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THE CHALLENGE:

ARE THERE WAYS TO STRUCTURE
THE FINANCING OF THIS
PROJECT TO OFFSET OR PAY
FOR THE MODEST COST OF
GREENING?
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Strategy: Lower the interest cost on short-
term loans to offset the “green premium”

Short term debt terms for this project:

AMOUNT RATE TERM Approx. interest cost
$1,785,630 4%%o0 2 years $142,850
$ 100,000 3% 2 years $ 3,000
$3,344,114 4% 2 years $ 133,764

Construction Loan
$11,000,000 5.65% 2 years $621,500

What happens if rate on each loan is lowered 1.5 percent?




AMOUNT RATE TERM Approx. Interest cost
(years) interest @ 1.5

cost percent

(original) discount

Acquisition Loan -

$1,785,630 4% 2 $142,850 89,281

Pre-development Loans -

$ 100,000 3% 2 $ 3,000 1,500

$ 3,344,114 4% 2 $133,764 83,603

Construction Loan -

$11,000,000 5.65% 2 $621,500 456,500
TOTAL 901,114 630,884
Savings $270,230

% of green premium 75%



Strategy: Increase permanent debt from the
additional net operating income generated
from operating expense savings of green
features

Owner operating savings (first year): $13,497
Debt service coverage factor = 1.2

Additional net operating income available
to support debt: $11,248
Additional supportable debt [6.25%, 30 years]: $152,234
[42% of green premium |



CONCLUSION

REDUCED-INTEREST SHORT TERM DEBT
and
HIGHER PERMANENT DEBT SUPPORTED BY
GREEN OPERATING SAVINGS




From Theory to Practice

It'’s not that simple

¢ Private, non-profit and CDFI lenders have
limited flexibility in setting interest rates.

¢ Operating savings from green features are
not yet well documented.

¢ Lenders want evidence of such savings
before incorporating it into their
underwriting.



From Theory to Practice
Addressing the Hurdles

Short Term Loan Strategy

¢ Foundations - very low, or no-interest
Program Related Investment (PRI) loans,

especially if short-term
environmental, smart growth, public health funders

¢ Public agencies do have the flexibility for
low/no-interest loans; prefer to solve a
feasibility problem with a loan (even at
0% interest).



Addressing the Hurdles
Capitalizing Operating Savings

¢ Have solid data to show your lender:
- from various equipment manufacturers;
— operating data from other users with an
established operating history
¢ Secure a guaranty of the operating
savings:
— foundation

— CDFI with a commitment to green
development

— vendors and manufacturers.



Other Strategies to Consider

¢ Lower cost, possibly subordinate,
permanent debt to finance green
project features

¢ Higher conventional permanent debt
based on reduced replacement
reserves funding needed for more
durable green materials

+ Green equity investments, e.g.
Enterprise Social Investment Corp.
green tax credit fund



(5) MOST IMPORTANTLY ()

Don’t fall prey to the myth that green
affordable housing and community
development cannot be financed

Green community development
projects have been and are being
financed all over the Untied States.
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