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PUBLIC RESOURCES ADVISORY GROUP

MEMORANDUM TO: Robert LaSala, County Administrator
FROM: Public Resources Advisory Group (“PRAG”)
SUBJECT: PACE Programs in Florida

DATE: September 4, 2012

The purpose of this memorandum is to provide an update of the status of PACE programs in Florida. In July
2011, the Board considered a proposal to act as an incorporator of an interlocal entity pursuant to Chapter 163.01,
Florida Statutes, in order to develop and implement Property Assessed Clean Energy (“PACE”) improvements.
The Board did not take action on that proposal but did agree to consider participating in the program as a
subscriber at a later date.

Public Resources Advisory Group has reviewed the status of PACE programs since our last report. We have
reviewed materials provided by Florida PACE Funding Agency (“FPFA™), interlocal agency described above, and
we have spoken with representatives of FPFA. We have also contacted representatives of other PACE programs
reviewed materials provided by vendors associated with PACE programs, We have identified procurements
conducted by other local governments in Florida and, within the time constraints, reviewed readily available
materials presented in connection with those procurements. Our goal in conducting this review was to determine
the ability to proceed under each program as well as any advantages or disadvantages that might exist in the
various programs.

We began our review anticipating that the County could “license” several PACE providers, and that the Board
would set standards to be met by any organization wishing to participate. However, our research has demonstrated
that the costs of program implementation are significant, and that PACE providers are unwilling to fund such
costs without a grant of exclusivity.

PACE Programs in Florida

There are currently three PACE programs in Florida with a statewide or regional footprint.

Program Participating Governments Vendors Comments
Green Corridor Town of Cutler Bay Plans to offer both residential and
Village of Palmetto Bay commercial; City of Miami will

Village of Pinecrest only permit Commercial.

Ygrene Florida Energy Fund

City of South Miami
Town of Miami Shores
City of Miami
Florida Green Finance Authority Towns of Lantana and Mangonia Only commercial is offered at this
Park EcoCity Partners time, but residential is also

included in program.

Florida PACE Funding Agency City of Kissimmee and Flagler | Bryant Miller & Olive (BMO)

County instrumental in forming the
program, Energy Environment &
Infrastructure LLC is the 3™ Party
Administrator (dba SAIC)
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In addition, several local governments have issued or expect to issue RLIs or RFQs for PACE programs. A list of
the ongoing procurements is shown here.

Local Process Status Respondents Comments
Government
City of Gulfport | RFP Under review Information to come This is their second solicitation
process. Bids are still under review,
no anticipated date of decision.
Comumercial only program,
Collier County RFI April 2012 - last action from Ygrene This project may be moved to
Board was continued research EcoCity Partners Ecenomic Development Program,
of PACE project. but for now, no current activity,
Their focus was on commercial
investments,
Lee County Request for | Received statement of District Management Services Staff will present three options to
Quote qualifications from vendors, Ygrene Energy Fund Florida the BCC:
but have no scheduled EcoCity Partners 1. Do nothing
interviews. 2. Retain private vendor selected
through Request for Quote
3. Subscribe to FPFA
Hillsborough RFI RFI in progress/RFP to be Florida Pace Funding Agency Purchasing is currently at off-site
County developed (no timeframe). City | Ygrene Energy Fund location due to RNC ~ but can
of Tampa and Environmental Florida District Management Services provide copies of vendor’s RFI
Protection Commission (EPC) | EcoCity Partners documents after Sept. 5
Hillshorough County may
partner with the county.

Program Vendors Promoting PACE in Florida

The three existing interlocal PACE programs include some, but not all, of the vendors promoting PACE in
Florida. EcoCities Partners works with Demeter Fund; Erin Deady, P.A; Renewable Funding; Eco Chamber and
Special District Services, Inc. with the Florida Green Energy Works program of the Florida Green Financing
Authority. Ygrene Energy Fund is the service provider for the Green Corridor Program. We have not identified
Florida PACE programs utilizing either District Management Services or Renu Energy.

Status of PACE for Residential Improvements

The Federal Housing Finance Authority’s ("FHFA’s™) opposition to the PACE program remains a serious
impediment to the use of PACE to finance residential property improvements. FHFA has objected to the PACE
model because the PACE assessment would have priority over mortgage liens. As required by a preliminary
injunction issued by the Northern District Court of California earlier this year, the Federal Housing Finance
Agency, as conservator, “directed Fannie Mae and Freddie Mac not to purchase any mortgage where PACE
financing with a priority lien was placed on the underlying property. Such financing moves ahead of the pre-
existing first mortgage in lien priority, and thereby subordinates Fannie Mae and Freddie Mac security interests in
the property. FHFA took this action based on its determination that PACE financing arrangements present a
safety and soundness concern by transferring financial risks to the regulated entities and lacking in adequate
consumer protections and standards for energy retrofitting.” (Federal Housing Finance Agency, News Release,
June 15, 2012). As required by the rulemaking process, FHFA sought comments on their proposed rule as well as
on potential alternatives. The comment period was for 45 days beginning June 15, 2012.

At the present time only the FPFA program will include residential improvements secured by assessments. The
other programs (and vendors) are waiting for clarification of (or relief from) the FHFA’s position.

Financing Structure and Costs

The financing structures for the programs differ; we expect to have a summary of financing structure and
expected cost available at the Commission meeting on September 6.

Attachments
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PUBLIC RESOURCES ADVISORY GROUP

MEMORANDUM TO: Robert LaSala, County Administrator
FROM: Public Resources Advisory Group (“PRAG™)
SUBJECT: Florida PACE Funding Agency

DATE: July 5,2011

Public Resources Advisory Group has reviewed the details of the proposal that Pinellas County act as an
incorporator of an interlocal entity pursuant to Chapter 163.01, Florida Statutes, in order to develop and
implement Property Assessed Clean Energy (“PACE”) improvements. This proposal was presented to the Board
of County Commissioners by Susan Churuti, Esq. of Bryant Miller Olive (“BMO”) at the April 26, 2011 work
session; a copy of the presentation is attached to this memorandum. Pursuant to the proposal, Pinellas County
would adopt two resolutions. The first would authorizing the execution of an interlocal agreement relating to the
establishment of the Florida Pace Funding Agency (an interlocal agency to be formed pursuant to Chapter 163.01,
Florida Statutes) (the “Agency”), appoint the City Manager of the City of Kissimmee as the interim executive
director of the Agency, and direct the executive director of the Agency to execute a master bond resolution
authorizing the issuance of revenue bonds or obligations for the purpose of providing funds to finance qualifying
improvements. The second resolution retains BMO as Special Counsel to the Agency and directs the interim
executive director to execute a retainer agreement with BMO (jointly, the “Pinellas Resolutions™).

In the time since the April 26 workshop, the City of Kissimmee (“Kissimmee™) and Flagler County (“Flagler”)
adopted the resolutions described above. The Agency has been formed, the Charter Agreement has been
executed, and the master bond resolution and the retainer agreement have been approved by the Agency. The
item for discussion by Pinellas County is whether or not to join Kissimmee and Flagler as an incorporator of the
Agency with the ability to appoint one of the initial members of the Agency Board of Directors.

This memorandum does not provide a comprehensive analysis of the advantages, disadvantages or need for a
PACE Program in Pinellas County, but a discussion of the advantages and disadvantages of being a participant in
the formation of the Florida PACE Funding Agency.

Background

The PACE program is a micro-loan program offered by local governments to property owners to enable those
owners to finance qualified energy conservation improvements. Both residential and commercial properties are
eligible for the program. Property owners opt into a special assessment district created by the city, county, or
region and receive a loan to finance energy improvements to existing buildings. The loan is repaid through an
annual assessment on the owner’s property tax bill. The value of the investment stays with the property.

The Florida legislation authorizing the PACE program, Chapter 163.08 Florida Statutes, was implemented in
2010 and provides authority for the use of special assessments to finance the installation of rencwable energy,
energy efficiency improvements and wind resistance improvements on residential, commercial and industrial
buildings. The assessments can be paid over the functional life of the improvement as an on-going assessment on
property tax bills. Implementing PACE is intended to facilitate energy conservation, encourage the use renewable
energy resources and encourage hurricane hardening of structures through the available of low cost loans. The
PACE program is intended to stimulate economic activity in a variety of sectors including alternative energy,
energy conservation, building materials and products.

INDEPENDENT FINANCIAL ADVISORS
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There are currently 24 states with PACE legislation but there are few active programs at the present time. A list of
the most well established programs is attached as Exhibit B. There is currently a serious impediment to the use of
the PACE program for improvements on residential properties. On July 6, 2010, the Federal Housing Finance
Authority (FHFA) stated their opposition to the PACE program because the PACE assessment would have
priority over mortgage liens. FHFA ordered Fannie Mae, Freddie Mac, and the Federal Home Loan Banks to (1)
adjust LTV ratios to determine maximum PACE financing allowed, (2) tighten standards for all borrowers in
areas where PACE programs exist, and (3) require borrowers to seek permission from lenders prior to obtaining
PACE financing. Florida’s implementing legislation for PACE anticipated this action and specifically states that
any provision in a mortgage which allows for acceleration of the mortgage solely as a result of participating in the
PACE program is unenforceable. (Section 163.08, Florida Statutes). The enforceability of this provision will be
addressed in the validation of the PACE financing program. FHFA’s position has had a chilling effect on PACE
programs throughout the country; since the July pronouncement no new residential PACE programs have been
implemented and existing programs are on hold. PACE proponents attribute the slow development of PACE
programs to other factors in addition to the FHFA opposition. State and local government financial resources are
strained, and costs of startup and implementation are high. There is no uniformity of standards among programs.
The Florida PACE Financing Agency has been designed to address these issues.

Proposal to Form Florida Pace Funding Agency

BMO is proposing the establishment of a statewide platform to implement a program for funding, financing and
providing clean energy, renewable energy and wind resistance improvements and will file for validation of the
issuance of bonds pursuant to the master bond resolution. The Agency was formed at the end of June by
Kissimmee and Flagler, and the incorporating documents allow for Pinellas County to join as a third incorporator.
BMO states that “this is a leadership opportunity and the incorporators will be recognized for their efforts to
establish the first viable statewide PACE Program” (BMO Executive Summary) and, in the Executive Summary
cite the following benefits for the County:

*  The ability to make sure a PACE program is established and operated in a manner providing the
greatest benefit to each incorporating local government (as well as other future participating
governments);

" Avoids substantially all of the costs of any initial program set-up that each incorporator might
otherwise expend;

* Implements and takes a large, positive step forward, locally and statewide, in terms of achieving the
job creation ability within the private sector that a PACE program can achieve;

* Provides a means to insulate both the incorporating local governments and any later participating
local governments from liability;

» Alfows for an expedited judicial validation of this new market before any eager constituents sign up
or any funds are borrowed to underwrite the provision of the subject energy and wind resistance
improvements.

Financing of PACE Improvements and Program Expenses

The Agency will borrow to fund the PACE loans. The master bond resolution will authorize the issuance of not
to exceed $2,000,000,000 of revenue bonds in various series. Property assessments will be sized to repay the
debt, with interest plus the amount necessary to pay the Agency’s expenses, currently expected to be between 1%
and 1.5%. Agency expenses will include all costs of implementing and administering the program, including fees
for program administration and legal services (as described below). The Charter Agreement of the Agency also
authorizes a surcharge of up to 1% on each property assessment to cover the Agency’s expenses, including start-
up costs.



The retainer agreement with BMO includes (1) an initial fee of $500,000 as payment for program development

costs, (2) an ongoing retainer of
0.10% annually of assessments

_Special Counsel

outstanding, but not less than Initial. invoice : $500,000

$25,000 per month, and (3) a Ongoing fee for services Not less than 0.10% of each property assessment
closing fee on each assessment : with minimum of $25,000/month

of 1%. These fees are payable | Closing fee 1% of assessment amount

Expenses

solely from surcharges to | Actual

individual, voluntary program [illITES&THET || — 3
participants over time, or from Transaction fee $1.50/ per $1,000 of bonds

advances or other funds paid to | Expenses Actual

the Agency though grants, rates, fees, charges or contributions, if any, from program participants, third party
administrators, program vendors or similar funding sources only as, if and when such funds are available to the
Agency. (Retainer Agreement) The Retainer Agreement also provides for BMO to serve as bond counsel to the
Agency, and the fee for such services will be $1.50 per $1,000 of bonds actually issued.

Analysis of Proposal

The Agency has been created as a result of the actions by Kissimmee and Flagler, but the interlocal agreement
does provide for the addition of a third incorporator. The creation of the Agency is just the first step in the
implementation of a PACE Program, and there is no certainly that the program can be implemented.
Notwithstanding the fact that BMO proposes to validate the proposed revenue bonds, the opposition that FHFA,
Freddie Mac, Fannie Mae and the Federal Home Loan Bank have to the priority of PACE property assessments is
a significant impediment to use of the program for residential properties.

The Special Counsel Retainer Agreement described above has been adopted by Kissimmee and Flagler, and BMO
has been retained as Special Counsel and Bond Counsel to the Agency. The fees described above have been
approved. As described above, all fees and expenses, except for the Bond Counsel Transaction Fee which will be
paid at the time of delivery of the bonds, are due only as, if and when funds are available to the Agency. At this
time we are not able to confirm that the Special Counsel proposed by BMO are “reasonable and valuable to the
Agency in excess of such amount” as stated in the proposed resolution nor are we able to determine the impact of
these and other fees and costs of the Agency on the attractiveness of the PACE Program to property owners,

The structure of the Agency protects the County from legal exposure in connection with the implementation of the
PACE program, but there are intangible risks just as there are intangible rewards. The County will not incur any
direct financial cost for participation in the Agency, but such participation will require time and input from
County staff. The Agency’s first actions will include the procurement of a program administrator. We expect that
this process will be time consuming and fiercely competitive given the potential size of the program. The
selection of financial partners will also generate significant interest because of the large scale of the program and
the potential fees for participants. The financing program will likely include financial instruments not typically
used by the County given the size and structure of PACE program, and the County would have to reconcile the
use of those instruments with its own debt and investment policies.

We recognize the value of the PACE program and agree that a statewide platform is appropriate for the success of
this program in Florida. The County may conclude that the formation of the Agency and development of the
PACE program is of significant value, consistent with the County’s strategic plan thus warranting County
participation. Alternatively, the County can participate in the PACE program as a subscriber and forgo
involvement in Agency’s development. If the County decides to participate in the formation of the Agency, we do
recommend a significant review of proposed fees, including a review of the fees of other existing PACE
programs.
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