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ForEWorD

current projections indicate that 70 percent of the world’s population will live in cities by 2050.  Buildings 
form the fabric of these rapidly growing urban landscapes. climate, energy and economic development 
objectives can only be met if we increase the energy and resource effi ciency of our buildings, thereby 
lowering their environmental impact and their operating costs.  

today, buildings are not being built at scale in an energy and resource effi cient way. this paper reviews 
policy options available to accelerate energy effi ciency improvements in the built environment. Many 
developing countries are in the process of developing nationally appropriate Mitigation actions (naMas), 
low-carbon development plans (lEDs), and actions at the city level to improve the effi ciency of new 
and existing buildings. taken together, naMas, lEDs and city actions all offer new opportunities for 
accelerating and scaling up building effi ciency in emerging economies.

this report was made possible thanks to the BcsE, ccaP, WGBc, UsGBc and the dedication from countless 
individuals acknowledged in the Full report.
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Financial Incentives
Governments will need to balance the use of strict requirements 
for buildings, such as building energy codes, with the use of 
incentives that tackle the problem of up-front costs of energy 
efficiency, the perception of investment risk, low financial 
institution awareness, lack of external finance, and the small 
transaction size of energy efficiency projects.  A variety of financial 
tools can be used to accelerate action.

Grants or rebates 

Rebates pay down costs of systems and equipment, R&D and 
commercialization and encourage the use and development of 
energy efficiency. Most rebate programs offer support for multiple 
technologies.  States, utilities and a few local governments offer 
rebates to promote the installation of energy efficiency projects. 
Utilities manage most rebate programs that support energy 
efficiency. In the U.S., rebate amounts vary widely by technology 
and program administrator.1 

Grants are available primarily to the commercial, industrial, utility, 
education and government sectors. Most grant programs are 
designed to pay down the cost of eligible systems or equipment, 
though some focus on research and development or support 
technology commercialization. Grants are usually awarded via 
competitive processes.

Risk mitigation guarantees

The government can lower the cost of capital for investments in 
energy efficiency by agreeing to guarantee a certain low level of 
risk to banks that lend to building energy efficiency improvement 
projects. That means the government will step in and cover the 
agreed-upon portion of losses if any borrowers default on the 
loans. Risk-sharing mechanisms such as a partial credit guarantee 
with first-loss coverage on a portfolio can catalyze local sources 
of financing for smaller projects.2

China’s Utility-based Energy Efficiency Finance Program (CHUEE) 
supports financing services for energy users to implement energy 
efficiency projects in China. CHUEE brings together financial 
institutions, utility companies, and suppliers of energy efficiency 
equipment to create a new financing model for the promotion of 
energy efficiency.3

Financing energy efficiency efforts remains 
a significant challenge around the world.  A 
variety of programs can be designed to 
support energy efficiency investments.

Grants and rebates as well as tax incentives 
help pay down some of the up-front cost 
of investing in energy efficiency.

Risk mitigation guarantees, revolving loan 
funds and tax-lein financing all lower the 
cost of capital for investments in energy 
efficiency projects.

Policies that enable energy performance 
contracting can speed the deployment of 
this proven business model in which energy 
bill savings are used to repay an investment 
in energy efficiency.
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Revolving loan funds 

Public funds are used to finance energy efficiency investments, to lower the interest rate, or to 
guarantee a bank’s investment in energy efficiency. Thailand’s Energy Conservation Promotion 
Fund (ENCON Fund) was financed by a levy of US$0.001/liter on petroleum products. The fund 
provides capital at no cost to Thai banks, which then provide low-interest loans to energy 
efficiency projects.

Energy performance contracting (EPC) enabling legislation  

EPCs are a financing mechanism that allows energy efficiency investments to be repaid 
through guaranteed energy savings over time. Policies can promote standardized, 
streamlined, and transparent project development and vendor selection processes, create 
umbrella contracts and ESCO pre-selection, provide project facilitators or consultants, and 
standardize measurement and verification procedures.4

An energy service company (ESCO) manages the project from start to finish: building audits, 
detailed design and engineering, business case analysis, installation, commissioning, and 
ongoing performance measurement and verification.5 Critically, the company assumes the 
performance risk for the project, providing a long-term financial guarantee to ensure that the 
projected operational cost savings materialize and are preserved over time.

Tax incentives 

Often, a tax deduction is given to cover costs related to building efficiency.

• �The U.S. established a tax deduction in 2005 to cover energy efficient building expenditures 
made by a building owner or tenant, including retrofit expenses that can be capitalized.6 
The tax deduction has been extended until the end of 2013.7 

• �China aims to put in fiscal incentives for developers to use more efficient materials (and adopt 
renewable energy).8

• �South Africa is in the process of implementing a new law that will enable taxpayers to claim an 
allowance for energy efficiency savings resulting from activities in the production of income.9

Tax-lien financing

Known in the U.S. as Property-Assessed Clean Energy, or PACE, this tool allows property 
owners to borrow money to pay for renewable energy and energy efficiency improvements and 
repay it over several years through a special tax assessment on their property taxes.10

Major programs for commercial buildings have been launched in the cities of Los Angeles and 
San Francisco in the U.S., and in Sydney and Melbourne in Australia. 
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the Business council for sustainable Energy (BcsE) represents a 
broad portfolio of existing clean energy business sectors, including 
renewable energy, supply-side and demand-side energy effi ciency, 
natural gas and electric utilities in north america. Founded in 1992, 
the council advocates for policies at state, national and international 
levels that increase the use of commercially-available clean energy 
technologies, products and services. visit: www.bcse.org

the World Green Building council (WorldGBc) is a network of 
national green building councils from around the world, making it 
the largest international organisation infl uencing the green building 
marketplace. Green building councils are member-based 
organisations that partner with industry and government in the 
transformation of their building industries towards sustainability 
through the adoption of green building practices. on the ground in 
89 countries, GBcs create change in their local markets as a way to 
globalize environmentally and socially responsible building practices. 
visit: www.worldgbc.org

since 1985, the center for clean air Policy (ccaP) has been a 
recognized world leader in climate and air quality policy and is the 
only independent, nonprofi t think tank working exclusively on those 
issues at the local, U.s. national and international levels. 
Headquartered in Washington, D.c., ccaP helps policy-makers 
around the world develop, promote and implement innovative, 
market-based solutions to major climate, air quality and energy 
problems that balance both environmental and economic interests. 
visit: www.ccap.org

the U.s. Green Building council (UsGBc) is a Washington, D.c.-
based 501(c)(3) nonprofi t organization committed to a prosperous 
and sustainable future for our nation through costeffi cient and 
energy-saving green buildings. UsGBc works toward its mission of 
market transformation through its lEED green building certifi cation 
program, robust educational offerings, a nationwide network of 
chapters and affi liates, the annual Greenbuild International 
conference & Expo, and advocacy in support of public policy that 
encourages and enables green buildings and communities. visit: 
www.usgbc.org
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Johnson Controls delivers products, services and solutions that increase energy efficiency and lower 
operating costs in buildings for more than one million customers. Operating from 500 branch offices 
in more than 150 countries, we are a leading provider of equipment, controls and services for heating, 
ventilating, air-conditioning, refrigeration and security systems. We have been involved in more than 
500 renewable energy projects including solar, wind and geothermal technologies. Our solutions have 
reduced carbon dioxide emissions by 16 million metric tons and generated savings of $19 billion since 
2000. Many of the world’s largest companies rely on us to manage 1.5 billion square feet of their commercial 
real estate.

The Institute for Building Efficiency is an initiative of Johnson Controls providing information and analysis 
of technologies, policies, and practices for efficient, high performance buildings and smart energy 
systems around the world. The Institute leverages the company’s 125 years of global experience providing 
energy efficient solutions for buildings to support and complement the efforts of nonprofit organizations 
and industry associations. The Institute focuses on practical solutions that are innovative, cost-effective and 
scalable.

If you are interested in contacting the authors, or engaging with the Institute for Building Efficiency, please 
email us at: InstituteforBE@jci.com.
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