Legislative Proposal for Creating CPACE Financing in Vermont

Issue Summary: Vermont is facing a critical shortage of affordable housing, despite ongoing efforts
through state programs like the Downtown Tax Credit Program, Community Recovery and
Revitalization Program, and Vermont Housing Improvement Program. In addition, developers and
property owners still face significant financial barriers to incorporating energy efficiency and renewable
energy improvements in their projects. These energy upgrades are crucial not only for reducing long-term
operating costs but also for meeting Vermont’s sustainability and emissions reduction goals.

In Vermont's thermal sector, residential properties are responsible for 53% of emissions, while
commercial and industrial properties contribute 47%.' While residential energy upgrades are important,
focusing efforts solely on homeowners can be an inefficient and slow way to reduce emissions.
Commercial and industrial properties—especially large-scale affordable housing developments—offer a
more impactful opportunity to reduce emissions at a much larger scale. To address these challenges and
make Vermont's affordable housing development more sustainable, we propose the creation of a
Commercial Property Assessed Clean Energy (CPACE) program. CPACE provides a scalable, cost-
effective way for developers and property owners to fund energy-efficient improvements, significantly
contributing to both Vermont’s affordable housing goals and its environmental objectives.

What is CPACE? Commercial Property Assessed Clean Energy (CPACE) is an innovative financing
model that allows property owners to finance energy efficiency and renewable energy improvements with
minimal upfront costs. Repayment is made through a voluntary property tax assessment, which is tied to
the property, not the individual owner. If the property is sold, the repayment obligation transfers to the
new owner. CPACE loans are typically offered for terms of 10-20 years, which matches the expected
lifespan of the energy improvements, providing long-term savings and financial sustainability.

Unlike traditional financing methods that may involve state funds or short-term loans, CPACE leverages
private capital, meaning there is little to no cost to the state beyond administrative oversight. This makes
it a cost-effective tool to support energy-efficient upgrades without straining taxpayer resources.

How CPACE Works:

1. Private Financing for Energy Improvements: Developers or property owners access financing
from private lenders for energy efficiency upgrades, such as solar panels, energy-efficient HVAC
systems, improved insulation, or energy management systems.

2. Voluntary Property Tax Assessment Repayment: The loan is repaid through a special tax
assessment that is tied to the property, not the owner. This makes the repayment obligation
transferable to the new owner if the property is sold.

3. Long-Term Financing: The financing term is typically 10-20 years, aligning repayment with the
expected useful life of the energy improvements and ensuring the loan is manageable over time.

4. Private Sector Investment: CPACE funding comes from private lenders, which reduces public
financial risk. The state’s role is primarily administrative, ensuring proper implementation and
oversight of the program at the local level.

5. Focusing on Commercial and Industrial Properties: CPACE is specifically designed for
commercial, industrial, and multifamily properties. These sectors are typically much larger in
scale than residential properties, making them an ideal focus for more substantial energy upgrades
and more significant reductions in energy consumption.
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Example of CPACE in New York: The Energy Improvement Corporation (EIC)* in neighboring
New York State runs the successful Open C-PACE Program, which provides financing for energy
efficiency and renewable energy improvements in commercial properties. Open C-PACE has funded
upgrades for thousands of properties across the state, including both new construction and retrofits of
existing buildings.

The program is designed as an open-market model, where private capital providers offer funding to
property owners. The loan is secured by a Benefit Assessment Lien on the property, and the repayment is
made through property tax assessments. The program is authorized under New York State General
Municipal Law Article 5-L, and local municipalities must adopt a law® and enter into an agreement*
with EIC to administer the program. Over 30 New York municipalities have adopted CPACE,
demonstrating its success in financing energy efficiency at scale.

Why CPACE Matters for Vermont: CPACE offers several advantages over Vermont's previous
residential-only PACE initiative. Vermont’s prior attempt at a PACE program for residential properties
was backed by a state fund. However, the program struggled because of its complexity and the
overwhelming process for homeowners. The reliance on state-backed funds also created fiscal risks,
limiting the program’s scalability.

In contrast, CPACE offers a more sustainable and scalable solution. By focusing on the commercial and
industrial sectors, CPACE leverages private funding and allows for larger-scale energy improvements.
These upgrades can generate more significant emissions reductions and energy savings, directly
supporting Vermont’s affordable housing goals while also meeting its environmental targets.

¢ Minimal Cost to the State: Since CPACE is financed through private capital, there is minimal
cost to the state, which only bears the responsibility of administrative oversight. This makes
CPACE a more cost-effective solution for supporting energy-efficient development in Vermont.

o Efficiency at Scale: The energy improvements financed through CPACE are focused on
commercial and industrial properties—sectors that are responsible for 47% of Vermont’s
thermal sector emissions. Since these properties tend to be much larger than residential
buildings, energy upgrades in this sector can achieve a far greater impact in reducing emissions
and lowering energy consumption than focusing on residential properties one by one. This
enables Vermont to meet its energy and emissions reduction targets much more efficiently.

e Private Sector Investment: CPACE relies on private lenders to finance energy upgrades,
ensuring that the state does not need to rely on public funding. This encourages private
investment in Vermont’s economy, generating jobs in construction, energy retrofitting, and
building maintenance, while stimulating local economic growth.

¢ Long-Term Financial Sustainability: CPACE’s long repayment terms—typically 10-20
years—are aligned with the useful life of the energy improvements, making it easier for
developers to finance projects without placing undue strain on their finances. The transferability
of the loan obligation to new property owners also makes it easier to sell properties and continue
financing large-scale developments.

¢ Supports Vermont’s Environmental and Energy Goals: By financing energy-efficient
systems, CPACE helps reduce carbon emissions from Vermont’s commercial and industrial
building stock, contributing to the state’s broader sustainability efforts. This is especially

2See more about New York’s program at https://www.eicpace.org/programdocuments
3 NY local law language https://www.eicpace.org/_files/ugd/1b6741_aaldeal4ea864edcbd7bfc348dcd06¢ce.pdf
4 NY municipal agreement https://www.eicpace.org/_files/ugd/1b6741_d4f85f6bfd2b4402bc03d17395¢cc76f2.pdf
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important as Vermont works to reduce its reliance on fossil fuels and meet its energy efficiency
and climate goals.

Benefits of CPACE for Vermont’s Affordable Housing, Economic Development and Energy Goals:

¢ Increases Affordable Housing Supply: By making energy upgrades more affordable and
accessible, CPACE enables developers to direct more resources toward increasing the supply of
affordable housing, which is crucial given Vermont’s ongoing housing shortage.

¢ Reduces Long-Term Energy Costs: Energy-efficient upgrades financed through CPACE will
lower operating costs for affordable housing projects, helping to keep rents affordable and
reducing tenants' energy bills.

¢ Stimulates Local Economic Growth: The CPACE program attracts private capital and creates
jobs in construction, retrofitting, and energy systems, stimulating Vermont’s economy and
supporting local businesses, especially in rural and underserved areas.

Conclusion: By establishing a CPACE financing program, Vermont can create a powerful, cost-
effective tool for supporting affordable housing development and energy efficiency efforts. CPACE offers
private financing, minimal state cost, and the ability to scale energy improvements in Vermont’s
commercial and industrial sectors—which represent nearly half of the state’s thermal sector emissions.
With successful models already in place in neighboring New York, Vermont has the opportunity to adopt
a proven, impactful financing solution.This program will help reduce energy costs for developers and
tenants, create jobs, attract private investment, and make significant progress toward Vermont’s energy
and climate goals.



