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Initiating a Private Sector Stimulus for Green Buildings:  Saving Energy, Using Clean Energy & Reducing Climate Change Gases


Summary.  Green mortgage backed securities (MBS) and cheaper cost of capital for green buildings will greatly accelerate green building construction and save much energy and money.  Cal EPA and the Energy Foundation requested this proposal by the Institute for Market Transformation to Sustainability (MTS) with support from NRDC for $25k in seed money to help launch this effort.  MTS’ Economic Benefits Committee has been working on this activity for two years with a Steering Committee overseeing this work.  We all believe it would be a very small investment for a substantial return.

LEED Projects certified under the LEED (Leadership in Energy & Environmental Design) green building rating system developed by the U.S. Green Building Council save substantial amounts of energy and a growing number are using Green-e Renewable Energy.  LEED is approaching 5% US market penetration, growing at about a 70% rate, with certified buildings in about 12 countries.  Financial markets will require LEED for Green MBS to ensure added economic value, and since they prefer consensus standards like LEED.  From energy modeling, average energy efficiency improvement for 165 LEED Certified projects is about 30% above conventional buildings.

 
Leveraging the State of California’s Investment to the Private Sector.  Part of Governor Schwarzenneger’s Executive Order mandating LEED Silver for all State buildings covers leveraging its investment by providing a stimulus to the private sector.  The time is ripe for substantial private sector investment because we know using integrated design, green buildings are about the same cost to build, and substantially cheaper to operate compared to conventional buildings.

Major building operators are providing 30 yr. corporate guarantees for green building operational savings (about 50% cheaper than conventional buildings), and we are working with leading architects to provide green building first cost financial performance guarantees using integrated design. Financial markets prefer such guarantees because they provide the greatest certainty.  This private sector stimulus is expected through cheaper cost of green building capital, Green Mortgage Backed Securities (MBS), and whole loan funds that work as follows.

These guarantees allow investors to value green buildings higher, pool them into Green MBS, and set up loan funds providing cheaper costs of capital for green buildings.  A Green MBS is a security backed by the value of many green building mortgages in pools.  Green MBS pools would certify many thousands of green buildings in a short time.  Rating agencies have told MTS they will likely rate Green MBS higher than conventional MBS due to their higher value.  Investment bankers, rating agencies, investors and building owners will all make more money.  For example, National Geographic's 847,000 ft² headquarters added $24m in value from its LEED Existing Building certification: http://www.sustainablebuiltenvironments.org/Natl_Geo_JUN22.pdf .  In addition, see these links for background on Green MBS and click articles sent to 100,000 building owners:  http://mts.sustainableproducts.com/about.htm#forces   Here is a link to Green MBS Benefits Slides  http://mts.sustainableproducts.com/Green_MBS   


Everyone Makes More Money:  Since Green MBS pools will be rated higher and more valuable because of corporate superior financial performance guarantees, it is the congruence of speed, greed & sustainability!   In the most recent article at the last link above, Scott Muldavin who set up the risk rating system for Standard & Poors (S&P) 15 years ago launching the MBS market, emphasizes "when commercial lenders recognize that green buildings are excellent collateral, green mortgage-backed securities will be viable.  There's a tangible, quantifiable benefit in green buildings.  But right now there is a knowledge gap among lenders." 

Green Mortgage Backed Securities Have Been Successful.  Green MBS have worked in the past for real estate standards similar to LEED that we developed, e.g., taking Phase 1 Environmental Site Assessment Standard market penetration to 95% in five years, and making more money for investment bankers, rating agencies, investors, and building owners.  Investment bankers completed Phase 1’s on many thousands of commercial buildings, pooled their mortgages, and these securities were rated higher than conventional ones due to substantial reduction in financial risk. Superfund site costs to liable property owners averaged $30m and the Standard provides a bona fide  defense to liability.  

This Proposal is for Seed Funding.   MTS, supported by NRDC, has been working on this matter for several years and identified the leading real estate finance expert in this field, Scott Muldavin, to assist. Scott set up the MBS risk evaluation program for S&P, helped set up the Commercial Mortgage Backed Securities Association, consults for CalPERS and the National Association of Realtors, and is a Board Member of the Gugenheim Real Estate Investment Trust.  MTS and NRDC are working with the US Green Building Council and Global Green to conceive and realize Green MBS for certified green buildings.
  
The $25k in seed money requested would help launch Green MBS and cheaper cost of green building capital with Muldavin's assistance.  $50k in total is needed, and the other $25k was promised to be matched by MTS Board Members at MTS’ February 4 Board Meeting, including by Philips, Forbo, Milliken, & Dupont/Invista all who benefit from green buildings.  We set up a Steering Committee overseeing The Muldavin Company's development of the following national programs providing cheaper cost of capital including Green MBS for LEED buildings:

· Green Mortgage Backed Securities for Green Buildings 

· Whole loan product for Green Buildings 

· Institutional financing for green buildings- debt & equity  

· Quantify the overall green building financing market & market for each option  

· Identify key players for each option (Green MBS- rating agencies, investment banks, originator's counsel, B-piece buyers, et al.), & strategy for expression of interest, buy-in & commitment  

· Conduct meetings with representatives of each financing track  

· Identify within 6 months best option(s) to implement in meetings of the Steering Committee  


LEED is a collection of disruptive technologies that threaten the status quo and under normal circumstances would take 30-50 years to achieve full market penetration—if they survived.  Green MBS could be the bridge to take market penetration beyond the 15% thought to be necessary to make the “tornado” of market transformation self-sustaining.   

Muldavin knows rating agency personnel who told MTS they would likely rate Green MBS higher.  Wachovia’s MBS Manager advised MTS to work with the rating agencies to document this so Wachovia can take next steps to set up a Green MBS program.  Thus, Muldavin will meet with the rating agencies to finalize the higher rating, and then communicate this to Wachovia and other investment bankers to set up Green MBS funds.   Also, CalPERS is setting up with Thomas Properties, MTS And Evolution Partners, a LEED private equity investment fund creating more LEED buildings that can be securitized into Green MBS pools.  Muldavin will also meet with CalPERS’ fixed asset managers to encourage them to invest in Green MBS.    

NRDC & MTS are nonprofit public charities whose priorities include promoting green buildings, energy efficiency, clean energy and pollution prevention:  http://ww.nrdc.org 212- 727-2700 http://mts.sustainableproducts.com  202-338-3131.

Environmental Benefits

Rough calculations indicate that at 70% market penetration for LEED commercial and residential, US Kyoto mandates would be met from buildings alone.  Since the Green MBS pool will consist of LEED EB buildings, energy savings will be validated frequently.  Green MBS would be on a large scale because it repeatedly pools many buildings, and is easily incorporated into European buildings with its flourishing MBS market.  MBS and Green MBS could be set up in other countries reducing, as they did in the US, economic volatility and providing more stable real estate financing through transparency and risk reduction.  Muldavin would be the expert to help given his background in setting up the US MBS market with Standard & Poors.

Green power has received a stimulus from LEED with 17% of LEED Buildings using the Green-e credit.  Most Green-e providers market LEED, for example, Renewable Choice, a national Green-e provider, has incorporated Green-e into 80 LEED registered projects nationally which will avoid or eliminate 48,000,000 lbs of CO2 emissions.  
Application Form 

The Energy Foundation, 1012 Torney Avenue #1                         San Francisco, CA 94129 

Phone: 415.561.6700  Fax: 415.561.6709   energyfund@ef.org      http://www.ef.org
Date of Application:

January 25, 2005

Organizations:


MTS

Address:


MTS: 1511 Wisconsin Avenue, NW, Wash. DC 

Organization Telephone:
MTS:  202-338-3131  NRDC:  212-727-2700

Organization Fax:

MTS:  202-338-2800  NRDC:  212-727-1773  

Organization E-mail Address:
MTS:  MTS@sustainableproducts.com            

Website:


MTS:  http://ts.sustainableproducts.com


Date of Incorporation: 

MTS:  6/98


            

Tax Status:


501 (c) (3)

Primary Contact:

MTS:  Mike Italiano, CEO
            

Direct Primary Telephone:
MTS:  202-338-3131

            

Direct Primary Fax:

MTS:  202-338-2800

            


Direct Primary Contact E-mail:
MTS:  Mike@sustainableproducts.com
               
Chief Executive Officer:

MTS:  Mike Italiano, CEO
            

Total organization budget:
MTS:  $200k


            

Total project budget:

$50k

Amount requested from the Energy Foundation:  $25k

For what duration:

six months

Other sources of funding for the project:
funding requested from companies benefiting from green buildings 

Other proposals pending; with whom:  none

Sector (please check)

__  Power

__  Transportation

_x  Buildings

_x  Climate

_x  National Policy & Analysis

If you do not have 501(c)3 status, are you a project of another organization?

If so, please name:  for MTS-  Metafore/Certified Forest Products Council

Signed:  Mike Italiano, MTS CEO,  Date:  January 25, 2005
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