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Learning Objectives

In this session we will discuss the PROS and CONS of eight 

different financing options that commonly used in conjunction 

with Energy Services Performance Contracts, and how they help 

overcome common management and financial hurdles:

• Loans, Capital Leases, Operating Leases, Tax Exempt Lease 

Purchase Agreements, Power Purchase Agreements, Energy 

Performance Contracts, Energy Service Agreements and PACE

In addition, we will discuss:

• EPA ENERGY STAR ®’s financing tools and resources

• How to demonstrate/calculate the “cost of delay” using EPA 

ENERGY STAR’s Cash Flow Opportunity Calculator

Today’s Presenter:

Neil Zobler



Savings Opportunities in Buildings

• Align with a trusted brand to communicate your energy 
management accomplishments

• ENERGY STAR partners gain access to a rich variety of 
promotional materials and the ability to co-brand with ENERGY 
STAR

Partners commit to:

• Measure/track/benchmark building energy use

• Implement a plan to improve energy performance

• Educate and communicate with others about energy efficiency

More information at http://www.energystar.gov/join
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http://www.energystar.gov/join
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FIRST THINGS FIRST



Before Deciding on Financing Options

Choosing best financing alternatives for energy efficiency/renewable 

energy projects requires strategic planning and self-evaluation.

1) First thing - get an energy assessment from qualified service provider

• Different technologies lend themselves to alternative financing solutions

2) Define short and long-term business goals

• Own or lease space? 

• Growing, reorganizing, or static?

3) Understand your financial profile

• How would traditional lenders score you?

• Limitations on debt or conflicting covenants?

4) Explore possible incentives

• Utility, Local, State and/or Federal



Finding Money for your projects
Where to Start?

• State Energy Office

• NASEO.org

• National Association of State Energy Officials

• DSIREUSA.org

• Database of State Incentives for Renewables & Efficiency



FINANCING 
ALTERNATIVES
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FOR ENERGY EFFICIENCY PROJECTS
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CASH

Owner writes a check
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CONs

● Funds not available for other 

income generating projects

● Maintenance responsibilities*

● Project management risk*

PROs

● Fast

* May be contracted to 3rd party



LOAN

Owner borrows funds for the project
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CONs

● Competes against other capital 

projects

● Reduces credit lines

● Often has restrictive covenants 

● May require large down payment

● Internal politics of approval can 

be lengthy

● Maintenance responsibilities*

● Project management risk*

PROs

● Potentially lowest borrowing cost 

short of paying cash 

● Investment Tax Credit (ITC) goes 

to the owner (borrower), if any

* May be contracted to 3rd party



ALERT: Financial Accounting Standards Board (FASB) changed the 

rules by creating special asset (“right-of-use”) and liability (NPV of 

payments) categories for operating leases.

A Word About
“OFF BALANCE SHEET” Financing
“Off-balance sheet financing means a company does not include a 

liability on its balance sheet. It is an accounting term and impacts a 

company’s level of debt and liability.”*

By avoiding additional debt, benefits include:

• Improved financial ratios

• Profitability (ROI), Liquidity (Current Ratio), Leverage (Debt to Equity 

ratio), Efficiency (Inventory to Net Working Capital)

• Lower borrowing costs

• May avoid breaking lender covenants (contractual agreement)

*www.Investopedia.com



TYPE “A” LEASE
(Capital Lease)

This is a "lease to own" structure in which asset title typically transfers at end of 

lease term. It has the economic characteristics of asset ownership for tax and 

financial reporting purposes.
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CONs

● Because secured only by asset 

financed, financing cost may be 

slightly higher than a loan

● Owner responsible for project 

management*

● Owner responsible for ongoing 

maintenance costs*

● Politics of internal approval can be 

lengthy

PROs

● Access to new credit lines

● Structuring flexibility (step, skip, etc.)

● 100% financing

● Depreciation and interest is tax 

deductible

● Secured by asset being financed

● Lessee owns asset at the end of term

● Investment Tax Credit (ITC) goes to 

the lessee (building owner)

* May be contracted to 3rd party



TYPE “B” LEASE -or- TAX LEASE
(Operating Lease)

This is a long term equipment rental agreement. Asset ownership stays with the 

Lessor ("lender"). Lessee ("borrower") can purchase the asset at the end of the 

lease term at it's then fair market value, renew the lease, or return the asset.
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CONs

● No longer “off balance sheet”

● ITC cannot be used by lessee (borrower)

● Owner may be responsible for project 

management*

● Owner responsible for ongoing 

maintenance costs*

PROs

● Access to new credit lines

● Structuring flexibility (step, skip, etc.)

● 100% financing

● Lease payments are tax deductible

● Secured by asset being financed

* May be contracted to 3rd party

Notes: Properly structured “Tax Lease” payments may be expensed for IRS purposes.

SOLAR Leases usually fall into this category.



Taxable vs. Tax Exempt Leases

• Tax exempt = lower interest
• No Federal Income tax on interest earned 

• Public Sector can issue tax exempt (IRS)
• Eminent Domain

• Taxing Powers

• Police Powers

• Private Sector & Large Non-profits must go 
through Conduit Agency to issue tax exempt

• Public sector does not pay taxes
• Can’t use tax incentives or strategies



TAX EXEMPT LEASE PURCHASE
A tax-exempt lease or lease-purchase agreement is an installment purchase, 

conditional sale or lease with an option to purchase for nominal value. It may also 

be referred to as a municipal lease. Only can be issued by a State or political 

subdivision (i.e., cities, towns, school districts, special purpose districts, etc.) and 

some not-for-profit organizations.
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CONs

● Politics of approval can be lengthy

● ITC will be forfeited when host doesn't 

pay taxes

● Maintenance responsibilities*

● Project management risk*

PROs

● Tax Exempt interest rates (lower than 

commercial rates)

● Structuring flexibility (step, skip, etc.)

● Usually does not require referendum 

for approval

● Payments may be subject to Annual 

Appropriation of Funds

●True Interest Cost (TIC) usually lower 

than Bond for small-medium projects

● Lessee owns asset at the end of term
* May be contracted to 3rd party



ENERGY (SERVICES) PERFORMANCE CONTRACT

A service providing customers with a comprehensive set of energy efficiency, 

renewable energy and distributed generation measures often accompanied with 

guarantees that the savings produced by a project will be sufficient to finance the 

full cost of the project.  Implies working with an Energy Services Company 

(ESCO).

16

CONs

● Careful review of contacts to ensure 

host is only receiving services they 

want and need

PROs

● Turnkey service

● Comprehensive Measures

● Project financing (usually a separate 

agreement)

● Project savings guarantee

● ESCO can help provide monitoring 

and verification



ENERGY SERVICES AGREEMENT

Equipment owned and operated by the energy-efficiency company and not the 

host. Equipment financing costs are bundled into the fee for service.
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CONs

● Careful review of contacts to ensure 

host is only receiving services they 

want and need

PROs

● No upfront costs to host

● Project is managed and maintained 

by third party

● May be considered “off balance 

sheet”

Common Variations

Traditional ESA – Equipment owned by ESCO; owner pays utility bills

MESAs (Managed ESA) – utility bills managed by an investment fund

EaaS (Energy as a Service) – includes equipment upgrades and 

replacements, manage bills and suggests alternative energy sources



C-PACE
Property Assessed Clean Energy (PACE) is a financing mechanism that enables 

low-cost, long-term funding for energy and water efficiency and renewable energy  

projects. PACE financing is repaid as an assessment on the property’s regular tax 

bill and is processed the same way as other local public benefit assessments 

(sidewalks, sewers) have been for decades.
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CONs

● Requires state and local enabling 

legislation (36 states and DC 

approved)

● May require first mortgagee approval

● Property assessments paid once or 

twice a year

● Total loan amount is generally 

determined by the “tax capacity” of a 

property

● Interest rate may be higher than 

alternatives

PROs

● Voluntary program

● Up to 100% of a project’s hard and 

soft costs 

● Financing terms up to 30 years 

allowing deep retrofits

● Can be combined with incentive 

programs

● May stay with building upon sale.

● Filed with the local municipality as a 

lien on the property

● May be considered "off balance 

sheet"
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Pace Programs



POWER PURCHASE AGREEMENT
A power purchase agreement (PPA) is a legal contract between an electricity 

generator (provider) and a power purchaser (buyer). Typically includes both 

electric and hot water. Typically used for renewable energy projects.

20

CONs

● Contract term limitations

● Transaction costs

● Time to approve project

● Politics to approval can be lengthy

● ITC cannot be used by host/buyer

● Challenges with contract terms and 

conditions (e.g., take or pay language)

PROs

● Minimal, if any, up-front capital costs

● Potential to monetize tax incentives

● Typically a known, long-term energy 

price

● No/limited operations and 

maintenance responsibilities

● Minimal risk

Note: Solar PPAs can be sophisticated and negotiated agreements



IMPORTANT NOTE:

Lists of PROs and CONs show 

the most common ones and is 

not intended to be all inclusive 

21



HURDLES BLOCKING 
EE INSTALLATIONS
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Operational Hurdles

23

• Limited Staff – current staff is fully occupied on existing 

projects and can’t focus on a new project 

• Limited Expertise – current staff is unaware of current 

technological developments and has neither the product 

knowledge nor technical expertise needed  

• Too Risky – unsure if the project will perform as promised 

and unwilling to commit to the unknown

• Other Priorities – in a strong economy, the focus in on 

income producing projects

• Not our Core Business– too busy to spend time looking 

into something that is not our core business focus



Financial Hurdles
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• Too Expensive – we can get cheaper equipment however 
the savings will be less

• Can’t Take on New Debt – we are not in a position to enter 
new loans due to existing bank covenants  

• Creditworthiness – our market is soft and our financial 
performance is subpar.

• Return too Low – In a strong economy, the focus in on 
income producing projects

• Capital Budget Constraints – we just have to wait until the 
funds are in the capital budget (maybe next year)

• Payback too Long – this project doesn’t meet our return 
on investment thresholds (typically 3-5 years)



USE FINANCING TO ADDRESS 
HURDLES
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• Considering the cost of delay, any financing provides cash flow improvements versus delaying or not doing the project

Use ENERGY STAR's Cash Flow Opportunity Calculator to determine the estimated Cost of Delay on projects. 
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ENERGY STAR’s 
FINANCIAL TOOLS



energystar.gov/buildings/FinancialEvaluation

• Evaluates costs and benefits of efficiency investments, for 
owner and each tenant

• Quantifies expected changes in expense reimbursements 
under common commercial lease structures

• Directly addresses “split incentive” barrier (who pays/who 
benefits) of efficiency investment in commercial real estate

• Quantifies the value of improvements in energy 

efficiency to your organization. 

• Uses the prevailing price/earnings ratio to estimate 

the market value of increased earnings that can 

result from increased energy efficiency.

Answers three questions:
1. How much new energy efficiency equipment can be 

purchased from the anticipated savings?

2. Should it be financed now, or is it better to wait and 
use cash from a future budget? 

3. Will we lose money by waiting for a lower interest 
rate?



Quantifying the COST OF DELAY
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“We are paying for 
energy efficiency projects
whether or not we do the 

projects!”



What Does The CFO Calculator Do? 

Addresses three critical questions about installing 
energy efficiency projects:

1. How much new energy efficiency equipment can 
be purchased from the anticipated savings?

2. Should this equipment purchase be financed now 
or is it better to wait and use cash from a future 
budget? (avoid paying interest)

3. Is money being lost by waiting for a lower interest 
rate?
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Energy Efficiency: 
A Cash Flow Opportunity
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“Data Entry” Tab
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“Data Entry” Tab
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“Data Entry” Tab
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This tab “translates” project savings (i.e., kWh, therms, etc.) into dollars saved



“Investment Values” Tab

35



“Cash Flow” Tab
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Cost of Delay in this Example

• If delayed ONE year
• $522,097

• 10% of project cost

• If delayed TWO years
• $948,861

• 18% of the project cost
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“Interest Rate” Tab



Summary Tab - Reports
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Cash Flow Opportunity Calculator
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Cash Flow Opportunity Calculator
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• Under Tools and 
Resources page, 
click Financial on the 
right hand side

• On the resulting 
page, scroll for CFO 
Calculator and A 
Look Inside 
document



Cash Flow Opportunity Calculator

42https://www.energystar.gov/sites/default/files/buildings/tools/cfo_calculator.xls



Coming Soon...

Did Your Energy Efficiency Project Get Lost in 
Translation?

Financial speak for Facility Managers

www.energystar.gov/buildings/tools-and-resources
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http://www.energystar.gov/buildings/tools-and-resources


Additional Resources
• Green banking: https://www.epa.gov/statelocalenergy/clean-energy-finance-

green-banking-strategies-local-governments

• On-bill programs: https://www.epa.gov/statelocalenergy/clean-energy-finance-
bill-programs-local-governments

• Getting to Yes for Energy Efficiency: 
https://energy.maryland.gov/business/Documents/YesforEnergyEfficiencyGuid
e_000.pdf

• Financial ratios: https://www.bdc.ca/en/articles-tools/money-finance/manage-
finances/pages/financial-ratios-4-ways-assess-business.aspx

• Property Assessed Clean Energy Programs: https://pacenation.us/

• New Lease Standards: 
https://frv.kpmg.us/content/dam/frv/en/pdfs/2018/executive-summary-
lessees.pdf

• What are Debt Covenants? 
https://corporatefinanceinstitute.com/resources/knowledge/finance/debt-
covenants/

• National Association of Energy Services Companies: http://www.naesco.org
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Questions?

Katy Hatcher, US EPA

National Manager, Public Sector

hatcher.caterina@epa.gov

(202) 343-9676

Consultants to EPA

Neil Zobler, President

Catalyst Financial Group, Inc.

nzobler@catalyst-financial.com

203-790-4177

Kudret Utebay, LEED AP

The Cadmus Group LLC

kudret.utebay@cadmusgroup.com

(703) 247-6138

Email: buildings@energystar.gov

Visit: www.energystar.gov
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