Milwaukee Shines Solar PACE Loan Program
PACE Background and Rationale
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Introduction
The Milwaukee Shines Solar PACE Loan Program directly addresses the barrier of a high upfront cost of installing energy savings improvements.  Given the current economic conditions in the United States, it may be difficult for homeowners to obtain private capital.  This revolving loan fund allows homeowners to voluntarily attach 100% of the approved expenses of installing solar energy to their property tax bill. Homeowners can pay on a monthly basis if they have a property tax escrow account with their mortgage lender or through the traditional 10 month, interest free installment plan available through the City of Milwaukee Treasurer’s Office.
This innovative property assessed clean energy (PACE) financing mechanism attaches the obligation to repay the cost of energy improvements to the property, not the individual borrower.  As the average homeowner moves every 5 – 7 years, the improvements stay with the property even if the property is sold by the original borrower.  This revolving loan program is modeled after the City’s “special improvements” charges.  Special charges for street improvements, for example, are assessed against the property and may be paid over time on the property tax bill.
In the event that the special charge is not paid, the City of Milwaukee has the right and ability to foreclose on the delinquent property in the same manner as for the nonpayment of taxes.  

In the event that the special charge is not paid, the City of Milwaukee has the right and ability to foreclose on the delinquent property in the same manner as for the nonpayment of taxes.  

State of Wisconsin Enabling Statute: 66.0627(8).  The legislative text can be found here: http://www.legis.state.wi.us/statutes/Stat0066.pdf on page 71.
The Milwaukee Shines Solar PACE Loan Program was signed into law on March 11, 2010 by Mayor Tom Barrett.  The history of the legislation can be found here: http://milwaukee.legistar.com/LegislationDetail.aspx?ID=651080&GUID=23A6EB58-635F-4E6A-94B2-C1AD029FDA0D&Options=&Search=
The Milwaukee Shines Solar PACE Loan Program is funded by a start-up grant to the City of Milwaukee’s solar energy program Milwaukee Shines by the local utility We Energies.  Other aspects of the Milwaukee Shines program are funded by grants through the U.S. Department of Energy Solar America Cities program and local partner support and match.  For more information on the Milwaukee Shines program and how the City of Milwaukee supports a solar sustainable economy, go to www.MilwaukeeShines.com
Background
The City of Milwaukee Office of Environmental Sustainability (OES) was first interested in launching an innovative financing mechanism for energy efficiency retrofits and renewable energy installations in 2007.  We looked at utility bill and property assessed clean energy (PACE) financing models.  After hundreds of hours of research and a handful of legal opinions in partnership with the Center on Wisconsin Strategies, it was determined that state legislation was needed to enable a PACE program.  In early 2009, Governor Doyle signed an Executive Order which led to legislative passage under Wisconsin Statutes 66.0627(8) 

The state legislation authorizes municipalities to: “make a loan to a resident of the political subdivision for making or installing an energy efficiency improvement or a renewable resource application to the resident’s residential property. If a political subdivision makes such a loan, the political subdivision may collect the loan repayment as a special charge under this section. Notwithstanding the provisions of sub. (4), a special charge imposed under this subsection may be collected in installments and may be included in the current or next tax roll for collection and settlement under ch. 74 even if the special charge is not delinquent.”

Council File 090376 was a local ordinance that reflected the state enabling statute.  It gives Milwaukee the authority to launch a voluntary residential energy retrofit loan program with repayment on the property tax bill.  This ordinance was necessary to launch a solar PACE loan program using nationally recognized best practices and lays the foundation for the larger Milwaukee Energy Efficiency (ME2) retrofit program to be launched later in 2010. 
The White House Middle Class Task Force report entitled “Recovery through Retrofit.”  encourages this type of municipal financing to improve energy efficiency and increase the use of clean energy sources on a larger scale.  Repayment over time using the home as collateral makes energy efficiency and reduced energy use accessible to more people. 
Many design elements of Milwaukee’s program were directly informed by the White House’s PACE guidelines, “best practice” reports, and technical assistance provided by U.S. Department of Energy Solar America Cities advisors.  Milwaukee’s program was also informed by monitoring the experiences of other cities that have launched PACE programs. For example, we learned from Berkeley, California that a small program has its advantages, as it allows the program to test some of the mechanics without impacting a larger group.  Berkeley also taught us that energy efficiency should be part of the required underwriting criteria and that eligibility for the 30% Federal Investment Tax Credit depends on who is issued the loan.  Similarly, we learned from Boulder, Colorado that it is important to include legislative language in our program design that allows participants to pre-pay their loans.  Boulder also taught us that our program should not be designed in such a way that if one payment is missed the entire lien becomes immediately due.  For Boulder, this has created unintended problems and conflicts with the White House guidelines on PACE best practices.  
Why PACE?

According to the White House PACE Policy Framework, if only 15% of residential property owners nationwide participated their greenhouse gas emissions reductions would contribute 4% of the savings needed for the U.S. to reach 1990 emissions levels by 2020.

PACE financing increases the accessibility and affordability of energy saving measures, consequently lowering residential energy bills and reducing the City’s environmental footprint.  

Some people may question why the City and the Federal government are interested in issuing property assessed loans as opposed to ordinary loans or home equity lines of credit (HELOC).  Ordinary loans can support solar and energy efficiency improvements, but banks will rarely issue one without money down or in the case of a HELOC – a second lien on the property (but fully payable once the homeowner resells).  Tying payment to the property solves credit and collateral issues for energy efficiency and renewable energy loans, reduces up-front installation costs and allows for both the payment and the value of the solar installation to be transferred from one owner to the next.  Since solar arrays have an average 30 year lifespan and the average homeowner moves every 5 – 7 years, ordinary loans or HELOCs are not as practical.
PACE programs streamline financing of energy efficiency and renewable energy investments in three key ways:

1. Property tax special charges provide a secure, well-established payback mechanism that lead to lower borrowing costs.  The security of the payback mechanism makes it possible for PACE financing to be offered with no money down.

2. The economies of scale from making PACE financing available to a large group of borrowers can reduce overhead and transaction costs.

3. Effective administration of Milwaukee’s PACE program will create more consumer confidence in the economic value of energy efficiency and renewable energy investments.

4. The underwriting structure for a PACE loan is different than a traditional bank loan.
The Milwaukee Shines Solar PACE Loan Program is structured to address risks that could arise given that PACE special charges increase homeowner debt payment and take priority over private liens in the event of foreclosure by:

1. Making this an opt-in, voluntary program subject to strict underwriting.
2. Encouraging repayment through an escrowed account (when available) as it reduces the risk of non-payment of property tax assessed special charges.
3. Ensuring that the loan does not cause the homeowner to owe more on the property than the property is worth.  
General Program Information

Program Size: $135,000 is available for solar energy installation loans.  
Administrating Agency: City of Milwaukee and Neighborhood Improvement Development Corporation (NIDC)

Participants:  City of Milwaukee owner-occupied residential applicants only.

Number of Loans:  9 - 12.   As payments come in, more loans will be made.

Type of Loans: Solar Electric and Solar Hot Water (note: solar space heating and energy efficiency improvements are not qualified).

Loans Size: $5,000 (min) to $20,000 (max)

Size of Solar Installation: 

0.5 – 3 kW for solar electric 

1 – 3 panels for solar hot water 
Eligible expenses include: all equipment and labor directly related to the installation of a solar electric or solar hot water system.  Structural reinforcements are eligible up to $500.

Ineligible expenses include: energy efficiency upgrades, re-roofing, and structural reinforcements exceeding $500.
Interest Rate:   Prime + 2%.  This will help the fund revolve more quickly.



   The + 2% is made up of:




Loan Servicing Fees: 0.5% 




Bad Debt Reserve: 1.5% 
Application Processing Fee: $50.  This fee is non-refundable and payable upon application submission.  Annual reviews will determine if the fee should be increased or decreased.  The City will reserve program slots on a first-come first served basis to customers who meet the underwriting criteria. Application fees will not be accepted once program is full. 
Penalty:  There is no penalty for paying off the loan in advance.  Prepayment can be made directly to the City Treasurer.  Late payments are subject to interest and penalty charges and will be treated the same as other City of Milwaukee delinquent property taxes (1 ½ % per month back to February 1st of year tax is due).  

Term: up to 15 years.  Term depends on size of loan.  


                        Loan:  less than $7,000 has 5 years to be paid off



Loan:  between $7,000 and $10,000 has 10 years to be paid off


            Loan:  greater than $10,000 has 15 years to be paid off
All repayments will be shown as a ‘special charge’ on the customer’s property tax statement and payment for the special charge should be made along with the property tax payment.  Property taxes are due by January 31st of each year.  Applicant may choose to pay in installments (option will be on property tax bill) or through their bank escrow payments.  Coordinating escrow repayment plan with Mortgage Company is the responsibility of the Applicant.
Solar energy incentives currently available:
· Focus on Energy (FOE): up to 25% (rebate based on system performance and home energy efficiency) for both solar hot water and solar electric. And $100 rebate for solar site assessment: http://www.city.milwaukee.gov/ImageLibrary/Groups/cityMilShines/Documents/homescashapplicationform.pdf
· We Energies (WE): 30% of Focus on Energy’s cost share for solar hot water.  0% for solar electric: http://www.we-energies.com/residential/energyeff/solarsystem_incent.htm
· Federal Investment Tax Credit (ITC): 30% for both technologies: http://www.dsireusa.org/incentives/incentive.cfm?Incentive_Code=US53F&State=federaltpageid=1&ee=1&re=1
It is the Applicant’s responsibility to determine if they qualify for Focus on Energy and We Energies incentives.  It is also the Applicant’s responsibility to determine if they qualify for the Federal Investment Tax Credit of 30%.  If in doubt, Applicants should consult a tax advisor.  Neither the City nor NIDC provide tax advice to residents. 
Loans are issued on a first-come, first-serve basis.  The number of loans is limited.  If NIDC receives an abundance of applications, the City will consider a larger program to accommodate demand.  Some applications will wait in the queue until 2nd, 3rd or 4th generation loans are available.  Site assessments and structural analyses do not expire and can be used if future City financing opportunities become available.   

The City is not responsible for costs incurred by the Applicant for obtaining a solar site assessment or structural analysis.  Focus on Energy estimates that the average cost for a residential solar site assessment ranges from $300 - $600.  Focus on Energy provides a $100 rebate for solar site assessments.  It is the Applicant’s responsibility to apply for the rebate. There is no guarantee that an application received by NIDC will be funded.   
The City reserves the right to decline an Applicant if any of the application or underwriting requirements are not met, if the funds are exhausted, or if the program slots are filled. 

City provides no warranties; customer must repay loan even if system fails before loan is repaid.  City encourages the purchase of extended equipment warranties when possible.

In the event that a Participant sells his or her house before the loan is paid back in full, the loan stays with the property.  

Failure to repay loans through the property assessed special charge could result in the default and foreclosure of the property. 

Resources for More Information
White House Policy Framework for PACE programs:  www.whitehouse.gov/assets/documents/PACE_Principles.pdf
Vice President Biden’s PACE Announcement:  www.pacenow.org/documents/VICE%20PRESIDENT%20BIDEN%20ANNOUNCEment.pdf
PACE Local Government’s Guide: www.pacenow.org/documents/FullerKunkelKammen-MunicipalEnergyFinancing2009.pdf
Response to Regulatory Agency: www.pacenow.org/documents/Legal_Finance_Q&A.pdf 
PACE Now Website www.pacenow.org
Vote Solar Website:  www.votesolar.org
Wisconsin Statutes 66.0627:  www.legis.state.wi.us/statutes/Stat0066.pdf
Center on Wisconsin Strategy ME2 program:  www.cows.org/collab_projects_detail.asp?id=54
Berkeley FIRST Website:  www.berkeleyfirst.renewfund.com/
Solar America Cities Website:  www.solaramericacities.energy.gov/
City of Milwaukee Treasurers FAQs: www.city.milwaukee.gov/FrequentlyAskedQuest1999.htm
Milwaukee Shines: www.MilwaukeeShines.com
Focus on Energy:  http://www.focusonenergy.com/
We Energies:  http://www.we-energies.com/
Midwest Renewable Energy Association:  http://www.the-mrea.org/
NIDC website: http://www.mkedcd.org/housing/nidc/index.html
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