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Energy Efficiency and Private Equity Markets

Whose Move is it, Anyway?

Environmental Markets Summit

April 27, 2010

Austin Whitman, VP, Climate Change Capital

STRICTLY PRIVATE & CONFIDENTIAL
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� “Efficiency: How or will it play in the (private equity) markets?”

� “How can we attract private equity investment to efficiency?”
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Climate Change Capital Group
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Proprietary Research, Analysis and Market Development

Advisory

Fund Management

Project Finance

Corporate Finance

Mergers & 
Acquisitions

Strategy, Policy, 
and Technical 

Services

Develops and manages a range of funds that invest in assets, companies and financial 
instruments essential to the low carbon economy 

Largest pan-European 
clean tech fund 

(€200m)
Expansion-stage in 

clean energy, waste 
and water

Ventus VCT
UK project equity fund 

(currently £50m)

Developing a 
European Renewables 

Fund

Invests in energy-
efficient property in 

European commercial 
market (£69 mm)

� Founded in 2003 in 
order to bridge capital 
markets and 
environmental policy 

� Headquartered in 
London with offices in 
Beijing, Washington, 
Boston and Zurich

� $1.5 billion under 
management

World’s largest private 
sector carbon fund 

(€750m) 
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Why move beyond carbon? 
Energy value greatly exceeds carbon value

Note: Data from EIA and EPA. Assumes 
$93.50/MWh average retail electricity price and 
0.6 tonne CO2/MWh emission rate; $2.15/gal 
fuel oil and 22.4 lbs/gal emission rate

��

���

���

���

���

���

���

�	�

�
�

���

����

�� ��� ��� ��� ��� ��� ��� �	� �
� ��� ���� ���� ���� ����

�������

���
�	

�
������
��� �����

�����

�����

�����

�����

�����

�����

�� ��� ��� ��� ��� ��� ��� �	� �
� ��� ���� ���� ���� ����

�������

��

���

��

�
������
��� ��
��������



5
\\ccclon2k303\user$\austin.whitman\Conferences\EMA_Markets & Efficiency_Whitman_Apr2010.ppt

Investment attributes are also strong

� Investments begin yielding cash early in their lifecycle

� Technology is proven, lowering risk

� Provides portfolio hedge against rising power prices
� Efficiency gains reduce exposure to base load price increases
� Avoided energy is a long bet on carbon prices

� Most investments are self-liquidating

� Investments supported by intrinsic asset value

� Attractive risk-adjusted returns

� Unlevered potential for 12-14% returns
� Potential for leverage to boost returns by 4-6%
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“How can we attract private equity to efficiency?”

Response #1: 

It’s not about the market size.
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Efficiency opportunity: large, diffuse, immediate

� ACEEE estimates a $269 billion annual spend on (non-transport) EE, 2/3 of 
which is in buildings

� McKinsey estimates an opportunity to save 9.1 quadrillion BTUs per year (final 
energy) by 2020 in non-transport sectors (equates to 25% of 2008 demand) 
� 40% in industrial

� 35% in residential
� 25% in commercial

� $126 bn in potential energy savings at U.S. average industrial prices

� Energy savings would reduce carbon output by 1.1 Gt C02e/year by 2020 
(approx 15% of total current yearly emissions)

� The opportunities are immediate, on both supply and demand sides, many 
positive NPV, don’t depend on a U.S. GHG cap or the ensuing rulemaking period

Energy efficiency gains 
increase the yield on energy 
in order to:

� Produce more final energy 
per unit of primary energy 

� Reduce the final energy 
input required for a unit of 
output

� Otherwise improve 
resource output:input ratio
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2/3 of the Opportunity is in Industrial & Commercia l
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Industrial projects 
cluster at the 

cheaper end of the 
spectrum
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“How can we attract private equity to efficiency?”

Response #2: 

(Continue to) offer alternative 
financing sources.
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Private equity almost certainly demands leverage

� Classic funding model:
� ESCO + client arrange lenders, find grants, use asset owners’ capital, or 

finance equipment on balance sheet
� Mosaic of financing sources: utilities, public benefit funds, bonds, banks, 

government general funds
� ESCO equity

� Private sector loan
� Public loan guarantee

� Private sector lender administering public capital
� Utility loan to consumer

� Banks offering interest rate buydowns
� PACE loans
� Grants

� Possible PRI loan + developer capital, etc.
� Result: lower cost of capital, boosting potential IRR
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The promise of low-cost leverage
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“How can we attract private equity to efficiency?”

Response #3: 

Don’t make it too easy.
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Complicated problem + challenging market = 
higher return on equity

Drivers
� Shortage of capital

� Sector growth
� Security – collateral, loan loss reserves, guarantees

� Opportunity to own the assets

Challenges

� PE/VC expects complicated situations, and needs to get paid accordingly
� 20-40% return expectations or more

� Limited time horizon
� Deal size requirements

� Capped upside
� Financial engineering

� ESCOs have large market presence
� Cheap capital may crowd out PE/VC
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Efficiency project market players

� Qualified market players include ESCOs, utilities, and manufacturers
� Opportunity created by patchwork of competitors and inconsistent market dynamics
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ESCO market landscape: big firms dominate
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Sector revenues indicate 
the typical ESCO focus:

� MUSH (58%)
� Federal (22%)
� Industrial (6%)
� Commercial (9%)
� Residential (5%) 
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“How can we attract private equity to efficiency?”

Response #4: 

We’re already there.
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VC/PE Efficiency Investment - 
North America, 2009 ($1.1 bn total)

Smart Grid, 340.8 (31%)

Transportation, 438.3 
(38%)

Supply Side, 6 (1%)

Industry, 44.2 (4%)

Built Environment, 286.3 
(26%)

VC/PE Clean Energy Investment - 
North America, 2009 ($3.6 bn total)

Carbon, 1 (0%)

Services, 45 (1%)

CCS, 50 (1%)
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Efficiency, 1,115 (31%)Renewable Energy, 
2,051 (58%)

Efficiency accounts for nearly 1/3 of clean energy $ 
invested in companies (not projects)

Source: Bloomberg NEF. All figures in $m, as reported. Asset-based financings not a significant share of the market.
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2007-2009 – efficiency compared to other sectors

Source: Bloomberg NEF.
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Steady stream of PE/VC efficiency investment

114.6 million9.6 millionIndustrial

1,043.8 million11.5 millionBuildings

455.4 million16.3 millionSupply side

1,113.1 million19.9 millionSmart Grid

1,792.3 million25.6 millionTransportation

TotalAverage

Investment amounts by sector

Source: Bloomberg NEF.
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CCC Case Study: carbon meets efficiency

� Large U.S. data center operator + large data center management software 
provider

� U.S. & CDM country operations

� Business model
� Break-even on software installation through energy savings

� Volumetric, registration, and price risk on carbon offsets

� Carbon value
� CDM protocol: Energy efficiency and fuel switching measures for buildings
� Possible VCS or CAR registration for U.S.-based portion of project

� Server life = 5 years, capping length of crediting period

� Risk mitigation
� Energy savings offers backstop, carbon revenue offers upside
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Projected cash flows & IRR
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Conclusions

� Efficiency is more than ready for private equity; PE just may not be 
ready (or right) for efficiency

� At first blush, PE/VC fits buyouts better than projects

� As the market for energy savings gets more liquid, PE gains more exit 
options and will probably get more involved in projects

� Policy mechanisms and grants need to enable PE involvement but 
avoid making it too easy

Success factors
� Projections, M&V are essential: software tools to project energy savings
� Ability to contract on the basis of projections and/or productivity gains, operational efficiency
� Did I mention supplemental low-cost financing?
� Ability to mitigate risk, hedge energy price exposure, secure (and securitize) cash flows

� Existence of an exit strategy
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Contact

CCC Head Office

Climate Change Capital
3 More London Riverside
London
SE1 2AQ
United Kingdom

Tel: +44 (0)20 7939 5000
Fax: +44 (0)20 7939 5030

www.climatechangecapital.com

CCC U.S. Office

47 Junction Square Drive
Concord, Massachusetts
United States 01742

Tel: 978 405 1262
Fax: 978 369 7712

www.mjbradley.com


