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1. Introduction
The key objective of Work Package 4 was the specification and “packaging” of alternative financing products explicitly targeted to the financing of investments in small-scale RET & EET by individuals, SMEs and small communities.
At the start of the project it was envisaged that these financing products would be “generic”, in the sense that their framework and general characteristics, i.e. type of financing instrument, targeted users, targeted RE & EE technologies, etc. would be defined, while the specific terms of the financing instrument (e.g. interest rate, maturity term, repayment plan etc.) would not, as other factors come into play including country-specific economic indicators. 

In the Project’s Technical Annex it was stated that the financing products could take the form of different instruments, including, inter alia, commercial loan products, financing instruments supported by the EU and Member States under their state-aid policies, indirect funding programmes through the provision of awards like green certificates and other energy related fiscal privileges or a combination of commercial loan products and state-aid funding/awarding programmes.

Having reviewed the public funding initiatives in existence in the different partner countries it became apparent that each country had its own priorities, criteria and mechanisms for developing its incentive policies and schemes for RET & EET investments.  Proposing funding schemes that would involve public funding was therefore considered an impossible task, as it would require the agreement and commitment of the relevant public authorities for the implementation of such schemes.  It was decided, therefore, by the consortium to focus the project’s efforts in designing commercial loan products that could build on the existing public funding schemes but be implemented and introduced into the market independently by banking institutions. 

The two participating banks in the consortium, i.e. cdbbank and Millenium Bank, had the additional task of taking the process a step further to develop prototype products for their own countries.
2.
Framework of Development
The work under this task was based heavily on the outcome of other work-packages, and more specifically, of WP2 and WP3:

· WP2 provided the categorization of the small-scale RE & EE Technologies available in the markets of the five member states of the partner organizations (Austria, Italy, France, Greece & Cyprus) and a critical review of the existing financing mechanisms available in Member States for investments in such technologies.  The categorization of technologies, which was based on such attributes as investment levels, pay-back time and targeted users, provided essential parameters for the design of the financing products.  
The review of the existing financing mechanisms helped identify potential gaps on either the financing products available or the targeted stakeholder groups, weaknesses as well as key success factors for designing new financing products.

· WP3 performed a survey across the 5 member states of the partner organizations and covered all stakeholders including potential investors (households, SMEs), technology suppliers, the construction industry and policy makers. It provided useful inputs regarding:

1. The financing requirements of the targeted investors
2. The potential role of technology suppliers in promoting/supporting financing schemes
3. The framework of incentive policies in the different member states.

The outcomes of WP2 and WP3 brought into the surface significant differences amongst countries in terms of the following: 

· Applicable technologies due to climatic differences;

· Government policies & incentive schemes , impacting on the technologies’ pay-back periods
· Financing requirements of the targeted investors

· Socio-economic, political and cultural settings of the market

In the tables that follows the importance acquired by investors to the different loan attributes is presented for households and SMEs
	Financing Product Characteristics
	Greece
	Cyprus
	France
	Austria
	Italy

	1
	Accessibility of the loan (i.e. through branch networks, local post office, RET/EET supplier, the internet, etc.)
	3.0%
	1.6%
	16.7%
	12.9%
	10.0%

	2
	Quick Response
	11.0%
	0.0%
	16.7%
	6.4%
	10.0%

	3
	Flexibility (i.e. in terms of its characteristics)
	33.0%
	4.8%
	27.1%
	18.7%
	36.7%

	4
	Lower interest rate
	68.0%
	74.6%
	81.3%
	65.5%
	73.3%

	5
	Longer repayment period
	37.0%
	50.8%
	8.3%
	19.9%
	16.7%

	6
	Flexibility on the required security
	19.0%
	6.3%
	6.3%
	8.8%
	13.3%

	7
	Link of the level of installments with the energy savings attained from the RET/EET investment (including any payments received from feed-in tariffs)
	30.0%
	52.4%
	43.8%
	25.7%
	20.0%


Table 1: Households - 1st& 2nd most important Characteristics

	Financing Product Characteristics
	Greece
	Cyprus
	France
	Austria
	Italy

	1
	Accessibility of the loan  (i.e. through branch networks, local post office, RET/EET supplier, the internet, etc.)
	1.2%
	6.9%
	13.5%
	21.4%
	21.2%

	2
	Quick Response
	17.6%
	9.7%
	26.9%
	21.4%
	39.4%

	3
	Flexibility (i.e. in terms of its characteristics)
	32.9%
	12.5%
	23.1%
	14.3%
	3.0%

	4
	Lower interest rate
	52.9%
	66.7%
	73.1%
	71.4%
	90.9%

	5
	Longer repayment period
	32.9%
	40.3%
	21.2%
	21.4%
	18.2%

	6
	Flexibility on the required security
	29.4%
	8.3%
	9.6%
	28.6%
	12.1%

	7
	Link of the level of installments with the energy savings attained from the RET/EET investment (including any payments received from feed-in tariffs)
	29.4%
	54.2%
	32.7%
	21.4%
	6.1%


Table 2: SMEs - 1st & 2nd Most Important Characteristics

Considering the differences among countries cdbbank set to establish a framework that could be used by any financial institutions while designing financing products addressing small-scale investments on RET and EET technologies.
3.
Methodology

A structured methodology has been implemented by the cbdbank team in reaching the desired objective based on FINA-RET findings that led to the construction of a muster template which makes reference to:

1. All RET and EET technologies considered appropriate for small-scale applications on SMEs and households.  These technologies are identified with a unique code with each technology occupying a specific row in the EXCEL master template.  The figure below (table 3) gives us an idea of how these technologies are identified.  Each technology is first categorized as either EET or RET and if as RET then is further categorized as either Renewable Heat Generation or Renewable Electricity Generation. Other parameters that relate to each identified technology are the following:

a. Target group (households (R), SMEs (C/I))

b. Whether the technology is available in the country under consideration and whether maintenance support is available using the following designations:  E = Easily available,  M = Moderately available, N = Not easily available
c. Range in Kw or m² of typical Average System Size respectively for solar thermal or surface of the building for insulation/windows for the minimum and maximum system configurations

d. Range of initial investment (in euros) for the minimum and maximum system configurations

e. Range of maintenance cost for the minimum and maximum system configurations

f. Total Financial Incentives including subsidies & tax breaks (in € or in % of investment cost)
g. Feed-In Tariffs (for grid connected electricity only)
h. Initial Investment after Incentives (€) for the minimum configuration
i. Payback Period (yrs) for the minimum configuration

j. Initial Investment after Incentives (€) for the maximum configuration
k. Payback Period (yrs) for the maximum configuration
2. Technologies identified by a financial institution as N (not easily available) are then rejected for further analysis.

3. For all the countries participating in the FINARET consortium, information on each technology is available in the background materials and Deliverable of task .2.1.

4. The EXCEL spreadsheet is then expanded significantly to accommodate Financing Products Parameters.  We have identified all possible parameters that could be used in devising generic financing products as follows:

a. Loan Type (fixed term; revolving)

b. Collateral Type

(mortgage; personal guarantees; fixed charge on equipment; floating charge on company assets; contract proceeds assignment)

c. Beneficiary (household; SME)

d. Currency (Euro; other currency)

e. Percentage of Investment to be Financed

f. Minimum Loan Amount

g. Maximum Loan Amount

h. Interest Rate (Fixed vs Floating)

i. Interest Rate Basis (Euribor vs ECB Refinancing Rate vs Bank Base Rate)

j. Interest Rate Margin

k. Loan Repayment Schedule (Monthly or Quarterly or Semi-annual Repayment)

l. Grace Period (Yes /No ; if yes, how long)

m. Early Prepayment 

(Full or partial early repayment allowed; whenever or after a specific period; with or without penalty)

n. Repayment Type (Equal installments or Annuity (if fixed interest rate))

o. Repayment Amount (Whether to be Linked to Savings and / or Grants)

p. Tenor

q. Side Offers (e.g. pre-approved credit card facility etc)

The figure below (table 4) displays the section of the spreadsheet built with the above financing product generic properties.
5. To determine which financing product attributes would have the most benefit to the potential borrower, the survey results for the country under examination are input in the above section of the template.  The figure below (table 5) demonstrates how this task was accomplished for the case of Cyprus.
6. Once the above information has been collated, the following step is to determine the specific financing products characteristics.  With respect to these the user of the template can follow the guidelines below:

a) Apply Bank policy as per minimum and maximum loan amounts.  Often banks would be unwilling to extend financing for very small amounts due to administrative burden.  So technologies with very small investments would be not be suited for financing through traditional financing schemes.

b) Apply Bank policy as regards tenor of the proposed financing.  For example, a bank may be unwilling to extend financing for technologies with very long payback periods, as these periods would exceed normal banking time limits for lending facilities.  On the other hand, a bank could make a loan attractive if it were to provide such financing with a tenor that exceeds the estimated payback period.  
c) Banks would be encouraging borrowers to use grant proceeds to partially prepay loans so as to shorten a loan’s time to maturity.  With this respect Banks would be willing to offer borrowers incentives to partially prepay loans, once public grants are obtained.
d) An attractive financing scheme should most likely need to provide a grace period to enable borrowers to install the technology, go through the motions with the authorities in applying for grants and other government incentives and making the claims.

e) Ignore all technologies for which not sufficient financial information is available and thus for which no net investment and payback periods could be estimated.
f) Apply Bank policy as regards collateral.  It is likely that financing products for technologies that relate to the building itself rather than to the installation of systems would be more amenable to mortgage, while financing products for systems could be more suited to fixed charge on the installed system.
Table 3
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Table 4 

Households
	
	Config. ID
	RE or EE Technology
	MIN configuration
	MAX configuration

	
	
	
	Initial Investement after Incentives (€)
	Payback Period
(yrs)
	Initial Investement after Incentives (€)
	Payback Period
(yrs)

	Renewable Heat Generation
	5
	Individual Geothermal heatpump (closed loop systems)
	11.000,00
	5
	24.633,00
	6

	
	9
	Individual Biomass boiler 1
	2.250,00
	1
	4.500,00
	2

	
	13
	Individual Grid connected PV
	2.250,00
	11
	9.000,00
	7

	Renewable Electricity Generation
	19
	Single household insulation of envelop (walls and roof)
	5.880,00
	20
	39.437,00
	20

	Thermal efficiency 4
	21
	Single household efficient windows (double glazed & low-emissivity)
	1.645,00
	20
	9.187,00
	20


Commercial - Industrial

	 
	Config. ID
	RE or EE Technology
	min configuration
	MAX configuration

	
	
	
	Initial Investment after Incentives (€)
	Payback Period
(yrs)
	Initial Investment after Incentives (€)
	Payback Period
(yrs)

	Renewable Heat Genenation
	3
	Collective Solar thermal water heater
	1.750,00 
	3
	17.500,00 
	5

	
	6
	Collective Geothermal heatpump (closed loop systems)
	28.000,00 
	12
	700.000,00 
	12

	
	10
	Collective Biomass boiler 1
	9.000,00 
	0
	22.500,00 
	0

	Renewable Electricity Generation
	17
	Collective Micro Wind Turbine
	1.080,00 
	20
	32.400,00 
	4


Table 5

	Interest rate
	Interest Rate Basis
	Interest rate margin
	Payments’ Schedule
	Grace Period
	Early Prepayment
	Repayment Type
	Repayment Amount
	Tenor

	Fixed or Floating
	Euribor or E.C.B. or Bank Base Rate
	
	Monthly or Quarterly or Semiannual Installments
	Yes or No
	Full or partial early repayment allowed;

Whenever or after a specific period;

With or without penalty.
	Equal installments or
Annuity (if fixed interest rate)
	Linked to Savings and / or  Grants
	Number of Years
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	Bank base rate applying to personal loans would apply
	There will be a step down margin to encourage early prepayment once grant is received. Normal high penalizing interest rates on payments in arrears.
	Individuals need to have the discipline of monthly payments so that they can best manage personal finances. 
	Yes, to allow for implementation and receipt of grant
	Partial early prepayment allowed w/o penalty despite normal banking practices that penalize it.

Allows the reductions in the loan principal once grant is obtained. 

Amount allowed will be equal to the amount of grant received. 
	[image: image4.emf]2nd Priority  -   (Interest Rate Level)   Lower interest rate is the second most  desirable feature.   If this is adopted then  perhaps repayment    period   will be shorte ned.  

As per local current banking practice, individuals will be payment a fixed amount on each payment date which will include principal repayment amount plus interest. Any deviations due to the floating nature of interest rates will be accounted for on the last payment
	1st Priority:


2. Prototype Financing Products for the Cyprus and Greek Markets
4.1
Cyprus Market
The cdbbank team proceeded to adapt the proposed general template to the Cyprus environment by inputting the relevant information for Cyprus and the internal cdbbank policies.
Having considered the outcomes of the above analysis, the following prototype “green” financing products were designed:

	
	Households
	SMEs

	Systems 
	Product 1: 

Energy Saving Systems Loans for Households 
	Product 3: 

Energy Saving Systems Loans for SMEs 

	Renovation 
	Product 2: 

Energy Saving Renovation Loans for Households 
	Product 4: 

Energy Saving Renovation Loans for SMEs


The key characteristics of these products are the following:
· They are targeting most available technologies

· They cover 100% of the investment cost

· They encourage partial early prepayment by the borrowers once they receive their grants by offering a reduced interest rate with the prepayment

· They are cash flow-neutral to the borrowers with a loan repayment period in line with the payback period of the RET & EET investments

4.2
Greek Market
Millennium Bank implemented the developed methodology for the design of its own loan products by using as inputs the conditions of the Greek market as well as the Bank’s specific policies. It must be noted that Millennium focused on Photovoltaic Systems which are currently promoted by the Greek Government through attractive subsidy schemes. 

The designed “Eco Loans” are tailor made financing products for Financing Investment Expenses and/ or Pre-Payment of Public Subsidy.
Those loans are provided with competitive interest rates based on Euribor. The financing amount varies, depending on customer’s needs, and in order for them to enjoy positive performance even from the first few years of operation of the investment. The maximum loan duration is set at 15 years whereas the customer can choose between lump-sum or partial disbursement.

In view of a new Funding Program for households that wish to refurbish their dwellings Millennium Bank is about to develop a new consumer loan covering the matching funds required for the investment.
4. Concluding Remarks

Within this part of the FINA-RET project a systematic approach has been developed and implemented, aiming to provide useful guidelines to European commercial banks contemplating the provision of specialised financing products to support small-scale investments if RET & EET applications by  SMEs and households.

The approach has been a result of the work performed so far within FINA-RET, i.e. RE and EE technologies categorization as investments, review of past and existing financing products, specification of loans characteristics based on the expectations and perception of the potential investors and of the major market actors. The identification of this information has further provided the capacity to operationalize the developed approach for Greece and Cyprus that pilot loan products have been developed, as well as for the remaining three countries involved in the project i.e. France, Italy and Austria and the alike markets, i.e. with similar characteristics with the five markets considered in the project. 

Some major concluding remarks of the work performed within task 4.1 reported in this document are the following:

· Substantial investment is required on behalf of the a commercial financial institution in order to acquire the appropriate level of know how designing and cost-effectively promoting loans addressing small-scale investment on RET and EET applications.
· The characteristics of a loan for small-scale RET and EET investments is highly depended on the socio-economic, political and cultural settings governing both the RET and EET market, as well as the financial sector market.

· Considering the fact that is several EU countries RET and EET market is a developing market, the characteristics of a loan addressing these investments should be such as to create demand for these investments in order to be successful.

· The majority of success stories in this part of private financing are preferential terms loans designed along the side of public measures, subsidies, grants and tax incentives.

· The more specialized to a specific technology a loan the better linkage exists between the loan attributes and the costs and benefits of the investment. However when the market is not adequately developed the specialization of financing products is not feasible.

· To provide real preferential terms loans investment risk must be shared between involved actors. To achieve that one of the following should take place: (i) provision of public subsidies and incentives that can act as collateral to the loan, (ii) implementation of alliances with technology providers in a way that will limit risk for banks, (iii) loans and “green” financing products in general to be part of an integrated approach of the banking institute to support energy sustainable development that will also involves investment funds, development of large energy projects, involvement in ESCOs scheme, provision of consultation to investors, etc.  
Closing this report it should be mentioned that FINA-RET has given the opportunity to the two partner banks, cdbbank and Millennium Bank, to venture into the RE & RET investment market and develop green financing products that not only differentiate them from competition and enhance their corporate social image, but they also create a business opportunity to tap into a market with a high growth potential.
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