CITY OF LONG BEACH R-15

OFFICE OF THE CITY MANAGER

333 West Ocean Boulevard ¢ Long Beach, CA 90802 e (562)570-6711 FAX(562) 570-7650

May 21, 2019

HONORABLE MAYOR AND CITY COUNCIL
City of Long Beach
California

RECOMMENDATION:

Adopt a Resolution authorizing the City to join the CaliforniaFirst Program; authorizing the
California Statewide Communities Development Authority to accept applications from
residential property owners, conduct contractual assessment proceedings, and levy
contractual assessments within the City’s jurisdiction, and authorizing related actions;

Adopt a Resolution authorizing the City to join the Energy Efficiency Equity (E3) Program;
authorizing the California Municipal Finance Authority to accept applications from
residential property owners, conduct contractual assessment proceedings and levy
contractual assessments within the City’s jurisdiction, and authorizing related actions;

Adopt a Resolution authorizing the City to join the Ygrene Program; consenting to inclusion
of residential properties within the City’s jurisdiction in the Golden State Finance Authority
Clean Energy Program to finance renewable energy generation, energy and water
efficiency improvements, electric vehicle charging infrastructure, and other authorized
improvements; and,

Adopt a Resolution authorizing the City to join the Ygrene Program; consenting to the
inclusion of residential properties within the City’s jurisdiction in the Golden State Finance
Authority Community Facilities District No. 2014-1 (Clean Energy) to finance renewable
energy improvements, electric vehicle charging infrastructure, and other authorized -
improvements. (Citywide)

DISCUSSION

Property Assessed Clean Energy (PACE) is a way to finance energy efficiency, renewable
energy, and water conservation upgrades to buildings. PACE can pay for new heating and
cooling systems, lighting improvements, solar panels, water pumps, insulation, among other
things.

The PACE financing mechanism addresses some of the barriers that may prevent property
owners from implementing a greater number of energy efficiency, water efficiency, and
renewable energy projects. First, it eliminates the need for property owners to pay out-of-pocket,
up-front costs for improvements. Second, it establishes a lien obligation that is attached to the
property and not the individual borrower. Property owner participation in PACE programs is
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completely voluntary. Participating property owners repay the cost of the improvements through
an assessment levied against their property, payable in semi-annual installments on property tax
bills, with a lien filed against the property as security. In turn, government jurisdictions such as
cities, counties, or joint powers authorities issue municipal bonds backed by the assessments.
This financing method places the repayment of the loan in first position ahead of repayment of a
mortgage, as it is part of the property tax bills. Interest rates and APR tend to be significantly
higher than for more traditional forms of home improvement loans. Sample interest rates for
Residential PACE providers are provided in Attachment A. For example, one of the companies
charges up to 12.3% APR for a five year loan when fees are financed as part of a 8.2 % interest
rate. Staff continue to have equity concerns regarding this financing method, as populations with
lower levels of financial literacy often do not understand their choices of financial lending option
or the higher fees and APR associated with Residential PACE financing.

PACE programs exist for both residential properties and commercial properties. There are some
key differences between Commercial PACE and Residential PACE programs, which have
resulted in different rates of adoption and implementation across the United States. The key
difference between these two is that Commercial PACE is for properties that generate income
from lease payments or revenues from businesses occupying those properties. Residential
PACE is for homeowners to finance energy efficiency, renewable energy, and other eligible
improvements on their homes.

Current AB 811 PACE Involvement

Assembly Bill 811 (AB 811) was approved by the State Legislature and signed by the Governor
on July 21, 2008. AB 811 and its amendments authorize local governments to provide financing
to qualified property owners for the installation of energy and water efficiency improvements, as
well as rooftop solar and other renewable energy installations.

On June 22, 2010, the City Council adopted a Resolution authorizing participation in the Los
Angeles County Clean Energy Program, which has since been renamed as L.A. County PACE.
The City of Long Beach (City) is participating in both L.A. County’s Residential and Commercial
PACE programs. Long Beach homeowners may work with one of two L.A. County-approved
residential PACE programs: PACEFunding and HERO. Until 2015, L.A. County PACE was the
only PACE program authorized to operate in Long Beach.

On April 7, 2015, the City Council adopted a Resolution authorizing participation in three
Commercial PACE programs: Figtree PACE, CaliforniaFIRST, and California HERO. For these
Commercial PACE programs, PACE-installed improvements are financed by the issuance of
bonds by the California Statewide Communities Development Authority (CSCDA), California
Enterprise Development Authority (CEDA), or Western Riverside Council of Governments
(WRCOG).

On April 5, 2016, the City Council adopted a Resolution consenting to inclusion of commercial,
industrial, and agricultural properties within the City’s jurisdiction in the California Home Finance
Authority, which has since been renamed as Golden State Finance Authority (GFSA), PACE
Program.
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On September 18, 2018, the City Council adopted a Resolution authorizing participation in three
additional Commercial PACE programs: CounterpointeSRE, CleanFund Commercial PACE
Capital, and Petros PACE Finance. These additional commercial PACE programs are operated
by the CSCDA and were authorized to provide more choice for consumers and inject competition
into the marketplace.

On January 22, 2019, the City Council requested the City Manager and City Attorney to prepare
a report on the state of residential Property Assessed Clean Energy (PACE) programs in
California, including impacts of recent state legislation and existing programs in Long Beach.

Residential PACE Providers

As previously communicated to the City Council via memorandum on March 21, 2019
(Attachment B), historically, staff have not recommended Residential PACE providers as there
had been concerns with sufficient underwriting and financial qualification standards for
residential projects compared with commercial projects. Unlike traditional lenders, most PACE
programs did not use traditional indicators, such as debt-to-income ratios or FICO credit scores,
to evaluate a property owner's ability to repay; instead, they evaluated the value of the property
in relation to the size of the lien. PACE becomes the senior lien on the property, meaning failure
to pay allows bondholders to seek foreclosure. Most PACE programs relied on contractors to
generate demand for financing and some contractors could possibly encourage property owners
to seek financing for improvements that they cannot afford, potentially resulting in foreclosure.
These risks were especially magnified for homeowners with low financial literacy.

There have been approximately 1,795 commercial projects, and 220,000 home upgrades
financed by PACE in California, including at least 1,742 home upgrades in Long Beach. Of the
220,000 home upgrades financed by PACE in California, staff found no evidence that a PACE
provider has ever initiated foreclosure proceedings likely due to the significant repercussions
associated with foreclosure due to a smaller loan for energy-efficiency purposes. Also, the rate
of default for homes with PACE financing remains lower than the rest of the market in California.

Currently, the only two Residential PACE programs allowed to operate in Long Beach are
PACEFunding and HERO, as sponsored by L.A. County PACE. I[f residential property owners
choose to participate in these programs, the installed improvements are financed by the
issuance of bonds by L.A. County. The bonds are secured by a voluntary contractual
assessment levied on the owner's commercial property, with no recourse to participating
jurisdictions. Residential property owners who wish to participate in PACE agree to repay the
amount borrowed through the voluntary contractual assessment collected together with their
property taxes.

Excluding the PACEFunding and HERO programs, there are three additional Residential PACE
programs operating in California. They are:

e CaliforniaFirst, as sponsored by CSCDA;

e Energy Efficient Equity, or E3, as sponsored by CMFA; and,

e Ygrene, as sponsored by GSFA.
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These additional Residential PACE programs are sponsored by statewide Joint Powers
Authorities (JPAs), including the CSCDA, CMFA, and GSFA. The City is already a member of
each of these JPAs. For these Residential PACE programs, the improvements installed on an
owner’s residential property would be financed by the issuance of bonds from each program’s
sponsoring JPA.

Authorization of these programs will not conflict with the L.A. County PACE or the seven
previously City Council-adopted Commercial PACE programs operating in Long Beach. For
these programs, the City has no administrative duties or financial commitments. The City can
withdraw from these programs at any time by passing a Resolution rescinding the authorization.

Ygrene and Senate Bill 555 (SB 555)

The Ygrene program, as sponsored by GSFA, is the only one of six Residential PACE programs
in California that can operate under the legislative authority of two separate California PACE
laws. In addition to AB 811, which all other programs solely operate under, the Ygrene program
can also operate under Senate Bill 555 (SB 555).

SB 555 amended the Mello-Roos Community Facilities Act, set forth in sections 53311 through
53368.3 of the California Government Code, particularly in accordance with sections 53313.5(1)
and 53328.1(a) (Mello-Roos Act), to allow for the creation of Community Facilities Districts
(CFDs) for the purpose of financing or refinancing the acquisition, installation, and improvement
of energy efficiency, water conservation, renewable energy, and electric vehicle charging
infrastructure improvements permanently affixed to private or publicly-owned real property.

The Ygrene program operates with these two financing options so that when market conditions,
consumer demand, and/or legislative changes affect one PACE option more than another, they
have the flexibility to offer the option that best supports the GSFA vision of service without any
interruption to participating counties and cities and their property owners.

The City Council previously adopted a Resolution authorizing commercial, industrial, and
agricultural property participation in the Ygrene PACE program under SB 555. On April 5, 2016,
the City Council adopted a Resolution consenting to the inclusion of commercial, industrial, and
agricultural properties within the City’s jurisdiction in the California Home Finance Authority,
since renamed GSFA, Community Facilities District No. 2014-1 (Clean Energy) to finance
renewable energy improvements, energy efflcnency and water conservation improvements, and
electric vehicle charging infrastructure.

To authorize residential property participation in Ygrene under SB 555, in addition to the AB 811
financing option, a Resolution adopted by the City Council is required. As with the AB 811
Residential PACE financing option, authorization of the SB 555 Residential PACE financing
option will not conflict with the L.A. County PACE or the seven previously City Council-adopted
Commercial PACE programs operating in Long Beach. For this program, the City has no
administrative duties or financial commitments. The City can withdraw from this program at any
time by passing a Resolution rescinding the authorization.
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SUSTAINABILITY

Long Beach's Sustainable City Action Plan, which was approved by the City Council on February
2, 2010, includes goals to facilitate the development of at least eight megawatts of solar energy
within the community by 2020, reduce community electricity use by 15 percent, and achieve a 20
percent demand reduction in per capita water use by 2020. Adopting a Resolution to opt into an
additional Residential PACE program enables the City to offer a vehicle for meeting or
approaching these goals.

This matter was reviewed by Deputy City Attorney Taylor M. Anderson on April 17, 2019 and by
Budget Analysis Officer Julissa José-Murray on April 16, 2019.

TIMING CONSIDERATIONS

City Council action is requested on May 21, 2019, to allow Long Beach residential property
owners to take advantage of the four programs as soon as possible.

FISCAL IMPACT

The recommended PACE programs do not require the use of City funds. This recommendation
is not expected to require additional staff hours beyond the normal budgeted scope of duties and
is consistent with existing City Council priorities. There is no local job impact associated with this
recommendation.

SUGGESTED ACTION:
Approve recommendation.
Respectfully submitted,

ATRICK H. WEST
ITY MANAGER

Attachments:  Resolutions (4)
A - Sample Interest Rates and APR for Residential PACE Providers
B — TFF re Residential PACE Consumer Protections
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RESOLUTION NO.

A RESOLUTION OF THE CITY COUNCIL OF THE
CITY OF LONG BEACH AUTHORIZING THE CITY TO
JOIN THE CALIFORNIAFIRST PROGRAM; AUTHORIZING
THE CALIFORNIA STATEWIDE COMMUNITIES
DEVELOPMENT AUTHORITY T0 ACCEPT
APPLICATIONS FROM PROPERTY OWNERS, CONDUCT
CONTRACTUAL ASSESSMENT PROCEEDINGS AND
LEVY CONTRACTUAL ASSESSMENTS WITHIN THE
JURISDICTION OF THE CITY; AND AUTHORIZING
RELATED ACTIONS

WHEREAS, the California Statewide Communities Development Authority
(the “Authority”) is a joint exercise of powers authority, the members of which include
numerous cities and counties in the State of California, including the City of Long Beach
(the “City”); and

WHEREAS, the Authority is implementing Property Assessed Clean Energy
(PACE) programs, which it has designated CSCDA Open PACE, consisting of CSCDA
Open PACE programs each administered by a separate program administrator
(collectively with any successors, assigns, replacements or additions, the “Programs”), to
allow the financing or refinancing of renewable energy, energy efficiency, water efficiency
and seismic strengthening improvements, elecfric vehicle charging infrastructure and
such other improvements, infrasiructure or other work as may be authorized by law from
time to time (collectively, the “Improvements”) through the levy of contractual
assessments pursuant to Chapter 29 of Division 7 of the Streets & Highways Code
(“Chapter 29”) within counties and cities throughout the State of California that consent to

the inclusion of properties within their respective territories in the Programs and the

1

TMA:db A19-02351
01017371.DOC




OFFICE OF THE CITY ATTORNEY

CHARLES PARKIN, City Attorney
333 West Ocean Boulevard, 11th Floor

Long Beach, CA 90802-4664

O ©OW 0o N o o0 AW DN -

N N N N N N N DN ey wd  md  ed  ed e e e
o N O o b~AOWDN A O W 00O N OO 060NN -

issuance of bonds from time to time; and

WHEREAS, the program administrators currently active in administering
Programs are the PACE Funding Group LLC, CaliforniaFirst (Renew Financial Group
LLC), CleanFund Commercial PACE Capital and Petros PACE Finance and the Authority
will notify the City in advance of any additions or changes; and

WHEREAS, Chapter 29 provides that assessments may be levied under its
provisions only with the free and willing consent of the owner or owners of each lot or
parcel on which an assessment is levied at the time the assessment is levied; and

WHEREAS, the City desires to allow the owners of property (“Participating
Property Owners”) within its territory to participate in the Programs and to allow the
Authority to conduct assessment proceedings under Chapter 29 within its territory and to
issue bonds to finance or refinance Improvements; and

WHEREAS, the territory within which assessments may be levied for the
Programs shall include all of the territory within the City’s official boundaries; and

WHEREAS, the Authority will conduct all assessment proceedings under
Chapter 29 for the Programs and issue any bonds issued in connection with the
Programs; and

WHEREAS, ‘the City will not be responsible for the conduct of any
assessment proceedings; the levy of assessments; any required remedial action in the
case of delinquencies in such assessment payments; or the issuance, sale or
administration of any bonds issued in connection with the Programs;

NOW, THEREFORE, the City Council of the City of Long Beach resolves as
follows:

Section 1. This City Council hereby finds and declares that properties in
the territory of the City will benefit from the availability of the Programs within the territory
of the City and, pursuant thereto, the conduct of special assessment proceedings by the
Authority pursuant to Chapter 29 and the issuance of bonds to finance or refinance

Improvements.

TMA:db A19-02351
01017371.00C
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Section 2. In connection with the Programs, the City hereby consents to
the conduct of special assessment proceedings by the Authority pursuant to Chapter 29
on any property within the territory of the City and the issuance of bonds to finance or
refinance Improvements; provided, that

A. The Participating Property Owners, who shall be the legal owners of

such property, execute a contract pursuant to Chapter 29 and comply with other
applicable provisions of California law in order to accomplish the valid levy of
assessments; and

B. The City will not be responsible for the conduct of any assessment

proceedings; the levy of assessments; any required remedial action in the case of
delinquencies in such assessment payments;, or the issuance, sale or
administration of any bonds issued in connection with the Programs.

Section 3.  The appropriate officials and staff of the City are hereby
authorized and directed to make applications for the Programs available to all property
owners who wish to finance or refinance Improvements; provided, that the Authority shall
be responsible for providing such applications and related materials at its own expense.
The following staff persons, together with any other staff persons chosen by the City
Manager from time to time, are hereby designated as the contact persons for the
Authority in connection with the Programs: Larry Rich, Sustainability Coordinator, 562-
570-5839, larry.rich@longbeach.gov. |

Section 4. The appropriate officials and staff of the City are hereby
authorized and directed to execute and deliver such certificates, requisitions, agreements
and related documents as are reasonably required by the Authority to implement the
Programs.

Section 5. The City Council hereby finds that adoption of this Resolution
is not a “project” under the California Environmental Quality Act, because the Resolution
does not involve any commitment to a specific project which may result in a potentially

significant physical impact on the environment, as contemplated by Title 14, California

3
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Code of Regulations, Section 156378(b)(4).

Section 6.  The City Clerk is hereby authorized and directed to transmit a
is hereby authorized and directed to transmit a certified copy of this resolution to the
Secretary of the Authority at: Secretary of the Board, California Statewide Communities
Development Authority, 1400 K Street, Sacramento, CA 95814.

4 Section 7. This Resolution shall take effect immediately upon its
adoption by the City Council, and the City Clerk shall certify the vote adopting this
resolution.

| hereby certify that the foregoing resolution was adopted by the City
Council of the City of Long Beach at its meeting of , 20 by the

following vote:

Ayes: Councilmembers:
Noes; Councilmembers:
Absent: Councilmembers:

City Clerk

TMA:db A19-02351
01017371.D0C
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RESOLUTION NO.

A RESOLUTION OF THE CITY COUNCIL OF THE
CITY OF LONG BEACH AUTHORIZING THE CITY TO
JOIN THE ENERGY EFFICIENCY EQUITY (E3)
PROGRAM; AUTHORIZING THE CALIFORNIA MUNICIPAL
FINANCE AUTHORITY TO ACCEPT APPLICATIONS
FROM RESIDENTIAL PROPERTY OWNERS, CONDUCT
CONTRACTUAL ASSESSMENT PROCEEDINGS AND
LEVY CONTRACTUAL ASSESSMENTS WITHIN THE
JURISDICTION OF THE CITY OF LONG BEACH; AND,
AUTHORIZING RELATED ACTIONS

WHEREAS, the California Municipal Finance Authority (the “Authority”) is a
joint exercise of powers authority, the members of which include numerous cities and
counties in the State of California, including the City of Long Beach (the “City); and

WHEREAS, the Authority is implementing Property Assessed Clean Energy
(PACE) programs, which it has designated CMFA Open PACE, consisting of CMFA
Open PACE programs each administered by a separate program administrator
(collectively with any successors, assigns, replacements or additions, the “Programs”),_to
allow the financing or refinancing of renewable energy, energy efficiency, water efficiency
and seismic strengthening improvements, electric vehicle charging infrastructure and
such other improvements, infrastructure or other work as may be authorized by law from
time to time (collectively, the “Improvements”) through the levy of contractual
assessments pursuant to Chapter 29 of Division 7 of the Streets & Highways Code
(“Chapter 29”) within counties and cities throughout the State of California that consent to
the inclusion of properties within their respective territories in the Programs and the

issuance of bonds from time to time; and

TMA:db A19-02351
01014466.D00C
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WHEREAS, the program administrator currently active in administering the
Residential PACE Program is Energy Efficient Equity, Inc.;

WHEREAS, Chapter 29 provides that assessments may be levied under its
provisions only with the free and willing consent of the owner or owners of each lot or
parcel on which an assessment is levied at the time the assessment is levied; and

WHEREAS, the City desires to allow the owners of property (“Participating
Property Owners”) within its territory to participate in the Programs and to allow the
Authority to conduct assessment proceedings under Chapter 29 within its territory and to
issue bonds to finance or refinance Improvements; and

WHEREAS, the territory within which assessments may be levied for the
Programs shall include all of the territory within the City’s official boundaries; and

WHEREAS, the Authority will conduct all assessment proceedings under
Chapter 29 for the Programs and issue any bonds issued in connection with the
Programs; and

WHEREAS, the City will not be responsible for the conduct of any
assessment proceedings; the levy of assessments; any required remedial action in the
case of delinquencies in such assessment payments; or the issuance, sale,
administration repayment or guarantee of any bonds issued in connection with the
Programs;

NOW, THEREFORE, the City Council of the City of Long Beach resolves as
follows:

Section 1. This City Council hereby finds and declares that properties in
the territory of the City will benefit from the availability of the Programs within the territory
of the City and, pursuant thereto, the conduct of special assessment proceedings by the
Authority pursuant to Chapter 29 and the issuance of bonds to finance or refinance
Improvements.

Section 2. In connection with the Programs, the City hereby consents to

the conduct of special assessment proceedings by the Authority pursuant to Chapter 29

2
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on any property within the territory of the City and the issuance of bonds to finance or
refinance Improvements; provided, that

A. The Participating Property Owners, who shall be the legal owners of

such property, execute a contract pursuant to Chapter 29 and comply with other
applicable provisions of California law in order to accomplish the valid levy of
assessments; and

B. The City will not be responsible for the conduct of any assessment

proceedings; the levy of assessments; any required remedial action in the case of
delinquencies in such assessment payments; or the issuance, sale, administration,
repayment or guarantee of any bonds issued in connection with the Programs.

Section 3. The appropriate officials and staff of the City are hereby
authorized and directed to make applications for the Programs available to all property
owners who wish to finance or refinance Improvements; provided, that the Authority shall
be responsible for providing such applications and related materials at its own expense.
The following staff persons, together with any other staff persons chosen by the Mayor or
City Manager of the City from time to time, are hereby designated as the contact persons
for the Authority in connection with the Programs: Larry Rich, Sustainability Coordinator,
562-570-5839, larry.rich@longbeach.gov.

Section4. The appropriate officials and staff of the City are hereby
authorized and directed to execute and deliver such certificates, requisitions, agreements
and related documents as are reasonably required by the Authority to implement the
Programs.

Section 5.  The City Council hereby finds that adoption of this Resolution
is not a “project” under the California Environmental Quality Act, because the Resolution
does not involve any commitment to a specific project which may result in a potentially
significant physical impact on the environment, as contemplated by Title 14, California
Code of Regulations, Section 15378(b)(4)).

7
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Section 6. The City may withdraw from the Programs or any Program
upoﬁ six (6) months written notice to the Authority. The City may withdraw its consent
and approval for the conduct of special assessment proceedings by any specific program
administrator under a Program within the jurisdictional limits of the City upon thirty (30)
days written notice to the Authority without (a) liability to the Authority or any affiliated
entity, and (b) withdrawing its consent and approval for ’the conduct of special
assessment proceedings by any other program administrators under the other Programs.
The City’s withdrawal from any Program shall not affect the validity of any voluntary
assessment contract entered into prior to the date of such withdrawal or entered into after
the date of such withdrawal so long as the application for such voluntary assessment
contfact was submitted to and approved by the Authority prior to the date of the City's
notice of withdrawal.

Section 7.  The City Clerk is hereby authorized and directed to transmit a
certified copy of this resolution to the Financial Advisor of the Authority at: California
Municipal Finance Authority, 2111 Palomar Airport Road, Suite 320, Carlsbad, California
92011, Attn; Travis Cooper.

Section 8.  This resolution shall take effect immediately upon its adoption
by the City Council, and the City Clerk shall certify the vote adopting this resolution.

i
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i
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| hereby certify that the foregoing resolution was adopted by the City
Council of the City of Long Beach at its meeting of , 20 by the

following vote:

Ayes: Councilmembers:
Noes: Councilmembers:
Absent: Councilmembers:

City Clerk
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RESOLUTION NO.

A RESOLUTION OF THE CITY COUNCIL OF THE
CITY OF LONG BEACH AUTHORIZING THE CITY TO
JOIN THE YGRENE PROGRAM; CONSENTING TO
INCLUSION OF RESIDENTIAL PROPERTIES WITHIN THE
CITY’'S JURISDICTION IN THE GOLDEN STATE FINANCE
AUTHORITY CLEAN ENERGY (PACE) PROGRAM TO
FINANCE RENEWABLE ENERGY  GENERATION,
ENERGY AND WATER EFFICIENCY IMPROVEMENTS,
ELECTRIC VEHICLE CHARGING INFRASTRUCTURE,
AND OTHER AUTHORIZED IMPROVEMENTS

WHEREAS, the Golden State Finance Authority, formerly known as the
California Home Finance Authority, (“Authority”) is a joint exercise of powers authority
established pursuant to Chapter 5 of Division 7, Title 1 of the Government Code of the
State of California (Section 6500 et seq.) (the “Act”) and the Joint Power Agreement
entered into on July 1, 1993, as amended from time to time (the “Authority JPA”); and

WHEREAS, Authority has established a property-assessed clean energy
(“PACE”) Program (the “Authority PACE Program”) to provide for the financing of
renewable energy generation, energy and water efficiency improvements, electric vehicle
charging infrastructure, and other improvements (the “Improvements”) pursuant to
Chapter 29 of the Improvement Bond Act of 1911, being Division 7 of the California
Streats and Highways Code (“Chapter 29”) within counties and cities throughout the
State of California that elect to participate in such program; and

WHEREAS, City of Long Beach (the “City”) is committed to development of
renewable energy generation and energy and water efficiency improvements, reduction

of greenhouse gases, and protection of the environment; and

1
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WHEREAS, in Chapter 29, the Legislature has authorized cities and
counties to assist property owners in financing the cost of installing Improvements
thrqggh a voluntary contractual assessment program; and

WHEREAS, the City desires to allow the owners of certain types of
properties (“Participating Property Owners”) within the jurisdiction of the City to
participate in the Authority PACE Program, and to allow the Authority to conduct
assessment proceedings under Chapter 29 within the City's jurisdiction and to issue
bonds to finance the Improvements; and

WHEREAS, installation of such Improvements by property owners within
the jurisdictional boundaries of the counties and cities that are participating in the
Authority PACE Program would promote the purposes cited above; and

WHEREAS, on April 5, 2016, the City Council approved a resolution
consenting to inclusion of commercial, industrial and agricultural properties within the
City’s jurisdiction in the Authority’s Property Assessed Clean Energy Program (PACE) to
finance renewable energy generation energy and water efficiency improvements and
electrical vehicle charging infrastructure and Associate Membership in the related JPA
(Resolution No. RES-16-0031).

WHEREAS, the City desires to expand the program to include residential
properties as well as commercial, industrial, and agricultural properties within the City’s
jurisdiction in the Authority’s PACE program; and

WHEREAS, the City will not be responsible for the conduct of any
assessment proceedings; the levy and collection of assessments or any required
remedial action in the case of delinquencies in the payment of any assessments, or the
issuance, sale or administration of any bonds issued in connection with the Authority
PACE Program.

NOW, THEREFORE, the City Council of the City of Long Beach resolves as
follows:

Section 1. This City Council finds and declares that residential as well as
2
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commercial, industrial, and agricultural properties (“Participating Parcels”) in the City's
incorporated area will benefit from the availability of the Authority PACE Program to
finance the installation of the Improvements. Participating Parcels consist of residential,
commercial (including multifamily properties consisting of five (5) or more units),
industrial, and agricultural properties.

Section 2.  This City Council consents to inclusion in the Authority PACE
Program of all of Participating Parcels in the jurisdictional boundaries of the City and to
the improvements, upon the request by and voluntary agreement of owners of such
properties, in compliance with the laws, rules and regulations applicable to such program;
and to the assumption of jurisdiction thereover by Authority for the purposes thereof.

Section 3. The consent of this City Council constitutes assent to the
assumption of jurisdiction by Authority for all purposes of the Authority PACE Program
and authorizes Authority, upon satisfaction of the conditions imposed in this resolution, to
take each and every step required for or suitable for financing the Improvements,
including the levying, collecting and enforcement of the contractual assessments to
finance the Improvements and the issuance and enforcement of bonds to represent such
contractual assessments.

Section4. City staff is authorized 'and directed to coordinate with
Authority staff to facilitate operation of the Authority PACE Program within the City, and
report back periodically to this City Council on the success of such program.

Section 5. This resolution shall take effect immediately upon its adoptibn
by the City Council, and the City Clerk shall certify the vote adopting this resolution.
7
7
7
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| hereby certify that the foregoing resolution was adopted by the City
Council of the City of Long Beach at its meeting of , 20 by the

following vote:

Ayes: Councilmembers:
Noes;: Councilmembers:
Absent: Councilmemibers:

City Clerk
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RESOLUTION NO.

A RESOLUTION OF THE CITY COUNCIL OF THE
CITY OF LONG BEACH AUTHORIZING THE CITY TO
JOIN THE YGRENE PROGRAM; CONSENTING TO THE
INCLUSION OF RESIDENTIAL PROPERTIES WITHIN THE
CITY’S JURISDICTION IN THE GOLDEN STATE FINANCE
AUTHORITY COMMUNITY FACILITIES DISTRICT NO.
2014-1 (CLEAN ENERGY) TO FINANCE RENEWABLE
ENERGY IMPROVEMENTS, ELECTRIC VEHICLE
CHARGING INFRASTRUCTURE, AND OTHER
AUTHORIZED IMPROVEMENTS

WHEREAS, the Golden State Finance Authority, formerly known as the
California Home Finance Authority, a California joint powers authority, (the “Authority”)
has established the Community Facilities District No. 2014-1 (Clean Energy) in
accordance with the Mello-Roos Community Facilities Act, set forth in sections 53311
through 53368.3 of the California Government Code (the “Act”) and particularly in
accordance with sections 53313.5(I) and 53328.1(a) (the “District”); and

WHEREAS, the purpose of the District is to finance or refinance (including
the payment of interest) the acquisition, installation, and improvement of energy
efficiency, water conservation, renewable energy, electric vehicle charging infrastructure,
and other authorized improvements permanently affixed to private or publicly-owned real
property (the “Authorized Improvements”); and

WHEREAS, 'the City of Long Beach (the “City”) is committed to
development of renewable energy generation and energy efficiency improvements,
reduction of greenhouse gases, and protection of the environment; and

WHEREAS, in the Act, the Legislature has authorized a parcel within the
1
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territory of the District to annex to the District and be subject to the special tax levy of the
District only (i) if the city or county within which the parcel is located has consented, by
the adoption of a resolution by the applicable city council or county board of supervisors,
to the inclusion of parcels within its boundaries in the District and (ii) with the unanimous
written abproval of the owner or owners of the parcel when it is annexed (the “Unanimous
Approval Agreement”), which, as provided in section 53329.6 of the Act, shall constitute
the election required by the California Constitution; and

WHEREAS, on April 5, 2016, the City Council (Council) approved a
resolution consenting to the inclusion of commercial, industrial, and agricultural properties
within the City’s jurisdiction in the Authority’s Community Facilities District No. 2014-1
(Clean Energy) to finance renewable energy improvements, energy efficiency and water
conservation improvements, and electrical vehicle charging infrastructure, and approving
related Associate Membership in the Joint Exercise of Powers Authority (JPA)
(Resolution No. RES-16-0030); and

WHEREAS, the City desires to expand the program to include the owners
of residential property as well as the owners of commercial, industrial, and agricultural
properties  ("Participating Property Owners") within the jurisdiction of the City to
participate in the District and to allow Authority to finance the costs of Authorized
Improvements within the City's jurisdiction; and

WHEREAS, the City will not be responsible for the conduct of any special
tax proceedings, the levy and collection of special taxes, or any required remedial action
in the case of delinquencies in the payment of any special taxes in connection with the
District.

NOW, THEREFORE, the City Council of the City of Long Beach resolves as
follows:

Section 1. This City Council finds and declares that residential as well as
commercial, industrial, and agricultural properties ("Participating Parcels") in the City’s

incorporated area will be benefited by the availability of the Authority CFD No. 2014-1
2
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(Clean Energy) to finance the installation of the Authorized Improvements. Participating
Parcels consist of residential, commercial (including multi-family properties consisting of
five (5) or more units), industrial, and agriculture properties.

Section 2.  This City Council consents to inclusion in the Authority CFD
No.:’2014—1 (Clean Energy) of all of the Participating Parcels in the incorporated area
within the City and to the Authorized Improvements, upon the request of and execution of
the Unanimous Approval Agreement by the owners of such Participating Properties
when such properties are annexed, in compliance with the laws, rules and regulations
applicable to such program; and to the assumption of jurisdiction thereover by Authority
for the purposes thereof.

Section 3.  The consent of this City Council constitutes assent to the
assumption of jurisdiction by Authority for all purposes of the Authority CFD No. 2014-1
(CIean Energy) and authorizes Authority, upon satisfaction of the conditions imposed in
this resolution, to take each and every step required for or suitable for financing the
Authorized Improvements.

Section4. City staff is authorized and directed to coordinate with
Authority staff to facilitate operation of the Authority CFD No. 2014-1 (Clean Energy)
within the City, and report back periodically to this City Council on the success of such
program.

Section 5. This Resolution shall take effect immediately upon its
adoption by the City Council, and the City Clerk shall certify the vote adopting this
resolution.

I
1
7
1
7
7
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I hereby certify that the foregoing resolution was adopted by the City
Council of the City of Long Beach at its meeting of , 20 by the

following vote:

Ayes: Councilmembers:
Noes: Councilmembers:
Absent: Councilmembers:

City Clerk
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ATTACHMENT A

ENERGY
EFFICIENT
EQUITY INC.

Residential Terms, APR and Fees

2019
5Yr:

interest Rate: 5.99%
@ Program Fees: 6.99%
o Initial Admin Fee (5.58%) - 1 time
o Recording Fee ($240) - 1 time
o Admin Expenses (595 first year then adjusts based on requirements) - Annual
o Reserve Deposit (0.27%) - 1 time

10Yr:
Interest Rate: 6.49%
Program Fees: 6.99%
o Initial Admin Fee (5.58%) - 1 time
o Recording Fee (5240) - 1 time
o Admin Expenses (595 first year then adjusts based on requirements) - Annual
O Reserve Deposit (0.27%) - 1 time
15Yr:

@ Interest Rate: 6.99%
@ Program Fees; 6.99%
o Initial Admin Fee (5.58%) - 1 time
o0 Recording Fee {$240) - 1 time A
o Admin Expenses ($95 first year then adjusts based on requirements) - Annual
o Reserve Deposit (0.27%) - 1 time
20-30Yr: '

® |nterest Rate: 7.49%
e Program Fees: 6.99%
o Initial Admin Fee (5.58%) - 1 time
o0 Recording Fee ($240) - 1 time
o Admin Expenses ($95 first year then adjusts based on requirements) - Annual
o Reserve Deposit (0.27%) - 1 time

Energy Efficient Equity Inc.
111211 Santa Monica Blvd, Suite 950, Los Angeles, CA goo2s
(844) 622-5533



5Yr:

10Yr:

15Yr:

20Yr:

25Yr:

CaliforniaFIRST Residential Terms,
Interest Rate/APR and Fee Structure
(Sample project funded on June 14, 2019)

Interest Rate: 8.19% APR: 12.33%
Program Fees: 6.4%

o}

(e]
(o]
o]

Initial Admin Fee (1.5%) - 1 time

Recording Fee ($94) - 1 time

Admin Expenses (~$50 first year then adjusts based on requirements) - Annual
Reserve Deposit (0.1%) - 1 time

Interest Rate: 8.29% APR: 10.86%
Program Fees: 6.4%

(@]

]
(¢]
(o]

Initial Admin Fee (1.5%) - 1 time

Recording Fee ($94) - 1 time

Admin Expenses (~$50 first year then adjusts based on requirements) - Annual
Reserve Deposit (0.1%) - 1 time

Interest Rate: 8.39%. APR 10.33%
Program Fees: 6.4%

o}

o
o
(o]

Initial Admin Fee (1.5%) - 1 time

Recording Fee (594) - 1 time

Admin Expenses (~$50 first year then adjusts based on requirements) - Annual
Reserve Deposit (0.1%) - 1 time

Interest Rate: 8.49% APR 10.10%
Program Fees: 6.4%

o]

o O O

Initial Admin Fee (1.5%) - 1 time

Recording Fee (594} - 1 time :

Admin Expenses (~$50 first year then adjusts based on requirements) - Annual
Reserve Deposit (0.1%) - 1 time

Interest Rate: 8.49% APR 9.9%
Program Fees: 6.4%

o
o

Initial Admin Fee (1.5%) - 1 time
Recording Fee ($94) - 1 time



o Admin Expenses (~$50 first year then adjusts based on requirements) - Annual
O Reserve Deposit (0.1%) - 1 time
30Yr:

e [nterest Rate: 8.49% APR 9.76%

e Program Fees: 6.4%

Initial Admin Fee (1.5%) - 1 time

o Recording Fee ($94) - 1 time

o Admin Expenses (~$50 first year then adjusts based on requirements) - Annual
O Reserve Deposit (0.1%) - 1 time

(o]



Renew Financial (CaliforniaFIRST) Sample Project*

Project Amount $20,000
Date Funded June 14

5Years | 10Years | 15 Years | 20 Years | 25 years | 30 years
Interest Rate 8.19% 8.29% 8.39% 8.49% 8.49% 8.49%
APR 12.33% | 10.86% | 10.33% | 10.10% 9.90% 9.76%

CaliforniaFIRST Fees

Program Fees — 6.4% of Project Cost (Includes Program Administration, Trustee Set-Up Fees,
CDIAC Filing Fees, Program Origination, Bond Council, Program Sponsor, and Special Tax

Administrator)

Lien recordation — Varies by County
Upfront administration fee - $35

Bond Reserve - .25% of Bond Amount

Annual Administration Expenses - ~$50

*Note- This chart does not include Rate Choice Options




GSFA/Ygrene
Terms, Residential Interest Rates/APR and Program Fees 2019

Project Assumptions:

Project Amount - $25,000

Funding Date — July 1%t

No Flex Rate (Seller’s Points) or SelectRate (Buyer’s Points) Options
Rates & Fees as of March 7, 2019

5 Year* Term:

e Interest Rate: 7.25%; APR: 10.59%
e Total Program Fees: $1714 (assuming $25,000 project cost; see above) (one-time
program fees are 6.856% of $25,000 project cost)

o 0O 0O O 0 O

Application Fee - none

Processing & Underwriting Fee - ($250)

Recording & Disbursement Fee - ($250)

Title & Escrow Fee — ($214)

Cost Recovery (1% of project cost; minimum $100) ~ ($250)
Origination Fee (3% of project cost) — ($750)

(*The 5 year term is being phased out.)

10 Year Term:

e Interest Rate: 7.99%; APR: 10.1565%
e Total Program Fees: $1714 (assuming $25,000 project cost; see above) (one-time
program fees are 6.856% of $25,000 project cost) ‘

e}

O 0O O O O

15 Year Term:

Application Fee - none

Processing & Underwriting Fee - ($250)

Recording & Disbursement Fee - ($250)

Title & Escrow Fee — ($214)

Cost Recovery (1% of project cost; minimum $100) — ($250)
Origination Fee (3% of project cost) — ($750)

e Interest Rate: 8.35%; APR 10.036%
e Total Program Fees: $1714 (assuming $25,000 project cost; see above) (one-time
program fees are 6.856% of $25,000 project cost)

(o]

O 0O 0O O ©O

Application Fee - none

Processing & Underwriting Fee - ($250)

Recording & Disbursement Fee - ($250)

Title & Escrow Fee — ($214)

Cost Recovery (1% of project cost; minimum $100) — ($250)
Origination Fee (3% of project cost) — ($750)



GSFA/Ygrene - Terms, Residential Interest Rates/APR and Program Fees 2019

20 Year Term:

e Interest Rate: 8.49%; APR 9.914%
e Total Program Fees: $1714 (assuming $25,000 project cost; see above) (one-time
program fees are 6.856% of $25,000 project cost)

O 0 0O 0 O ©O

25 Year Term:

Application Fee - none

Processing & Underwriting Fee - ($250)

Recording & Disbursement Fee - ($250)

Title & Escrow Fee — ($214)

Cost Recovery (1% of project cost; minimum $100) — ($250)
Origination Fee (3% of project cost) — ($750)

e Interest Rate: 8.49%; APR 9.746%
e Total Program Fees: $1714 (assuming $25,000 project cost; see above) (one-time
program fees are 6.856% of $25,000 project cost)

o O O O O O

30 Year Term:

Application Fee - none

Processing & Underwriting Fee - ($250)

Recording & Disbursement Fee - ($250)

Title & Escrow Fee —~ ($214)

Cost Recovery (1% of project cost; minimum $100) — ($250)
Origination Fee (3% of project cost) — ($750)

e Interest Rate: 8.49%; APR 9.639%
e Total Program Fees: $1714 (assuming $25,000 project cost; see above) (one-time
program fees are 6.856% of $25,000 project cost)

o

O 0O 0 O O

Application Fee - none

Processing & Underwriting Fee - ($250)

Recording & Disbursement Fee - ($250)

Title & Escrow Fee — ($214)

Cost Recovery (1% of project cost; minimum $100) — ($250)
Origination Fee (3% of project cost) — ($750)



Ygrene

Sample Interest Rates and APR

Based on following assumptions:

Project Amount $25,000, Funded date of 7/1, No FlexRate or SelectRate options
selected, Rates & Fees as of 3/7/2019

Project Original Face Annual Monthly
Term Rate APR Payment
Amount Amount Assessment
Factor
5 $ 25000(S 28,624 7.25 1059 | S 7,042.42 2.1%
10 S 25000]$ 28,824 7.99 10.155 | $ 4,302.63 1.2%
15 S 25000fS$ 28,921 8.35 10.036 | $ 3,458.63 1.0%
20 $ 25000]|S% 28,959 8.49 9914 | S 3,064.32 0.9%
25 S 25,000 S 28,959 8.49 9.746 S 2,833.22 0.8%
30 S 25000)S 28,959 8.49 9.639 | S 2,697.84 0.8%
Fees Included for $25,000 Project:
Processing & Underwriting $250
Recording & Disbursement $250
Title & Escrow $214
Cost Recovery (1% of project cost; min $100) $250
Origination (3% of project cost) $750

Total

$1,714




A9, City of Long Beach
g “ 3\ Working Together to Serve Memorandum

Date: March 21, 2019

To: Mayor and Members of the City Council

From: Katrick H. West, City Manager —7_. yze

Subject: Residential Property Assessed Clean Energy (PACE) Consumer Protections

At its January 22, 2019 meeting, the City Council requested the City Manager and City Attorney
to (1) prepare a report on the state of residential Property Assessed Clean Energy (PACE)
programs in California, including impacts of recent state legislation and existing programs in
Long Beach, to be brought back within 45 days; (2) review and bring back for potential adoption
a resolution consenting to the Inclusion of Properties within the City's Incorporated Area in
GSFA Community Facilities District No. 2014-1 (Clean Energy) to Finance Renewable Energy
Generation, Energy Efficiency, Water Conservation and Electric Vehicle Charging Infrastructure
and Other Authorized Improvements; and, (3) review and bring back for potential adoption a
resolution consenting to inclusion of Residential Properties within the City's Incorporated Area
in the GSFA PACE Program to finance renewable energy generation, energy and water
efficiency improvements, electric vehicle charging infrastructure, and other authorized
improvements. This memorandum provides a review of the PACE program.

PACE is a way to finance energy efficiency, renewable energy, and water conservation
upgrades to buildings. PACE can pay for new heating and cooling systems, lighting
improvements, solar panels, water pumps, insulation, among other things. Participation in
PACE programs is completely voluntary.

Assembly Bill 811 (AB 811) was approved by the State Legislature and signed by the Governor
on July 21, 2008. AB 811 and its amendments authorize local governments to provide
financing to qualified property owners for the installation of energy and water efficiency
improvements, as well as rooftop solar and other renewable energy installations. Participating
property owners repay the cost of the improvements through an assessment levied against their
property, payable in semi-annual installments on property tax bills, with a lien filed against the
property as security. In turn, government jurisdictions such as cities, counties, or joint powers
authorities issue municipal bonds backed by the assessments. This method places the
repayment of the loan in first position ahead of repayment of a mortgage to the bank, as it is
part of the property tax bill.

The PACE financing mechanism addresses some of the barriers that may prevent property
owners from implementing a greater number of energy efficiency, water efficiency, and
renewable energy projects. First, it eliminates the need for property owners to pay out-of-
pocket, up-front costs for improvements. Second, it establishes a lien obligation that is
attached to the property and not the individual borrower.

PACE programs exist for both residential properties and commercial properties. There are
some key differences between Commercial PACE and Residential PACE, which has resulted in
different rates of adoption and implementation across the United States. The key difference

ATTACHMENT B



Update on PACE Consumer Protections
March 21, 2019
Page 2

between these two is that Commercial PACE is for properties that generate income from lease
payments or revenues from businesses occupying those properties. Residential PACE is for
homeowners to finance energy efficiency, renewable energy, and other eligible improvements
on their homes. There have been approximately 1,800 commercial projects, and 220,000 home
upgrades financed by PACE in California, including at least 1,742 home upgrades in Long
Beach.

Current PACE Involvement

On June 22, 2010, the City Council adopted a Resolution authorizing participation in the Los
Angeles County Clean Energy Program, which has since been renamed as L.A. County PACE.
The City of Long Beach (City) is participating in both L.A. County's Residential and Commercial
PACE Programs. Long Beach homeowners may work with one of two L.A. County-approved
residential PACE program administrators: PACEFunding and HERO. Until 2015, L.A. County
PACE was the only program authorized to operate in Long Beach.

On April 7, 2015, the City Council adopted a Resolution authorizing participation in three
Commercial PACE programs: Figtree PACE, CaliforniaFIRST, and Califomia HERO.
Authorizing additional PACE programs to operate in Long Beach allowed smaller commercial
projects that were not eligible under the L.A. County PACE Program to be completed. These
Commercial PACE-installed improvements are financed by the issuance of bonds by the
California Statewide Communities Development Authority (CSCDA), California Enterprise
Development Authority (CEDA), or Westem Riverside Council of Governments (WRCOG).

On September 4, 2018, the City Council adopted a Resolution authorizing participation in three
additional Commercial PACE programs: CounterpointeSRE, CleanFund Commercial PACE
Capital, and Petros PACE Finance. These additional commercial PACE programs are operated
by the CSCDA and were authorized to provide more choice for consumers and inject
competition into the marketplace.

Risks

Historically, staff has recommended expanding commercial PACE providers. Staff has not
recommended residential PACE providers be included in these previous expansions as there -
had been concerns about sufficient underwriting and financial qualification standards for
residential projects, as well as the competitiveness of loan pricing and instances where
disadvantaged homeowners unwittingly entered financial agreements they could not afford. For
more information, please see Attachment A.

Unlike traditional lenders, most PACE programs did not use traditional indicators, such as debt-
to-income ratios, or FICO credit scores, to evaluate a property owner's ability to repay. Instead,
they evaluated the value of the property in relation to the size of the lien. PACE becomes the
senior lien on the property, meaning failure to pay allows bondholders to seek foreclosure.
Most PACE programs relied on contractors to generate demand for financing and some
contractors could possibly encourage property owners to seek financing for improvements that
they cannot afford, potentially resulting in foreclosure. These risks were especially magnified
for homeowners with low financial literacy.
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Commercial PACE programs mitigated some of the risks posed by residential PACE programs.
Commercial PACE programs tended to require more engagement from the PACE lender, so it
was not simply the contractor and the property owner working together. Commercial programs
require the consent of the primary mortgage holder before executing an agreement. In
response to this request for consent, most lending institutions complete a thorough review of
the borrower, essentially re-underwriting the mortgagee. This process mitigated some of the
risks posed by residential PACE programs. In addition, the financial literacy of commercial
property owners typically exceeds that of homeowners, allowing the owners to better assess
the benefits and risks of PACE financing.

Of the over 200,000 home upgrades financed by PACE in California, staff found no evidence of
a PACE provider initiating foreclosure proceedings, this is most likely because of the risk of
losing a house over a smaller loan forces the homeowner to take other steps to prevent that
drastic action.

Litigation

Attorneys representing homeowners filed lawsuits in Los Angeles County Superior Court
against L.A. County, as well as L.A. County’s PACE Providers, Renovate America and Renew
Financial, on April 11, 2018. The lawsuits seek class-action status for borrowers who took out
loans between March 2015 and March 2018 that had excessive debt-to-income ratios or were
left with very little residual income after making their loan payments. This class time frame was
chosen because as of April 1, 2018, new PACE Consumer Protection Laws came into effect.
For more information, please see Attachment B.

New Consumer Protections

In 2017 and 2018, four pieces of legislation to improve and regulate the PACE process were
signed into law. On October 4, 2018 Governor Jerry Brown signed Assembly Bill 1284 (AB
1284) and Senate Bill 242 (SB 242). On September 27, 2018, the Governor signed Assembly
Bill 2063 (AB 2063) and Senate Bill 1087 (SB 1087). This legislation increases transparency of
PACE program terms for property owners, include ability-to-pay as a part of PACE underwriting
standards, and establish a regulatory agency for PACE providers.

AB 1284 establishes regulatory framework and licensing for PACE programs, creates new
underwriting standards, and tightens PACE programs’ existing underwriting standards. To
establish regulatory framework and licensing, the Department of Business Oversight (DBO),
which regulates banks, credit unions, and other non-bank lenders in California, now has
oversight over licensing and standards for the PACE industry. The DBO oversees and licenses
all “PACE program administrators,” a person administering a PACE program on behalf of a
public agency. New underwriting standards include an evaluation of a property owner's ability
to pay, to determine that property owners can meet their annual PACE obligation, in addition to
their current debt obligations and basic household expenses. This bill strengthens and
standardizes previous underwriting standards for PACE financing based on home equity and
on-time mortgage and tax payment history. It also requires that the most accurate Automated
Valuation Models are used for establishing the value of the home.
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SB 242 requires a telephone confirmation for all homeowners, a right to cancel, new marketing
standards, and reporting requirements. PACE program administrators are required to call every
property owner to confirm that they acknowledge and agree to the key terms of their PACE
financing prior to the commencement of work on the property. Homeowners also have a three-
day right to cancel their PACE assessment after they sign their contract. Program
administrators are prohibited from paying “kickbacks" to contractors and may not pay incentives
to property owners in exchange for PACE financing. PACE program administrators are also
required to report data to local government partners, including estimates on energy and water
savings, local economic and job impacts, and the types of products installed and age
demographics of homeowners served.

AB 2063 changes when PACE program administrators are required to determine the
homeowner’s ability to pay. It adjusts this time from prior to the recordation of the assessment
(after work is completed) to prior to the execution of the assessment contract and the home
improvement contract (before work has started). This protection ensures that no work can
begin, and that the homeowner has no financial obligation, until the ability-to-pay has been
determined.

SB 1087 provides more transparency for consumers. It requires that the DBO publish a
searchable list of contractors that are enrolled to offer PACE financing on its website. The bill
also requires the DBO to publish a list of contractors that have been suspended by DBO for
disciplinary reasons on its website.

A report released by Renew Financial in August 2018 found that the enhanced statutory
framework created by SB 1087 has had a part to play in a major drop in PACE applications.
The report found PACE applications were down 49 percent since the start of 2018. The report
continued that the new underwriting requirements and consumer protections may be
discouraging or preventing otherwise eligible homeowners from choosing PACE financing. For
more information, please see Attachment C.

Residential Pace Program Administrators

There are currently six residential PACE programs operating in California. These programs can
only operate with the authority of a government sponsor. The government sponsor issues debt
secured by tax assessments and the funds generated by the bonds provide financing for the
improvements. The six programs are as follows:

o CaliforniaFirst;
e AllianceNRG;

e PACEFunding, as sponsored by the California Statewide Communities Development
Authority (CSCDA);

e HERO, as sponsored by the Western Riverside Council of Governments (WRCOG);

e Energy Efficient Equity, or E3, as sponsored by the California Municipal Finance
Authority (CMFA); and,

e Ygrene, as sponsored by the California Home Finance Authority (CHF).
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Ygrene Sample Interest Rates and APR

Project Original
Amount Face Amount

5 $25,000.00 | $28,624.00 7.25 | 10.59
10 $25,000.00 | $28,824.00 7.99 | 10.1565
15 $25,000.00 | $28,921.00 8.35 | 10.036
20 $25,000.00 | $28,959.00 849 | 9.914
25 $25,000.00 | $28,959.00 8.49 | 9.746
30 $25,000.00 | $28,959.00 8.49 | 9.639

Term Rate APR

The above chart includes sample interest rates and APR for a hypothetical residential project
financed through PACE Provider, Ygrene. This financing also includes fees for processing and
underwriting, recording and disbursement, title and escrow, a 1 percent cost recovery fee, and
a 3 percent origination fee. Though PACE loan rates are lower than unsecured loans, there are
more traditional financing options, such as Home Equity Loans, that historically have lower
borrowing costs. However, Home Equity Loans are not the best fit for every homeowner,
especially for those who need a quicker approval process times than Home Equity Loans can
provide.

Next Steps

Through L.A. County PACE, two of the above residential PACE program administrators are
currently operating in Long Beach: PACEFunding and HERO. Historically, the City has
authorized muitiple Commercial PACE programs at once to provide more choice for consumers
and inject competition into the marketplace. If the City were to follow this precedent in the
context of residential PACE programs, it would require Resolutions authorizing (1) the City to
join the selected Residential PACE programs, and (2) the associated government sponsors to
accept applications from property owners, conduct contractual assessment proceedings, and
levy contractual assessments within the City.

While City staff continue to have concems about the Residential PACE program, particularly
about the impact to disadvantaged communities, the recent changes in State law are a step in
the right direction to address some of those concems. Although the rates charged tend to be
higher than other available lending instruments, these products are at times the only available
financing tool to some borrowers to install energy efficient upgrades. The City Council has
expressed interest in this concept over the years, and while it has not been recommended by
City staff in the past, the recent changes do provide some additional layers of consumer
protection. Should the City Council wish to proceed and include a City-approved Residential
PACE program, staff strongly recommend adding multiple vendors to generate competition and
better pricing for Long Beach residents. City staff will return to the City Council in the spring
with the appropriate resolutions for the City Council to consider whether to offer this service to
Long Beach residents.
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If you have questions or comments, please contact Larry Rich, Sustainability Coordinator, at
(562) 570-5839.
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Attachment A

These loans were created to help homeowners,

but for some they did the opposite

By ANDREW KHOURI
JUN 04,2017 | 5:00 AM

Ossie Hill, 86, right, cries over the possibility of foreclosure of her Los Angeles home as her daughter Cassina
Edwards, 59, looks on. Hill is facing annual payments of $5,500 for a roughly $50,000 loan through the PACE
program. (Genaro Molina / Los Angeles Times)

After nearly half a century at the house on South Sierra Bonita Avenue in Los Angeles,
Ossie Hill wanted to spruce up the two-bedroom home she and her late husband
purchased in the early 1970s.

But the 86-year-old didn't have the money.

Then her daughter, Cassina Edwards, had an idea, recalling radio ads for a local home-
improvement contractor: "We can help you. Low income. No credit check. Government
program. Give us a call."

So Edwards did.

Now her mother, who receives $11,600 a year from Social Security and suffers from
dementia, is struggling with a roughly $50,000 loan paid through a $5,500 annual tax
assessment — an increasingly popular form of home-improvement financing known as
PACE.

Edwards said the contractor explained that "a government program" would help the
octogenarian afford the improvements, but never explained how the payments would
work or warned them Hill could lose her house if payments were missed.




The first $5,500 bill last year came as a surprise, said Edwards, who helps manage her
mother's finances. With her mother unable to afford it, it has gone unpaid.

"I want my mother to keep her home. This is all she has," Edwards said on a recent
afternoon, as Hill sat next to her, eyes closed, head rested on her cane. "It's pretty sad
that they prey on people for your lack of knowledge. If you came in and were truthful
about it, this would have never happened.”

Consumer groups, regulators and lawmakers are increasingly raising concerns about
Property Assessed Clean Energy loan programs, which are authorized by governments
but largely administered and funded by private lenders. In particular, the focus is on
independent solar, plumbing and roofing contractors who pitch the loans and sign up
consumers through online software — a system that's drawn scrutiny but helped the
industry grow aggressively.

The total amount lent for residential PACE projects topped $1.5 billion in 2016, up from
$350 million just two years earlier, according to trade group PACENation.

Energy-wise loans
Lending for energy-efficient projects through PACE programs has soared
in recent years,
$1.6 billion

S1.6 hillion

l.2

$16.2 million
0.0 | : :

10 11 Y

source: PACENation Andrew Khourt /7 @wlatimesgraphics

The loan programs are meant to serve a public good — allowing more people to finance
solar and other energy-efficiency projects.

The loans are secured by a property lien and if unpaid a borrower can be foreclosed
upon. Consumers put no money down and usually don't pay anything for at least six
months. Eligibility is largely based on home equity. Credit score and income are not a
factor.

Many consumers simply know their loans as the HERO program, the name of the PACE
program from the industry's biggest lender, Renovate America in San Diego.



Critics say PACE can serve a worthy purpose, but worry too many consumers are
agreeing to loans they don't need or understand after being contacted by aggressive
contractors, who often make cold calls or engage in door-to-door marketing.
According to lawsuits and interviews with borrowers and their advocates, some
contractors are inflating the cost of their services and misrepresenting how much the
loans cost or how they are paid back.

Contractors can get consumers approved on the spot, having them sign documents on a
tablet computer — an experience advocates say can be confusing, particularly for elderly
homeowners. Lenders then send final financing documents to homeowners for their
signature, with the process taking a few hours to several days.

"They go out and push these sales and these projects without really any care whether
people can actually afford it or not," said David Hiller, a Pasadena attorney who has
handled PACE cases for consumers. "It feels exactly like what was going on with
mortgage lending precrisis."

Cassina Edwards is upset over the possibility that her mother, Ossie Hill, 86, may lose her home to foreclosure due
to non-payment for a PACE loan in Los Angeles.

The three major private lenders — Renovate America, Renew Financial of Oakland and
Ygrene Energy Fund of Petaluma, Calif., — say most of their customers come away
happy and point to low default and delinquency rates as evidence the programs are
working,

Cisco DeVries established the first PACE program last decade while working for the city
of Berkeley, later founding Renew Financial, where he is the chief executive. He says
PACE has "democratized clean energy" by allowing consumers without much cash and
less-than-stellar credit to fix their homes.

"We have had homeowners in tears" after they finally could finance repairs, DeVries
said. "Any public policy, any private effort, by nature is going to be imperfect. But PACE



has to be one of the most successful energy-efficiency programs in the history of the
state and the country."

The Western Riverside Council of Governments launched its PACE program in 2011 as a
way to use private money to support a decimated construction industry and help
homeowners conserve energy.

It has partnered with Renovate America and Renew Financial to offer loans and now
oversees one of the largest PACE operations in the U.S., covering more than 380
municipalities statewide after it opened eligibility beyond Riverside County. In the last
fiscal year, PACE fees accounted for $9.5 million of the council's revenue, or 17.5% of its
total budget, said Rick Bishop, the group's executive director.

"Generally, it's been really, really positive," Bishop said of PACE. "We have hundreds
and hundreds of really solid contractors. It's a little disappointing the contractors are all
getting painted with the same brush."

A more typical experience, proponents say, is that of Lorri MacMillan, who last year
used a $14,000 HERO loan to pay for an air conditioner. The Rancho Santa Margarita
resident said her contractor didn't misrepresent anything and Renovate called her to go
over terms in detail — something the company said it began doing for every customer in
recent months.

"It was a great process," the 54-year-old bank systems analyst said.
PACE programs got their start in 2008 when Gov. Arnold Schwarzenegger signed
legislation that authorized the special type of financing.

To fund the programs, governments issue bonds backed by the borrower tax
assessments and then typically transfer collection rights to private PACE companies.
The firms take those assessment bonds and compile them into securities and sell them
on Wall Street to finance new loans.

Across the nation, less than 1% of all securitized PACE loans that Kroll Bond Rating
Agency tracks have defaulted, said Cecil Smart, a senior director at the company.
Renovate America said over the last five years, none of its clients have been foreclosed
on for not paying their PACE loan, but nearly 80 homeowners with such financing, or
0.08% of the total, have been foreclosed upon after they didn't pay their mortgage.
Consumer advocates say it's too early to tell if those rates will hold.

Renovate America has also drawn scrutiny from regulators following several Wall Street
Journal stories, including one that revealed the firm paid the debts of some borrowers
but didn't tell bond investors. The company said it did so in 83 cases in which borrowers
were confused about when their payments would start.

Christian Guzman hasn't defaulted on his PACE loan, but he said he's struggling after a
contractor walked through his L.A.-area neighborhood two years ago and asked if he
wanted a free estimate to fix his roof.



]

Edwards says her mother was never warned she could lose her house if PACE loan payments were missed. (Genaro
Molina / Los Angeles Times)

A few days later, Guzman said the contractor from All American Design in Torrance
came back and told him he was qualified for more than $46,000 in HERO financing,
which would cover a new roof and solar panels. Guzman said he agreed to both and
signed documents on a tablet after the contractor told him a government grant would
cover the $26,000 roof.

He recalled the tablet showing he would only pay around $20,000 in total, but
acknowledged he didn't get a good look at the device.

"He held on to it pretty well. We saw only what he wanted us to see," Guzman said.
After the job was complete, he said he received a final payment schedule from Renovate
that detailed he would owe much more — over $12,000 annually for five years — and
later learned there would be no government grant.

The All American salesperson told him not to worry, and "after a while he just stopped
answering," the 29-year old electrician said. Guzman also reached out to Renovate for
help, but said he was told there was nothing they could do.

Renovate said Guzman's signature was electronically signed on a financing contract that
detailed the more than $12,000 annual payment a week after the first document he
signed, which was an application.

Guzman said he doesn't recall signing the second document.

"I honestly don't know how I am going to do this," he said. "It's an extra $1,000 a month
I don't have."

All American Design did not respond to requests for comment. Renovate said it has
kicked All American out of its program because the company didn't meet its standards
under a new contractor rating system.




Today, California, Florida and Missouri have active residential PACE programs, while 19
other states have authorized such financing though programs aren't up and running,
according to PACENation. Many states also have commercial PACE programs for
businesses that have proved far less controversial.

The residential loans average around $25,000 and run five to 30 years. The loans
typically carry rates of 6.5% to 8.49%, meaning with today's low-interest rates someone
with good credit can often get a better deal with a home equity loan.

Most governments turn to private PACE companies to run the programs. The
companies, meanwhile, use contractors to sell the loans.

"It's pretty painless as far as qualifying," contractor William Redmond, co-owner of
AlumaCovers in Riverside, said of the HERO program. "It allows a client to afford what
normally they couldn't afford. So, it's opened up another channel of new [sales].”
Speed is part of the allure.

Ygrene promises contractors training, lead generation, marketing materials and the
ability to get customers "pre-approved in 30 minutes or less." Renovate offers "state-of-
the-art tools" to "streamline every stage of your project." Renew Financial pledges that
contractors can "submit financing documents with your customer at the kitchen table."
Redmond says he hasn't heard of contractors misusing PACE and that he tells clients to
direct financing questions to Renovate.

"They don't make things complicated and they don't make a bunch of red tape,"
Redmond said.

But consumer groups say the swift approval process — along with weak contractor
oversight and lack of underwriting — is leading to problems.

"When someone is weighing a $45,000 loan to put solar panels on the house, why do
they need speed for that?" said John Rao, an attorney with the National Consumer Law
Center. "You should not be rushing people through for these major retrofits."

The companies add that they disqualify for bankruptcies and missed mortgage
payments and say speed is often needed for emergency repairs such as a broken air
conditioner in 100-plus degree heat.

Borrowers also have a three-day right to cancel and contractors aren't paid until a
homeowner signs off on a completed work form, Ygrene CEO Rocco Fabiano noted.
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A lawsuit filed by Edwards alleges a 360 Remodeling employee tricked her mother into signing up for the loan by
asking her to sign a tablet to only authorize her creditworthiness. In a court filing, the 360 Remodeling salesperson
generally denied all allegations. (Genaro Molina / Los Angeles Times)

The three major companies are taking steps to improve consumer protections. For
example, they say they now have a phone call with all consumers before approving a
loan to ensure they understand the terms of financing — as recommended by the
Department of Energy late last year.

Renovate said it will start using income as part of its underwriting later this month and
in January it launched a new contractor rating system, removing more than 80
companies — 10% of the contractors that frequently used its financing.

Rao, of the national consumer group, acknowledged that consumers have long
complained about aggressive, unethical contractors, but said PACE put those problems
"on steroids," given how easy it is to qualify for funding.

"They are making a lot of money and they are creating the financial opportunities for
these contractors," he said.

The California Contractors State Licence Board is investigating 50 cases in which
consumers alleged solar contractors misrepresented PACE financing. Those making the
complaints are often elderly or don't speak fluent English.

Two lawsuits filed in Los Angeles County allege that an employee from G.E. Solar
Solutions of La Mirada signed homeowners up for Ygrene PACE financing after pitching
the loans as leases for solar panels that would be paid off through their energy bills and
also save them thousands of dollars.

The homeowners, who speak only Spanish, allege their signatures were forged on
English-only Ygrene contracts and they estimate their debt exceeds $100,000,
according to the two complaints.



One of the owners, Dolores Artiga, said she worries she can't keep up with the loan
payments.

"It is difficult," Artiga, who works for a cleaning company, said in Spanish. "What I
make is not enough money to pay this."

In court documents, an attorney for G.E. Solar denied the allegations.

In a statement, Ygrene said G.E. Solar, not Ygrene, is alleged to have misrepresented the
financing and, if those allegations are true, the contractor's actions are "inconsistent
with Ygrene's consumer protections policies and procedures."

Scott Minnix, director of the L.A. County Department that overseas PACE, said in a
statement that the county has worked with its partners, Renovate America and Renew
Financial, "to ensure the highest standards of consumer protection and fiscal
accountability.”

The county said that there has been no PACE foreclosures and that it has set up reserve
funds to cover missed borrower payments for a time, making a quick foreclosure
unlikely for those who've missed PACE payments.

Even so, Edwards, the daughter of the Los Angeles homeowner, is worried and in April
filed a lawsuit against Renovate and 360 Remodeling of Burbank, which painted her
mother's house and installed windows and a patio cover it said would reduce energy use.
The lawsuit alleges a 360 Remodeling employee tricked Hill into signing up for a loan
with an annual payment of more than $5,000 by asking her to sign a tablet to only
authorize her creditworthiness.

A final contract for Edwards and Hill to review was to be put in the mail, the complaint
says.

In a court filing, the 360 Remodeling employee denied all allegations.

Frank Cicora, the company's general manager, said he didn't know what the worker
said, but the family knew Hill was taking out a loan and the financing terms would have
been explained on the tablet and by Renovate over the p hone.

"They are upset because they can't afford something they committed to," he said, adding
the family agreed to move ahead with the project.

A spokesman for Renovate denied the complaint's allegations, which include weak
contractor oversight, and said the company will defend itself vigorously. He said 360
Remodeling "scores well" in Renovate's contractor rating system.

Edwards said a final contract to review never came in the mail, but she trusted the
contractor, who quickly began ripping up the outside of her mother's home.



"They already tore down the house. If I told them to stop, who would fix it?" Edwards
said, sitting next to her mother on the living room couch. "This situation has been very

stressful for my mom."

A few minutes later, Hill began to tear up and asked to leave.

To access a digital version of this article, please visit: https.//www.latimes.com/business/la-fi-
pace-loans-20170604-story.html!






Attachment B

Lawsuits filed against L.A. County, lenders

over green energy program

By ANDREW KHOURI
APR 12,2018 | 1:45 PM

Homeowner Reginald Nemore says he can't afford his PACE loan for solar panels and is worried he will lose his
house. {(Wally Skalij / Los Angeles Times)

Attorneys representing homeowners filed lawsuits Thur. sday against Los Angeles
County, alleging a county program that funds solar panels and other energy-efficient
home improvements is a "plague" that's ruined the finances of many borrowers by
saddling them with loans they cannot afford.

The twin suits seeking class-action status were filed in Los Angeles County Superior
Court against the county, as well as Renovate America and Renew Financial, the
county's private lender partners for the Property Assessed Clean Energy program.
The complaints say borrowers are now at risk of losing their homes because the loans
are liens on a house, lacked adequate consumer protections, and were marketed and
sold by unscrupulous contractors that were not properly monitored.

"Many PACE participants are living hand-to-mouth to hold onto their homes, fearful of
what is yet to come," the nearly identical suits say. They note that many of those in
trouble have low incomes, are elderly or don't speak English as their first language.

L.A. County representatives did not respond to a request for comment.




In a statement, Renew Financial said it couldn't comment on pending litigation, but said
it's worked with government authorities to improve consumer protections, including
new state laws that took effect this year.

Renovate America said it similarly supported the enhanced protections and finds "no
merit in the allegations in the complaints."

Specifically, the lawsuits allege the county and lenders have committed financial elder
abuse, while the lenders charged inflated interest rates and broke a county contract that
said they were to provide "best in class" protections against predatory lending and
special safeguards for seniors.

While the lenders have said they checked borrowers for previous bankruptcies or missed
mortgage payments prior to approval, they did not ask for their incomes until recently,
basing approvals largely on home equity.

The lawsuits said the county knew, or should have known, its program would harm
vulnerable homeowners and has looked the other way as problems piled up.

The suits seek class-action status for borrowers who took out loans between March 2015
and March 2018 and that had excessive debt-to-income ratios or were left with very
little residual income after making their loan payments. The lawsuits said the class size
is unknown, but argued PACE has been a "disaster for thousands of vulnerable
homeowners."

The suits, brought by Irell & Manella, Public Counsel and Bet Tzedek, ask that loans for
borrowers in the class be canceled and that homeowners be returned any money paid.

"We can't keep up with the number of complaints about this program," said Jennifer H.
Sperling, an attorney with Bet Tzedek. "This is a systemic problem."

The class time frame was chosen because as of April 1, under a new state law, PACE
lenders must ask for a borrower's income and make a "good faith determination" of a
borrower's ability to repay.

Another new bill mandated that PACE providers have a phone conversation with all
homeowners before they take out the loan to ensure they understand the terms. Renew
Financial has said it's always had such calls and Renovate America said it started doing
so before the law passed.

The bills, which included other reforms as well, were signed by Gov. Jerry Brown last
year following repeated complaints over unscrupulous contractors who market and sign
people up for the loans on tablet computers and smartphones.

"If they had let me know from Day One this is what [you are] going to get into ... there is
no way I would have signed," said Reginald Nemore, a 58-year-old former bus driver
who had to retire after a back injury.




He took out a Renovate America loan for solar panels and attic insulation in 2016.
Nemore said before a contractor handed him a smartphone to sign, the individual didn't
explain to him exactly how much he would be paying. He said he was told he'd qualify
for a $7,000 government check for going green, but found out it isn't available to him.

Nemore said he wasn't told he could lose his house if he didn't pay and only found out
the true cost when paperwork arrived in the mail after the loan was finalized. He now
owes roughly $240 a month for 25 years, even though he said he and his wife, who
suffers from multiple sclerosis, sometimes only have $50 or less in their checking
account each month,

Nemore's attorney said he and his wife only take in around $2,475 from Social Security
disability payments.

"I don't want to be uprooted,” Nemore said. "But I don't know if it is going to be up to
me to have that choice." ‘

First started in 2008, PACEprograms are established by government authorities, which
allow the privately financed loans to be repaid as line items on property tax bills. In
addition to solar panels and energy-efficient air conditioners, the loans in California can
be used for items such as low-flow toilets that save water.

In Southern California, Los Angeles, Riverside, San Bernardino and San Diego counties
have approved PACE programs and contracted with private lenders to fund and largely
operate the efforts.

If PACE loans go unpaid, a homeowner can be foreclosed upon. However, Renovate
America and Renew Financial — which partner with Los Angeles County and issue loans
under the Hero and California First programs, respectively — told The Times last year
they hadn't foreclosed on anyone for nonpayment of PACE loans.

L.A. County said it had set up reserve funds to cover missed borrower payments for a
time, making a quick foreclosure unlikely for those who've missed PACE payments.

Program proponents, including the lenders, have praised them as a tool for saving
energy and combating global warming. And they say most customers have come away

happy.

A recent study from the Lawrence Berkeley National Laboratory found PACE programs
boosted the deployment of residential solar photovoltaic systems in California cities
with the program by 7% to 12% between 2010 and 2015.

But consumer groups say contractors who serve as de-facto mortgage brokers too often
misrepresent how the financing works, sticking people with loans they can neither
understand nor afford. And they note mortgage servicers will often cover the PACE bills
for a time and might be the ones foreclosing upon a delinquent homeowner.



In the lawsuits filed Thursday, attorneys allege on behalf of their clients that Renovate
America and Renew Financial failed to screen and monitor their network of contractors
and encouraged predatory lending and aggressive marketing.

Often, the suit says, contractors served as a homeowner's "primary" source of
information about the loans. Lenders told contractors they didn't need to determine if
customers could afford the loan and rubber stamped payment to contractors, without
regard to whether they followed certain guidelines, the lawsuits allege.

Renovate America has said it's tried to weed out bad contractors, kicking them out when
they don't follow the rules. In October, the company announced its chief executive was
stepping down and it retained a law firm to "conduct and make public a third-party
review of practices and procedures."

In its statement Thursday, the company said a different outside review of its loans for
the Western Riverside Council of Governments found it followed the applicable
consumer protections that the agency set up more than 99% of the time.

To access a digital version of this article, please visit: https://www.latimes.com/business/la-fi-
pace-lawsuits-20180411-story.html
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CALIFORNIA MARKET UPDATE: PACE FINANCING IS AT RISK

lverview

From its inception in a small California city in 2008, Property Assessed Clean Energy (PACE) has grown substantially in recent

years. Until recently, it was on the verge of becoming a major industry, financing close to $2 billion in home improvements at its
peak in 2017

In California alone, more than 160,000 homeowners have used PACE financing to make their homes more efficient, comfortable
and secure. Across the state, 400+ local jurisdictions offer one or more PACE financing programs for their residents, making PACE

available to more than 90% of California’s population.

During the past six months, however, a significant challenge has emerged for California’s residential PACE industry. Indeed, the
ongoing viability of PACE in California is under threat due to steep declines in program participation. The purpose of this paper
is to provide a brief overview of the root causes of PACE'’s recent decline and to offer a potential path forward - so that California

communities can continue to benefit from PACE's original promise: to empower property owners, curb greenhouse gas emissions

and create local jobs, all without spending any taxpayer or ratepayer dollars.

© 2018 Renew Financial Group LLC. Alf rights reserved.
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CALIFORNIA MARKET UPDATE: PACE FINANCING IS AT RISK

PACE Has Facilitated

During the past ten years, PACE financing has proved to be a critical policy tool for achieving multiple policy goals simultaneously.

ramatic Reductions in Energy and Water Use

In particular, PACE financing:

+ Democratizes access to energy and resilience measures. In 2017, the non-profit Energy Programs Consortium conducted
an analysis to determine whether and how PACE financing expanded access to clean energy for low and moderate-income
homeowners. After completing the analysis, project director Mark Wolfe said, “PACE is the first energy loan program to reach

significant numbers of low income homeowners and help them to retrofit their homes.”?

+ Increases deployment of residential solar photovoltaic (PV) systems. Lawrence Berkeley National Lab (LBNL)
conducted a multi-year study on R-PACE’s impacts on solar PV deployment. The Lab found that "residential Property
Assessed Clean Energy (R-PACE) programs increased deployment of residential solar photovoltaic (PV) systems in
California, raising it by about 7-12% in cities that adopt these programs.” The Lab also concluded that "the majority of solar
PV deployment financed by R-PACE programs would likely not have occurred in their absence."?

+ Creates local jobs, reduces greenhouse gas emissions and more. Across the country, PACE financing programs for
residential and commercial buildings have achieved significant economic and environmental impacts. The impacts related
to R-PACE are nearly ten times greater than the impacts of commercial Property Assessed Clean Energy (C-PACE). Here are
some of R-PACE’s cumulative impacts:

- Happy property owners: More than 220,000 home upgrades nationwide
- Job creation: 42,000 jobs created in the home improvemeni industry

- Energy savings: Hormeowners are projected to save 17.7 billion kilowatt hours of electricity during the lifetime of the

installed measures
- Water savings: Homeowners are projected to save 11.5 billion gallons of water

« Emissions reductions: Residential PACE projects 1o date are projected to reduce carbon emissions by 4.7 million tons

- equivalent to taking more than 925,000 cars off the road for a year .

These benefits are the result of voluntary home improvements funded with 100% private capital.

¥ hitp://www.energyprograms.org/wp-content/uploads/2017/H/Imipacepress.pdf

2 hitps:/femp.bl.gownews/mew-siudy-estimates-impacts-novel-private

© 2018 Renew Financial Group LLC. All rights reserved.
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California's R-PACE Growth & Decline

CA RPACE - Industry Wide Volume
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While PACE financing was first offered in 2008, a decision by Fannie Mae and Freddie Mac in 2010 put the brakes on R-PACE,
R-PACE volume remained relatively low from 2008 to 2013, until California Governor Jerry Brown established a $10 million PACE
Loss Reserve Account under the purview of California’s State Treasurer. The reserve account was designed to repay mortgage
holders should they experience any PACE-related losses in the event of foreclosure. In five years, and with billions of dollars in

financings, no mortgage lenders have ever tapped the Reserve Account.
PACE volume fell off slightly between 2016 and 2017, with annual PACE-financed volumme decreasing by about 18% year-over-year.

2018 is on track to show a major decrease in R-PACE volume compared to previous years. Renew Financial’s R-PACE programs in

California are down 42% in the first half of 2018 compared to 2017,

©) 2018 Renew Financial Group LLC. All rights reserved.

RENEW renewfinancial.com 3
FINANCIAL . |




CALIFORNIA MARKET UPDATE: PACE FINANCING IS AT RISK

ecent R-PACE Laws Were Important Improvements But Have Led
to Unintended Consequences

While a few factors account for the precipitous decline in RPACE volume from its height in 2016, the single largest factor is an

enhanced statutory framework.

In 2016 and 2017, the California Legislature expanded and strengthened the statewide standards for R-PACE. Three bills passed
the legislature over the course of two sessions with strong bipartisan approval. The bills were crafted with input from a diverse
coalition that included local governments, consumer advocates, real estate professionals, mortgage lenders, credit unions, business

associations, environmental organizations and PACE providers.

Overall, the current statutory framework for R-PACE in California now includes the following key components:
- Income-based underwriting with documentation verification requirements
+ A written disclosure for R-PACE modeled after the federal “Know-Before-You-Owe” mortgage disclosure

- Arequirement for live, recorded phone calls that serve as an oral version of the written disclosure form to help ensure

homeowners understand all financing terms of the PACE contract
» Homeowner’s right to cancel R-PACE financing within 3 days after signing the contract
- Department of Business Oversight (DBO) authority to regulate private sector PACE program administrators

« Other enhanced underwriting criteria

The expanded statutory framework for R-PACE in California was certainly necessary. Indeed, strong consumer protections
are essential for the long-term viability of R-PACE. The residential home improvement industry has a longstanding problem
with unscrupulous contractors cutting corners. This problem is minimized with R-PACE because PACE administrators require
participating contfractors to meet stringent qualifications and program requirements. As a result, contractor misconduct in the

PACE industry is relatively rare. But it does happen, and when it does, corrective action must be taken. The new laws make sure of it.

PACE financing in California is now very highly regulated. Most of the underwriting requirements and consumer protections
enshrined in statute have achieved their intended effect, but a few have led to unintended consequences. The biggest consequence
is that tens of thousands of eligible California homeowners are no longer considering—and in many cases not even being made

aware of—PACE financing as an option to make their homes more energy efficient. Since the start of 2018, PACE applications are

down 49%.

What's going on?
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R-PACE Underwriting Led to Decline in Program Participation

We conducted a thorough review to determine which, if any, of the various new statutory requirements might be discouraging or
preventing otherwise eligible homeowners from choosing PACE financing. We learned three things. First, the new laws specifically
prohibit thousands of creditworthy, moderate-income California homeowners from using PACE financing to upgrade their homes,
This is unfortunate for several reasons, but not least because these are precisely the homeowners that PACE financing is designed to
help. Without access to PACE, they may not be able to install a solar system at all.

Second, some of the new requirements are dissuading moderate to higher-income homeowners with good credit from applying for
PACE in the first place. To them, because of their creditworthiness, some of the new paperwork requirements feel like an unjustified
hassle, especially when compared to other financing options (which often don’t come paired with the consumer protections and

environmental benefits associated with PACE).

The third thing we learned is that many of the coniractors who offered PACE financing to their customers in 2017 as a first option,
now only offer PACE as a second option or last resort. This means that thousands of potentially eligible homeowners no longer hear
about PACE at the critical moment they are making an energy decision for their homes. Because PACE financing (with its longer
repayment terms that allow for lower monthly payments) isn’t one of the options being presented to these homeowners, they have
less of an incentive to purchase a more efficient HVAC unit (e.g., Energy Star). Unfortunately, this also means these homeowners

will save less energy, pay more on their utility bills in the long run, and produce more carbon emissions.

These findings are reflected in the data. California’s new statutory “Ability to Pay” standard went into effect on April 1st, 2018, On
paper, the new standard should have reduced program activity by about 10%. However, the declines in program activity that we're

seeing since April | are much more significant:
+ Overall, PACE applications have decreased by 49% year-over-year (YoY)
+ Number of contractors submitting at least 25+ applications/month is down 57% YoY

« Number of contractors with more than $200,000 of funded Renew Financial projects/per month is down 46% YoY

While it is impossible to pinpoint exactly how much of the overall decline is due to contractors nofonger offering PACE financing to

otherwise eligible customers (because of the perceived hassle), it is clearly significant.

To put aface on the challenge, here are three scenarios where a homeowner is currently prohibited or prevented from using PACE

financing because of California’s statutory underwriting requirements:

+ A homeowner from Richmond with a 724 FICO score and reported household income of $96,000 — but who was late on one
mortgage payment in the last 12 months. This homeowner is not able to use PACE based on current underwriting standards

and other regulations.

» A homeowner from Yuba City with a 728 FICO score, a reported household income of $120,000 and more than 75% equity
in their property — but who doesn’t learn about PACE financing when she calls her contractor because one of the contractor’s
previous high-FICO customers grew impatient with the process and cost the contractor a sale. The contractor’s motivation
isn’t to offer each homeowner the best financing available for that homeowner’s financial situation, but only to complete each

transaction as quickly as possible so they can move on to their next customer.
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+ A couple from Los Angeles County, one of whom has a FICO score of 733; their reported household income is $114,000.
Unfortunately, this couple declared bankruptey 7 years ago due to high medical bills. Last year, they missed a mortgage
payment because they used the money to purchase a car for their daughter who just got into college. Despite being able to
afford a PACE assessment to increase the efficiency of their home, this family is prohibited from using PACE based on current

underwriting standards and other regulations.

As aresult of California’s current statutory requirements, thousands of homeowners who can afford PACE and who would definitely
benefit from rooftop solar or an energy upgrade are either unable to make these upgrades or end up paying for them with higher
interest rate and/or higher monthly payment financing options, which often have no consumer protections at all.

In short, we estimate that approximately 40% of California homeowners who would have otherwise qudlified for R-PACE are
currently either prohibited from using PACE, or are never made aware of PACE as an option, even though PACE could be the best
option for them.,

Strong consumer protections for R-PACE are essential, and the industry supports them. Yet, it is also true that the fundamental
value of PACE financing as a policy tool is that it expands access to clean energy, while also saving energy, creating local jobs and

reducing carbon emissions. If homeowners who can afford PACE can’t access it for one reason or another, all of the economic and

environmental benefits are diminished. We need to strike a balance.
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Statutory Fixes Needed For R-PACE to Succeed in California

In 2017, AB 1284 was drafted and passed in a big hurry in the final month of California’s legislative session, The PACE industry
supported it. AB 1284 established California’s DBO as the regulator for the PACE industry. AB 1284 also established a new “Ability-
to-Pay” framework for R-PACE. Starting on April 1, we now gather income and debt information from every PACE applicant to
make sure they have the resources to repay their PACE obligation. Not surprisingly for such a complicated law done in such a big
hurry, it isn't perfect.

We have identified a couple of specific underwriting problems with AB 1284 that only California’s State Legislature can fix. First,
there are two problematic underwriting rules that automatically exclude homeowners from consideration — even before they have

gone through an ability-to-pay analysis.

+ If the homeowner has more than one late payment on their mortgage in the last year, they cannot be considered
for PACE; and

+ If the homeowner has declared bankruptcy as far back as 7 years ago, they cannot be considered for PACE.

Together, these two rules exclude about 30% of Renew Financial’s R-PACE applicants. (Importantly, neither of these criteria
disqualify a homeowner for a Fannie Mae-qualified mortgage.)

We looked back at customers from 2015-17, before the new statutory rules were put in place, and we found that these 30% of
customers who are now being excluded from PACE financing actually have a lower delinquency rate on their property taxes than other

customers. So, the new rules are excluding people who are a better credit risk than those who are being approved.

All homeowners should still have to go through an ability-io-pay analysis, but clearly, the homeowners who missed a single

mortgage payment or declared bankruptcy seven years ago should not be automatically excluded from consideration.

The other major underwriting problem is that “high FICO" borrowers — those who have access to other financing options — are
leaving PACE for financing options that aren’t as much of a hassle. For these customers, the legislature needs to make an exception
that streamlines the process for them. Otherwise, they won't use PACE financing to purchase higher efficiency equipment and the

economic and environmental benefits of PACE will be lost.

\

Conclusion

With the statutory changes outlined above, we can get R-PACE back on its feet. But we need your help now. If you support
PACE financing as an option for homeowners in California, please let the California Legislature know that you support the

necessary chcnges.

PACE is the most successful energy efficiency financing program in California history, but in order for that to continue to be true,

the Legislature must act now.
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