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I. Project Background

The Capital Good Fund (CGF) is a non-profit microlender based in Providence, Rhode Island and founded

by Brown University students. CGF makes loans to individuals that cannot access affordable capital from

traditional financial institutions in the belief that access to this capital can have a transformational
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range from $500-$3,000 to low and moderate-income entrepreneurs, and loans of $875 to legal

permanent residents that want to apply for United States citizenship. CGF approached the Community

Carbon Use Reduction at Brown (CCURB) program with an idea to develop a new green credit builder

loanproductt 2y S GKI G 62dAf R NBRdzOS GKS 02NNRgSNNRaE SySNHe@
of a programmable thermostat while improving her credit score through small monthly payments over

at least a 6 month period.

The rationale behind the green credit builder loan is two-fold. First, because low-income families spend
a disproportionate amount of their annual income on energy (17%, compared to 4% for higher-income
families'), they stand to benefit from any low-hanging fruit investment that can reduce energy
consumption and costs. Programmable thermostats are an excellent example, costing roughly $75 to
install (after a $25 rebate from National Grid) and reducing energy costs by $180 a year®. Second, many
of the same low-income families affected by high energy costs also suffer from low, or non-existent,
credit scores. In fact, 50 million Americans have no credit score, and millions more have low credit
scores.? Properly understood, credit is an asset, one that enables individuals and their families to more
readily access credit cards, loans for cars and homes, and student loans and insurance. Good credit also
greatly reduces the risk of exposure to predatory financial services. For individuals with no credit

history, the task of building credit resultsinacatch-h HY 2y S Ol y Qi | 00Saa | ONBRA
without having credit, yet in order to build credit one needs to have open lines of credit, the simplest of

which is often a credit card. By making a $100-5200 loan that is paid back over 6 months and reported

to Transunion and Experian (two of the three main credit bureaus), and by providing credit and energy
O2dzyaStAy3a (2 (GKS 02NNRgSNE / DC OFy NBRdAzZOS GKS o632

score by 50-100 points (for a borrower with no previous credit history, the initial score after 6 months
will be 620-680, depending on several factors.)

The development of the green credit builder loan product is split into three phases: Research and
Development, Pilot Phase, and Growth and Evaluation.

Phase 1: Research and Development

CGF spent the summer of 2009 using the $5,000 grant from the CCURB committee to research the
feasability of a green credit-builder loan product in Providence. Through discussions with partnering
organizations, members of the target market, and energy/credit-building specialists, CGF developed a
plan for administering the new loan product. This report summarizes the activities and findings of Phase
1 and recommendations for implementing phase 2.

! Fehrenbacher, Katie. "Weatherization Stimulus: Lots of It, Fast." Business Week/eb.10 Feb 2009.
<http://www.businessweek.com/technology/content/jan2009/tc20090129_222846.htm?campaign_id=rss_daily >.

% http://www.energystar.gov/index.cfm?c=thermostats.pr_thermostats

* "Lenders Find FICO Expansion Credit Score Delivers Strong Risk Assessment for Millions of Credit-Underserved." FICO. 04 Feb 2009
<http://www.fico.com/en/Company/News/Pages/11-09-2006.aspx>.
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Phase 2: Pilot Phase

Based on the loan product design and recommendations for implementation presented in this report,
CGF will implement a pilot lending phase for the green credit-builder loan product in the Fall of 2009.
This pilot phase will include approximately $20,000 to finance the installation of 100 programmable
thermostats.

Phase 3: Growth and Evaluation

CGF will work with Project Heatsave to monitor household energy savings as one form of evaluation.
Further, through post-loan repayment surveys, CGF will track improvements in credit scores for
borrowers. As a means of ensuring the administration of a streamline product in future lending cycles,
the Fund will work to tweak the loan product, if necessary, based on these findings.

If responses to the loan product are positive CGF will begin to expand the scope of the loan product
beyond the installation of programmable thermostats to include other upgrades such as low-flow
showerheads, caulked windows, or even full-scale home weatherization.

We began our research with a set of assumptions that were developed based on our experience from
previous loan cycles, as well as through conversations with experts on credit building, energy-efficiency
and community economic development. These assumptions were:
a. The possibility of building credit is enough of an incentive for people to take out the
loan
There will be enough demand to select at least 100 qualified households to participate
c. Toissue 100 loans, we will need the following:
i. Very simple criteria + highly streamlined application process
ii. Loan pre-approval will take place by phone or via an online form
d. 20% of those that inquire about a loan actually apply and 15% of those that inquire
receive a loan.
e. To get 100 borrowers we will need inquiries from 667 households.
f. tKS NBRdzOUA2Y AY SySNH& oAffta ogAff KSt L) 0K
determining factor in qualifying for the loan

Il. Approach

In researching demand for the green credit-builder loans, CGF initially intended to conduct a stratified

random sample of the greater Providence population. This approach involved packaging surveys and

return envelopes together and mailing these items out to 500 randomly selected inhabitants of each of

t NPGARSYOSQa ySAIKO2NK22RaxX gA0GK K2LISa 2F 200F AYyA
against this method, however, for the following reasons:

1. Failure to reach target markett even through stratified random sampling, there was a
threat of not reaching the target population. In randomly selecting households, those
households that may be best fit for this type of loan product could never have been selected
to participate in the study. Moreover, responses from individuals outside of the target
market would skew findings, ultimately detracting from the design of a quality loan product
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2. BiastT even by including a return envelope and covering the cost of postage, filling out the
surveys and returning them via mail would require time as well as energy. Because of this,
only the most eager and excited individuals would respond, not accurately reflecting our

GFrNBSG YIN]SGo a2NB2ISNE GKS AYLISNBR2YIFE yId

ability to coherently explain the loan product as well as answer any questions respondents
may have on the product. This disconnectedness would produce ill-informed or incomplete

adzNSe NBalLkRyaSa FyR F 3ISYySNIt YAadzyRSNREGF YR,

3. Cost effectivenesst the amount of capital required to print and assign sending and return
postage to each parcel made this strategy very cost ineffective, particularly given the
estimation that 10% of survey recipients would respond.

As an alternative, CGF decided to conduct focus groups throughout the city of Providence. These focus
groups were, in effect, 1-hour meetings with 4-7 community members at a given time. Focus groups
began by having participants fill out a household information survey (see Appendix A). The group then
engaged in approximately 40 minutes of discussion moderated by a member of the CGF Staff who asked
guestions related to saving money on energy, credit building, and general attitudes towards the idea of
a green credit-builder loan. The focus group concluded with participants completing a personal
AYF2NNYEGA2Y &dzNBSe 6aSS ! LIWISYRAE .09 Cc2 Odza
responses as well as through the shared dialogue during the discussion component of the meeting.
Holding focus groups allowed individuals interested in the loan product to speak directly to CGF about
guestions and concerns they had, opinions on the best way to administer this loan, loan terms and
conditions, and attitudes towards saving energy and building credit. In addition, focus groups provided
CGF the opportunity to speak directly with potential clients, ultimately yielding usable and reflective
data that random sampling would have likely skewed significantly.

In designing and implementing the focus groups, CGF crafted addressed the following categories:

Demographic Focus

In order to draw a representative cross section of the target market to the focus groups, CGF focused
primarily on low to moderate-income households. As a lending organization, CGF has targeted low to
moderate-income individuals thus far. According to the department of Housing and Urban
Development, earning 50%-80% of median household income qualifies a household as low-income*,
while the upper bound on moderate income is defined as 120% of median household income®. Given
the median household income for the city of Providence, approximately $32,933°, this range definition
yields a target household income bracket of $16,466 to $39,520.

Having individuals with diverse ethnic backgrounds participate in the focus groups was also of
importance. CGF targeted primarily low to moderate-income Whites, African Americans, and Latinos.

3 NP dzLJ
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population is of Hispanic origin and nearly 53% identify as non-white’. Seeking participation across
ethnicities provided a more holistic understanding of attitudes towards building credit or reducing

* http://www.hud.gov/offices/cpd/library/glossary/I/

® http://www.ruralhome.org/pubs/nativeamerican/lending/glossary.htm

® http://stdbonline.esri.com/bws-core-web/dispatcher/export/reportRetrieveController.jsp?ids=293932
7 http://stdbonline.esri.com/bws-core-web/dispatcher/export/reportRetrieveController.jsp?ids=293932
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energy consumption by controlling for behavioral or perceptive biases that may exist within certain
ethnic groups.

Geographic Focus
Controlling for bias was also contingent upon the selection of an inclusive, representative geography.
CGF held focus groups in the neighborhoods of Olneyville, South Providence, ElImwood, and the West
End (see the neighborhoods marked with black dots on the below map®), collaborating with community
organizations in each of these
[) v F:jlm” 0N\ neighborhoods to market the focus groups
Fro to participants. Collectively, these
neighborhoods had a median household
Silver Lake m:m Sonth Prov income of nearly $27,000 with 64% of
e . residents identifying as non-white’. The
A S approximate median household income of
T this subset fit well in the 50%-120% of
[rasol was median household income range
identifying low and moderate-income
South EImwood populations in the city. In addition, the
ethnic diversity of these neighborhoods
ensured the representation of diverse
perspectives in the focus groups.

Harttord

Marketing
Drawing members of the community to participate in the focus groups required finding organizations

that are familiar with low to moderate-income populations in the target geography. CGF leveraged
existing community partnerships and formed new bonds with organizations that serve the target market
in order to draw focus group participants. These community organizations included Olneyville Housing,
the International Institute of Rhode Island, the John Hope Settlement House, and D.E.L.I.A. (Developing
and Empowering Latinos in America). CGF advertised the focus groups via Spanish Radio (Poder 111§
Spanish and English fliers distributed at the offices of the above organizations, and word of mouth
between individuals frequenting these community locations. See Appendix C for a sample flier used for
advertisement.

As a means of incentivizing individuals to attend the focus groups, CGF offered $10 gift cards to Stop and
Shop, as well as snacks and refreshments during the hour-long meetings. These incentives were aimed
to compensate focus group participants for time spent attending the discussions.

IIl. Research Results

CGF conducted 4 focus groups with a total of 20 participants. Focus group participants were varied in
their socioeconomic backgrounds, ethnicities, and knowledge about energy saving practices and credit
building. Respondents discussed a number of energy-related items, as well as personal demographic
information. For a full list of questions included in the surveys given to focus group participants, please
see the Appendix.

General survey respondent information

8 http://local.provplan.org/profiles/index.html
® http://stdbonline.esri.com/bws-core-web/dispatcher/export/reportRetrieveController.jsp?ids=293942

71


http://local.provplan.org/profiles/index.html
http://stdbonline.esri.com/bws-core-web/dispatcher/export/reportRetrieveController.jsp?ids=293942

Overall, 19 people filled out the personal information survey. Of the respondents, 68% identified as
Hispanic, 16% Black, 11% White, and 5% Black and Hispanic. Moreover, 56% were between the ages of
36 and 55, and 81% were between the ages of 26 and 55. Approximately 63% of respondents were
female, and 37% were male.

Respondents came from Cranston, Olneyville, North and South Providence, the West End, Johnston,
Central Falls, and ElImwood.

Energy usage and awareness

Survey respondents spent an average of $119 per month on energy during the 5-month summer period
(May through September), and approximately $187 per month during the 5-month winter period
(November through March). The average household size was approximately 3.5 individuals per
household, making the average per capita energy expenditures approximately $34 per month in the
summer and $53 per month in the winter. These high energy costs indicate the presence of
inefficiencies in the home and/or a lack of understanding of behavioral changes that can reduce
consumption.

Approximately 90% of surveyed individuals had air conditioning of some sort in their homes (the data
failed to indicate whether this was central air conditioning or window-based air conditioning). Of those
that had air conditioning, nearly 90% noted that they used their air conditioning.

70% of respondents indicated that they have 1 thermostat in the household, while 20% had 2 or more.
5% were unaware of how many thermostats they had, and 5% listed 0 as the number of thermostats in
their homes.

When asked if they had ever heard of the Weatherization Assistance Program (WAP), 75% of
NBaLR2YyRSYyGa FyagSNBR ay2 oé |l 26 SOSNE oKSy / DC adl
group conversations, some attendants recognized the program, indicating that the services offered by

WAP were more familiar to low and moderate-income households than the actual name itself.

Respondents also provided information on average thermostat settings during the winter and summer
months. The answers provided, however, were ambiguous and often misinformed. Nearly 50% of
participants indicated that the average temperature set on their thermostats during the summer fell
between 0 and 50 degrees Fahrenheit. Data on winter settings provided more reliable information, as
approximately 81% of respondents indicated setting their thermostats between 65 and 75 degrees
Fahrenheit, but approximately 13% reported setting the temperature at 60 degrees Fahrenheit or

below.
How much would you pay out of pocket for a
Focus group participants seemed enthusiastic programmable thermostat?
when asked about interest in saving money 2 i;:
on their energy bills. 93% of respondents B 5y
indicated that they would regularly attend & 20%
some sort of workshop or training course in % 15% ———
order to learn how to save money on energy E 12;:
bills. 73% of these respondents mentioned E 0% L-I. .
that they would attend these workshops at [ wouldn't $50  $100 lalready Idon't
least once a month, with 21% stating that pay haveone  know
they would attending weekly sessions to Amount Indicated
learn more.
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Participants also appeared willing to finance the installation of a programmable thermostat out of
pocket. The graph on the previous page illustrates responses. Out of those that responded, 81%
indicated that they would be willing to pay out of pocket to install a programmable thermostat in their
household. However, despite this widespread interest in out-of-pocket installation, only 23% of those
indicating a willingness to pay would spend $100 or more out of pocket on the entire installation,
suggesting the need for some sort of financing mechanism to cover the entire cost of installation. The
graph on the right depicts the distribution of responses to the question.

Economic indicators

Nearly 62% of focus group participants had an estimated household income of under $40,000, meaning
that approximately 2/3 of the focus group participants fell below the upper bound of the target income
bracket.

When considering access to financial

What is your credit score? services, most focus group participants
Didn'tanswer appeared to have access to bank accounts
700 and above o as nearly 90% of respondents indicated
8% having some sort of account at a
commercial bank. However, respondent
information on credit histories and credit

scores was much less indicative of this

501650 access. When asked if they had a credit

30% history, 11% of focus group participants
did not answer the question. Of those that
Below 500 answered, 76% said yes and 24% said no.
8% The chart to the left describes answers

respondents provided when asked what their actual credit score is. Here, over half of the respondents

either did not know their credit score or refused to answer the question. Moreover, of those that were

Fgl NBE 2F GKSANI a02NBas yo>r 2F NBaLRyRSyida KIFIR | &
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safe to assume that those who did not know their score probably had a lower score (below 650). This

lack of knowledge of their credit scores is indicative of a lack of understanding of credit that is common

among Americans in general, and in the target market in particular.

When asked about their willingness to attend workshops to learn about credit building and general debt

management, respondents again indicated a strong interest in the programs. 95% of respondents

indicated that they would want to attend some kind of debt counseling or credit building training, and

out of those that expressed a willingness to attend, 83% stated that they would attend at least once a

Y2Y (KD hyS NBaLRyRSyld S@Sy 6NRGS Ay do GAYSa | ¢
amongst our target audience in credit building strategies.

Responses to Loan Product

Overall, focus group participants seemed very interested in taking out a loan that could build credit

while simultaneously reducing household energy bills. The graph onthe nextpage RS LJA Olia NB a L2 Y R
answers when asked how large of a loan they would take out in order to reduce their energy bills while

also building credit. Here, only 15% of respondents indicated that they would not take out a loan, while

5% were unsure as to how large of a loan they would take out. Out of those that indicated a willingness

9|



to take out a loan, 44% identified the largest amount they would borrower as $500. Even more

surprisingly, 75% of focus group participants .
indicated a willingness to take out a loan of Largest Loan Size
either $500 or $1,000. One respondent 40%

indicated $3,000 as the highest considerable 33%

loan amount. Only 10% of respondents 0%

25%
indicated $100 as the highest loan amount they

20%
would take out. These high dollar amounts

suggest that a $100 loan may not be the
optimal size for installing energy efficiency
upgrades in the household; instead, larger
loans involving other upgrades in addition to
programmable thermostat installations may be Loan Amount
in greater demand. Nevertheless, the interest

Percent of respondants answering

15% -

5 _;

5% ] I

0% - o . N " NN

Noloan  $50 S100 S500 51,000  Other | don't
know

in taking out a loan illustrates a willingness to take on sizeable short-term debt in order to build their
credit scores and save money on their energy bills.

When asked about the shortest term they would seek on a green credit-builder loan, 56% of
respondents indicated a 6 month term. Respondents seeking a 6-month term comprised 60% of
individuals who would take out a loan of $500 and 20% of individuals who would take out a $1,000 loan.
Nearly 30% of participants indicated a 1-year term as the shortest amount of time they would consider
having the loan outstanding. Out of respondents indicating a 1-year term, 60% were individuals who
had expressed $1,000 as the highest amount they would borrow. Out of the 11% who indicated that the
shortest term they would consider on a loan would be 1 month, half were individuals who would borrow
at most $100. These figures suggest that most borrowers would prefer a direct correlation between the
size of the loan and the amount of time it is outstanding: the larger the loan, the longer the term, while
smaller loans would ideally have shorter repayment terms.

Respondents also commented on the highest costs they would be willing to incur to take out a green
credit-builder loan. In regards to interest rates, 67% of respondents indicated a willingness to pay 5%
interest on any borrowed money, while the remaining number of respondents indicated 10%. None of
theNBaLR2yRSyia SELINBaaSR | gAafftAay3daysSaa (2 LI
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that respondents were unaware of the negligible dollar amount of interest paid on a small loan over a
short term. Even a 15% interest rate on a $100 loan over a 6-month repayment term would translate
into less than S5 in interest incurred by the borrower. These responses, then, are not necessarily
reflective of the true interest rate many borrowers would be willing to pay on a loan.

In addition to the cost of interest, participants also discussed their willingness to pay a non-refundable
application fee in order to take out the loan. 30% said they would pay at most a $5 fee, but another
41% said they would pay either $15 or $25. Only 12% of respondents were completely unwilling to pay
an application fee on any borrowed money.

Discussions with Contractors

CGF also conducted discussions with 3 heating/cooling contractors based out of the Greater Providence
region in order to gain another perspective on the logistics of product administration and anticipated
demand amongst members of the target market. During these discussions, CGF made no mention of
the credit-building benefits of the loan and instead described the development of a loan product that

10 |



would benefit borrowers by saving them money on their energy bills. This isolated approach aimed to
leverage the expertise and experience of the contractors in dealing with customers seeking energy
upgrades in the household to gain an understanding of what future demand for this loan product would
be.

In the discussions with contractors, CGF described the product as a $100 loan with 15% interest aimed
to finance the installation of a programmable thermostat in the household. Contractors mentioned
charging approximately $65 to $100 for the labor of installing one programmable thermostat in the
household, with the lowest quoted price at $65 and the highest at $85. When asked how long an
average installation took, including educating the homeowner on how to use the thermostat,
contractors gave a range of 30 minutes to 1 hour, with the upper bound being a worst-case scenario.
When asked about how many installations they would bid on given a job of 100 installations throughout
Providence, all of the contractors mentioned that they would bid on the entire job. Moreover, all of the
contractors mentioned the importance of clustering the installations on any given day in close
geographic proximity, and expressed interest in handling their own scheduling instead of having an
outside party, such as CGF, schedule installations for the contractors.

When asked about their willingness to market this product to potential customers, the contractors
preferred to focus primarily on the front-end installation work. One contractor also mentioned
programmable thermostat installations as a gateway product to even larger energy upgrades, such as
boiler replacements. In addition, estimates on energy savings from Contractors ranged from 10%-25%
annual savings, while one contractor provided a monetary amount of approximately $200-$250 over the
course of the year for an average household. They all stressed, however, that energy bill savings were
tied directly to household temperature levels, frequency of time spent inside vs. outside the household,
and actual use of the thermostat.

Out of the three contractors interviewed, one contractor did not believe there would be demand for this
loan product amongst low to moderate-income households in Providence, citing the small size of the
loan as well as attitudes towards energy and actual use of programmable thermostats amongst his
previous customers. Another contractor also said that the small loan size, $100, would not be
something that people would be willing to take a loan out for, particularly moderate-income
households. He mentioned, however, that offering a larger loan involving a more quality thermostatt
approximately a $200 loan in all with parts and labort would be something that many low to moderate-
income households would be interested in. The third contractor did, in fact, believe that a $100 loan to
save money on energy would be sought by members of the target market. He cited the rising cost of
heating oil and increasing awareness amongst homeowners on energy saving practices as changes that
would incentivize low to moderate-income households to take out the loan.

IV. Loan Product Design

Based on the results of the surveys, focus groups and conversations with contractors, CGF has been able
to come up with the preliminary design of the green credit builder loan product.

Loan Administration

D2AYy3 Ayid2 (GKAA NBaASINOKI 2y S crétEankfdctv@gieencradit dzY LG A 2 Y
builder loan product, the process of receiving and approving applications, as well as issuing and tracking
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loans, would have to be highly streamlined. CGF came up with the idea of using a simple pre-approval

form (See Appendix D) to determine who is likely to qualify for the loan. Interested applicants would

FO0Saa GKS FT2N¥Y @Al GKS /Hfr&eGumbeb dhe grehapplvaldord 6 &8 OF f f Ay
ascertains whether the applicant 1) can benefit from the loan (e.g., has no credit score or has a low

credit score that can be improved via a credit builder loan and if she is a renter she will remain in the

unit long enough to benefit from the loan and can obtain permission for installation from the landlord),

2) can benefit from a programmable thermostat (does not currently have one and pays her utility bills),

and 3) can afford $20-$40/month to pay the loan. A trained loan officer would then review the answers

and quickly inform the applicant if she qualifies. If an applicant does qualify for a loan, she will then be

FA1SR G2 YIS Iy FLWRAYyGYSyld (42 YSSi 6AGK | t21y
applicant will be asked to provide proof of employment, a credit report with a credit score, copy of a

paystub, and a photo ID. The loan officer will then look over these documents and, if they are found to

be satisfactory, will have the borrower sign the loan agreement, and provide basic financial literacy

counseling that will involve coming up with 1) a budget for paying the loan and 2) a plan for building

credit, as well as information on how to increase energy-savings through behavioral changes and zero-

to-low cost investments. CGF will bundle 10-20 projects at a time and coordinate with a contractor to

set up an installation date or dates, as needed. Conversations with contractors indicated that they

would rather be called by CGF when there are at least 10 installations to be done, as opposed to a case-

by-case basis. CGF will ensure that the installationisO2 YL SGSR 0SF2NB (KS 02 NNER g S
payment is due. Contractors will invoice CGF directly; borrowers will be responsible for loan

repayments, however no check will be issued to them, and the loan agreement will be written so as to

clearly explain this. To see how funds will flow between CCURB, CGF, contractors and borrowers please

see Appendix E.

Focus group discussions confirmed that this approach to loan administration would be the easiest for

borrowers as well as for CGF. Loan repayments will be made either via an automatic payment through

0KS 02NNRPgSNRa olyl> 2N OKSO]l aSyid GdKNRdJAK GKS
CGF will assess a fee of $2.00/month to cover the cost of invoicing and to discourage borrowers from

choosing this option (because it is more time, money and paper intensive than automatic payments).

Interest Rate and Fees

Of those survey respondents that indicated a willingness to pay an interest rate, 63% indicated that they

would be willing to pay an interest rate of 5% and 37% indicated a willingness to pay 10%. Nevertheless,

CGF has decided to charge an interest rate of 15% on the green credit builder loan product, as it does on

business and citizenship loans. There are several reasons for this. Firsi = Ay [/ DCQ& SELISNRA Sy
are comfortable with 15% once they find out what the monthly payment will be; it turns out that even

2y |/ DCQa boXnnn o0dzAAySaa t2rys GKS RAFFSNBYyOS oSi
the loan amounts to only $126, or an extra $10.50 per month. Second, the cost of servicing a microloan

relative to the money earned on interest is very high; 15% will earn CGF several dollars more per loan

compared to a lower interest rate, but will help cover for defaults. Lastly, other non-profit microlenders

ddzOK a '/ /Lhb !'{! OKINHBS KAIKSNI AyiSNBaid NriSa ¥
case).

Only 12% of survey respondents indicated they would not be willing to pay an application fee, however
CGF believes that in practice an application fee would dissuade applicants. CGF leaves open the
possibility of implementing an application fee of $5-515 if demand for the loan turns out to be unusually
high. There will be no other fees, such as late fees or closing fees, associated with the loan.
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Loan size and Terms

At present, CCURB, via the Project HeatSave program, is purchasing fairly inexpensive thermostats (531
wholesale). CGF believes that financing the cost of higher-end programmable thermostats with a loan
would be worthwhile. There are several reasons for this. First, as mentioned in the Research Results
section of this report, one of the contractors with whom CGF spoke indicated that a higher-end
thermostat in the $120-$150 range is easier to use, and therefore more likely to yield actual savings. In
addition, our research has indicated that higher-end thermostats have several additional features that
are essential. These include: a 5-year, as opposed to 1 year, warranty; 7 day programmability, as
opposed to 5 +1+1); a vacation hold function; programmable fan; temperature limits; backlight; greater
durability; and the ability to save settings in the event that the battery dies. Second, one of the more
interesting survey findings was that people seemed to want to take out larger loans for energy-
improvements (in the $500 range). In addition, during focus group discussions, one of the major
YA&a02yOSLIiAzya gl a GKFIG GKS aAailsS 2F GKS t2Fy | ¥FS
credit. If more expensive thermostats are truly more effective and people are willing to pay more for
energy-improvements, then it makes sense to develop a $200 credit builder loan product (5125 for the
thermostat after rebates + $75 for the installation). Additionally, CGF believes that applicants are more
likely to view a $200 loan as having the potential to build credit than a $100 loan, a perception that
could significantly impact demand for the loan product. Conversations with contractors and retailers
have identified several thermostat models that meet the aforementioned criteria, such as the Honeywell
VisionPro 8000 ($126.99) and the White-Rodgers 1F97-1277 ($118.50).

The vast majority of focus group participants (70%) had one thermostat in their household, and CGF
expects this to be true of most individuals in its target market. As a result, CGF believes that the credit
builder loan should only finance the cost of installing one (1) thermostat; however, if a household has
more than one, all subsequent thermostats will be rolled into the loan product (the labor cost of
subsequent thermostat installations will be roughly half that of the first). CGF expects at least 80% of
the borrowers in this program to reside in units with only one thermostat; those with more than one
thermostat are likely to be able to afford a larger loan to cover the cost of two of more thermostats.
CGF envisions two possibilities for loan size and terms. The first involves financing a higher-quality
thermostat. This will be a $200 loan with a 9-month term. The longer term would lead to a lower
monthly payment of approximately $23.63, versus a payment of $34.81 if the $200 loan were offered
over 6 months. The second will be a $100 loan that finances the existing, lower-quality thermostats, and
will have a 6-month term with a monthly payment of $17.40. CGF is leaning towards the $200 loan
option for the aforementioned reasons.

Marketing
Focus group discussions made it clear that marketing the green credit builder loan will be a challenge.

By definition the target markett those with no or poor credit historiest are likely to lack an

understanding of credit. For example, even though credit builder loans are a crucial first step for those

without credit to start building credit, many of these individuals are so accustomed to being denied

credit that convincing them to apply will be difficult. In the case of those with poor credit histories, the

main goal has to be to convey that for around $20 to 35/month, a credit builder loan can be an
SaaSydaAarts FyR FFF¥F2NRIFot Sy (22t F2NJ 6oSIAYyYyAy3d (2
overestimated the benefits of programmable thermostats and greatly underestimated the benefits of a

credit builder loan. Lastly, there is the issue of seasonality: people tend to be more concerned about

heating bills during the heating season, and the benefits of programmable thermostats are realized

RdAZNAY3I GKFEG GAYS Fa ¢Stftad /DCQa YIFENYSUAy3as: GKSy:
about credit as well as energy-saving.
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In order to address these challenges, CGF will market the loan in much the same way as it does its

current business and citizenship products: by leveraging connections with the organizations that interact
with the target market. In addition, CGF will make use of Spanish radio, ads in The Providence American
and Providence en Espafiot well as release newsletters and fliers detailing the loan product. All

written materials will emphasize 1) that for $20 to 35/month one can build credit 50-100 points and
reduce energy bills 5%-15% 2) loan approval is simple and free (even if you have no credit) and 3) CGF

will provide free financial literacy and credit counseling and training. During the heating season, flyers

will emphasize savings on energy bills as well as building credit, whereas during the rest of the year the
emphasis will be placed on building credit.

Demand

Determining the demand for the credit builder loan is difficult, especially given the limitations inherent
to the research methodologies used by CGF over the summer. However, CGF believes that the challenge
has less to do with whether or not there is demand for the loan, and more to do with how effectively
CGF can market the benefits of the loan. In other words, the research clearly indicates that there is a
need for both credit building and energy saving. At the same time, the research also indicates that given
the misconceptions regarding both credit building and saving money on energy, the loan will have to be
YIEN]SGSR Ay | KAIKEe@ dFNBSGSR YI yySN® ¢CKAA Aa AY
extremely popular even without active marketing. In order to issue 100 credit builder loans, CGF
expects to have to field calls from 667 households. This figure, listed in the initial research assumptions,
is based on the approximate 15% inquiry-to-loan transfer rate that CGF currently has. Given that in
Providence there are roughly 40,100 households that earn less than 120% of median income™
(approximately $40,000), CGF would need inquiries from 1.6% of eligible households. Specifically
considering the target market of households falling between 50% and 120% of median household
income, approximately 20,492 households, CGF would need inquiries from 3.3% of households to give
out 100 loans. CGF expects the bulk of its demand to come from low and moderate-income
homeowners, and renters that plan on staying in the same apartment for at least 9 months.

V. Conclusion

/| DCQa NBaSI NI Ka fel key poidtSlowRidd nddardte-ifsdme findlies in Providence are,

on the whole, in need of an affordable way to reduce their energy bills and increase their credit score;

community members overestimate the energy savings from programmable thermostats and

underestimate the credit building potential of a $100-5200 loan; those without credit stand to benefit

the most from a credit builder loan, while those with poor credit can benefit depending on the reasons

for poor credit (e.g., someone at risk of forecf 2 8 dzNB 62y Qi 0SSy STFAG YdzOKOT FyR
regardless of size, can build credit by 50-100 points (or achieve an initial score of 620-680 for someone

without a credit history) provided that the loan forms part of a broader strategy for buildiregit.

Among the more interesting findings was that 35% of survey respondents would take out a $500 loan
and 25% would take out a $1,000 loan to build credit/lower energy bills. This leads CGF to believe that
there is demand for larger loans that finance other energy-efficiency upgrades such as window caulking,
low-flow showerheads, an energy-star appliance, and potentially full-scale residential weatherization.

0
http://stdbonline.esri.com/bws-core-web/dispatcher/export/reportRetrieveController.jsp?ids=293932
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Moving forward, CGF expects to develop new loan products as it receives feedback from credit builder
loan borrowers and other community groups and members.

Assuming an average loan size of $200 and a loan pool of $20,000, CGF would be able to make up to 100
credit builder loans. Each loan will result in a savings of approximately one (1) ton of carbon dioxide
per home per year, or 100 tons for the entire pilot phase. However, as described below, CGF will be
able to recycle these funds into subsequent loan cycles, eventually resulting in the installation of over
1,950 thermostats from that initial $20,000, and savings of nearly 2,000 tons of carbon dioxide, at a cost
of approximately $10/ ton of carbon. The savings will be even more significant when the benefits of
additional environmental education are taken into account.

Decay of funds

CGFeELJISOGa G2 KI @S I OGSNEB t2¢ RSTlLdzZ G NI GS 2F pmr 2y
experience with 5 other loans (to date, 0 defaults), and also on the fact that borrowers will be highly

incentivized to make all payments on time as thatistheonlyg I @ (2 Sy adz2NBE 'y Ay ONBI &
Given this default rate, one can calculate how long the total pool of loanable money will last by taking

into consideration exponential decay. Before getting into the calculation, it is important to keep in mind

that the initial $20,000 lent out for credit builder loans will be recycled numerous times over numerous

loan cycles.

The exponential decay function is defined as A(t)=A, e'kt, where Aqis the initial amount of money found
Ay GKS f 2 Yy nudde kigthe Sate af decaf, atzfl t$ N2 AA(t) defines the expression as a
function dependent on time, t, and reveals the amount of money remaining after t years. Because A(t)
grows exponentially as t increases, defining A(t) to be 0, or in other words, trying to find out how long a
sum of money will take to decay to $O remaining is undefined because it would take an infinite amount
of time to decay something at a constant rate until it reaches 0 (no matter how many times we take off
50% of something, for example, we would never get to zero because we can theoretically take 50% off
of a very small quantity and still arrive at a quantity arbitrarily close, but not equal, to 0). As a result,
this example will illustrate how long it takes for an initial sum of capital (Ay = $20,000) to reach a final
amount of $1,000 (A(t)=51,000), given an estimated annual default rate of approximately 5%. Working
out this equation: 1,000=20,000 e %", we find that t is approximately 60 years. This means that
assuming an annual default of 5% with no other losses of capital (such as depreciation due to inflation),
it would take about 60 years for a $20,000 amount to dwindle to $1,000.

This estimate, however, is very rough due to a number of reasons. One, the time frame assumes a
continuous outflow of money. In other words, all capital is constantly lent out, and therefore, subject to
default. This assumption is not entirely realistic, especially due to the natural lags in lending that follow
consumer demand and loan application-to-disbursement turnaround time. In addition, the sum of
money in regards to real dollars adjusted for inflation would decay much more quickly, particularly
depending on the state of the economy and the strength of the USD. While these are important
considerations that would alter the amount of time it takes for $20,000 in loanable funds to decay to
$1,000, a significant conclusion can be made: Assuming an average cost of $200 per thermostat
installation, and given the above decay trend, $20,000 would contribute to the installation of over 1,950
thermostats and subsequently help nearly 2,000 borrowers build their credit histories. This,
undoubtedly, is a strong indicator of the far-reaching social and environmental impact a small amount of
capital could have on low to moderate-income households in the city of Providence.
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and well-established loan infrastructure, CGF is well positioned to launch the green credit builder loan

product in conjunction with the CCURB program. ¢ KA & NB L2 NI 02y Of dzZRSa LKI &S wm
builder loan project development. CGF is ready to begin phase 2T implementation.
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Appendix A: Household Survey

Thank you for taking the time to fill out this survey. Please answer honestly and without reservation. Your

answers to these questions will in no way impact your further interactions with the Capital Good Fund.

1.

10.

11.

12.

13.

About how much do you spend on energy during the following seasons:
Summer (May-September):

How many thermostats do you have in your home?
*L R2yQiroly2pv * 2 * Morethan2 *L R2y Qi

At what temperature do you set your thermostat in the:
Summer (May-September):

Do you have an air conditioner: * Yes * No
a. |Ifyes, doyouuseit? * Yes * No

Winter (November-March):

Winter (November-March):

Have you ever heard of the Weatherization Assistance Program (WAP)? * Yes * No

2 KFiQa GKS fFNBSadG f 2 y uldmRlpgyowbildziour credit-aid SaveFotzii

money on your energy bills?

*L g2dz RY QG (FFPEBS 2 d2b100 *s250 y * $500 * $1000

2 KFGQa GKS aKz2NISad GSN¥Y ez2dz g2dz R

* 1 month * 6 months * 1 year * More than 1 year

2 KFiQa GKS KA3IKSad AyaSNBad NI GS
*5% *10% *15% *20% * More than 20%

Please indicate the highest application fee you would be willing to pay for a $100 loan that could build
your credit and save you money on your energy bills (the application fee would be a sum of money paid

upon submission of the application):
* S5 *$10 * $15 * $25 * | refuse to pay an application fee

How often would you attend workshops to learn how to build your credit?

Gr18

* Once a week * Once every two weeks * Once a month * Other:

How often would you attend workshops to learn how to save money on your energy bills?

* Once a week * Once every two weeks * Once a month * Other:

Would you take out a loan solely to reduce your environmental impact? * Yes

* No

* SOther:

iKS

g2dz ¢2dzZ R

How much would you pay out of pocket to finance the installation of a programmable Thermostat?

* S5 * §25 * S50 *$100 * Other:
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Appendix B: Personal Survey

1. Age:
2. Gender: * Male * Female

3. Neighborhood where you live:

4. What is your occupation?

5. How many people live in your house?

6. Do you have a credit history? * Yes * No
a. Ifyes, what is your credit score?

7. Do you have a bank account? If so, at what bank?

8. Please select one of the following:
* | rent my place of residence * | own my place of residence AND pay a Mortgage

* | own my place of residence and DO NOT pay a mortgage
9. Approximate Household Income (Please choose only one of the following):
* Under $4,000 * $4,001-$12,000 * $12,001-$17,000 * $17,001-540,000
* $40,001-560,000 * QOver $60,000

10. What is your race/ethnicity?

11. What is your preferred language of communication? (Please check all that apply)

* English * Spanish * Portuguese * Urdu * Other:

12. Have you heard of the Capital Good Fund? * Yes * No

a. Ifyes, where/from whom?
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Appendix C: Focus Group Flier

Do you want to bulild your credit and

save on your

energy bills ?

The Capital Good Fund, your
community micro-lender, is
developing a new loan product.
We need YOUR help. Please
give an hour of your time to
attend our focus group. Help us
to help your community.

All attendees will receive:
-- $10 gift card to Stop and Shop
-- complimentary snacks and refreshments

WHERE: Olneyville Housing Corporation, 60 Curtis St.
WHEN: Wednesday , July 29 ™

This Focus Group will be held in English.

To reserve a spot or for more information, please call
1.866.584.3651 or email info@capitalgoodfund.org.

THE CAPITAL GOOD FUND | 26 7th st. | Providence, Rhode Island 02906 | 866-584-3651 | www.capitalgoodfund.org
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Appendix D: Green Credit Builder Loan Pre-Approval Form

1. Name Date of Birth Phone # - -

2. Do you have a credit history?
*Yes *No *I dono6t know

3. If you have a credit history, is your score below 575?
*Yes * No * | dondt know
a. Ifyes, please check all of the following payments that you are currently late on:
i. Creditcard(s) *
ii. Mortgage *
iii. Student loan *
iv. Personal loan *
v. Cell phone/utility bill *

vi. Other:
4. Do you rent your place of residence? * Yes * No
a. If yes, when does your lease end? In years and months.
b. Do you plan on renewing your lease? * Yes * No
5. Do you have a programmable thermostat? * Yes *No *1 Donét know_ _ _ _

a. If no, do you need permission from anyone (e.g., a landlord) to install a thermostat? * Yes
* No (if yes, please obtain written permission from your landlord prior to receiving the

loan).
6. Do you pay your heating bills? * Yes * No
7. Do you have a bank account? * Yes * No
a. Ifyes, please list the name(s) of the bank(s) at which you hold
accounts:

8.  What is your monthly income?

9. What are your monthly expenses?
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Borrower
repays cost of
labor,
thermostat,
and overhead
to CGF

Appendix E: Flow of Funds

Brown/CCURB

Thermostat

(Brown gets
rebate from
National

(

Grant

Grid)

Cash Grant

N

CGF

Borrowers

The picture to the left depicts the flow of capital for one
loan cycle of the green credit-builder loan. CCURE s
rasponsible for purchasing the thermostats and obtaining
the rebate for each thermostat from National Grid. The
thermostats are then granted to CGF, along with cash to
pay for thermostat installation. CGF isinvoiced by
contractorsfor the cost of labor. Contractors then install
the thermostats in borrowers  homes. Borrowersare
responsible for repaying the entire loan amount
{including the cost of the thermostat and installation) to
CGF. In subsequent loan cycles, CGF will handle the
purchase of thermostats, obtaining the rebate, and
paying contractors for their services,

Contractor







