Financing Energy Projects to Create Jobs
and to Save Small Businesses Money
(With No Cost to Kentucky Taxpayers)

Frequently Asked Questions

Is this a new tax?

No, this is a completely voluntary financing tool to help property owners make energy efficiency
improvements.

Does this affect neighboring properties?

No, the assessment only applies to the property voluntarily electing to participate. No public funds are
used and no property owners are affected unless that property owner requests to participate.

Does this apply to residential properties?

Although some states have elected to do so, this legislation only applies to commercial and industrial
properties.

Who else is doing this?

Thirty other states have approved an EPAD model. Most recently, Texas, Arkansas, and Utah have
approved EPAD for their states.

Why not utilize more traditional financing mechanisms, i.e. bank loans?

Traditional lending typically has a limited term (5-7 years). For short-term payback measures, like
lighting, this works well. However, when longer term payback measures are contemplated (e.g.,
HVAC, insulation/air sealing improvements, upgrades to more complex energy equipment), the need
for an extended-term loan vehicle can be very helpful. Further, because the financing vehicle attaches
to the property, rather than the individual, it can transfer with ownership. Many businesses see value
in this as the improvements themselves will transfer when the building is sold.

What happens if a property should go into default?

Under the traditional financing model, because projects are developed to be cost neutral (where
annual savings exceeds cost), the property owner will actually be in a better position to pay their
mortgage. A big part of the goal with EPAD projects is to make businesses more competitive (as
energy costs increase, this tool will become more valuable to support business development and
growth). In addition, unlike a traditional mortgage, when default occurs only the past due payment
must be collected (a traditional mortgage would accelerate the entire outstanding amount exacerbat-
ing the repayment problem). While there is still some risk, the financial burden on transfer is much
more limited (typically no more than one or two payments). If the bill is not paid, the county would
pursue collection like any other unpaid assessment.

How does the EPAD assessment affect the existing mortgage?

One of the lessons learned from other jurisdictions, is the need to protect these interest. This bill
includes a provision requiring consent from any existing mortgage holder. If an existing mortgage
holder does not wish to give consent, the project would not move forward (no EPAD assessment).

What we have seen nationally, is an interest from existing mortgage holders to approve EPAD
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projects. First, these projects improve the value of the existing structure. Second, these projects
typically include energy savings projections that show that the property owner will save more money
(on utility bills and operating costs) than they spend to pay the extra assessment. As such, the
property owner is in a better position not only to cover the new assessment, but also to cover the
pre-existing loan. Third, these transactions can offer banks additional investment opportunities with
existing customers. Nationally, the list of consenting banks includes Bank of America, JP Morgan
Chase, US Bank, Wells Fargo, and Fifth Third, among others.

Where does the money come from?

Capital to fund building energy upgrades can come from banks or bond investors. Financial institu-
tions, like insurance companies, are increasingly using EPAD investments as a way to help ensure
stable, long-term returns.

Why should government be doing this?

Generally, when government gets involved with energy projects, it usually means incentives, subsi-
dies or tax breaks—i.e., spending taxpayer dollars. EPAD is not a subsidy. Instead, EPAD offers a
free market method to help businesses save money and create jobs without any new public funds or
government bureaucracy. The only government role is to facilitate a process, just as in the case of a
TIF district. The key to the EPAD model is that projects are structured, financed, and paid for entirely
by the private sector. Rather than using subsidies, EPAD supports businesses to take control of their
own project needs.

What type of energy efficiency improvements qualify under the
EPAD model?

The bill includes all sort of energy efficiency measures, including: HVAC upgrades, chillers, boilers,
and furnaces, water heating systems, energy management systems and controls, mechanical system
modernizations, lighting upgrades, building enclosure/envelope improvements, and CHP and other
heat recovery systems. In addition, the bill includes water efficiency measures such as water man-
agement systems and controls.

Financing Energy Projects to Create Jobs

Contact: Jeremy Faust jfaust@greatercea.org

About us: The mission of the Kentucky EPAD Council is to facilitate investment in energy efficiency for
industrial and commercial building owners through outreach, education, and financing solutions, such as
Energy Project Assessment Districts. The Council is a membership-based not-for-profit social welfare
organization, established under Section 501(c)(4) of the Internal Revenue Code.

Kentucky

EPAD



