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CITY OF SAN DIEGO 

CERTIFICATE NUMBER 
(FOR COMPTROLLER’S USE ONLY) 
      

TO: 
CITY COUNCIL 

FROM (ORIGINATING DEPARTMENT): 
Environmental Services 

DATE: 
1/23/2014 

SUBJECT: Proposed City Participation in Residential “PACE” (Property Assessed Clean Energy) Programs; 
Status of Commercial PACE 

PRIMARY CONTACT (NAME, PHONE): 
 Dave Weil,(858) 492-6001 

SECONDARY CONTACT (NAME, PHONE): 
Anita Pyle, (858) 492-6004 

COMPLETE FOR ACCOUNTING PURPOSES 
FUND                               

FUNCTIONAL AREA                               

COST CENTER                               

GENERAL LEDGER 
ACCT 

                              

WBS OR INTERNAL 
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CAPITAL PROJECT No.                               
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WBS OR INTERNAL 
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CAPITAL PROJECT No.                               

AMOUNT 0.00 0.00 0.00 0.00 0.00 

COST SUMMARY (IF APPLICABLE): Minimal staff time will be required for all work related to joining and 
monitoring these programs which will be absorbed by existing staff.   
 
All costs related to energy efficiency, water conservation, and/or renewable energy projects will be borne by the 
property owner.    
 

ROUTING AND APPROVALS 

CONTRIBUTORS/REVIEWERS: 
APPROVING 
AUTHORITY 

APPROVAL 
SIGNATURE 

DATE 
SIGNED 

Financial Management       ORIG DEPT. Sierra, Mario 01/24/2014 

Liaison Office       CFO             

Environmental 
Analysis 

      DEPUTY CHIEF Heinrichs, Tony 01/28/2014 

            COO             

            CITY ATTORNEY Will, Brant 01/24/2014 

 COUNCIL 
PRESIDENTS OFFICE 

            

PREPARATION OF:  RESOLUTIONS  ORDINANCE(S)  AGREEMENT(S)  DEED(S) 

1.Direct staff and the City Attorney’s Office to proceed with Council Action to enter into an agreement with 
Ygrene Energy Fund to be the administrator of a residential SB 555 PACE Program for the citizens of San Diego. 



 
2.Direct staff and the City Attorney’s Office to proceed with Council Action to join the State-wide California 
HERO Joint Powers Authority (JPA) administered by the Western Riverside Council of Governments (WRCOG).  
 
3.Adopt a resolution to allow FigTree to add residential properties within the City of San Diego that have non-
conforming loans to their previously approved program. 
 

STAFF RECOMMENDATIONS: 
Approve Requested Actions. 

SPECIAL CONDITIONS (REFER TO A.R. 3.20 FOR INFORMATION ON COMPLETING THIS SECTION) 

COUNCIL DISTRICT(S): All 

COMMUNITY AREA(S): All 

ENVIRONMENTAL IMPACT: Adoption of a PACE program for the City of San Diego is not a "project" 
under the California Environmental Quality Act, because the program 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)). 

CITY CLERK 
INSTRUCTIONS: 

      



COUNCIL ACTION 

EXECUTIVE SUMMARY SHEET 
CITY OF SAN DIEGO 

 
DATE: 1/23/2014 
ORIGINATING DEPARTMENT: Environmental Services 
SUBJECT: Proposed City Participation in Residential “PACE” (Property Assessed Clean 
Energy) Programs; Status of Commercial PACE 
COUNCIL DISTRICT(S): All 
CONTACT/PHONE NUMBER: Dave Weil/(858) 492-6001 
 
DESCRIPTIVE SUMMARY OF ITEM: 
“Property Assessed Clean Energy” (PACE) programs allow property owners to finance energy 
and water conservation projects through a special tax assessment on their property. There are 
four major providers of PACE programs: Ygrene, HERO, CaliforniaFirst and FigTree, of which 
CaliforniaFIRST and Figtree are authorized to provide commercial PACE in San Diego. Figtree 
is also authorized to offer a limited PACE program.  This item requests authorization to move 
forward with Ygrene and HERO as “residential” PACE providers for San Diego residents, as 
well as expand Figtree’s residential program.  A status update of the two approved providers and 
additional information on all four programs is also provided.  
STAFF RECOMMENDATION: 
Approve Requested Actions. 
EXECUTIVE SUMMARY OF ITEM BACKGROUND: 
 
The City of San Diego is recognized as a sustainability leader for its highly successful energy 
efficiency, renewable generation and water conservation programs.  Adoption of PACE 
programs such as those recommended here will continue to keep San Diego in the forefront of 
providing innovative solutions for its residents to reduce their impact on our environment, while 
also ensuring that San Diego is a city that generates excellent-paying jobs in up-and-coming 
green industries, spends less on energy and uses less of our constrained resources. 
 
PACE programs allow property owners to finance energy efficiency, water conservation, and 
renewable energy projects on residential and commercial structures through a tax assessment on 
their property.  PACE financing programs can be set up and administered under either: 
  1. The Improvement Act of 1911 (Improvement Act) as amended by AB 811 or  
  2. The Mello-Roos Act as amended by SB 555. 
 
Both SB 555 and AB 811 PACE programs accomplish the same purpose, however, several 
important statutory and structural differences exist between the programs. 
 
  1. AB 811 allows for the formation of assessment districts to provide for the financing of clean 
energy improvements on private property.  The CaliforniaFIRST, Figtree and HERO programs 
are all assessment districts formed pursuant to AB 811.  CaliforniaFIRST was approved by the 
City Council in September 2012 for commercial properties and Figtree was approved by the City 
Council for commercial properties and for residential properties with no mortgage liens in 
October 2012.  The HERO program is not currently authorized to operate in the City. 



    
  2. SB 555 authorizes the formation of Community Facilities Districts (“CFDs”) to finance the 
acquisition, installation and improvement of energy efficiency, water conservation and 
renewable energy systems on real property. Ygrene Energy Fund, a California based company, is 
the only known provider of SB 555 PACE programs. 
 
In October 2012, the City Council authorized the City Attorney to retain outside legal counsel to 
prepare the necessary analysis/documentation and take the required steps to form a PACE CFD 
under SB 555.  Ygrene, the proposed administrator of the CFD, was expected to reimburse the 
City for all costs associated with forming the CFD and having the CFD validated, however, the 
City and Ygrene were unable to reach mutually agreeable terms to allow the formation of the 
CFD to move forward at that time.  Ygrene has since implemented the formation of CFDs under 
SB 555 in other jurisdictions, including the City of Chula Vista, and staff is now recommending 
that Ygrene be awarded a sole source agreement with the City as the program administrator for 
the formation of a CFD under SB 555.  Under this agreement, Ygrene would still pay for all of 
the upfront legal costs associated with forming and validating the CFD and would cooperate with 
City staff and the City Attorney’s office throughout this process.   
 
At the October 10, 2012 NR&C meeting, the Committee requested a legal analysis of the HERO 
residential PACE program.  Upon completion of the analysis, staff would report back to Council 
with the actions necessary to join the HERO program.  Both the City Attorney’s office and Debt 
Management Department prepared analyses of the HERO residential PACE program.  At the 
time the reports were prepared there was significant concern regarding the implications and 
outstanding issues with FHFA restrictions on mortgages encumbered by PACE liens and the 
potential negative impact to homeowners. While these concerns remain, the HERO program has 
been successfully implemented in many jurisdictions throughout the state and the program’s 
administrator has indicated that there have been no significant negative impacts to homeowners 
who have participated in the program.  Additionally, Governor Brown has taken action to 
establish a state-backed PACE loan reserve fund that would repay any PACE loan in the event of 
a mortgage default.  Based on these developments, staff is now recommending that the necessary 
steps be taken to join the State-wide California HERO Joint Powers Authority (JPA) 
administered by the Western Riverside Council of Governments (WRCOG). 
 
On October 23, 2012, the City Council authorized the City to join the California/PACE program 
and to accept applications from eligible commercial property owners including multi-family 
properties, and single family residential property with no mortgage liens. On June 7, 2013, the 
City entered into an agreement with Figtree to establish and administer a PACE program within 
the boundaries of the City of San Diego. Currently, the Figtree PACE program is limited to 
commercial properties and to residential properties with no mortgage lien attached. Staff’s 
recommendation would allow the program to be offered to residential property owners where the 
property has a non-conforming loan, i.e., loans that are not subject to FHFA supervision.   
 
At the October 11, 2012 NR&C Committee meeting, staff was directed to provide on an annual 
basis metrics for CaliforniaFirst and all future PACE programs the City makes available. The 
metrics will include process, outcome and inclusionary data.  To date no PACE projects have 



been completed by either of the two authorized San Diego PACE providers, although they do 
have projects in the pipeline worth a combined $12.9 million. 
 
FISCAL CONSIDERATIONS:  Some minimal staff time, which will be absorbed by existing 
staff, will be required for all work related to joining and monitoring these programs.  All costs 
related to energy efficiency, water conservation, and/or renewable energy projects will be borne 
by the property owner.    
 
COMMUNITY PARTICIPATION AND OUTREACH EFFORTS:  From November 2010 
through September 2012 interested property owners, contractors, lenders, community groups, 
energy non-profits and industry groups were engaged in stakeholder and community outreach 
efforts.  
 
KEY STAKEHOLDERS AND PROJECTED IMPACTS:   While PACE providers will derive 
direct financial benefit from program adoption, successful program implementation will also 
provide significant benefit to the City of San Diego through clean energy, energy efficiency, and 
water conservation improvements, jobs creation, and reductions in greenhouse gas emissions. 
 
Sierra, Mario 
Originating Department     
 
Heinrichs, Tony 
Deputy Chief/Chief Operating Officer 
 



THE CITY OF SAN DIEGO 

DATE ISSUED: 

ATTENTION: 

SUBJECT: 

REFERENCE: 

REPORT TO THE CITY COUNCIL 

January 27, 2014 	 REPORT NO: 14 7 011 

The Committee on the Environment 

Proposed 'City Residential PACE (Property Assessed Clean Energy) 
Programs, :Status of Commercial PACE 

The Committee on Natural Resources and Culture (NR&C) Committee 
of the City Council, City of the City of San Diego - October 10, 2012 

Direct staff to prepare all necessary Council authorizations for the, City to enter into an 
agreement with Ygrene Energy Fund to form and administer a special tax district 
pursuant to the Mello Roos Act, as amended by SB 555. 

2. Direct staff to prepare all necessary Council authorizations to allow the City to 
participate in the California HERO program as administered by the Western Riverside 
Council of Governments (WRCOG) joint powers authority. 

3. Direct staff to prepare a resolution to allow the California Enterprise Development 
Authority, as the administrator of the Figtree PACE program, to offer the program to the 
owners of residential property in the City who have non-conforming loans. 

STAFF RECOMMENDATIONS:  Approve Requested Actions 

This report responds to previbus Council and NR&C Committee requestS to prOceed with 
development of PACE options for the City of San Diego. ThiA section begins with a general 
description of PACE, followed by a summary of Council and Committee directions provided and 
the actionS taken in response to those directives. 

Property Assessed Clean Energy or "PAcE" programs allow prOperty owners to finance 
energy efficiency, water conservation, and renewable energy projects on existing residential and 
commercial structures through a special tax assessment on the property. PACE financing 
programs can be set up and administered under either of two different : statutory frameworIcs: 

1. The Improvement Act of 1911 (Improvement Act) as amended by AB 811 or,  

2. The Mello-Roos Act as amended by SB 555. 



While both SB 555 and AB 81.1 PACE programs accomplish the same purpose, several 
important statutory and structural differences exist between programs that operate under these 
statutes, 

1. The Improvement Act of 1911, as amended by AB 811, allows for the formation of 
assessment districts to provide for the financing of clean energy improvements on private 
property. Under AB 811: 

Property owners enter into a contractual assessment to finance the cost of energy 
.efficiency, renewable energy and water efficiency improvements to their property. 
Funds are loaned to the 'property owner to pay for the iinprovements. 

b, The loan is secured by a lien on the property and is repaid by an assessment. The 
assessment is paid at the same time and in the same manner as other property 
taxes. Assessment liens are superior to most other existing hens on the property, 
itie,lucting . mortgages., 
There is generally little to no cost or administrative burden for cities where the 
assessment district is formed by a joint powers authority ("JPA") Joining or 
associating with a JPA also reduces the legal exposure Of the city. 

The CaliforniaFIRST, Figtree and HERO programs are all assessment districts formed 
pursuant to AB 811. CaliforniaFIRST was approved by the CitY' Connell in Seliternber 
2012 for commercial properties and Figtree was approVed by the City Council for 
commercial properties and for residential properties with no mortgage liens in October 
2012. The AFRO program is not 'currently authorized to operate in the City. 

The Mello-Roos Act of 1982, as 'attended by SI3 555, Authorizes the formation of 
Community Facilities Districts ("CIFDs") to finance the acquisition, installation and 
improvement of energy efficiency, water conservation and renewable energy systems on 
real property. Under SB 555: 

d. The city fonns•a city-wide CFD consisting entirely of property proposed for 
annexation into the district. Property owners would then voluntarily annex their 
property into the CFD under provisions specified in S.B 555. 

c. Once a property is annexed into the CFD it becomes subject to a special tax, 
which is collected in the same manner as other property taxes. 

Funds are loaned to the property owner to install energy efficiency and water : 	. 	, 	 . 	 . 	. 
conservation improvements on the property . 

The loans are repaid:With the special_ taxes, collected and are secured by a special 
tax lien placed on the property. 

Y:grene Energy Fund, a California based company, is lie, only known provider of SB 555 
PACE programs. 

Council/Committee Direction 

A. In October 2012, the City Council authorized the City Attorney to retain outside legal 
counsel to: 

2.  



• 1. 'Prepare the necessary memoranda/opinions to City Council on all legal issues and risks 
related to the City's proposed SB 555 PACE program. 

2. Prepare the legal documents to faun a Community Facilities District (CFD). 

3. File/prosecute a judicial validation. 

Ygrene Energy Fund California ("Ygrene"), the proposed administrator of the CFD, was 
expected to reimburse the City for all costs associated with forming the CFD and having the 
CFD validated, however, the City and Ygrene were unable to reach mutually agreeable terms 
to allow the foiritation of the cm to move forward at that time Ygrene has since 
implemented the formation of CFDs under SB 555 in other jurisdictions, including the City 
of Chula Vista, and staff is now recommending that Ygrene be awarded a sole source 
agreement with the City as the program administrator for the formation of a CFD under SB 
555. Under this agreement, Ygrene would still pay for all of the upfront legal costs 
associated with forming and validating the CFD and would cooperate with City staff and the 
City .Attorney's office throughout this process. 

B At the October 10, 2012 NR&C meeting, the Committee requested a legal analysis of the 
HERO residential PACE program. Upon completion of the analysis, staff would report back 
to Council with the actions necessary to join the HERO program. 

BOth the City Attorney's office and Debt Management Department prepared analyses of the 
HERO residential PACE program (Attachments 1 & 2). At the time the reports were 
prepared there was significant concern regarding the implications and outstanding issues with 
FHFA restriction's on mortgages encumbered by PACE liens and the potential negative 
impa et to homeowners. 

While these concerns remain, the HERO program has been successfully implemented in 
many jurisdictions throughout the state and the program's administrator has indicated that 
there have been no significant negative impacts to homeowners who have participated in the 
program. :Additionally, Governor Brown has taken action to establish a state-backed PACE 
loan reserve fund. Under the Governor's proposal, the state-backed fund would repay any 
PACE loan in the event of amortgage default. Funding for the reserve would come from 
either !California Alternative Energy & Advanced Transportation Financing or State 
Proposition 39 funds. The City is not aware of any fonnal response by FHFA to the 
proposed. State fund. 

C. On October 23, 2012, the City Council authorized: 

1. The City to join the California/PACE program (now known as Figtree). 

2. The California Enterprise Development Authority (CEDA) to accept Applications from 
eligible commercial property owners including multi-family properties, and single family 
residential property with no mortgage liens. 

Conduct contractual assessment proceedings, levy contractual assessments and other 
related actions to PACE applidations. 
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On June 7, 2013, the City entered into an agreement with Figtree and CEDA to establish and 
administer a PACE program within the boundaries of the City of San Diego. Currently, the 
Figtree PACE program is limited to commercial properties and to residential properties with 
no mortgage lien attached. Staffs recommendation would allow the program to be offered to 
residential property owners where the property has a non-conforming loan, i.e., loans that are 
not subject to FHFA supervision. 

D. At the October 10, 2012 NR&C Committee meeting, staff was directed to provide on an 
annual basis metrics for CaliforniaFirst and all future PACE programs the City makes 
available. The metrics will include process, outcome and inclusionary data 

PACE Programs: 

Yg,,rene 

Ygrene was selected to administer the first SB 555 district, Which was formed by the City of 
Sacramento. Most recently, both the City of Chula Vista and the Coachella Valley Association 
of Governments (CVAG) selected Ygrene, through competitive-bid processes, to administer their 
SB 555 PACE programs. 

Staff is recommending that the City enter into a sole source agreement to allow Ygrene to form, 
validate and administer a citywide SI3 555 district in the City of San Diego. If authorized by the 
City Council, staff would work with Ygrene to prepare all necessary resolutions. Under the 
fomation process established by SB 555, at least two public hearings before the City Council are 
required. Once formed, no properties would be annexed into the district until it is successfully 
validated. The City Attorney's office has reviewed the formation document use to establish the 
SB 555 district in Chula Vista and believes the procedure is legally sound, subject to judicial 
validation. 

HERO Program (AB 814) 

The Western Riverside Council of Governments -  (WRCOG) launched a residential PACE 
program in January 2012 known a§ the "Home Energy Renovation Opportunity" (HERO) 
program. WRCOG is a Joint Powers Authority (JPA) with 18 member jurisdictions in western 
Riverside County. HERO is operated by the San Diego based company, Renovate America. 

As with all AB 811 programs the California HERO program uses "land-secured" financing, 
wherein a contractual assessment lien is placed on the property to secure a loan, the proceeds of 
which are used to pay for the installation of authorized improvements .  on the property. The loan 
is repaid over a 5 to 20 year term, ,  depending on the expected useful life of the improvements 
financed. The assessments also pay for the costs Of issuing bonds and administering the 
program. The contractual assessment installments are collected on the county property tax bill. 
If the owner sells the property, the Contractual assessment obligation may remain an obligation 
of the properEy. Additionally, because FHFA has instructed Fannie Mae and Freddie Mae not to 
not to purchase loans with PACE assessments. such .as  those offered by the HERO.program, 
property owners who sell or refinance their property may be required to prepay such assessments 
at the time they close sale or refinancing. Also, under the California HERO program, if a 
property owner fails to pay the annual contractual assessment installments, the Authority is 



obligated to remove the delinquent installments from the property tax bill and commence 
foreclosure proceedings to collect the delinquent installments. 

Several San Diego jurisdictions including the cities of Carlsbad, San Marco, Vista, Lemon 
Grove, Oceanside, and Solana Beach have recently adopted the HERO program. There are 76 
jurisdictions in the State of California that have approved resolutions to participate in HERO. 

The HERO program is available in 13 counties statewide, and has created over 1,000 new jobs 
and has generated more than $208,000,000 in economic stimulus for the state. 

CaliforniaFIRST (AB 811) . 	. 	. 
The CaliforniaFIRST program only offers PACE financing to commercial property owners at 
this time. CalifomiaFIRST's PACE program allows owners to receive financing for energy 
efficiency, water conservation and renewable energy improvements and repay the cost of 
improvements through a line item on their property taxes. The program is offered by the 
California Statewide Communities Development Authority, a statewide joint powers authority 
sponsored by the California State Association of Counties and the League of California Cities. 
The minimum amount required to be financed is $50,000. Interest rates range from 6-8% and the 
maximum term is 20 years but cannot exceed the life of the improvements. Lender consent is 
required. 

As of this date, CaliforniaFIRST has not completed any projects in San Diego. However, they 
have 15 applications for projects pending with 9 in the "preliminary approval" stage. The first 
project is anticipated to begin in the first quarter of 2014. 

FigTree Commercial PACE (AR 811, formerly California PACE) 
EigTree is a San Diego-based clean energy finance company providing PACE financing for 
energy efficiency, renewable energy and water conservation upgrades. FigTree's PACE 
program allows owners to finance improvements and pay for them over a defined period of time 
through an assessment collected on their property tax bill. FigTree recently completed its 
judicial validation so that it can now begin financing PACE projects in the City of San Diego. 
The minimum amount required to be financed is $5,000. Interest rates range from 6-8% and the 
maximum term is 20 years but cannot exceed the useful life of the improvements. Lender 
consent is required. 

Now that the judicial validation is complete, FigTree has initiated its full marketing efforts in 
San Diego and currently has two projects going through the financing process. 

DISCUSSION:  

In addition to the legal analysis prepared by the City Attorney's Office (Attachment 1) Debt 
Management was also asked to provide a summary of potential risks to homeowners from a 
financial perspective in relation to the HERO program. 
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City Attorney's Legal Analysis 
Per the City Attorney's analysis, the proposed HERO program's legal structure and associated 
lien priority issues raised by FHFA have not been resolved and present potential risks to 
homeowners who participate in the program. More details are provided in the attached memo 
from the City Attorney's office. 

Debt Management Review 
Per Debt Management's review (Attachment 2), it will be important for an interested residential 
property owner to also consider other available financing programs before opting into the HERO 
Program to ensure the best financing terms possible for the respective property owner's 
individual situation. Also, residential property owners should be made aware of the potential 
risks due to the FHFA restrictions such as 

Reduced ability to refinancd 
• Potential default of mortgage 
• Reduced ability to sell property 
• Mandatory early lien pay-off 

In summary, while there are risks associated with the program, particularly to property owners, 
HERO has been successful in providing financing for residential clean energy and water 
conservation improvements in other jurisdictions. Based on this, staff believe that providing a 
HERO residential program would be a valuable service for property owners in San Diego. 

METRICS  

A proposed list of metrics will be measured on an annual basis and reported to the Committee on 
the EnVironment. These metrics will apply to all PACE programs that the City makes available 
and will include data compiled from the following sources: 

• Project summaries provided by the program administrator. 
• Work Force Reports completed by participating contractors and financial institutions. 
• Disadvantaged Business Enterprise (DBE) certifications for participating contractors and 

financial institutions. 
• A supplemental contractor and lender questionnaire on the places of residence for 

employees. 

To date no PACE projects have been completed by either of the two authorized San Diego PACE 
providers, although they do have projects in the pipeline worth a combined $12.9 million. The 
following are the preliminary metrics for those projects: 

# of Projects Location Type of Project 

9 S an Diego Energy Efficiency 
3 San Diego Water Conservation 
11 San Diego Renewable Generation 
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FISCAL CONSIDERATIONS:  
Some minimal staff time, which will be absorbed by existing.staff, will be required for all work 
related to joining and monitoring these programs. 

All costs related to energy efficiency, water conservation, and/or renewable energy projects will 
be borne by the property owner. 

PREVIOUS :COUNCIL AND/OR COMINTETTEE ACTION:  

• City Council Meeting - October 23, 2012 
o Council adopted R-30779,4'ietention of outside council (Stradling, Yocca, Carlson & 

Rauth) in connection 'with ;the City's S13555 PACE program, not to ekceed $130,000, 
• for such legal services. - 

o Council adopted R-307793, authorizing execution of Associate Membership 
Agreement for,rnemberhi,r p in the California Enterprise Development Authority. 

o Council adopfeft,30779. 4:, authorizing participation in the FigTree PACE program; 
anthorizing'ilie'.Califcirni a Enterprise Development AfithoritY.IO accept '4 -p1i.  cations 
from eligible propert.SY --Ownets; conduct contraCtual assessment proceedingS and levy 
contractual aSs'es§irients 	the territory of the City .of San Diego. 	̀ 

The Committee on Natural Resources and Culture = Oetotier 10;'2012: 
o City Attorney's Office was directed to proceed with legal analysis for joining the 

HERO residential PACE program. Upon completion of the legal analysis, staff 
would report back to NR&C with the actions necessary to opt into the HERO 
residential PACE pro gram , 	 . 	, 	 . 

o Staff Was authorized to work With the City Attorney s .  Office to draft the documents . 	. , 	_ 	 , 
and proceed to City Council with the neceSSary actions to opt-in to the FigTree 
Commercial PACE (formerly California PACE) program 

o City Attorney's Office was directed to proceed with Council Action seeking approval 
	 ret-an-outside-le-gal-c-onnsel-ter-analysdn -preparation-of-A.oeuments-to-torin an- 

SB.555 district. Upon completion Of the legal analysis and document preparation, 
staff would report back to NR&C with the actions necessary to establish an SB555 
program 	 - 

City Council Meeting September 18, 2012: 
o Council adopted R 72013-117, opting into CaliforniaFIRST PACE financing program 

' and reaffirming direction to develop additional PACE options. 
• The Committee on Natural Resources and Culture (NR&C) - July 25, 2012 

o Approved action entering City into Cal iforniaFIRST PACE fmancing program and 
directed staff to develop additional PACE financing options. 

o Directed staff to hold an informational stakeholder meeting, and return October 10, 
2012 with report on California PACE and $B555 options as well as proposed 
program performance metrics and present to NR&C in one year on those metrics. 

• City Council Meeting - December 6, 2011 
a Adop Led R-2012-164, retention of outside counsel to form an assessment 

pxogram/district under Assembly Bill 811 EAB811) and provide related services. 



• COMMUNITY PARTICIPATION AND OUTREACH EFFORTS:  
From November 2010 through September 2012 interested property owners, contractors, lenders, 
community groups, energy non-profits and industry groups were engaged in stakeholder and 
community outreach efforts. 

KEY STAKEHOLDERS AND PROJECTED IMPACTS:  
While PACE providers will derive direct financial benefit from program adoption, successful 
program implementation will also provide significant benefit to the City of San Diego through 
clean energy, energy efficiency, and water conservation improvements, jobs creation, and 
reductions in greenhouse gas emissions. 

Chris .Gonaver 
Director 
Environmental Services Department 

• Attachment 1: Office of the City Attorney Memorandum of June 5, 2013 
Attachment 2: Department of Finance, Debt Management Division Analysis "HERO Program — 

Homeowner Considerations," - 
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HERO Program – Homeowner Considerations 

 

City Sponsorship via Program Participation Authorization  

Property owners need to perform their own diligence to compare other available financing 

programs/terms before opting into the HERO Program in order to obtain the best financing terms 

possible.  

 

- If the City authorizes participation in the program, it is recommended that the authorizing 

resolution and City links to the program specify that the City has not made any 

assessment that the program provides the best financing terms for any individual property 

owner, nor is it endorsing the HERO Program over any other financing program or terms 

that may be available to the property owner.   

 

- There should be additional caution that property owners consider the FHFA restriction 

risks.   

 

Potential Risks Due to FHFA Restrictions: 

 

1. Reduced Ability to Refinance  

 

Participating homeowners may face difficulties in obtaining a willing lender to refinance their 

existing mortgages. 

 

2.  Potential Default on Mortgage 

 

An existing mortgager may consider a subordination of the mortgage lien to the PACE lien as a 

default on the loan, effectively calling the mortgage due immediately, which could result in the 

repossession of the house. 

 

3.  Reduced Ability to Sell the Property  

 

Interested homebuyers may not be able to obtain financing that will allow the senior PACE lien, 

and, therefore, limit the potential buyer universe. 

 

4.  Mandatory Early Lien Pay-off 

 

Any of the above situations could result in the need to pay off the entire lien early.  There are 

penalties for lien pay-offs made within the first five years of the financing.  This could defeat one 

of the key benefits of PACE programs (i.e., that the lien remains with the property).  

 

Financing Program: 

Interest Rates – Per the department review, as of January 2014 the HERO Program indicated 

interest rates ranging from 5.95% for a five year loan to 8.95% for a 25 year loan, subject to 

change. 
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-Lower rates seem possible to attain, depending on credit status of applicant.  This may 

be particularly important if the key benefit of passing the assessments on with the 

property is negatively impacted by the FHFA restrictions.   

 

Other Costs and Fees –According to the HERO Program Guide (October 2013), the current 

program fees include: a one-time administration fee equal to 6.95% of the loan amount; a 

recording fee of $95; and an annual assessment administration fee of $25 to cover the cost of 

managing the assessment on the property tax rolls every year.   Depending on the timing of the 

first assessment levy with the County, capitalized interest may also be required. Additionally, 

provisions for a debt service reserve fund exist within the legislation (AB 811). 

  

- These program and administration fees are generally within the range of what has 

been seen for other programs (the initial administration fee is higher, but the on-going 

fee is lower) 

 

- Capitalized interest would increase the overall borrowing cost and could be a factor 

when comparing the program to other non-PACE financing mechanisms. Applicant 

needs to verify the costs with the HERO Program administrators. 

  

- If the program requires the funding of a debt service reserve fund, this could also 

impact the overall financing cost.  However, in a traditional assessment financing, the 

debt service reserve fund is available for the final assessment payment, assuming no 

draws on the fund have been made, and, if a prepayment of the lien occurs, the 

property owner is credited with a proportionate share of the reserve.  If a reserve fund 

is required, it should be confirmed by the HERO Program administrators that the 

program offers similar credits back to participants. This is especially important due to 

the FHFA restrictions and possible early pay off-requirements. If credits are not 

provided, it could make the program less cost effective than other financing 

mechanisms.  

 

Early Lien Pay-off Penalties – According to the HERO Program Guide (October 2013), there are 

pay-off penalties for early payment of the assessment lien (listed below).  While pre-payment 

premiums are typically required for traditional assessment districts when liens are pre-paid in the 

early years, this situation is typically voluntary on the part of the homeowner.  In the case of 

PACE programs, such as the HERO Program, the homeowner may be forced to pre-pay the 

assessment due to the FHFA restrictions and, therefore, the penalties should be carefully 

considered. In addition to a $500 processing fee, below are the prepayment penalties: 

  

Year 1:  

Year 2: 

5% of Prepaid Assessment Amount 

4% of Prepaid Assessment Amount 

Year 3: 3% of Prepaid Assessment Amount 

Year 4: 3% of Prepaid Assessment Amount 

Year 5: 3% of Prepaid Assessment Amount 

  Years 6-20: No Penalty. 



 

 

Foreclosure Requirements - As with a typical assessment district, foreclosure can occur much 

more quickly if assessments are delinquent as compared to delinquent ad valorem property taxes.   

 

Credit Standards – Credit/underwriting standards have been established for the program.  These 

can help minimize situations in which participating property owners are unable to make 

assessment payments; however, it is possible for 100% of the equity in the home to be stripped 

through participation in the program, which could be of concern if the real estate market falls. 

Below are the standards as described by the HERO Program Guide (October 2013): 

 

- Mortgage-related debt on property must not exceed 90% of the value of the property. 

- Property taxes have not been paid late more than once in the past three years. 

- Maximum amount available through program is 15% of property market value. 

- Combined amount to be financed under the program plus mortgage related debt must 

not exceed 100% of the value of the property.  

 

Project Benefit vs. Financing Cost - If the improvement/benefit (i.e., energy savings) is not on 

par or greater than the assessment amount, the net value of a participant’s property could 

decrease. 
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