29



Barrier #6: Limited Number of Skilled Originators for Finance Product 
Energy efficiency loans are generally offered by specialty 

lenders and finance companies

• Most residential efficiency projects occupy an odd niche
T l f dit d t ll f h it l

lenders and finance companies

– Too large for a credit card, too small for a home equity loan  
– Too small for a mortgage bank to find interesting 

• They would rather take the fees and interest income from y
underwriting a $250,000 mortgage loan than a $7,500 loan

• Lenders focused on mortgage lending are often not the best 
did t f ffi i l dicandidates for efficiency lending

• Offering unconventional products is generally done by 
specialized lenders who understand energy efficiencyspecialized lenders who understand energy efficiency, 
consumer finance and contractor management

• However, there are few lenders with these skills, and they are , , y
often capital constrained.    

www.seeaction.energy.gov 30



Barriers to Finance in the Residential Sector:  
Summary

• Borrowers are very focused on rates, and the most 
i t ffi i l h hi h t

Summary 

convenient energy efficiency loans have high rates
• The volume of energy efficiency loans is very small 

compared to mortgages
• Most lenders are not willing to assume contractor 

performance risk.
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Barriers to Finance in the Residential Sector:  
Summary (cont.)

• The solution is to:

Summary (cont.)

– Standardize the energy efficiency products
– Provide performance data to the industry 
– Create primary loan products that can interest investors –

providing capital to the energy efficiency finance market   
Build volume by offering finance products that match their– Build volume by offering finance products that match their 
target markets (reactive/proactive). 
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Priority Solutions and Actions 
to Achieve the Goalto Achieve the Goal 

Remove financing barriers to energy efficiency in the United States through improved

Mid-term Goal

Remove financing barriers to energy efficiency in the United States  through improved 
financing tools and mechanisms (loans, leases, service agreements).

Three Pillars
Better Understand 
Needs of Financial 

Institutions and 
Customers

Develop Information 
Toolkits

Develop New Data 
on Loan 

Performance

3. Loan Data Analysis
(a) Gather and make public  (on an 

ongoing basis) data including

Priority Solutions Areas
2a and 2b. Information Toolkits
Provide relevant data and analysis to 
utilities government entities and

1. Dialogue with Financial 
Institutions and Customers
Gather information from financial ongoing basis) data, including 

loan-level performance data, that 
will assist utilities, financial 
institutions and others to develop 
and offer finance products for the 
residential sector at attractive

utilities, government entities, and 
financial institutions that will fill-in 
knowledge gaps and information needs 
and allow them to create appropriate 
finance products.

Gather information from financial
institutions and customers to better 
understand their needs relative to 
participating in energy efficiency 
lending.

residential sector at attractive 
rates and terms.

(b) Create online depository of loan 
program information.  

2c. Toolkit Outreach and Education
Educate financial institutions, utility 
commissions, and other stakeholders on 
how to effectively leverage information  
and data presented in the toolkit.
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Mapping Working Group Goal to 
StakeholdersStakeholders

Stakeholder

State Public Utility State Gov't. Local Gov't. Utilities Financial Institutions State Public Utility 
Commissions 

•Coordinate and partner 
• Partner with local or 

state governments or •Coordinate and partner 
with financial institutions, 
through credit 
enhancements, to 
encourage them to offer 
effective financing tools.
Wh  t t  ’t  

•Coordinate and partner 
with financial institutions 
to encourage offering of 

• Consider methods of 
encouraging energy 
efficiency lending 
through on-bill collection 
structures.  
C id  t t  th t 

state governments or 
utilities to originate, 
service, or provide 
capital for financing 
products that are 
appropriate for efficiency 
i t t   

• Provide appropriate cost 
recovery treatment of 
credit enhancements for 
financing products.  

Go
al

Remove Financing 
Barriers to Energy 
Efficiency through 
Improved Financing Tools 

•Where state gov’t. 
operates a utility, 
consider incorporating 
that utility into financing 
product offering through 
on-bill finance.  

to encourage offering of 
effective financing tools. 

•Where local gov’t. 
operates a utility, 
consider incorporating 
that utility into financing 
product offering through 

• Consider structures that 
use ratepayer funds as 
credit enhancements or 
direct lending capital.  

• Consider structures that 
use utility credit to 

investments.  
• Research and 

incorporate into 
underwriting standards 
loan level performance 
data from efficiency 

financing products.  
• Consider mechanisms 

for on-bill financing 
structures that utilize 
utility collections, utility 
ratepayer funds as 
lending capital or •Consider use of state 

bonding authorities to 
access low cost capital 
for efficiency 
investments.  

product offering through 
on-bill finance.  secure lending, subject 

to appropriate rate 
treatment of potential 
losses.  

lending.  
• Examine methods to 

reduce transaction costs 
for loan 
origination/servicing in 
residential sector.  

lending capital ,or 
private, non-utility 
ratepayer capital  

*Including IOUs, munis, co-ops, states, and others
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Pillar #1:  Better Understand Needs of Financial 
Institutions and Customersst tut o s a d Custo e s

• Financial institutions are still reluctant to allocateFinancial institutions are still reluctant to allocate 
capital to energy efficiency lending.  

• Although we understand many of the issues, furtherAlthough we understand many of the issues, further 
clarification is still useful.  

• Commercial and residential customers as well as 
contractors are often reluctant to take on new debt or 
engage in new efficiency projects that involve 
financing.

Approach:  Gather information from financial institutions 
and customers to better understand their needs relative 
to participating in energy efficiency lending.  
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Solution #1: 
Dialogue with Financial InstitutionsDialogue with Financial Institutions

• SEE Action Financing Solutions Working Group will g g p
conduct a series of targeted interviews with financial 
institutions as well as key finance product users (customers)
t d t d ti th f ll i l ito understand perspective on the following non-exclusive 
list:
• Ideal credit enhancement structures • Means to offer fast origination along with 

• Perspectives on utility, government 
or other partial guarantee structures 

• On-bill financing structures

adequate security to provide low interest 
rates

• Data requirements 
B t d t d li h i• Best product delivery mechanisms 

• M&V needs and requirements 

Deliverable:  A report summarizing the results of the interviews, including 
l h i l i f li k d th d fi i lvalue chain analysis for policymakers and the energy and financial 

communities (originators, investors, others).  The research/report will offer 
information on both residential and commercial markets.
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Pillar #2:  
Develop Information ToolkitsDevelop Information Toolkits

• Financial institutions typically do not have a clear picture of energy 
ffi i l di d f th t h l i d i kefficiency lending, or a good sense of the technologies and risks.  

• This lack of understanding dampens their interest in providing capital g p p g p
to this market. 

St t t d tiliti ( ith t t l t l) t i ll• State governments and utilities (with state regulator approval) typically 
do not have a good understanding of how lending institutions operate, 
how they make lending decisions, and best means to provide capital 
h i i i lthat private entities can leverage.  

Approach: Provide relevant data and analysis to utilities governmentApproach:  Provide relevant data and analysis to utilities, government 
entities and financial institutions that will fill in knowledge gaps and 
information needs and allow them to create appropriate finance products. 
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Solution #2a: 
Develop Finance Institution ToolkitDevelop Finance Institution Toolkit

• SEE Action Financing Solutions Working Group will 
develop a toolkit for financial institutions that providesdevelop a toolkit for financial institutions that provides 
information on:

• Types and cost of energy • Market size projections• Types and cost of energy 
efficiency installations

• Typical range of consumer cost 
savings

• Market size projections 
• Utility roles 
• Government requirements 
• Credit enhancement structuressavings 

• Typical range of borrower 
profiles

• Variations across geography 

Credit enhancement structures 
• Originator/servicer roles 
• Projected cash flows for 

borrowers given energy cost 
• Successful loan products 
• Typical risk profiles 

savings

Deliverable:  A toolkit for financial institutions that addresses 
the above issues.  
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Solution #2b: 
Develop Utility/Gov’t Institution ToolkitDevelop Utility/Gov t Institution Toolkit

• SEE Action Financing Solutions Working Group will develop 
a toolkit for utilities/gov’t institutions that provides analysis 
and information on:

• Basic lending and investing 
practices 

• Successful loan products

• On-bill finance structures 
• Credit enhancement structures 

including the use of utility loanSuccessful loan products 
• Means to promote lending without 

holding or servicing loans 
• Considerations re. lending 

including the use of utility loan 
guarantees and loan loss 
reserves 

• Influence of finance products on 
regulations.  contractor close rates 

D li bl A t lkit f tiliti d tDeliverable:  A toolkit for utilities and government 
institutions that addresses the above issues.  
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Solution #2c: 
Toolkit Outreach and EducationToolkit Outreach and Education

• SEE Action Financing Solutions Working Group will conduct 
outreach to financial institutions, utility commissions, state officials,outreach to financial institutions, utility commissions, state officials, 
and other government officials to describe and promote the results 
of and information contained in the Toolkit. 

Deliverable:  Outreach will be conducted through a minimum of the 
following steps:  

• 7-10 webinars provided through relevant state or regional associations (NARUC, 
NCSL, NGA, NASEO, others)  

• 3-4 webinars provided through financial industry-focused organizations including3 4 webinars provided through financial industry focused organizations including 
credit unions, independent and national banks, CDFIs 

• 3-4 webinars provided to utility associations, focused on NRECA, APPA, and EEI
• 3-4 presentations at national or regional meetings of the above organizations3 4 presentations at national or regional meetings of the above organizations
• Direct outreach, as warranted, through phone calls and other person-to-person 

contact with relevant major financial institutions, utilities, and state officials  

www.seeaction.energy.gov 40



Pillar #3:  
Develop New Data on Loan PerformanceDevelop New Data on Loan Performance

• More data is required in order to be able to demonstrate 
the performance of energy efficiency loansthe performance of energy efficiency loans  

• Loan volume
• Typical loan sizesyp
• Loan performance by:

- Loan size
Credit score band- Credit score band 

- Debt-to-income 
- Household income; other relevant data

• Energy savings metrics• Energy savings metrics

Approach:  Gather and make public (on an ongoing basis) data, 
including loan level performance data that will assist utilitiesincluding loan level performance data, that will assist utilities, 
financial institutions and others to develop and offer finance 
products for the residential sector at attractive rates and terms.  
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Solution #3a:  
Loan Data AnalysisLoan Data Analysis

• SEE Action Financing Solutions Working Group will 
request release of Fannie Mae loan data, analyze 
that data and issue a reportthat data, and issue a report.  

Deliverable:  
A report summarizing the major results of the Fannie 
Mae Energy Loan portfolio and experience.  
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Solution #3b:  
Create Online Repository for Loan Data and AnalysisCreate Online Repository for Loan Data and Analysis

• SEE Action Financing Solutions Working Group willSEE Action Financing Solutions Working Group will 
(a) examine feasibility, costs and ability to create an 
online repository for ongoing reports about p y g g p
performance of efficiency lending programs including, 
where available, data on loan level performance. (b) 

di d t i ti t St ( ) d l thipending determination as to Step (a), develop this 
on-line repository.   

Deliverable:  
An online location for data and information on loan 
program performance.  
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Barriers Mapped to Next Steps

Dialogue
with

Finance 
Institution

Utility/
Government

Report 
summarizingwith 

Financial 
Institutions

Institution
Toolkit

Government 
Finance 
Toolkit

summarizing 
FNMA Loan 
Portfolio

Transactional x x xTransactional 
Risk

x x x

Low Loan 
Value/Volume/

x x x
Value/Volume/
Velocity

Data Adequacy x x
P fPerformance 
Risk

x x

High Cost of 
Funds

x x x
Funds

Thin Delivery 
Mechanism

x x
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WORK PLANWORK PLAN
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Targeted Work Plan 
Better Understand Needs of Financial InstitutionsBetter Understand Needs of Financial Institutions 

Target Stakeholder Group*

Sub-group Resource to be 
Developed

Outreach 
Strategy/Goal

Key Issues to be 
Addressed

g p

Schedule

St
at

e

Lo
ca

l

U
til

iti
es

Fi
na

nc
ia

l 
ns

tit
ut

io
ns

PU
C

s

S L U F In P

• Ideal credit 
enhancement 
structures

• Perspectives on 
utility, government or • Project months 

0 3

Solution  #1: Dialogue
with Financial 
Institutions

• A report 
summarizing the 
results of the 
interviews including 
value chain analysis 
for policymakers and 
the energy and

• Conduct a series of 
targeted interviews 
with financial 
institutions to  
understand their 
needs relative to 
participating in

other partial 
guarantee structures

• On-bill financing 
structures

• Means to offer fast 
origination along with 
adequate security to

X X X X X

0-3:
• 2 months for 

interviews and 
information 
gathering

• 1 month for 
i f tithe energy and 

financial 
communities.

participating in 
energy efficiency
lending.

adequate security to 
provide low interest 
rates.

• Data requirements
• Best product delivery 

mechanisms
• M&V needs and 

information 
synthesis and  
report 
composition

* Primary targets indicated with large, bold X. 
Secondary targets indicated with non-bold X.

requirements
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Targeted Work Plan 
Develop Information ToolkitsDevelop Information Toolkits

Sub-group Resource to be 
Developed

Outreach 
Strategy/Goal

Key Issues to be 
Addressed

Target Stakeholder Group*

Scheduleal
 

on
s

g p Developed Strategy/Goal Addressed

St
at

e

Lo
ca

l

U
til

iti
es

Fi
na

nc
ia

In
st

itu
tio

PU
C

s

• Types & cost of 
energy efficiency
installationsinstallations

• Typical range of 
consumer cost 
savings

• Typical range of 
borrower profiles 

Solution #2a: Financial 
Institutions Toolkit

• A toolkit for financial 
institutions that 
addresses a variety 
of financial products.

• Develop a toolkit for 
financial institutions 
that provides 
information  on 
appropriate finance 

d t

bo o e p o es
and risk profiles

• Successful loan 
products that 
address mkt. 
barriers

X

• Project months 
3-12, beginning 
upon 
completion of 
Solution #1 (will 
run in parallel 

ith S l tiproducts. • Market size 
projections

• Utility roles

• Government 
requirements

with Solution 
#2b)

* Primary targets indicated with large, bold X. 

• Credit 
enhancement 
structures
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Secondary targets indicated with non-bold X.
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Targeted Work Plan 
Develop Information ToolkitsDevelop Information Toolkits

S b Resource to be Outreach Key Issues to be 

Target Stakeholder Group*

S h d lsSub-group Developed Strategy/Goal
y
Addressed Schedule

St
at

e

Lo
ca

l

U
til

iti
es

Fi
na

nc
ia

l 
In

st
itu

tio
n s

PU
C

s

• Basic lending and 
investing practices

• Successful loan 
products

• Means to promote 
lending without 
holding or P j t th

Solution #2b: Utilities 
and Government Toolkit

• A toolkit for  utilities 
and government 
institutions that 
addresses a variety
of financial products

• Develop a toolkit for 
utility and 
government 
institutions that 
provides information  
on appropriate

holding or 
servicing loans

• Considerations  
re. lending 
regulations

• On-bill finance 
and collection

X X X

• Project months 
3-12, beginning 
upon 
completion of 
Solution #1 (will 
run in parallel 
with Solutionof financial products. on appropriate 

finance products.
and collection  
structures

• Credit 
enhancement 
structures

• Influence of 
fi d t

with Solution 
#2a)

* Primary targets indicated with large, bold X. 

finance products 
on contractor 
close rates
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Secondary targets indicated with non-bold X.
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Targeted Work Plan 
Develop Information ToolkitsDevelop Information Toolkits

Sub-group Resource to be 
Developed

Outreach 
Strategy/Goal

Key Issues to be 
Addressed

Target Stakeholder Group*

Schedule

l on
s

St
at

e

Lo
ca

l

U
til

iti
es

Fi
na

nc
ia

In
st

itu
tio

PU
C

s

• Work with and 
id fi i l • 5 Webinars

Solution #2c: Toolkit
Outreach and 
Education

• Education on how
to effectively 
leverage 
information  and 
data presented in 
th t lkit

guide financial 
institutions, utility 
commissions, and 
other stakeholders 
on how to use the 
different toolkits to 
understand various

• Direct outreach to 
financial 
institutions and 
utility 
commissions and 
other 
t k h ld

X X X X X
• Continuous for 

months 12-24 
of project

the toolkit 
deliverables.

understand  various 
finance products 
and inform future 
programs.

stakeholders
• Presentations at 5 

conferences

* Primary targets indicated with large, bold X. 
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Secondary targets indicated with non-bold X.
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Targeted Work Plan 
Develop New Data on Loan PerformanceDevelop New Data on Loan Performance

Target Stakeholder 
Group*

Sub-group Resource to be 
Developed

Outreach 
Strategy/Goal

Key Issues to be 
Addressed Schedule

St
at

e

Lo
ca

l

U
til

iti
es

Fi
na

nc
ia

l 
In

st
itu

tio
ns

PU
C

s

• SEE Action 
Financing Solutions 
Working Group will 
request the release 
of Fannie Mae loan 
data, analyze the

Additional data to be 
able to demonstrate

• Feasibility and 
cost report:  6 

th

Solution #4: Loan 
Data Analysis

• A report 
summarizing the 
major results of the 
Fannie Mae Energy 
Loan portfolio and 
experience.

data, analyze the 
data, and issue a 
report.

• SEE Action 
Financing Solutions 
Working Group will 
create an online 

able to demonstrate 
performance of 
energy efficiency 
loans:
• Loan Volume
• Typical Loan Size
• Loan performance X X X X X

months  
following 
Solution #1 
(Months 3-6 of 
total project)

• Pending 
decision toData Analysis • An online repository 

for data on 
performance of 
efficiency finance 
programs.  

location for loan 
program 
performance.  

• Review needs and 
feasibility of 
developing a 
centralized

by: loan size, 
credit score band, 
debt-to-income, 
household income 
,and other relevant 
data

decision to 
proceed, create 
and operate 
online 
repository of 
information:  
Months 6-24 of 

* Primary targets indicated with large, bold X. 

centralized 
repository for energy 
efficiency finance 
program portfolio 
results.

project.  
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Secondary targets indicated with non-bold X.
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Appendix A

Creditworthy Market Potential y



The following slides evaluate the marketThe following slides evaluate the market 
potential for energy efficiency 

financing productsfinancing products
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Because not all homeowners have good enough credit 
records and/or equity in their homes, we further refine our 

focus to households that are:focus to households that are:

Owner-occupied
Single-family and >60 million households*g y

Creditworthy

This refined focus still 
results in a huge

60,000,000 Households

$5,000-$15,000 Typical retrofit cost range (per 
household)results in a huge 

market
household)

$60,000,000,000 Total retrofit costs @ mid-point

*Detail on this figure provided in slides in 
Appendix
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It is important to examine what sub-segment of the 
market will be creditworthy enough to borrow y g

• Lenders use several criteria to evaluate borrower credit.  

For Smaller Loans (up to 
$15,000): For Larger Loans: 

• Credit Scores (also called 
FICO score)

• Debt to Income Ratios

• Everything in the Left 
Column AND

• Evaluation of Equity in 
• Amount of Revolving Debt 

Outstanding
• Number of Revolving 

Home, or Other Potential 
Collateral Interest

• Loan to Value Ratio 
M iAccounts

• Employment
• Bankruptcy/Tax Liens.

Maximum
• Title Search

The next two slides give a more refined view of the market size after adjusting 
for some of the factors above.   
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The first is home equity, a measure of those most likely to 
qualify for financing because they have equity in their home  q y g y q y

63M homes in the US are owner-63M homes in the US are owner-
occupied homes and have positive 
equity

12 million homes are 
“underwater” meaning 
the mortgage is larger 
than the home’s market 
value.  

Total US Owner Occupied HousingSource: CoreLogic and US Census Bureau  

www.seeaction.energy.gov

100% = 75M
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The second is the credit score. According to this measure, 
those with “good credit” represent more 

than 70% of the U S population

% of People Score Delinquency Rate Projected 
(B d hi t i l

than 70% of the U.S. population.  

(Based on historical 
performance) 

2% 300-499 87%

ub
-P

rim
e 2% 300-499 87%

5% 500-549 71%

8% 550-599 51%

S
u

12% 600-649 31%

P
rim

e

15% 650-699 15%

18% 700-749 5%

27% 750-799 2%P 27% 750 799 2%

13% 800-850 1%
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Lenders use credit scores as a screen to 
filter out the biggest credit risks 

• Lenders will generally not lend below the mid-600s 
f d l d l t t t d f

te out t e b ggest c ed t s s

for unsecured loans, and are reluctant to do so for 
many secured loans 

FHA Power Save minimum is 660– FHA Power Save minimum is 660  

• Lenders do lend below the mid-600s, but generally 
only with secured loans, or very high levels of credit 
enhancement from other entities, to cover bad debt.  

• Loans may be available, but at very high rates.   

Credit scores are only one measure of creditworthiness – very few lenders 
rely just on credit scores to underwrite a potential borrower.  
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And that financing isn’t always necessary: today, about 
one-half of people finance their home improvements  p p p

50% 

Individuals

50-70% 
Use financing when 
buying new energy

Credit cards or other 
unsecured products

Individuals 
Purchasing New 
Energy Efficiency 

Products

buying new energy 
efficient products

50% 
Other products such asProducts Other products such as 

home equity

30-50% 
Use Cash

Expanding energy efficiency penetration will require additional financing solutions 
to reach the individuals that have yet to make energy efficiency upgrades.

www.seeaction.energy.gov

Source: Interview with AFC First, WECC, Viewtech on 1/20/2011.  
Interview with EGIA. GE Money.  
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Appendix B

Available Financing Productsg



There is no real shortage of unsecured finance 
products in the residential sector

Major Feature Credit Risk Rate/Term Underwriting

products in the residential sector
The three types of “closed end” products are:  

No/No Product No interest, No 
payments for limited 
time of 90 day to 1
year.   

100% to lender Term of less than 1 
year. 0% rate during 
term. Then interest 
rate rises fast.  

Strict requirement, 
often >750 FICO 

yea a e ses as

FNMA Energy Loan Qualified lenders 
originate loans and 

100% borne by 
FNMA

Rate to borrower 
determined by 

640 min. FICO, but 
other factors keep g

sell to FNMA
y

program sponsor buy 
down. Par rate of 
14%. Max term: 10-
12 yrs.  

p
typical borrower 
above 700 FICO 

Localized Products 
(Keystone HELP MI

Lenders offers 
finance product

Partially borne by 
program sponsor

Rate determined by 
lender/investor

Varies. Typically 
similar to FNMA(Keystone HELP, MI 

Saves)
finance product, 
origination, servicing. 

program sponsor 
through loan loss 
reserve.  

lender/investor.  
Often 6-9%. Term to 
10 years.  

similar to FNMA.
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And with these two types of revolving credit, there are a total of 
five types of financing for this market, 

probably more than for any other market sector
Definition Credit Risk Rate/Term Underwriting

probably more than for any other market sector  

EGIA or similar 
vendor finance

Revolving credit
facility, typically 
offered through a 
contractor

Investor Rate determined 
by sponsor, who 
may buy down 
rate for a period

Varies, but has 
grown much 
more strict in 
last two years;contractor.  rate for a period 

of time.  
Revolving credit 
facility, so term 

last two years; 
credit limits have 
declined as well.  

y
is long.  

Credit cards Revolving credit 
facility offered 
through multiple 

Investor Typically >18%.
Revolving credit.  

g p
sources.  
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Two Examples of a 2nd lien Secured Product, and 
Three Examples of 1st Lien Secured Product

Definition Credit Risk Rate/Term Underwriting
Title 1 Power Saver New loan product up to Lender absorbs losses TBD by investors 660 credit score

p

Title 1 Power Saver 
(Pilot) 

New loan product up to 
$25,000. Secured as 2nd

position lien over $7,500.

Lender absorbs losses 
up to 10% of value of a 
loan. FHA total liability 
capped at 10% of the 

loan portfolio. 

TBD by investors. 660 credit score.  
Appraisal required.  

Home Equity Line Standard home equity 
product; homeowner with
equity in home borrows 
from lender. Secured 

loan.  

Lender/investor Depending on credit. 5% 
now achievable. 

Limited to borrowers 
with equity in home. 

ENERGY STAR 
mortgage

Allows lender to use the 
ENERGY STAR name on 

mortgages that comply 
with EPA ENERGY 
STAR Mortgage

Investor The same as for similar 
mortgages, but including 

incentive to borrower.

Same as underlying 
mortgage.  

STAR  Mortgage. 

Fannie Mae Energy 
Improvement Mortgage 

A purchase money or 
refinance mortgage 

product feature. 

Fannie Mae The same as for similar 
mortgages, but including 

incentive to borrower.

Standard Fannie Mae 
underwriting.

FHA-Insured Energy 
Efficient Mortgage 

A purchase money or 
refinance mortgage 

product feature.

HUD Equivalent to similar 
mortgage product. 

HUD-determined.  

www.seeaction.energy.gov

Note: Table focuses on energy, also efficient-focused finance products. Others traditional products can 
finance energy efficient.  

62


	Financing SolutionsWorking Group Blueprint
	Slide 2

	Financing Solutions Working Group Members
	Acknowledgements
	Outline
	Financing Solutions Working Group
	Goal of the Financing Solutions Working Group
	It is important to understand the strengths and weaknesses of financing...  
	The Financing Solutions Working Group has taken the following steps:
	Target: Low Penetration Rates
	Our primary focus is on residential, with a secondary focus on the commercial sector because:
	Our primary focus is on residential with a secondary focus on the commercial sector because: ( cont.)
	We recognize the importance of all market segments that use significant amounts of energy:
	We are keeping our focus primarily on residential markets and secondarily on commercial markets. We may later examine other markets with: 
	Background on the U.S. Housing Market
	This theoretical market of 60 million credit worthy households breaks easily in two types of customers:
	More Detail on Reactive vs. Proactive Customers
	These reactive and proactive customers require two distinct financing product types:
	These Two Financing Product Types Break Down, as Follows:
	Unsecured financing is well-suited to smaller loan sizes and projects that need to be done quickly

	Secured financing is well-suited to larger loan sizes to
 fund projects with longer lead times
	Although many kinds of unsecured products exist, they have limitations

	And the secured products do not fully fill in the gaps where the unsecured products leave off

	There are six kinds of barriers to energy efficiency financing for the residential sector
	Barrier #1: Transaction Issues The energy efficiency loan origination process can be cumbersome

	Barrier #2: Scale of Current Market; the Catch 22 Barrier Residential efficiency lending generates insufficient loan volume to interest lenders

	Barrier #3: Data Quality Lenders are not comfortable with energy efficiency lending because they do not have historic performance data

	Barrier #4: Performance Risk Energy Efficiency Lending involves managing contractors to limit performance risk

	Barrier #5: Cost of Funds Interest rates on unsecured financing are too high to serve as an incentive to invest in efficiency

	Barrier #6: Limited Number of Skilled Originators for Finance Product Energy Efficiency loans are generally offered by specialty lenders and finance companies

	Barriers to Finance in the Residential Sector: 
Summary
	Barriers to Finance in the Residential Sector: summary (cont.)

	Priority Solutions and Actions to Achieve the Goal
	Mapping Working Group Goal to 
Stakeholders
	Pillar #1: Better Understand Needs of Financial 
Institutions and Customers
	Solution #1: Dialogue with Financial Institutions
	Pillar #2: Develop Information Toolkits
	Solution #2a: Develop Finance Institution Toolkit
	Solution #2b: Develop Utility/Gov’t Institution Toolkit
	Solution #2c: Toolkit Outreach and Education
	Pillar #3: Develop New Data on Loan Performance
	Solution #3a: Loan Data Analysis
	Solution #3b: Create Online Repository for Loan Data and Analysis
	Barriers Mapped to Next Steps
	WORK PLAN
	Targeted Work Plan Better Understand Needs of Financial Institutions
	Targeted Work Plan Develop Information Toolkits
	Targeted Work Plan Develop Information Toolkits (cont.)

	Targeted Work Plan Develop Information Toolkits (cont.)

	Targeted Work Plan Develop New Data on Loan Performance
	Appendix A
	Slide 52

	Because not all homeowners have good enough credit records and/or equity in their homes, we further refine our focus to households that are:
	It is important to examine what sub-segment of the market will be creditworthy enough to borrow
	The first is home equity, a measure of those most likely to qualify for financing because they have equity in their home
	The second is the credit score. According to this measure, those with “good credit” represent more than 70% of the U.S. population.

	Lenders use credit scores as a screen to filter out the biggest credit risks
	And that financing isn’t always necessary: today, about one-half of people finance their home improvements
	Appendix B
	There is no real shortage of unsecured finance products in the residential sector
	And with these two types of revolving credit, there are a total of five types of financing for this market,probably more than for any other market sector
	Two Examples of a 2nd lien Secured Product, and Three Examples of 1st Lien Secured Product

