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COUNTY OF MILWAUKEE

INTEROFFICE COMMUNICATION

DATE:

January 6, 2017
TO:
Supervisor Steve Taylor, Chair, Economic & Community Development Committee
FROM:
James Tarantino, Economic Development Director, Department of Administrative Services

SUBJECT:
Informational Report Related to PACE Equity Financing and its application to County projects
REQUEST 
There is no request at this time; this report is for informational purposes only.
BACKGROUND 
The following report describes PACE equity financing, a statewide effort to collaborate with other municipalities, and the potential application to Milwaukee County projects.

What is PACE?

PACE, or Property Assessed Clean Energy, is a financing program that enables property owners to obtain low-cost, long-term loans for energy-efficiency, renewable energy and water conservation improvements to their property.  PACE loans help property owners overcome financial barriers that typically discourage investment in water conservation and energy efficiency retrofits to existing properties or original construction in new buildings.  Improvements financed using PACE can generate positive cash flow upon completion as the debt obligation is added to property tax bills and there are no up-front, out-of-pocket cost to property owners.  PACE loans are secured by the land which means that PACE programs attach the obligation to repay the cost of improvements to the property, not to the individual borrower.

What is the Wisconsin PACE Commission?

The Wisconsin Counties Association (WCA), the Wisconsin Green Tier Legacy Communities (GTLC), the League of Wisconsin Municipalities (LWM), and the Wisconsin State Energy Office have partnered to establish the Wisconsin PACE Commission. The Commission invites local governments, businesses, and property owners to participate as a Joint Powers Commission to collectively administer a single statewide PACE program. The initiative seeks to establish an open market PACE program for Wisconsin communities and building owners, minimizing the investment necessary to make PACE available in each municipality.

A political subdivision must adopt a local ordinance authorizing the use of special charges to secure PACE financings and must create a program structure for the use of PACE special charges to ensure that PACE financings made in its jurisdiction are consistent with the PACE Statute.  Wisconsin counties and municipalities have the option to enter into a joint exercise of powers agreement under Wisconsin Statute § 66.0301, by which they agree to enter into the Wisconsin PACE Commission that is described above.  County members of the Statewide Commission agree to adopt a Model PACE Ordinance and to delegate to the PACE Commission the ability to impose PACE special charges according to a single, uniform statewide PACE program in the County members’ jurisdiction. Municipal members join the PACE Commission, participate in its governance, and agree to support the uniform statewide PACE program.
How is PACE used?
PACE financing is authorized pursuant to Wisconsin Statute Sec. 66.0627(8), (the “PACE Statute”). The PACE Statute enables “political subdivisions” (counties, cities, towns and villages) to impose a special charge on real property to secure loans made for energy efficiency, water conservation and renewable energy improvements.
PACE programs are administered nationwide, and best practice indicates a few factors of successful equity investments
.  

· Expected Savings-to-Investment Ratio (SIR) Greater Than One

· The financed package of energy improvements should be designed to pay for itself over the life of the assessment through savings caused by greater efficiency
· The Term of the Assessment Should Not Exceed the Useful Life of the Improvements
· Mortgage Holder of Record Should Receive Notice When PACE Liens Are Placed
· PACE Lien Non-Acceleration Upon Property Owner Default
· After a foreclosure, the successor owners are responsible for future assessment payments
· Financing Net of Rebates & Credits

· The Assessment Should Be Appropriately Sized
· PACE assessments should generally not exceed 10% of a property’s estimated value 

· Property Owner Current on Obligations

· Quality Assurance and Anti-Fraud Measures
· Participant Education
The PACE Statute authorizes two sources for financing PACE loans – third-party financing (including banks, other private lenders or affiliates of the PACE borrower) and public financing by a political subdivision. Due to the well-developed national application of PACE, there is currently a network of private capital available for PACE Loans which is the predominant source of financing. Lending institutions include national banks, local banks, insurance entities, specialized lenders, credit unions, and individual lenders.  
While PACE can be used for residential buildings, the Wisconsin PACE Commission will offer a PACE program focused on commercial buildings which includes office, industrial and multi-family housing with 5 or more units.
The PACE Statute provides for a “direct billing” system in which the PACE Lender may collect payments for the PACE Loan directly from the Borrower without involving the political subdivision that imposed the Special Charge. Following the close of a PACE Loan, the PACE Lender would certify to the Program Administrator the annual PACE installments that are due. The Program Administrator then works with a Servicer to bill for and collect the annual installment payments from the PACE Borrower. Upon each installment payment, the Program Administrator’s Servicer would certify that payments have been made and remit the installment payments collected directly to the PACE Lender.

In the case of a delinquent loan payment, the PACE Statute establishes that a delinquent charge becomes a lien on the property, with same priority as a special assessment. Upon a default, the Servicer and PACE Lender would certify the amount of the delinquency to the Program Administrator, who would then work with the appropriate County and municipality to place the amount of the PACE Loan delinquency on the next available tax roll for collection pursuant to the existing Wisconsin statutory tax collection procedures in Wis. Stat. Chapters 74 and 75.

In many cases, the PACE Loan will be part of a financing package and the property subject to the PACE Special Charge will also be encumbered by a mortgage securing other credit extended by the PACE Lender (or another lender) to the property owner. Failure to pay the PACE Special Charge will almost certainly constitute an event of default under the mortgage and related loan documents entitling the PACE Lender (or other lender) to foreclose the underlying mortgage. In those cases, just as with any private mortgage foreclosure, the County will have no involvement and the tax foreclosure process will not be necessary.
What is the potential relevance to Milwaukee County?

Milwaukee County has facility capital challenges and opportunities that are experienced by nearly all departments.  Recent large capital discussions have touched on the Safety Building, Medical Examiner’s office, aging Parks infrastructure, and a new facility for the delivery of Behavioral Health services.  All new building and space planning exercises should employ some form of total life cycle cost analysis, so to the extent that PACE is an eligible funding source for energy efficiency improvements, supporting the PACE model on a case-by-case basis may make financial and operational sense for Milwaukee County.  Further investigation will need to be conducted to determine the relevance of PACE to government-owned tax exempt facilities.
In addition to the building and space needs of Milwaukee County government, issues related to lead service laterals, improvements to tax foreclosed properties, small business development, and economic incentives have been explored at a policy and administrative level.  If PACE can be leveraged as another tool to help address some of these issues, further examination could prove helpful in accomplishing each of these goals.

RECOMMENDATION 
This report is for informational purposes only.  If further exploration of PACE financing is requested, additional information and action items can be brought before the Board of Supervisors.
_____________________________

James Tarantino
Economic Development Director, Department of Administrative Services
cc:
Chris Abele, County Executive


Sup. Theodore Lipscomb, County Board Chair

Economic and Community Development Committee Members


Teig Whaley-Smith, Director, Department of Administrative Services

Raisa Koltun, Chief of Staff, Office of the County Executive


Kelly Bablitch, Chief of Staff, County Board of Supervisors

Eric Peterson, Government Affairs, Office of the County Executive


Gordie Bennett, Sustainability Director

Steve Cady, Research & Policy Director 

Shanin Brown, Committee Coordinator 
� US Dept. of Energy, ARRA Guidelines, accessed 1/5/17, https://www1.eere.energy.gov/wip/pdfs/arra_guidelines_for_pilot_pace_programs.pdf


�  Wisconsin Counties Association, http://www.wicounties.org/blog/pace-wisconsin-program-launched-to-finance-commercial-energy-efficiency-improvements/
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