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Molly Lunn:
Hello, everyone.  I’m Molly Lunn with the Department of Energy’s Technical Assistance Program.  And I want to welcome you to today’s webinar on Commercial Property Assessed Clean Energy Program.  We’ve got a really great session lined up for you today so let’s dive right in.

Jennifer, want to go to the next slide.

Okay.  So, first we’ll do a quick rundown of the agenda.  To start, we’re going to do a brief overview of what the Technical Assistance Program is for those of you who are new to us and where you can find our resources.

Then Cisco DeVries with Renewable Funding will provide an overview of Commercial PACE and introduce the new resources that are available that they’ve helped us develop and are being published today.

Then you’ll get a chance to hear from a number of folks, who are working in Commercial PACE in the field right now.  You’ll hear from Rich Chien from the City and County of San Francisco, Genevieve Sherman from the State of Connecticut and Jeremy Kalin from Eutectics Consulting, who has worked with a number of communities within Minnesota and with Minnesota’s new, impending statewide program.
Finally, we have plenty of time for your questions at the end and some discussion.  To that effect, you’ll notice within your box in the WebEx window that there’s a question panel and that’s where you can shoot us questions the whole way through the session.  We’ll track those and hold them to the end, but feel free to type in questions as you’re going and we’ll be sure to capture those and get to those at the end.

A few other housekeeping things before we get started.  All of the slides will be posted to our Solution Center, which I’ll talk a little bit more about in a moment, and we’ll also send them out to all attendees afterwards.  So the slides as well as the recording of the presentation will be sent around later on.
All right.  So a lot of you are probably already familiar with our Technical Assistance Program.  It’s been around for over a decade.  But for those of you who are new, TAP does provide state, local and tribal officials with resources to advance successful and high‑impact clean energy projects, programs and policy.  So we see our work as supporting one of the Office of Energy Efficiency and renewable energy as a key mission, which is taking clean energy to scale through high-impact efforts.

So this graphic here lays us just a little bit of our framework for how we provide technical assistance.  You’ll see that we’re aligned along five key priority areas to address specific market barriers; that we are developing resources to disseminate standardized approaches and best practices; that we facilitate communication and learning among peers, because we find that that tends to be the way that state and local governments enjoy and learn the most; and then, finally, we provide targeted one-on-one assistance to state and local governments, who need a little bit more in-depth assistance.
I’ve just highlighted here a couple of the ways in which today’s session sort of falls into that.  So you’ll see today’s webinar falls along our priority area of financing strategies.  We’ll be talking about resources that are being published that are along the lines of sort of general education, but also protocols.  There are templates and really a how-to guide.  And then, obviously, today, is a webinar, but we’ll also talk a little bit more in a moment about some of the follow-up opportunities for peer exchange that are available to state and local governments. Next slide.

So, here, just a little bit of a deeper dive on our priority area of financing strategies.  So, in terms of resources, as you know, today, we are publishing a set of materials on Commercial PACE.  Those are live now on our Department of Energy Solution Center.  We also sent those out ahead of the webinar to anyone who was registered, so, hopefully, you all received those.  And Cisco will talk a little bit more about them later on.
The Commercial PACE materials are featured as a part of our broader Cleaner Energy Finance Guide, which is also online on our Solution Center.  And we also have a whole host of other resources for finance housed on our Solution Center.

Those are all right now sort of scattered throughout the Solution Center on different financing pages.  Over the next couple of months, we’re working on restructuring those so they’re a little better accessible.  And that’ll be live later in the year.

On peer exchange and trainings, obviously, today is a national webinar, but we also will have a follow-up peer exchange next week for local governments.  That’ll be not just on Commercial PACE, but on just local trends generally in clean energy finance and that’ll be on Wednesday.

In the long term, we’ll be offering a small group peer exchange opportunity under our Better Buildings Program.  It’ll be a project team that’ll be specifically focused on financing strategies.  That’ll be kicking off in May and I’ll talk a little bit more at the end about how to learn more about that.

And, finally, we will be holding additional national webinars throughout the year including one next week on guidelines for developing performance contracting state-level program.  And then, in April, we’ll be publishing a new resource for financing energy upgrades specifically in K through 12 school districts.
So, again, we’ll provide a little more information later at the end of the presentation on how to access these and learn more about them, but just want to give you sort of a full picture of the resources we have available for financing that you might be interested in.

Finally, you can apply for one-on-one assistance and peer matching on Commercial PACE as well as any other financing strategy you might be interested in.  And, again, more information on how to link to that will be at the end.  Next slide.

Before we hand things off to Cisco, I did just want to highlight the page of the Solution Center where you can access the Commercial PACE resources that we’re publishing today.  These are available again within our Clean Energy Finance Guide.  We have a page specifically dedicated to Commercial PACE and you’ll see the URL there at the bottom.  Don’t worry.  We’ll put that up again at the end when we’re doing Q&A.  But welcome you to go check that out as well as the other resources available on the Solution Center.

So, with that, I want to turn things over to Cisco.  Cisco is one of really the key leaders in the world of PACE.  And he and his team have worked with many state and local governments to develop their programs.  Renewable Funding has also helped us develop the resources we’re publishing today.  So, with that, I want to hand over things to Cisco.

Cisco DeVries:
Thank you so much.  It’s a real pleasure to be here.  This is Cisco DeVries.  I’m with Renewable Funding.  And I’m going to walk you through a little bit on an update on PACE and Commercial PACE in particular and the materials that have been published up on the DOE website.

I just wanted to start by thanking Molly and the team at Department of Energy for the work to get this together and a few other people who’ve played a key role in getting these materials together both now and over the last couple of years as they’ve been evolved.  Mark Zimring, who is on the call, with Lawrence Berkeley National Laboratories has done a lot of key work on PACE and he’ll be available to help answer questions.  Dave Hodgins, now with the Los Angeles County PACE program and Scott Henderson, both of whom came from the Clinton Foundation, Clinton Climate Initiative, who did a lot of initial work on PACE and have helped on this.  Matthew Brown at Harcourt Brown & Carey and now The Cadmus Group, all of whom have been involved in pieces of this.  But, of course, everyone on this call in large part and the people who are presenting in particular have been helping create Commercial PACE and figure out the models around the country, so kudos to everybody.
We’ve got about 28 states that have passed PACE.  We’ll talk about PACE.  I just wanted to say Renewable Funding was mentioned.  We run a number of programs.  We do work on Department of Energy Technical Assistance.  And I’ll be making reference to a couple of them, but one of them that is out there is the CaliforniaFIRST Program, which is the nation’s largest PACE program covering 150 local governments in the state of California and it’s a program sponsored by the California League of Cities and California Association of Counties through their joint powers authority.  So that program is underway, has 71 applications pending and other things. So I’ll make reference to some of those things that are going on in our world, but also it’s really important to note all the things that are happening in other parts of the country.  So we go to the next slide.

I think probably most of you are familiar with how PACE works, but I’m going to do the 30-second overview here just to make sure everybody is up to speed.

PACE is a type of land-secured financing district, an assessment district, a community facilities district.  The names are different in different states, but it actually dates back to Benjamin Franklin in the1700s, who created the very first one for fire service to fund fire services in the city of Philadelphia.  This type of financing district has been used to help fund everything from streets and sidewalks and sewers and other types of utilities ever since then.

Over time, as key policy priorities have changed and new policy challenges have emerged, states and local governments have used these districts to fund the improvements necessary to meet new challenges.  So California has been using it to finance seismic improvements in buildings.  Other states have used it to fight Dutch elm disease and other things.  So as we’ve seen this evolve over time, all PACE is really is taking this existing mechanism that has existed for a long time to fund improvements in the public interest for many years and use it now to help property owners pay for improvements that reduce their energy use or generate clean energy on site.  And that’s what PACE is.

Property owners voluntary sign up for financing.  They install their projects.  The lender provides funds to the property owner to pay for that energy project.  And that lender can be the local government or a private lender.  And then, in the end, the property owner repays those funds through the property tax bill over a period of usually up to 20 years, but it varies by program and project.  We go to the next slide.

I wanted to spend one minute on Residential PACE.  The Property Assessed Clean Energy works for both residential and commercial properties, pretty much any private and, in many cases, public properties as well.  Residential PACE received a lot of the initial attention, but has been in many ways blocked by federal regulatory actions since 2010.
I want to give a quick update on the status of Residential PACE before I move on and spend the rest of the time on commercial.

In July of 2010, the Federal Housing Finance Agency, which is the conservator and the regulator for Fannie Mae and Freddie Mac, who are, obviously, the nation’s largest provider of capital for mortgages, PACE, they said creates safety and soundness concerns and they said that a property owner undergoing PACE would be in violation of their mortgage contract, which would subject homeowners to being – if you’re in default of your mortgage, they can actually foreclose your property.  They also allowed Fannie Mae and Freddie Mac to take certain other actions including modified redlining of communities.  They authorized required larger down payments for all new mortgages issued in communities that offer PACE financing as well as tightened underwriting requirements.  So those were in the FHFA guidance letter to Fannie Mae and Freddie Mac in July of 2010.  But there were then multiple lawsuits and other efforts to change that including ones by the State of California and Sonoma County here.

As a result of that, a district court judge did order the FHFA, while leaving the current rules in place, ordered them to begin to look at these rules again and to come up with potentially a new rule through an approved federal rulemaking process.  The proposed rule came out from FHFA in June of 2010.  It actually continues the prohibition on PACE and directs Fannie Mae and Freddie Mac to take immediate actions to protect their first lien status including requiring the immediate repayment of mortgages when a PACE lien gets put in place.  These are just proposed rules.  There have been a total of 40,000 comments, most of them in support of PACE, that have been issued as part of the rulemaking.  And FHFA is required to consider and review and understand those before they issue their final rule.

The current deadline for the final rule is in September of 2013.  That means September of this year.  And FHFA has indicated they’re reviewing the record and will come up with their rules.  FHFA has also appealed this decision.  They’ve appealed to an appeals court to overturn this requirement.  So that’s kind of where things stand.  And, now, we’ll spend the rest of our time on Commercial PACE.  We want to go to the next slide.

Obviously, one of the chief advantages of Commercial PACE is it’s not regulated by the FHFA, but, secondly, just like residential, it solved a number of fundamental challenges in the market.  And I’m just going to list a few of these again.  Most of you are familiar with these issues.
Property Assessed Clean Energy, it helps solve the long-term financing issue.  A lot of times projects, solar, energy efficiency projects, they have long repayment periods.  The energy savings is real, but it takes a long time to recoup the investment in the reduction in energy.  PACE provides a long-term financing solution that allows for deeper retrofits, bigger projects to be cash‑flow positive from day one and that’s very important.

Second is, because of the debt of the property not of the owner of the property, it allows for the transfer of that obligation between projects.  So if a property sale is contemplated over the next few years, you don’t have to worry about making the investment, because you can transfer the obligation to repay PACE between owners.
There’s also a big issue in the commercial world is the split incentive.  Local property owners, who rent out space, who have tenants, often, are not financially incentivized to make the improvements in the property that reduce energy, because the energy reductions would actually accrue to the tenant not to them, the savings from the reduced energy bills.  But because of the way leases are structured, triple net leases and other structures, PACE is an opportunity to help solve that where the cost of the PACE lien repayment is actually incorporated into the lease payments as are the energy savings that go with it.

And, last, and, probably, the single most important is that PACE is a credit enhancer.  The PACE lien is a very secure means of repayment and it allows for lower cost financing and access.  It allows you to provide financing to a larger pool of properties that might not otherwise be available. 
So, all of those have given a lot of folks reason to be very optimistic about how PACE can move forward in helping commercial property owners. Go to the next slide, please.

We’ve now seen Commercial PACE move out around the country.  We’ve got closing in on 20 programs that have launched as you can see that California all the way through the Midwest and to the East.  There are a number of programs both in Florida and in California, but you could see, well, here, a program in Connecticut, in Minnesota, Wisconsin and other places where there are active work underway.  Go to the next slide.

We have a list here of the programs we know of.  Inevitably, we’ll have missed one.  But programs that are either underway or are reported to be soon underway across the country.  Last I counted, it looked about 19 programs.  Not all of them have financed a project yet, but there is good news as you’ve seen.  Ann Arbor recently just announced that it had passed a bond, voted a bond to fund projects.  Other projects have been recently announced in Minnesota and in Toledo among others, so lots of good activity around the country.  Next slide, please.

Wanted to talk about now – just give, again, some additional background.  A lot more detail is in the documents that have been posted on the Department of Energy’s website, but wanted to give some framing information.
There are a number of ways that programs and states and local governments are looking to fund PACE projects.  Where does the capital come from?  And we’ve listed three here.  The reality is there are many other iterations than these three and also many programs that use multiples, use mix and match between the three.  So I want to go through those three here briefly.

The first is what’s called a Warehouse Model.  And this is where a government program sponsor or a private capital provider on behalf of the program sponsor uses a line of credit order source of capital to fund projects on demand.  And then those projects are aggregated into a pool for what’s called a takeout financing.  These are a larger bond issuance or securitization.  Sonoma County has done this approach using its own funds.  Sacramento is doing that using a private source of capital.  So that’s the way in which the Warehouse Model has gone forward.

The second is a Pooled Bond Model.  And this is an approach used by Boulder County, Toledo, Ann Arbor have all used versions of a Pooled Bond Approach.  This is where applications are taken from different properties, aggregated together ahead of time and then a bond is issued to fund all the projects that have been approved at one time.  So there’s a little bit of a waiting period, but then you know exactly how much funding you need to fund those projects.  That’s the Pooled Bond Model.

And then the last is called Owner-arranged or more recently it’s actually generally called the Open-Market Approach, the Open‑Market PACE financing.  As programs have grown and jumped up around the country in terms of territory, this has become the largest and most widely used, but it is by no means the only model.  And, often, again, there’s a mixing and matching that goes on.
With Owner-Arranged or Open-Market PACE, the program provides access to a rooster of approved finance entities or finance capital providers, which then compete for the opportunity to finance projects.  So, as properties come in and/or apply, they can be matched up with appropriate financing options that will achieve the best rate for them.  Alternatively, the property owner themselves finds capital from a community bank or from a PACE capital provider and applies with the capital already ready to go.  Either way is fine.  The concept with the Open-Market or Owner‑Arranged Model is that it does not require the local government to have to pick which is the best source of financing.  It allows for that work to be done on a project-by-project basis.
And then, as I mentioned, there’s a lot of mixing.  So I had talked earlier about the CaliforniaFIRST Program, one that we work on, and it does the Open-Market or Owner-Arranged Approach, but it also uses a Pooled Bond for smaller projects as well.  So there’s lots of ways to mix and match and have programs evolve over time.  Go to the next slide.

There’s a number of issues that face state and local governments and those who are looking to get PACE going or to have PACE grow in their states or local communities.  And I wanted to go through several of the key issues that are being discussed out there.

The first is about residential.  I had mentioned earlier about whether or not if – some communities have chosen to go forward with residential programs prior to a final decision from the FHFA and, obviously, that’s a policy choice that local governments have.  However, as I mentioned, there are risks associated to the local property owners and to the community at large that the FHFA has said are actions it may take or may direct Fannie Mae and Freddie Mac to take.

But, clearly, whether or not to set up and launch a residential program is a key issue for local governments.  Many local governments have taken the path of approving and setting up for residential, but not launching the residential portion of a program or accepting residential applications.  So that it’s ready to go if FHFA gives its approval eventually or a pathway emerges for residential, but it has not actually started taking applications yet.

The second is alone or together, and this is one of the big debates that local governments face with many things, but certainly with PACE.  Do you set up an individual program that you run as a local community?  Or do you join with a statewide or regional or other program that is providing some additional scale?  And, obviously, if you are a large local government, this is a bigger issue.  If you’re a smaller local government, the advantage is of going alone are fewer.  But either way, you have the opportunity to do more, have more control of your program if you’re doing it yourself, but you’re going to miss out on some of the scale and marketing and standardization that’s taking place across larger programs.  So that’s a key issue.

Many local governments going forward now are joining into countywide, statewide or other programs.  And as you’ll hear from Connecticut, that’s actually the only opportunity in Connecticut is to go in together in a large scale program.

Capital Source is, as we’ve talked about, one of the key considerations.  I don’t need to repeat the last slide, but just to understand that if you provide a single-source of capital that the program provides as a warehouse or through a pooled bond approach or do you allow for a more open market for capital providers to compete or do you do a combination of both?  And, obviously, there are advantages and disadvantages to all of those, but finding the right mix for your program or the regional program you’re providing is important.
Fourth, lender engagement, this is another key issue that’s provoked a lot of debate in the PACE community.  Traditionally, land secured financing districts are put in place just like any tax and properties do not need to ask nor is there any mechanism to ask for the permission from the existing mortgage holder on the property.  However, there’s been a considerable amount of discussion that PACE, because it is a voluntary choice by the individual property owner, not a vote that took place or an action taking place by a local government, but an individual opt-in by the specific property owner to be assessed for the new tax or new assessment, that might run afoul of existing mortgage contracts in the commercial space.

Mortgage contracts and commercial mortgages in particular almost always have a clause that’s generally referred to as “a due upon encumbrance clause”.  What it says is that no debt, senior, subordinate or any other type can be taken onto the property without the permission of the existing mortgage holder.  There are usually other protections in mortgages as well related to major improvements or changes to the property.  Those would require permission of the existing mortgage holder as well.
Almost all the programs that I listed require that existing mortgage holders acknowledge or consent to the PACE project going forward prior to financing.  This is not necessarily a legal issue that local governments, although in some states there is a legal requirement for this, but it has been one where local governments have chosen to take a conservative approach to make sure that a property owner did not accidentally run afoul of their mortgage contract and end up in a default situation without realizing it.
So most of the programs in existence, almost all of them, have required some level of the lender to give some level of approval or acknowledgement that it’s going forward, but not all and that continues to be a subject of some discussion.

Lastly, demand, programs are set up to serve demand, but, obviously, a key consideration is how to set up a program to help maximize the amount of demand while achieving the policy goals that the local government or state government has set.  And to understand that just providing financing is not usually an incentive enough for somebody to participate.  The program needs to be marketed.  It needs to be integrated into existing contractor networks and other ecosystems.  And that is a key consideration as programs are developed.  I’ll go onto the next slide now.

So, now, we get to the heart of the matter.  Looking at the materials that are being made available for those of you who are interested in setting up PACE programs or are in the process of setting up or who have set one up and are looking to make adjustments or understand what’s evolving nationally.

It’s important to know as we start off that, obviously, we, Department of Energy, we at Renewable Funding, the others who have been working on this have made a real effort to make this as broadly applicable as possible, but not every element will be useful to every local government.  People will make different choices about how to go forward with programs.  Some pieces of this may be more helpful than others.  But we do hope that overall this provides a really good template to make sure that all of the issues have been thought about and covered as programs are set up.

And, perhaps, just as importantly that we’re moving towards some national standards in the basic ways we run Commercial PACE programs so that large capital providers, so that contractors, property owners start to see PACE as a national marketplace for PACE financing, PACE opportunities rather than a hodgepodge of many different programs.  There will be variations between these different programs, but this is also an effort to try and put together a basic framework that most programs can agree to.
The three elements that are being presented today and we’ve discussed are the Clean Energy Financing Guide.  This has been available for a while.  It’s now been recently updated.  I believe this is its third update.  It originally came out, I want to say, about two years ago.  And I know that some programs, including Connecticut and others, have said it’s been a helpful tool.

The second set of materials is an Application Template Package.  And, again, this has been available for about a year.  These are a set of materials that help people develop the package that would go to property owners to understand and apply for the program.

And, third, which is a set of new materials, is some Marketing Template, how to make use of free and low-cost ways to get information out about the program as you’re launching and getting underway.   So let’s go into each one of these.  Go to the next slide, please.

While that next slides coming up just a note that this is a great opportunity, and Molly really wanted to make this a key component, they are looking, we’re all looking for what additional materials might also be helpful, also where updates and adjustments and amendments to the things that are here can be made.  We’re particularly interested in whether – we’re looking at now potentially adding a set of materials about how to engage private capital providers for your program, and so that might be something that will be forthcoming.  But, again, let us know if that would be helpful or if other materials would be helpful.

So the Financing Guide, Chapter 12, which is about Commercial PACE, there’s 13 parts of the chapter.  I won’t bore you with reading through all of them.  But just to say what it does is help really give an understanding of what Commercial PACE is and what problems it is designed to solve.  How to look at the capital sourcing?  What type of capital to use based on your program?  If you have credit enhancement, interest rate buy downs or other funds to use to make PACE a better financial option, how you might want to look at using that.  A whole set of information about property and project types and audits just to understand how programs are looking at creating eligibility requirements.  And then, lastly, as you can see, looking at issues of quality control and designing application processing so that folks know how to take a look at applications that are coming in and make judgments as to whether they meet the qualifications.  Next slide.

The Template Application Documents include four major sections. 
The first is the Program Handbook.  This is documents that provide – essentially, the instruction manual to property owners and others who might be using PACE in your community.  And it’s a template about how you would take the information about PACE and provide it to an interested property owner.  This is not the first thing you would provide to a property owner.  It is something that they would come and get once they’ve established that they were interested in PACE based on some basic information.
Second is an Eligible Measures List.  One of the big questions we always get in working on programs or in conferences is, well, what measures are eligible?  How do we know what we can finance?

Renewable Funding in conjunction with a number of others worked with a great energy engineering firm looking also at ASHRAE and a bunch of other standards and really came out and looked at what are the set of basic measures that are reasonably easy to approve that are energy efficient or renewable energy projects and what are the standards by which those could be approved?  So you’ll find a sample list of those.  You can certainly add and subtract as you see fit, but it’s good to start with something that people can at least work from.

In all of our programs, if your measure is not on the Eligible Measures List, then you can certainly still apply for it, but then we have the engineers take a look at it and make sure that it’s eligible.

Third is an Application form where you have just a blank document that you can use as a basis for what people would fill out in order to apply for financing.
And, last, as I mentioned, this issue around the consent or acknowledgement of existing mortgage holders.  We put in a document that’s being used by a number of programs in template form that the existing mortgage holder would sign off on before PACE financing would go through.  It’s really based in large part on Sonoma County’s approach, which we think has worked well.  They’ve been successfully able to get 40 or 50 lender acknowledgements.  Next slide, please.

We have a set of Template Marketing Documents.  This is a new set of materials.  It hasn’t been available before and, hopefully, you’ll find it helpful.  We used a lot of these in the launch of the CaliforniaFIRST program, but these also were taken from the success from other programs around the country.

A customizable, blank, news release, press release to give out to media.  

A program overview, an FAQ, these are basic just sort of first iteration brochure materials you can use to get people interested in the program and help them find out some basic information and how to go in for applications.
A basic program brochure.

And a social media toolkit.  This is something that we found very helpful in the launch of the CaliforniaFIRST program, for example, where information was provided to local governments and elected officials throughout the state so they could push out through Twitter and Facebook and the social media that they use to let people know this was available.  And we had a lot of success getting information out that way.

So we take a look there at the materials that are available.  And, obviously, these are just templates.  These are something you’d have to design as something that were working for you.

I also wanted to mention PACENow, http://www.PACENow.org is the website.  They’re an advocacy group supporting PACE across the country.  David Gabrielson is the executive director.  He’s got a great team there.  They’ve got a number of additional materials on their website.  I wanted to make particularly note that they have launched a new database feature where people are registering PACE projects that get completed so that we have a dashboard, a list of projects that people can go look for models and see what’s been happening around the country, which can be very helpful.  
Next slide, please.

That’s where I come to the end.  It’s been a real pleasure putting these together and working with folks on this process over the last several years.  Hopefully, these materials help you all get started or refine programs that are already underway.  There’s a great team of folks on the call, who can help answer questions.

And I’m going to turn it back over to Molly, who can take us from here.  Thank you again very much for your time.

Molly Lunn:
Thank you, Cisco.  That was great.

Next up, we have Rich Chien from the City and County of San Francisco.  Rich is a senior environmental specialist with Department of the Environment for San Francisco and currently serves as the program manager for San Francisco’s Commercial PACE program, GreenFinanceSF.  Excitingly, they just closed a $1.4 million deal in financing for Prologis – I may not be saying that right – at the historic Pier 1 building on San Francisco’s waterfront that Rich will tell us a little bit more about now.  And, with that, I will hand things off.

Rich Chien:
Thank you.  Hello, everyone.

I am going to go through this presentation and it’s going to cover just briefly how we’ve set up our program.  And thanks to Cisco for providing that overview of the variety of program options that are out there.  So that will be a good reference for what we’re doing in San Francisco.  I will provide a brief description of this particular property and the owner and then run through some details on the project and the financing, the projected performance of the project and then end with some takeaways based on my experience with this particular transaction.  Next slide, please.

So we did launch GreenFinanceSF, the commercial program, in 2011, end of 2011, and we used the Mello-Roos Community Facilities Act, which is a California public financing law, which allows for the levy of special taxes to repay financing.  We issue special tax bonds to provide the financing and then, much as other PACE programs, the repayment is attached to the property with a lien.

And our approach is an Open-Market Commercial PACE program, where essentially the City and County of San Francisco is a conduit issuer of these bonds.  So, private lenders, who are sophisticated investors, can purchase these bonds.  And what this allows is for some customizable financing both in terms of interest rate and terms that can be struck between the property owner and the capital provider that they choose to work with.

Our program was set up with the help of both EECBG grant funds and we also received an award from the California Energy Commission for a debt service reserve fund.  And this is intended to help cover payments to the project investor in the case of late payments or default.  They do not cover capital losses, but provide liquidity and extend the time period for which a delinquency can be addressed.

And we are now working with the Energy Commission to determine other uses for these funds, which may include an interest rate buy down or to cover approved administrative costs related to doing these transactions.

We did work with Renewable Funding.  And we worked also very extensively with the L.A. Commercial PACE program and Clinton Climate Initiative/C40 on developing this particular structure.

And before we launched, we did do a lot of outreach with both local property owners, managers, energy service companies, capital providers and shared a lot of information with other emerging programs around the country.  Next slide.

So the key thing about the Open-Market Model and what we’re doing in San Francisco, I think, is just offering flexibility.  So, again, the Open-Market Model allows for multiple capital providers to essentially compete to finance a wide range of both building types and project types.  And, again, the financing terms can be customized for each transaction.

Because we’re using the Mello-Roos Act, which was later extended through an amendment of that Act to allow all cities and counties to use the essential underlying framework of Mello-Roos, it does contemplate allowing for financing on both privately and publicly owned facilities, which is important in the case of the Prologis Pier 1 Project.
And we also were able to successfully leverage other financing tools, in our case a QECB, to enhance the financing for this transaction.  Next slide.

So those familiar with the San Francisco waterfront, the Pier 1 building is just north of the ferry building on the Embarcadero on San Francisco Bay.

It was rehabilitated in 1999 in a public-private partnership between AMB Property Corporation and the Port of San Francisco.  It was formerly a dilapidated building.  And AMB worked with the Port to both do a redevelopment of that facility and basically double the square footage and turn it into Class A commercial office space.
In 2011, AMB merged with Prologis and then they became the largest owner and operator of commercial industrial properties in the world.  And they now go by the name of Prologis.  And their global headquarters is in this building.  There are five subtenants, including the Port of San Francisco administrative offices.  And electrical service is provided by the San Francisco Public Utilities Commission, which is a quasi-municipal utility serving mostly public functions and needs in the City and County of San Francisco.  Next slide.

So looking at the project schedule, and, again, we launched our commercial program in November 2011.  And, shortly thereafter, Prologis, who had been considering energy efficiency upgrades to this building had learned about PACE and engaged Johnson Controls, a global ESCO, to basically provide a turnkey solution for them, designing and implementing an energy efficiency and solar project.  Later that year in October, the bond was issued.  And they are currently constructing the project, which I will describe in more detail later.

Essentially, the owner’s motivations were to reduce energy costs and consumption at Pier 1.  Prologis is committing to implementing sustainability in their global portfolio of properties and they thought that they should be doing something at their headquarters where they work and live every day.  So they had identified some opportunities to update systems that were starting to age and then realizing that there are opportunities with new technologies coming online and costs and thinking about using the financing solution to implement those projects.

Other notable points other than the fact that this is our first transaction in San Francisco or that one of the key things for me is just to note that there have been other privately financed Commercial PACE deals, and this is the first to my knowledge that has a very strong energy efficiency component along with the renewable energy project.  Next slide.

This is the project scope.  And in thinking about why we’re doing all of this work, this is really kind of where it comes home for me to support the implementation and installation of these kinds of projects.  It’s a retro-commissioning of the HVAC system, an extensive lighting upgrade to all of the interior lights.  Over 1500 fixtures are touched through this project either upgrading to efficient products, replacing some older fixtures and doing select LED installations, doing daylight harvesting through the introduction of photocells and other lighting controls, which will also have the benefit of reducing long-term maintenance and the costs associated with that.  And a 200 kilowatt rooftop solar array as well.

There are some other construction-related projects to getting this done as well as the assessment and engineering work.  And projects that did not have a direct energy benefit were excluded from the PACE financing.  Next slide, please.

Financing details.

So the PACE bond was $1.4 million with a 20‑year term.  It was issued to Clean Fund, which is a specialty PACE finance company here in the Bay Area that is actively looking to purchase PACE bonds in programs around the country.  The project was carefully designed to align both energy savings with the payments that would be required to pay back the project.

Again, the Mello-Roos framework that we’re using allowed Prologis’ master leasehold to be the security.  The Port of San Francisco is the legal landowner and property owner of that building, but, again, Prologis is in a 50-year master lease and because of the structure that we’re using that we were able to create a document that clearly stated that the security interest for the bond was Prologis’ leasehold interest.

And we also did apply for a QECB to enhance the financing.  QECBs are a tax-credit bond that governments can access to support financing activities.  And our bond counsel, we worked with Jones Hall, who advised us that under guidance clarifying the definition of green community programs that GreenFinanceSF would qualify as such a program.  And because of the timing of the development of this project coincided with an allocation available from the state, we did apply for a QECB and received allocation to support this project.  And you can see the effect of the QECB on the interest for the bond essentially cutting it into half.

There were other reasons other than timing that we decided to do this, because of the utility provider that the particular project was unable to access other incentives that would have been available to them including a healthy solar rebate from the state as well as other utility incentives for the energy efficiency component.  So wanted to enhance the project and it seemed like a good opportunity to try this and access that tool.  Next slide.

Projected performance.  On the top line of the graph, you can see the baseline that we used to determine what the projected savings would be.  It’s the 2011 energy consumption.  And on the rows that descend down, you can see the effect of the lighting both in terms of savings and cost savings, the retro-commissioning piece and the effect of the solar array.  So, all in, we’re projecting to achieve, based on Johnson Controls’ energy models, about a 32 percent annual reduction in energy consumption and a 24 percent energy cost reduction through this project.  And it’s notable that 80 percent of this cost savings are from the energy efficiency projects.  Next slide, please.

Let’s see.  This graph is intended to show the – over the term of the bond and when you add in the escalation of utility costs over the 20-year term at a conservative 3.5 percent rate per year, the value of the energy savings over time does generate a very significant net present value savings from the project as it relates to the energy savings over the term.  And it just demonstrates that particularly with the financing and the energy savings that this could be a very cash positive project for Prologis.  Next slide.

Another unique thing, and going back to something that Cisco mentioned earlier, is the split incentive problem, which often inhibits owners from investing in energy efficiency when the tenants get the benefits but don’t participate in paying it back.  In this case, Prologis worked with all the subtenants including the Port of San Francisco and agreed that because the whole building solution that was developed and savings that will be realized in all the subtenant spaces that each subtenant would pay back their pro rata share of the annual PACE payments.  So it’s going to depend widely based on existing leases and relationships, but in this case they were able to work with their subtenants and agree to this particular thing, which I think is very notable.  Next slide.

Just a graph showing the peak saving from both the lighting and when you add the solar project compared to the 2011 baseline for the highest consumption month of 2011, its significant peak demand reduction from the lighting and the solar project.  Next slide, please.

This is just a list of the folks that were involved in this project.  Great help from all parties.  I’ve got an amazing team of partners both involved in implementing the project as well as advising the city.  And takeaways from this – I guess you can go to the next slide.

Getting across the finish line.

My takeaways, so far, from this experience are having a champion from the owner side is very, very important.  Somebody who has the authorization to pursue the project and make decisions is very important.

Obviously, it’s important to have a city program staff involved both in terms of communications, but also really being there to resolve localized policy issues, for example, the relationship between Port and Prologis and other things that came up related to this particular project.  If you can build in program flexibility, I think it just opens up opportunities that help initial projects, such as this one, get done.

And at early stages of Commercial PACE, I think considering using other available tools, such as we did with the QECB, can really help things move along.  It can introduce some complexity, but I think like any other issues that can be resolved, but, obviously, it does provide a lot of benefits.  And I think one of the key ones is that we had a hard deadline to close the transaction, because of our receiving the allocation of the QECB.

And teamwork is needed.  To get this one done, it was all hands on deck and a lot of handholding and really working together to get across the finish line.  So I think that concludes my presentation.  With that, I will turn it back to Molly.  Thanks.

Molly Lunn:
Thanks so much, Rich.  That was fantastic.

Just before we dive in with Genevieve here, I just want to let folks know that we’re getting lots of questions coming in and it’s great.  If we don’t get to all the questions today, we’re capturing them and we’ll be sure to follow up with you after the presentation, but, hopefully, we will still have some time at the end for Q&A.

So, with that, I just want to introduce Genevieve Sherman.  Genevieve is from Connecticut’s Clean Energy Finance and Investment Authority.  She’s the manager of their Commercial Industrial Property Assessed Clean Energy Program.  And I’ll, yeah, keep it simple.  Genevieve, take it away.

Genevieve, do we have you?
Jennifer:
I think she’s muted her own phone.

Molly Lunn:
Genevieve, yeah, you might be muted.

Genevieve Sherman:
Hello.

Molly Lunn:
There you are.

Genevieve Sherman:
Can everyone hear me?

Molly Lunn:
Absolutely.

Genevieve Sherman:
Excellent.  Thank you, Jennifer.  Great.  So you can go ahead and flip to the first slide.

So it’s really great that Rich was able to show a case study in such detail, because it gives us something to look forward to.

Connecticut’s program is much newer, so I’m going to sort of take a different approach and just illustrate to everyone a little bit about how we designed our program.

So to give you a bit of background, in Connecticut, these are sort of the challenges that we were looking at when we designed our PACE program.

Connecticut has some of the highest energy costs in the Continental U.S.  We’re beat out only by Hawaii.  And we have very old, inefficient buildings that have been relatively untouched by the ESCO markets and ARRA funding.  So there was a big opportunity to do efficiency and clean energy in the state.  Next slide, please.

And so what the state legislature did is they took some of the ratepayer dollars coming off of a public benefit charge that was going to the state and being repaid to ratepayers in the form of subsidies and grants for energy efficiency products.  And they said, you know, we’re not getting far enough.  We need to leverage these ratepayer dollars to get some real money into the state to invest in these projects, because we know that they’re investable.  They’re a great investment for building owners.  They pay back.

So the state, in essence, created a green bank.  And please flip to the next slide.

And they took that portion of ratepayer dollars and essentially put it on a balance sheet and that became CEFIA, which is the Connecticut Energy Finance and Investment Authority.  So we were established in 2011.

We’re a quasi-state agency and we essentially operate as the state’s green bank.  We have our own balance sheet.  And we’ve leveraged those dollars through buying down interest rates or strategic credit enhancements or leveraging public finance tools like PACE to bring private capital into the state to invest in energy efficiency.  Next slide, please.

Why don’t you go ahead and skip this since we all now know what PACE is. Great.  So the PACE legislation that passed in Connecticut passed last year.  And there are about five pieces of our legislation that make the Connecticut PACE program unique that I just wanted to go through, ’cause this is what works for our state.

So the first is that Connecticut opted to ignore for the time being residential.  And we define residential as four or fewer units.  So our program is only for commercial, industrial and multi-family properties, which we define as five and above.  And that was really to avoid any potential political out falling or just misinterpretation or misinformation about the program around the state.  We wanted people to feel confident that this was a program we could run within our means today.
The second is that we required a consent of the existing mortgage lender, which Cisco already went over, but so, by statute in the Connecticut program, if an owner submits an application for PACE financing to me, at some point in that process of closing a deal, we will sit down with their existing mortgage lender and get a consent document signed from them.

The third piece that we have is we have two statutory requirements for project eligibility.  And those are what we call the SIR, which stands for savings-to-investment ratio, and the permanently affixed clause.

And the savings-to-investment ratio essentially means that the energy savings have to pay for the investment over the full life of the assessment term.  So if you get $1 million to finance a solar project over 10 years, the savings, the real energy savings from that solar project has to pay for that investment with interest over 10 years.  And that’s something that we verify on every deal, which I’ll get into in a little bit.

And the second is permanently affixed.  Since you all now know this is a benefit assessment that sits on the property for a long period of time, we need to make sure the owner isn’t taking the energy saving equipment with them.

And then the final piece, Number 4 and 5, are really two sides of the same coin.  CEFIA and the state legislature decided to pass a statewide program with a single administrator, which is CEFIA.  So the statute itself empowers CEFIA to administer this program and it’s statewide and then municipalities opt in.  So CEFIA is essentially the program administrator.  We designed the program rules.  And municipalities that want to participate opt in.  Next slide, please.

So what I’m going to go through now quickly is CEFIA’s role in C-PACE and what we’ve been doing on the program so far.  Next slide.  It’s a fade.

Great.  So, first, is designing the program.  Next slide, please.

So we published our program guidelines and then we quickly went on a roadshow essentially around the state of Connecticut to start getting towns onboard.  And what you’re seeing here is where we stand kind of as a snapshot, but this is so dynamic.  It’s changing every day.  We have about 16 or maybe 17 towns now out of 170, a lot of which are small, in Connecticut.  And that represents about a third of our C&I market, but we’re bringing towns on all the time.  Next slide.

And then we also launched a website, which I encourage you all to go to.  It’s http://www.C-PACE.com.  It has a lot of information on it.  But, essentially, we launched a website that can be a sort of holistic interactive tool for any of the stakeholders involved in our PACE program, which are many municipalities.  They can find out how they opt in.  Its customers, we have an online application for PACE financing that they can submit on the Internet.  Next slide, please.

We have a registration form on our website as well for contractors, who can become a sort of preregistered or preapproved contractor with our program, which essentially means we’ve been able to do some vetting on them, but we are also able to provide customers with a quality list of energy auditors or contractors.  Next slide.

And then it also really allows us to leverage our relationships with contractors to do marketing and matchmaking between contractors and customers online on our website.

So what you’re looking at here is a feature that we’re building up now that we’re very excited about.  This allows owners to essentially look at buildings in the state of Connecticut by building size or building town, the type of energy work that’s been done in the building or the contractor who they’ve worked with.  Can you go to the next slide?

Right.  And, essentially, pull up a profile on a building that matches their own.  Essentially, do a sort of qualitative peer-to-peer review to get a sense of what they can be accomplishing by doing these types of projects, how these projects were financed and the contractor communities that they worked with.

So this is a relationship with our contractors that we’re building out now.  We’re right about to enter into a training boot camp with them over the next three weeks.  And we’re hoping that this will be a real centerpiece of getting projects into our pipeline.  Next slide, please.

Okay.  So that was designing the program.  We’ve also been administering it.  Next slide, please.

And to do that we’ve brought on a technical team that does what we like to call our technical underwriting as opposed to our financial underwriting.  And these guys, we found them through a competitive bidding process.  They’re all locally based firms.  And these are engineers and data hounds that essentially look at every project that comes in through our pipeline and verifies the math on that savings-to-investment ratio.  That’s really their main job, but they have a lot of great tools that helps them and us do that.  Next slide, please.

So one of the things that they did is they authored our technical standards for us.  And those can be found on our website.  They’re in the program guidelines.  These aren’t in our statute, but they were able to provide the market with a sense of what kinds of projects and equipment are eligible, what technical standards do we use or rather what engineering standards do we use for benchmarking the building energy consumption or verifying savings.  So they authored this for us and then they essentially verify the energy savings on every project.  Next slide, please.

And one of the ways that they do this is using what we call the CEFIA Data Management Platform, which was built by Sustainable Real Estate Solutions.  Next slide, please.

And this is an area in which our program, I think, is really innovating.  This is an open-access, cloud-based, data platform that allows any stakeholder in an energy project to essentially look at the real energy savings on every project and the impact they have on the building based on what metrics matter to that stakeholder.  So, on any given project, CEFIA, the building owner, the building contractor, the lender and the mortgage holder all have access to this data.  Next slide, please.

This is just some screenshots.  But what they’re essentially able to see is how will projecting what the energy savings are going to be, how they differ from the baseline and how much this project is saving.  And we continue to get an owner’s utility bills every year that this assessment is on their property, so that we are tracking these savings in real time.  And we provide any kind of energy or financial related metric someone would need to make a decision about whether they, for example, would like to provide or whether they would like to invest in this project.

The Connecticut Project is open market really in any sense.  We have lenders sitting for these deals.  We allow owners to work with whichever contractor they want.  So we really need to have good, quality data that all of these stakeholders can look at to make decisions.  Next slide, please.

Okay.  And, finally, we’ve been working to attract capital.  Next slide, please.

Connecticut had the benefit of learning a lot from the California programs.  And we decided to go with an open-market strategy partially because there were a lot of interested investors.  And you see here, we have a group of about nine of them that we are working with to provide capital for these deals, but also because we really weren’t sure what the deal flow was going to look like in Connecticut in Year 1 or Year 2.  So we were hesitant to do a big bond issuance before we really knew how much capital we could be churning out through this program.

So we did do a, not a competitive bidding process, but sort of an RFI, a request for information, from capital providers, who were interested in participating in our program and who would be interested in, essentially, participating in a lending tree model or a bidding model where we would shop projects out to them and they would negotiate with the owner on rate and term.

But what we’re also seeing now is that this group and other banks have flagged some issues for us that are a gray area in our statute.  For example, the security on the lien in Connecticut doesn’t go into effect until the project is complete.  So for projects with a very long construction cycle, nine months, that’s essentially an unsecured construction loan.  And so what CEFIA was able to do, again, with our own balance sheet is put aside $20 million into a fund to do short-term bridge and construction financing to prime the pump on our early projects.  Next slide, please.

Okay.  So just to wrap up, our program has been launched kind of officially for 3 months now.  We have about 70 projects in our pipeline, which is very exciting, but they are all in various stages of completion.  And it’s only the first 2 to 3 that are getting very close now to crossing the finish line.

So we are now really focusing on marketing and outreach and how we get a much larger tranche of deals into our pipeline.  And this is just a snapshot of some market research we’ve started to do to figure out how to bifurcate our market and really go after the best customers for this program.  Next slide.

Yeah.  You can skip this one as well.  More of the same.

Great.  So that’s my presentation.  Thanks for having me on the line today.  And I look forward to answering any questions that there are.

Molly Lunn:
Thanks, Genevieve.

So, last, but certainly not least, we’ve got Jeremy Kalin from Eutectics Consulting and Minnesota PACE.  He’ll be talking both about the City of Edina’s PACE program and then also about the new state-level program that Minnesota is looking to launch.  So, take it away, Jeremy.

Jeremy Kalin:
Thank you so much.
Molly Lunn:
Jeremy, are you maybe on mute?

Jeremy Kalin:
Ah, nope.

Molly Lunn:
Oh.  Yeah.  Can you get just a little closer to your microphone, maybe?

Jeremy Kalin:
How is this now?

Molly Lunn:
Yes.  Perfect.

Jeremy Kalin:
Great.  Well, thanks, everyone, for your time.

Our approach in Minnesota and in my firm specifically is quite a bit different from the approaches in California and Connecticut, so I want to walk through how we have developed the PACE opportunity in Minnesota, which is a third option that I think will be of quite a bit of interest for some of the communities that are not able to put the statewide resources and the full scope of expertise as Connecticut and California have been able to put on the table.  And so, if you can hop to the next slide.

We’re actually a for-profit business.  We’re mission-oriented.  I started the company.  It’s myself and a team of three others right now with a consortium of allies from really smart attorneys to bond counsel to an investor network, I’ll talk about in a few minutes here.

But we chose to actually – after I left the legislature, served as a state representative from 2007 to 2010, and actually authored the state’s energy conservation standard, the strongest in the country, and several other clean energy finance mechanisms including PACE that I’ll talk about.

We have identified a very specific market gap and that is the sort of finance brokering for micro-level finance deals.  So what we actually do is connect businesses, building owners, contractors and investors so that we don’t leave projects on the table that should be moved from concept into reality.  Next slide, if you can.

So our work is we essentially do micro-project finance.  Many of you have probably either done yourself or worked with others on the development finance world of seven- and eight-figure deals or larger where you have a team of attorneys building up a lot of transaction costs and everything else processing these deals.  The building scale improvements, even the $1.4 million deal in San Francisco, really has a hard time bearing the weight of a big team of resources in the private sector with then public sector help.  Richard’s work at San Francisco and the work in Connecticut is really critical to reducing those transaction costs and facilitating that development.

In the private sector, what we have learned is we can actually create essentially mini-asset classes and develop a network.  Rather than starting our own PACE fund or our own kind of specific fund, we’ve developed a network of investors and lenders and with whom we’ve worked to develop a few specific tools to make sure that building scale energy projects get across the finish line.
So what you see here are, on the energy efficiency side, we have a green loan fund that we’ve been able to work with a community development finance institution on both small business administration, SBA supported product, as well as an unsecured pilot project that we’re actually using to attack restaurants based on some lessons we learned on a PACE deal that we’ll show you.

Equipment leasing continues to be really attractive for some sectors.  We also have a publicly supported revolving loan fund that the St. Paul Port Authority runs for everything, basically, two-thirds of the population and tax base in Minnesota.

And then Property Assessed Clean Energy.  So we actually completed, as you’ll see, the first community bank funded PACE deal in the country.  It was actually a very small deal and it was a tenant-based deal.  But the project would never have been done without PACE and we’ll walk through why.

On the solar side, we’ve actually been able to take the hodgepodge of incentives and tax credits for those building owners that are able to take advantage of tax credits of solar notes with a lending partner that takes three or four different revenue lines and meshes them into one transaction with actually no guarantee or credit enhancement required except for insuring that they take the tax credit.

We’ve looked at the solar equity leasing and are choosing right now to work with outside partners, but continue to develop it inside.  But PACE, actually while we’re on this webinar, I believe the Minnesota senate is acting on legislation to move from our 10-year bond limit to the 20-year bond limit as we were originally designed when we authored the legislation.  Next slide, please.

So a quick history in Minnesota.  We enacted the PACE legislation.  I was the chief author in the house with my good friend John Doll, state senator, and in the senate and with Cisco’s personal help.  Actually, Renewable Funding came and provided guidance to us so we could stand on the shoulders of giants and other states, who have gone before us, and learn their lessons.

We enacted the legislation in 2010 as enabling legislation.  The City of Edina, a very property wealthy, well-off, first string suburb outside of Minneapolis, established the Edina Emerald Energy Program, their PACE program, in early 2012 in response to a specific solar project proposed on a small business.  I’ll talk about that deal in a second.  But that was basically the program was developed around a specific project and the leadership of the mayor, the city council, some citizen groups and especially city staff were critical in learning lessons from Sonoma County and elsewhere in California.  And Clean Fund bought the bond at seven percent.  It could never have happened without Clean Fund coming to the table and putting in that work as well, so incredibly indebted to them.
We then brought a project that was identified through our contractor partners as a project that was sitting on the table that couldn’t get done through conventional finance means and other available tools.  So we worked the project and were able to bring together the first community bank funded project in Edina in August 2012.  Next slide.

So what we did is actually very consistent with what Cisco described, the history of the land-based conduit financing.  We actually just looked up the existing special assessment statute that’s Chapter 429.101 and there are 10 or 11 existing technologies for which local governments can at the landowner request, at the property owner request place that special assessment on the property.  And because of that security, then sell either a publicly sold revenue bond or a privately placed revenue bond.  In this case, they’re taxable revenue bonds.  And so we just added energy improvements as an eligible technology.

It’s currently limited to 10-year bonds, but I talked about that 20‑year extension.  And we just stayed consistent with all other special assessment financing, voluntary special assessment financing and stayed silent on the issue of lender consent.  I’ll talk about how we deal with existing note holders in a second.  But next slide.

So we actually don’t talk about PACE anymore as a program.  Edina Emerald Energy Program is a stand-alone program and program is in its title.  But PACE is actually just a financing tool.

When you have statewide efforts like Connecticut and California that have all the complexity of a full robust program, I think it’s accurate to call those programs.

But what we have worked really hard to do is to demystify and reduce the complexity of PACE financing, because it truly is just conduit financing with a privately placed taxable revenue bond.  We’ve seen that that complexity has – partly because when it’s been approached as an environmental and clean energy initiative, it doesn’t recognize the complexity of the finance world even for just a conduit financing program.

But we’ve had deals where we’re talking about between $900,000.00 and $2 million of PACE financing as part of $20 million deals.  That conversation with the existing lender has gone very simply when we just point out the special assessment financing tool that we’re using.

So I just can’t stress enough how we just talk about it as PACE financing.  What we’ve been able to do, because we have just talked about it as a tool and made it fairly straightforward and simple, is entice a third-party public authority, who currently runs an energy loan program, who has said that they will make PACE financing available essentially to any entity in the state through a joint powers agreement.  And I’ll walk through that in a second.  
Next slide.

So what I wanted to do quickly is just show you how we articulate this three-step dance as a really straightforward simple dance.
The first is the building owner applies for a PACE loan after working with their contractor to get the assessment and the things you’ve seen, for instance, on the Prologis project.  Next slide.

The PACE financing administrator reviews it for – is it an eligible technology?  Or if you have to do a custom assessment, does it actually fit the requirements of energy savings?  We’re limited to energy, but, of course, water is connected to energy.  So, basically, we even established that we can do green roofs.

And so, then, if the technical and underwriting criteria are met, the city or the local government or, in this case, the third-party administrator says great, we’re good to go, issue the assessment.  Next slide.

And that loan is offered from an unfunded loan pool.  But in order to fund that loan pool, the local government then sells a privately placed taxable revenue bond that covers – and that bond, yes, and so that bond funds a loan pool.  And then any transaction costs on top of the bond are included in the loan repayments from the building owner.  Next slide, please.

So here is that restaurant project that was the first community bank funded project in the country.  So they needed $51,000.00 roughly $11,000.00 utility rebate just shy of $40,000.00 total to replace all their lights with LEDs and put smart controls on their kitchen range fans.  So we were able to structure it on a zero down basis and cash flow positive – next slide – of about $6,300.00 as you see in the circle there.  That’s in Year 1.  And, of course, as energy costs, as that $15,000.00 line item will go up, that savings gap will grow.

This business could not get financing through conventional loan offerings that are out there in the market, some of which are run by non-profits, some of which are run in the private sector, because their owners were not willing to provide a personal guarantee.

PACE is sort of like the credit enhancement of all credit enhancements in that it provides so much security that it just makes it possible that that revenue bond is so attractive for investors and they know that they’re going to get repaid.

In this case, of course, the building owner has to request the special assessment.  The tenant, in this case, is a 95 percent square-foot tenant, so they essentially rent the entire building and have a good history with that landowner.  The landowner got it immediately, and just through a handshake were able to ask the restaurant to make that guarantee.

This is a very small deal.  We worked it very hard to get the first deal over the finish line.  But – next slide, please – have been able to look at solar systems.  And here you see a non‑rebated, no incentive other than the federal tax credit, solar system here.  That $4.50 a watt is basically the highest retail price that we’re seeing now for this kind of transaction.  We’re now seeing projects that are now about $3.00 a watt.  So you can imagine the economics will change.

But for a $90,000.00 system – next slide – on a 10-year basis, the total cost – if you can just run to the next slide, please – the total cost for a $90,000.00 system will be about $2,300.00 a year over 10 years with then $2,300.00 savings after 11 years.  So it’s a very good deal for building owners.  And as the price comes down, the overall cost will come down to around about $1,200.00 a year for 10 years.  The 20-year extension will actually allow us to structure these as cash flow positive.  Next slide, please.

And then we’ve been working on some larger projects as well.  This project has actually grown to about $1.4 million total above the line.  And then after rebates, it will be about $1.1 million.  Here you see the total project cost about $750,000.00.  And if you can go to the next slide, you’ll see the total savings end up being out of the gate about $19,000.00.  And this is a really old corporate headquarters.

This project still hasn’t pulled the trigger on PACE for some internal political reasons I believe, but this will be the difference maker between keeping them here in the state or having them either leave the country or leave the state.  And so from an economic development standpoint, PACE can be a really critical tool.  We believe they might end up pulling the trigger internally.

And this is why we really recommend that PACE be viewed by local governments as part of a suite of tools to spur retrofits and energy improvements in your building stock not as the only mechanism for getting that and something that I think local governments struggle with.  Whereas in the private sector as a business, we can help to wheel and negotiate these deals to find the best fit at the lowest transaction cost for that specific building owner.  Next slide, please.

So Edina actually built this PACE in a box toolkit that we’ve been able to work with them to refine and make more efficient.  Again, Clean Fund bought the bond almost at the same price as the San Francisco project at 7 percent.  Bremer Bank, $1.5 billion state chartered community bank, purchased that first Salut project, the restaurant project, at 5.5 percent.  Next slide, please.

We’re really looking at financing down to about two to four percent now on the bond sale, so net to borrowers at less than five percent.

Very, very quickly.  I use the statewide in quotes, because it’s not truly a statewide program like Connecticut yet with this third party, because the third party actually has to respond to projects.  This is the third option that Cisco identified.  But, basically, cities sign the joint power agreement and a third party is responsible for everything but issuing the special assessment and passing on payment, so technical review, underwriting, loan origination, issuing the bond.

We have boilerplate language now that allows for that bond issuance to be done on less than $1,000.00 total cost.  And I’m happy to share some of this language with folks if they’re interested.

The debt service, of course, the bond payments and then the debt service reserve as I think Connecticut talked about.  Next slide.

So our bond rates are expected to be between two and four percent and this is really the advantage of working with local partners on that kind of open-market model.  And we have just been walking dozens and dozens of upper Midwest-based investors as well as some national folks through the PACE transaction so that they’re comfortable and can pull the trigger on buying those bonds.

The costs of the transaction should be paid for as an add-on cost.  In fact, it’s required in statute.  And as I mentioned, it’s got to be project based.  We can’t prefund that loan pool.  We are working very hard on getting a state entity, not the local authority, to ultimately within the next year or two be able to be the state version of CEFIA as Connecticut has done.  But in this case, they just have to be project initiated.  Next slide.

Oop, just lost my own display.  So if you have any questions, please give me a shout.  Shoot me an e-mail.  And happy to help.  I think we’ve learned a lot of lessons by making it really main street accessible and reducing the complexity.

Molly Lunn:
All right.  Thank you, Jeremy, and thank you to all of our really wonderful speakers.

I know we’re coming up right now on our 3:30 end time, so I’m sure we’re going to have to start losing people.  But I do want to give folks just a few minutes for questions.

Before we dive in, again, these slides will all be sent around to all of the registrants and that will include this slide here, which has the actual URLs for the different things we’ve talked about today including the PACE materials.

I think for the questions we don’t get to now, we’ll make sure to follow up with you later on and connect you with various speakers on speaker-specific questions, but just a handful of issues that were sort of overarching.

First question, and any of the speakers, I welcome your thoughts on this.  A number of folks are wondering in sort of the post‑Recovery Act world, what are some ways that people could cover the cost of startup for a PACE program or a PACE model?

Jeremy Kalin:
This is Jeremy Kalin in Minnesota.  I think definitely we’re willing to share where the PACE in a box toolkit sits today.  It’s Minnesota specific, but has a lot of tools that we’ve generated largely from lessons learned in California and elsewhere.  And it really is aimed at that local government model itself.

So, the staff review in Edina, really the start-up costs were staff time, which was absorbed as an entrepreneurial endeavor.  And then there was a small $10,000.00 grant from – it was Recovery Act dollars from the State of Minnesota that covered the cost of bond counsel as well as some pro bono work, of course, by that bond counsel.

So I think the boilerplate language that’s been developed in Minnesota can probably be used as a starting point for a similar cost for other states or other local governments to go to bond counsel.  For them, I think they see it as business development as well as sort of being on the leading edge of innovation.

I would strongly encourage looking at local foundations for whom $10,000.00 to $30,000.00 total investment to spur this kind of market and achieve these environmental benefits and the economic development is really, really small.

I always encourage folks to ask DOE, TAP for some assistance as well.  I know there’s great resources there to help walk through including senior finance advisors that can work with bond counsel to get it done very efficiently.

And then, lastly, I think in terms of the debt service reserve fund, I do think that there are – the City of Edina has chosen to use their general fund reserve as that backup.  I don’t believe that most cities will even consider that concept.  So I think having shared pools or even approaching foundations in your community to see if they’re willing to just put some ESCO or use some program-related investment to make that debt service reserve covered.  I think it’s actually much more approachable than it usually appears when you see the really robust and great work of the statewide programs.

Molly Lunn:
Okay.  Great.  Rich or Genevieve, any other thoughts on other sources for capital for upfront costs?

Rich Chien:
No.  I agree with what Jeremy said and, hopefully, the work that the leading programs have done will just reduce that burden on any new programs that are being considered.

Genevieve Sherman:
Yeah.  I agree as well.

Molly Lunn:
Okay.  Great.  Another sort of general thematic question had to do with getting the mortgage holder consent.  So from the programs that you all are running now, is that something that you’ve heard has been a challenge, have people balked at?  Or any best practices you can recommend?  Any thoughts on the length of time it’s been taking?

Rich Chien:
I’ll jump on that.  This is Rich in San Francisco.  I haven’t actually encountered that too much in the projects that have come in in San Francisco.

But I do want to plug a project that I was involved in along with Renewable Funding, the L.A. County PACE Program and the D.C. PACE Program.  We worked with the Urban Sustainability Directors Network as member cities to obtain a grant and then worked with PACENow, who Cisco mentioned earlier, to do a grant project specifically around the issues related to lender acknowledgement and Commercial PACE.

And PACENow spoke with national, regional, local commercial lenders from around the country.  These very, very large banks provided detailed input on a series of questions related to this issue and some very interesting findings are now documented in a report that you can find on http://www.PACENow.org.

That has led to some follow-on activities involving some large national financial institutions that now have a little bit more context on PACE.  They’re learning about it and there are some examples of some large banks who are beginning the very, very early stages of creating some sort of policy around how they would review requests for lender consent or acknowledgement on Commercial PACE projects.
So those resources, again, I think are very valuable and helpful and interesting.  So I advise people to go check that out on http://www.PACENow.org.

Genevieve Sherman:
Yeah.  I would definitely second that.  It’s a really, really thorough, I think, review of this issue and a great resource.

I would just add that in our experience in Connecticut, we’ve approached several lenders now for consent for holding a mortgage on a property.  None of them have said no yet.  More often than not what we’re finding is that they sort of switch over and say, well, why are we not investing in this project?  We already hold the mortgage on it.  So we’re sort of experiencing that in more cases than either than consenting to a different investor coming in or just not giving consent at all.

Molly Lunn:
Okay.  Great.  We also have some questions about the delinquency and project risk mitigation.  And before the session, we actually got some questions about what could be done – how are programs being set up in the case of sort of mitigating the risk of natural disasters that occur where a property is destroyed before the loan has been paid back.  Any general thoughts on sort of risk mitigation and how you all have handled that?

Genevieve Sherman:
Well, I’ll answer quickly on the Connecticut side.  Just, generally, I think a lot of people in the PACE area try to sort of essentially say this is low to no risk financing, and, of course, that’s impossible.  In our program, what we have tried to do is put together a very, very robust technical underwriting standards on the sort of energy savings verification side.  And I think that we’ve definitely gotten a little bit of flak from the contractor community for that.  But I think it is very useful, because it really allows us to track real energy savings and illustrate to lenders that these savings are performing as advertised.

Lenders have their own financial underwriting criteria as do we that look at whether an owner or a building can take on this kind of assessment.

In terms of risk management because of natural disasters, it’s a great question and one that we haven’t looked at in particular in Connecticut other than to say that we are looking very closely at financing clean energy infrastructure, infrastructure that would help a building or that would rather mitigate the risk a building faces now toward loss of power or loss of natural gas potentially to give them more energy security or energy economy.

Molly Lunn:
Great.  Thanks –

Jeremy Kalin:
And this is Jeremy Kalin in Minnesota.  One of the things that I really encourage folks to do is to reach out to the community development finance network in your community, because – I can’t remember if I pointed out that every week around the country, hundreds of millions of dollars of special assessment backed financing is approved by local governments for things like roads and water and sewer infrastructure even transit stops, et cetera.  So I think this is just another development finance tool that’s in the same category and it actually has real proven revenue with it.

So I think what Genevieve talked about in terms of building conservative spreadsheets and conservative assessments is really, really important on that side and not overstating the value of these benefits.

But nearly all special assessment backed financing is based on value captured projections, so for a retail business or et cetera, things that are not real, but are based on confidence of the market from past performance.  So, in this case, we’re talking about real reductions of revenue rather than projections of what could happen.

I would just talk to bond counsel about how they have handled that specific issue of natural disasters.  Maybe, Rich in San Francisco with the threat of earthquakes is massive and much greater than our spot tornadoes or large storms, large winter storms might have more specific on that, but the finance community really knows how to handle that one question from my experience.

Rich Chien:
Yeah.  I agree with what you’re saying, Jeremy, and check with bond counsel.  I know we did have some questions about that when we were developing our program.  I hadn’t thought about it in a while, so I’d have to go back and look at some stuff.  Happy to follow up with anyone who is interested.

Molly Lunn:
Great.  Thanks so much.  Well, wanting to be respectful of everyone’s time, I think we should probably wrap things up here.  But, again, thank you so much to all of our wonderful speakers and also to all of you for attending our session today.

Again, we’ll be sure to send around the slides following today’s webinar.  And if your questions weren’t answered today, I’m sorry we didn’t get to them, but we will be sure to follow up with you and get you answers on your questions.

So thanks very much and hope that you all have a wonderful afternoon.

Genevieve Sherman:
Thank you.

[End of Audio]
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