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Molly Lunn:
Hi, everyone. Good afternoon and welcome to today's webinar on the new interagency guide to federal financing programs for clean energy. We're excited to have you with us today. I'm Molly Lunn with the Department of Energy State and Local Technical Assistance Program, and I want to thank you all for joining us. 

Before we get started, just a few quick housekeeping notes. Everyone today is going to be on listen-only mode, so we will have a Q&A session at the end of the presentation, and you can participate by submitting your questions electronically during the webinar. There's a questions pane on the right-hand side of your screen. You can type in questions there during the course of the webinar, and our speakers will answer those at the end as time allows. 


We'll also be sending around today's slides after the presentation along with a link to our online solution center where a recording of the presentation will be available in about one to two weeks. So, if you missed something, don't worry. We're going to get you the slides later on. 


So, we've got a great agenda for you today. My colleague at DOE, Colin Bishop, will be kicking things off with an overview of the new guide and the range of financing programs the federal government offers. And Jennifer, you can go to the next slide. 

Then, we'll have Jon Claffey from USDA, Michael Freedberg from HUD, and Patrick Kelly from the FDA to talk about specific financing initiatives from their agencies that state and local governments can take advantage of for clean energy. And then finally, Jim Levine will present a case study on how he and the State of New York were recently able to leverage two federal financial initiatives to deploy clean energy in their state. 


At the end, again, we'll open things up for Q&A and any questions we don't get to, we'll be sure to follow-up with you offline. So, as you can see, we've got a fantastic range of speakers and topics to cover, so let's just dive right in. With that, I'll hand things off to Colin Bishop. 

Colin Bishop:
Thank you, Molly. Hello, everyone. This is Colin Bishop and the Office of Energy Policy and Systems Analysis at the Department of Energy. I'd like to thank you all for joining and really only have two quick comments at the top of this conversation. The first really is the background behind this guide. 

Over the past several months, seven different federal agencies have been working together in coordination with the White House and a number of stakeholders to identify all of the existing authorities' finance programs that the federal government has that can be used to support the President's All of the Above energy strategy and his Climate Action Plan.


One of the key roles that the Department of Energy is playing, as part of the President's Climate Action Plan, is really to support both our other federal partners, and also state and local and tribal officials, as well as business owners, home owners, project developers in the private sector, take advantage of these existing resources to support both clean energy companies and clean energy projects, especially energy efficiency. 


The second point I'd like to make is that this is just a first edition, and we really welcome your feedback on how this information can be even more helpful to you, or a second edition, we've imagined considering some case studies, really digging in and identifying some innovative ways that these federal finance facilities have been leverages in states by a variety of public and private partners. 


And so, I'd encourage you to contact me at any time, but also the people who are listed in the guide. It's intended as a yellow pages, so there's a name, email address, and phone number for every single financing program that's included. With that, I will turn it over to our first speaker, Jon Claffey from the US Department of Agriculture. 
Jon Claffey:
Hey, good afternoon or good morning, depending on where you are. The next slide since that's not mine, not mine either. There we go. Thank you very much. Well again, good afternoon, good morning. I hope everyone can hear me fine. It's a pleasure to be here, and actually, just by a little way of background, let me tell you I've been with USDA and rural developments for a little over 26 years, but primarily in our telecommunications program. 


I recently had the opportunity this past summer to transfer over into the electric program, which I have admired from – I wouldn't say afar – I guess, up close right down the hall. But I've always been very proud of what the electric program does in terms of serving rural America, and how it's really on the forefront of providing clean and renewable energy to much of the land mass. 


Next slide, please. So, today's presentation is going to go over a little bit of our portfolio status, our 2000 to give you an idea of the types of things that we've been funding this year, how much we've been funding, where we stand for hopefully a 2014 budget. We issued an advanced notice or composed rulemaking to get some feedback on how we can better implement our programs in certain areas, including rurality, which is an issue where there's kind of an all or nothing – and we'll go over that when I get there – an all or nothing proposal about how rural you are, and in terms of us maybe being able to do some carve outs to propel particularly project financing in rural areas in the arena of renewables, and then discuss some overall electric program updates. 


So, next slide, please? I wanted to start with this slide because this is a graphical representative of our general field representatives. That's what GFR stands for up there in the title. General Field Representatives are – many of you may know this – they're our eyes and ears in the field. These people do yoeman’s work where they work directly with borrowers or potential applicants to help put together applications and explain the program. 


So, they're probably our most valuable frontline players in the program, and I just wanted to show you how they were spread out because here at the Rural Utility Service, we have a hybrid field headquarters approach. That field works to put the applications together, etc., in addition to a lot of other duties that they perform in terms of monitoring and audits and follow-up and borrower visits, etc. They submit the information to Washington and the underwriting is done at headquarters, and you'll a representation of the headquarters in just a second. 

Next slide. So, here is the way John Padalino, obviously the Administrator who oversees all three of the programs within our US, water, electric, and telecommunications, and this is a breakdown briefly of the electric program headed up by Nivin Elgohary. That's the Assistant Administrator. My new position down here as Jon Claffey, who is the Director of the Electric Staff Division. We have one power supply division and two regional divisions, which handle our distribution. So, I just wanted to give you a quick overview so you have a picture of how we're organized here. 


Next slide. So I wanted to talk a little bit about this. This is a little bit philosophically based, but it's really important. It's something our Administrator came up with, and I think it well defines where we're headed with our programs. And quite frankly, these three C's, connectivity, capacity, and creativity, really are across the board of our electric program, our telecom program, and our water program. So, I won't read everything on this. I'm glad you're getting a copy of these slides because the sort of encapsulates – For instance, under connectivity, you'll see that we want to focus in on applications that have a smart grid technology component to it. We want to be able to replenish our pipeline of projects to address all sorts of rural needs that are coming out today through outreach activities, the rurality regulation that I talked to you about, doing some project financing, and of course, energy efficiency. Then we still want to make sure that we're reaching out to our constituents, and I'll tell you a little bit about a newsletter we have coming – that is out actually. If you haven't subscribed, I'd like you to do that. 

Capacity, capacity really talks about the portfolio itself, our loan servicing, managing the portfolio, particularly in terms of continued demand for the program, but maybe reduced resources, interagency initiatives, such as this one, where we can work with our other partners across the federal spectrum and the state spectrum to make sure that we're getting the biggest bag and that the constituents are getting the biggest bag with customers, particularly the consumers from all of our programs working together. 

And then, of course, internal capacity building where we're trying to get staff engaged, training, and working with our state offices, which are very important in all of our states. Rural development has state offices in almost every state, and those state directors are very much in tune with what's going on within their territory, the state that they cover in terms of all sorts of other rural economic development, like our business programs, our housing programs, our community facilities programs, etc.


And then on creativity, we've been doing a lot of business process reengineering and electric programs, streamlining and trying to be more flexible and innovation, again, in approaches as we move forward to benefit the borrowers, to benefit the consumers, and to better utilize the tools that we have again in the capacity to reduce resources, human resources, using our IT systems better, coming up with a single electronic loan application, etc. 


Next slide, please. So, this is just who's eligible for the program. It's quite a big list. As you can see, corporations, states, territories, subdivisions, communities, utility districts, cooperatives – cooperatives is quite a large portion of our portfolio. And actually, I just lost my screen, but I'm good. It will probably come back in a minute. It timed out for a second. It's just coming back. 


And with the dividend or mutual associations, the electric program serves approximately 650 borrowers in 48 states, plus the Marshall Islands and American Samoa. And just a quick statistic that's not on this slide, while the rural electric co-ops are 12-percent of all utility customers, they own 42-percent of the nation's distribution lines covering three-quarters of the nation's landmass. So, it's quite a big investment and it's quite a big asset for all of the utility industry, including, not the least of which, rural America. 

Next slide, please. Here's a snapshot at our portfolio. You can come back and look at this when you have more time, but if you look at the highlighted yellow line in the middle of your screen, you'll see that in the directed portfolio of the utilities program, the total portfolio is about almost $61 million. The electric program makes up over $44 million of it – $44 billion, I should say – billion dollars of that, $61 billion and we make up $44 billion. 

And as you scroll across there, you can look at various statistics, but the delinquency rate is just – it's an enviable delinquency rate in terms of banking standards that it's very, very low. The program has had great success in its repayments, and that's a tribute to the partners and co-ops themselves, they're operational mentality, and the success that they've had, as well as the electric staff in both headquarters and the field. And then I do some other guarantee lending in our portfolio. 

Next slide, please. So, we have a strong portfolio. As you can see, from 2009 to 2013, we've been funded anywhere around $6.6 to $7.1 billion, and we have $7.1 billion available to this fiscal year. You can see the FFB guaranteed is the largest portion of our funding. That really is a program that provides the most flexibility. The program acts just like all the other different pots, like the FFB note guarantee with the Treasury is a little more flexible. It provides borrowers with the ability to maybe get a little bit less interest rate on their loans, while maintaining all the good flexibilities that they have in terms of long-term repayment. 

Next slide. So, as of early last week, you can see that we've approved, right there in the middle, about $3.2 billion in FFB loans and another $500 million in guaranteed underwriting. We're on track probably to approve about $5 billion worth of financing for electric infrastructure this year, which is great. It's a little bit lower than our $7.1 billion that you saw on the slide before, but I think actually, in terms of some of the things I've already talked about, I think the ban is ramping up and ramping up in other areas, like maybe project financing or increased renewable financing. 

So, we're pleased. It's a good amount of money to make available to rural America. The next slide will show you that we've obligated already $2.2 billion for distribution, $1 billion for transmission, $290 million for generation improvements, $25 million for environmental programs. So, it will be nice to see, as we go through ventures like this, joint ventures and have outreach activities, to see some of these other locks grow maybe in the renewable category especially. 

Next slide. This is just a quick snapshot of the President's 2014 budget proposal, $4 billion for electric loans. Of this among, up to $1 billion will be available to support environmental upgrades. And so, of the remaining funds, no less than $3 billion, which is generation transmission, distribution, and renewable energy. And you can see some of the other things in here, purchase and construct, keeping units of electric generating plants, wind, solar, other intermittent sources of energy. And so, we can also use the funding in support of transformation of fossil fuels to cleaner technologies. 

Next slide. So, we're pleased. The proposal for 2014 is a strong support level. The high energy cross grants program, I think one of the concerns that we have here is that a lot of people tend – I think the public generally thinks that this is an individual program, somebody helping to pay for their utility bill, and it's not. What it is is a grant program aimed that the electric program opens every year as a window to accept grant applications for extremely high energy costs exceeding 275-percent of the national average. 

So, you can see the breakdown there between the types of electric, natural gas, fuel oil, propane. And so, we're in the process right now, this year, of actually renewing those grants and making the selections to make awards a little bit later in the year. But this is a good program. It does create a little bit of confusion from the public side. That happens, I think, with every federal grant program, a housing grant program, etc, that's set up for developers and individuals or consumers think that they will qualify for that. That's not it. I think 50 to 75 percent of the recipients of this program are actually the utility providers. 


Next slide. So, here's our notice of proposed rulemaking. The agency put out an advance notice of proposed rulemaking, and I like it because what it does is before a federal agency jumps in and makes a rule, they put it out there and they say, "Here's what we're thinking about doing." In Section 317 of our Statutory Act, it gives us the ability to make these laws for renewable energy, so we floated it out there to get information back on that from the public. We did. We got comments. We'll be consolidating those comments and look to see whether it's worthwhile to go out with some project financing type program, and if so, how to craft that and put it out to the public for comments to be published as a proposed rule, and then we're to go into final rulemaking. So, this is a great vehicle for us to get feedback from the public, from the industry, and then from our federal and state partners. 

Next slide. I won't spend too much time on this. The reality regulation, what we're doing here is we're analyzing it, as I said before, kind of the way the rural development reality is set up is that it's an all or nothing, and you may have pockets of very rural areas that are somewhat contained in an area, in a total purposed service area, that otherwise looks more urban. 

So, one goal in all this would be to explore options and maybe being able to, particularly maybe in the renewable or energy efficiency areas, be able to fund areas that maybe otherwise might have been considered within or close to an urban area, but you would be able to carve that out. A proposed rule was published in June. We got comments back. They were due by August 5, so we're currently going through those to address, and then we'll bring that back up for the public. 


The last few slides, streamlining engineering, streamlining initiatives, we've been doing a lot of that. Before I came on board, Nivin started a couple years with a business process reengineering that really looked at every single facet of the electric program. I'm sorry. Go onto the next slide please. And how we could improve customer service in an environment of diminishing resources, etc, better leveraging our IT capabilities, looking at our organizational structure, frankly, there's probably room for some improvement there, and really being able to better interact with our customers and our borrowers. 


The next slide, please. One of the things is we have a lot of electric program construction standards and they're incorporated into bulletins, which are a part of our reference as part of our code of federal regulations. The only reason I mention this here is that if you need to change one of those standards, it's a lengthy process. It might be up to a year or two years because it's got to go through all the federal rulemaking process. 

A lot of those changes may just be simple tweaking a number here or there or adopting a new standard that just came out. So, what we're going to do is remove these bulletins and issue guidance bulletins, essentially, that are outside the CFR, but we can update in a timely fashionable manner, efficiency, and make sure that we don't slow up any construction in the field because we can't react fast enough to something that's sort of bogged down within the code of federal regulations. 

Next slide, please. Again, read through these. I'm a little over on my time. These are another series of sections in the CFR that we'll be able to pull out and issue guidance on. And, of course, the benefits to that – next slide – as I said, if we just got code changes or error corrections or we're adding new designs, we can do that in a timely manner, be a lot more flexible, nobody would be in a technical violation of their mortgage, and it just helps us align with our existing regulations and current practices, and it fits well with our whole philosophy here of trying to really streamline the program and take advantage of some of the tools that we have available to us without forgoing any of our standards. Really, it's in terms of maintaining a strong program that has a good repayment history. 

And one thing we're also going to do is we're going to do outside – in areas where we maybe don't have the resources to fill positions, look for outside consultants that borrowers can actually pay to expedite their loans going through. Some of the ones listed here would be to go ahead and through the federal procurement process, have a stable of different types of contractors, engineering and transmission firms. For instance, an engineering firm that helps us with renewable technologies, maybe one for each technology, solar, wind, hydro, biomass. 

Outside legal firms for when our office's general counsel is maybe bogged down, we could use them to help us execute the legal documents, loan contract, unindentured, etc. An environmental support firm for our environmental folks that are under the water program, but they provide all of our NEPA reviews, etc. So, we've been working on this. We've got about three that we've cleared on our part. We're working with our office of procurement and OGC to do this, and we think this is going to be a big benefit to the borrowers where we may lack resources and in the past have held you up. 

Last couple of slides here, I talked a lot about the RUS in the overall presentation, the common application intake and processing. We are moving as the Administrator is dedicated to this. We've set up an entire task force for this. This is going to happen. We're going to be able to accept electronic applications and it's going to be an interactive application that can actually, even beyond the time that it's approved, be an interactive process with the borrower through advancing of funds, making contacts with them, ensuring things are in mortgage compliance, build out schedules are met, etc. So, we're excited about that. We're doing well and there's progress on that. 

And in closing, just something I had mentioned before on the last slide, we have a newsletter in the electric program. It comes out quarterly. The next one will be early December. The last one was actually a comparison of the first years and over the last 78 years, and it's actually – if you haven't looked at it, go on our website and pull it off there. It's great. There's a lot of commonalities even from three-quarters of a century ago talking about energy efficiency and things of that nature. 

So, that was a special one geared towards the anniversary of 78 years of rural electric nation, but each quarter, we like to highlight different facets of the program or the industry. So, if you haven't been able to subscribe to that, it's a great way to get information from us and you'll also find on our website all our contact information, including my contact information. And I would love to hear from you any time. I know this is a lot to throw at you all at once, but I'm going to move on and let the other speakers talk. Thank you very much. 
Molly Lunn:
Thanks very much. Next up we have Michael from HUD. 

Michael Freedberg:
Yeah, hi. Thank you. This is Michael Freedberg and I'm with the Office of Sustainable Housing and Communities at HUD. And I'm going to try to briefly just talk through some of the programs and initiatives and financing facilities that are described in the guide. I'm going to focus specifically today on the power side of the program because we think this is an opportunity for states and local governments to work with us to get a product that could help the consumer invest in home energy improvements in their own homes. 


But before getting into that, I'm just going to go through a quick scan of some of the initiatives that are outlined in the guide, and all of these are listed in the back of this presentation. I did want to make an overall point before moving to the next slide however about HUD's interest in energy efficiency and more broadly, sustainable housing. There are really four reasons. The first has to do with any energy efficiency gains that we make in the housing that we assist is going to result in lower carbon emissions, and therefore, this is obviously good for the environment. 

Second of all, we have a strong interest in the health of the residents of housing that we assist. So, this is also good from a public health perspective. This also contributes to housing affordability, and that is really one of HUD's main missions, which is to ensure that affordable housing is available to as many residents of the communities that we work with around the country. 


And finally, this is also sound fiscal policy. We at HUD spend something like $6.4 billion a year to heat, light, and cool the housing that we assist nationwide. So, to the extent that we can achieve some savings in the housing that we assist, this is obviously good both for the operators of that housing, as well as the residents, and ultimately, the taxpayer. So, there are many good reasons for us to be involved. 


So, let's go to the next slide, please. This slide, which addresses our single-family housing program, and by now, it should be clear that what I'm talking about, with regard to all of the financing facilities that are available through HUD, obviously, these focus almost overwhelmingly on housing of different kinds. 


So, the first bucket is single-family housing, and there are three types of housing that we are highlighting in the guide. The first is the Section 203K Housing Rehab and Purchase Loan Program. This is an FHA insured program, which allows homebuyers to both purchase a home and do some improvements at the time of purchase. And so, we think this is a good vehicle for potentially investing in energy efficiency improvements at the time of purchase. 



The second item here on this slide is HUD's Energy Efficient Mortgage Program. Like all of the products I'm going to be talking about, at least in the single-family arena, this is an underutilized product. But it enables borrowers to borrow up to five-percent over the typical loan amount provided that they invest in energy efficiency improvements or purchase a home that meets a minimum energy performance standard, essentially allowing the borrower to use the projected savings to finance the additional debt service. And then the last item here is the Power Saver home improvement product, which I'm going to just hold off on and get back to in a minute. So, we can move to the next slide. 


I just wanted to briefly mention the Section 108 Loan Guarantee Program. A number of states and cities have used this program successfully. It's primarily been used as an economic development or property redevelopment or revitalization program. It is very closely tied to the CDBG effort. It allows cities and states to borrow up to five times the amount of their CDBG entitlements or grants. It has not been used extensively, as far as I'm aware, for energy efficiency, but hopefully, there's some potential there that can be explored. Next slide.

And then we get into the range of multi-family housing products, some of which are highlighted in the guide. HUD, as you know, provides rental subsidies for something like five million housing units nationwide, and there are a number of FHA multi-family insurance products that are available to finance either the purchase and development or revitalization and renovation of existing properties. 


We also mention here the Public Housing Capital Fund, which is a capital source for the Public Housing Authority that is set annually by Congress by a formula. Now, we have seen some terrific projects that have been financed or undertaken by either private developers or public housing authorities using some combination of these resources. I'm thinking, for example, of the El Paso, Texas Housing Authority. It did one of the first net zero multi-family energy projects in the nation down in El Paso, including wind energy and, I believe, some PV's, photovoltaic installations. 

So, we're seeing some really state of the art projects that are available and that people are doing at the local level. And we here at HUD are certainly committed to helping work with those folks who want to push the envelope on energy efficiency or renewables as part of these initiatives. 

Next slide. I'm going to skip over this slide. This is just another one of the programs that are available, and I think we'll go directly to the Power Saver home improvement loan program. 

I just want to highlight that and take a couple of minutes to talk about this initiative because, again, we think this is an opportunity for consumers to take advantage of this product that we are supporting with the FHA mortgage insurance, in partnership with 10 lenders across the nation. Essentially, this is a kind of program that we have launched to enable homeowners to make cost effective energy saving improvements to their homes. 


There are really two parts of the program. The first is a component of the Power Saver product that allows homeowners to borrow up to $25,000 as a second mortgage for terms as long as 20 years to make energy improvements in their homes. And within that, I want to mention that there is an unsecured product up to $7,500, which is essentially a consumer loan product that is available to homeowners who want to make some modest improvements in their homes. 

We see the $25,000 second mortgage product potentially being available for solar improvements, and the lower, up to $7,500 amount, that is unsecured, frankly, is slightly an easier product to use because you don't have to go through the appraisal process, etc. That is more usable for some basic energy upgrades, including HVAC improvements, replacing existing furnaces or central air systems with more efficient, and/or doing some basic envelope improvements. 


So, examples of eligible improvements include insulation, duct sealing, doors, windows, energy efficient HVAC systems, as well as some of the renewable systems that we've highlighted here. Now, there is a specific set of eligible measures that are allowable under the program. Essentially, it covers most energy efficiency improvements, but there are some requirements that, for example, meet energy efficiency criteria more often than not, Energy Star ratings or certifications. 

We do not require an energy audit, although we do encourage an energy audit. So, the goal here is to not load down this product with too many requirements. There are some minimum financing requirements, which we've identified here. Borrowers must have credit scores of at least 660, and their total debt to income ratios cannot exceed 45-percent. 


Now, the important point that I wanted to make, which is not listed on this slide, is that we believe Power Saver meets a specific niche in the marketplace. Specifically, it allows borrowers to borrow up to 100-percent of their loan-to-value of their properties, whereas most, if not all, existing second mortgage products are capped at 80-percent of loan-to-value. 

And so, for those borrowers who are ready at or near the appraised values of their homes, clearly this is an opportunity. We cannot go above 100-percent loan-to-value, so that's obviously going to exclude borrowers whose homes are under water, although they may well qualify for the smaller $7,500 or less consumer loan product.

There are a couple of other features I wanted to mention, and then I will wrap up my presentation. HUD does not make these loans available directly through HUD. Any other FHA ensured mortgage product, they are available through a network of lenders. We have identified 10 lenders around the country who are ready and available to make these loans available to consumers. I can provide contact information for those of you who are interested when we wrap up this presentation. 


The product is available in most states, not every state. This is a pilot program. And so again, we can identify those particular states where this product is available. I should say that we are expanding the availability of this product to hopefully all 50 states over the next few months, but again, that is a work in progress. 


I think that covers most of the items I wanted to touch on today. Again, just to summarize, Power Saver is one of a range of financing products that HUD makes available either through lenders or a network of public housing authorities or other entities around the country. And we see that the Power Saver, as well as some of the other products that we have talked about, as an essential opportunity to partner with state HFA's, state energy offices, or others to make these products more widely available and more widely known, in particular, to individual consumers and to, if possible, leverage or work in partnership with the existing state programs. So with that, I'll hand it over to the next presenter and look forward to any questions or comments when we get to the question and answer period. 
Molly:
Thanks, Michael. We've already gotten lots of questions on Power Saver, so I'm looking forward to Q&A on that. 

Michael:
Okay. 

Molly:
So, we seem to be having some technical difficulties with Patrick. Patrick, do we have you on the line?

Patrick Kelly:
Yes, I'm on.

Molly:
Oh, great. 

Patrick:
So, I can't see the webinar, but I think there's only one slide, so I assume it's up. 

Molly:
It's up. 

Patrick:
Great. So, I guess I'll just begin. What I'm going to talk about today is the SBA 504 Loan Program. The SBA 504 Loan Program is a long-term financing tool that we developed for economic development, and it's been around for about three decades. It provides small businesses with long-term fixed rate financing for major fixed assets, such as land and building. And so as such, it's a tool that could be very effective for financing projects in the energy space. 


The typical 504 project includes a loan secured with a senior lien from a private sector lender, typically a bank, covering up to 50-percent of the project cost, and then a loan secured with a junior lien from what is called a certified development company. A certified development company is a non-profit corporation set up and governed by the SBA to, again, drive economic development in the community. 


The CDC is responsible and there are 270 nationwide. You can access the nearest CDC in your area by going to SBA.gov and there's a list of all active CDC's nationwide. And there are multiple CDC's in a given state. For example, in the state of California, there are 31. But as I said, a loan secured with a junior lien from the CDC, backed by 100-percent SBA government guarantee to venture, covers up to 40-percent of the loan, and then the borrower is asked to contribute at least 10-percent equity or the financing of the fixed asset or building or real estate project. 

So, as you can see, it's a financing tool that enables a borrower to get a loan effectively with 90-percent LTV, and the bank's exposure is only 50-percent. The maximum debentures for the program are 5.5 million and typically, for a small business project, the lender and the CDC have to demonstrate that for every $65,000 of financing, there's at least one job retained or created. 

However, there are policy acceptations, which energy would fall under and most policy goals enable the project to be financed even if there's not that one job created or retained for every $65,000 financed. In addition, I should also point out that for manufacturers defined as a small business, that's primarily classified under the NAICS codes as a small business manufacturer, they also can qualify for the highest level of government debenture of $5.5 million. So, that's another space where this program has been highly successful. 

The proceeds from a 504 loan must be used for fixed asset projects, as I mentioned, such as purchasing land or improvements to that building, including existing building, grading, street improvements, utilities, parking lots, landscaping, or construction of new facilities. So, a great many projects are being financed across the country that are LEED certified, and this is a great vehicle to help do that. Modernizing or renovating or converting existing facilities, so if you are going to purchase an HVAC, which would be considered a large fixed asset, and modernize your property, this is a great tool to do that. 


As I mentioned, the interest rates on 504 loans are pegged to an increment above the current market rate for 5-year and 10-year US treasuries. The maturities on these loans are much more favorable than conventional loans for fixed asset or real estate purchase. Maturities of 10 and 20 years are available, so again, that will lower your cost of debt service. And the fees total approximately three-percent of the debenture and the proceeds of the loan can cover the fees that the borrower and lender have to pay. 


As far as collateral, obviously, we're financing fixed assets or land, so that collateral is pledged with the lender, who has 50-percent of the project in first position, and then the CDC representing the government's exposure in second position. Personal guarantees of any principle owner of 20-percent or more are required. In order to be eligible for an SBA loan and for the 504 program, the business must be operated for profit, and obviously, must be a small business. 


The size of the business is determined by the NAICS code for that industry sector, but we also have an alternative size standard that was passed when President Obama signed the Small Business Jobs Act in 2010, and that is roughly $15 million in revenue over two years and no greater than $2 million in income. So, a fairly sizable small to medium sized business can qualify for this program. 

The business who qualifies as small, as I mentioned, loans cannot be made to businesses engaged in speculation or investment in rental real estate, so that is a restriction on this program. If there are members on the call who are considering becoming a CDC, as you can see, the applicants have to do business in the United States and, as I mentioned, you'll see here on the slide that alternative size standards qualify a small business for a loan if it has a tangible net worth of less than $15 million and an average net income of less than $5 million after taxes for the preceding two years. 

So, this is a very effective tool for the space that you all are most interested in. We have another resource that's available to you in addition. The USDA has already spoken. There are district offices, SBA district offices, 68 of them across the 50 states and the territories, sometimes multiple district offices in the same state. They can be found on our website, SBA.gov. 


At each of the district offices is a lender relations specialist. You can ask to speak to the lender relations specialist. They have a relationship together with the district office director, with the area CDC's. You can approach a certified development company to start a project. In addition, you can ask for the bank that you currently bank for, for the SBA department, or if it's a small community bank, you can ask for the 504 loan program by name. 


Typically, we have a few thousand participating lenders each year making 7A and 504 loans. So, there's quite an extensive network of participating lenders. That is basically it for a brief oversight and I'm happy to remain on the line and take questions during the question and answer period. 

Molly:
Thanks very much, Patrick. That was an excellent presentation. I also have lots of questions for you. So with that, we'll just move right along to our last speaker Jim. 
Jim Levine:
Good afternoon. Thanks for having me. We can actually slip to the next slide. I was looking at just the title of this and really realizing that a common thread between Michael's, Jeffrey's, and Patrick's comments were how collaborative the whole field of clean energy finance has become. From what we've heard about today, we have multiple lending programs, multiple lenders, all for, in many cases, common pursuits and projects. 


So, I was asked to talk about one that we actually closed. I come from the New York State Environmental Facilities Corporation, and the collaboration for the project that we recently financed, just taking Colin's count and adding one, it looks like two state agencies and three federal agencies if you're counting Treasury at the QECB participation, EPA through the state revolving funds, and the Department of Energy who we forget for a loan loss reserve through the Better Buildings grant. 

But anyway, let's talk about the transaction. On August 13, the New York State Energy and Research Development Authority, a sister agency to ours in New York State, issued $24.3 million in municipal bonds that are federally taxable, but the QECB subsidy applied, which essentially got to back to close to a tax exempt grade. 


The purpose of the sale was to finance and refinance residential energy efficiency projects. As I said before, I come from the SRF side of the transaction, so if folks have really detailed questions about the underlying energy efficiency loans that we finance, those are probably better directed towards NYSERTA, although I'm happy to take a crack at it. 

As I said before, the projects were energy efficiency projects for one to four family homes. They were originally funded through New York's Green Jobs Green New York Program, and were funded through auction proceeds generated through the regional greenhouse gas initiative. All told, New York's share was about $112 million, and the proceeds out of that was a $43 million revolving fund established. And within that was about $26 million allocated for residential energy efficiency projects, and that's what we're talking about today. 


NYSERTA quickly realized that the pace of repayments of their energy efficiency loans was not going to keep up with the demand for the program. And so, quite early in their program, they were thinking of the upcoming need to recapitalize the fund by selling the portfolio. The problem, as they started pursuing the sale of the portfolio in the capital market, was that at least the rating agencies were grappling with what actually was being sold. 

This portfolio of loans wasn't like home equity loans, which there's plenty of history. It wasn't like credit cards receivables. It wasn't like automobile receivables. It wasn't quite your typical asset backed transaction. These are loans that, compared to those other sectors, have a very brief default history and NYSERTA would say that that limited default history of the portfolio was a real problem in moving the transaction by itself into the capital market. 

Clearly, it wasn't your standard ABS deal and the result was that they were looking at some pretty uneconomic turns on the go it alone path. They weren't going to get the entire portfolio refinanced having confronted some differentiation between loans that were financed on a direct-pay basis versus an on-bill basis with the state's utilities. They were looking at only refinancing about $10 million in bonds with about $14 million in loans pledged to that payment along with, as I indicated before, this loan loss reserve funded a grant by DOE at about $9 million. 


And so, most people would think of that as a pretty well secured deal. However, I guess on an initial basis, it indicated that it was going to be rated pretty low, just barely investment grade. And so, in the spring of this year, NYSERTA and DFC started talking. Actually, we had originally talked back in 2010 about the potential for the SRF to participate in a transaction, but I think NYSERTA really wanted to investigate whether they could make a footprint in the capital markets on their own. 


And so really, hats off to them for clawing through this path and trying to get to the end because at the end of the day, really trying to go it alone, with all the time and effort that they committed, it was through that that the specific problems were teased out and it become clear, as the problems became more clear, what the solution would be. And the solution, in this case, was to look at a wrap through the state revolving funds. 


So, let's slip to the next page and I can talk a couple minutes about what the state revolving funds are and how they can be operative and assist in financing clean energy projects. So, New York's SRF is the largest in the country. The SRF's go back to the clean water SRF. It goes back to 1986 when it was originally created in federal legislation. The drinking water SRF is a sister fund that we also operate, and that was created again in federal legislation in 1996. 

New York started its SRF at those times and has been slowly, but intentionally, building them up over time. At this point, our SRF has over $12 million in assets, is lightly leveraged under two times. We've been a prolific issuer in the bond market, and that really does – I'll get to that a little bit later, but it really does come in handy having a very solid reputation. 

We've probably issued over 100 times in the capital market. In any event, we've got about $6 billion in loans outstanding. And the SRF's, for folks who don't know, they're capitalized through a federal capitalization grant and state matching funds. We also got a very large appropriation in the stimulus program. 


So, let's slip to the next slide and talk about what the clean water SRF, our larger program, is authorized to do. Essentially, there are three main project areas that the clean water SRF can drive financial assistance. The first is what folks generally think of, which is the publically owned treatment work projects. Those are your wastewater treatment plants. 


The second are projects or implementing a management program under Section 319 of the Clean Water Act, and that's what we're talking about today, and hopefully, the yellow highlighting is coming out, but that's the second bucket. The third is for projects implementing and estuary plan, and that's not our topic today. 


So, this second topic, this second bucket, implementing a management program under 319, you can flip to the next slide, but it begs the question of does your state have a plan under 319. Section 319, as you see New York's is right there, it related to non-point source projects and non-point source problems. 

The different between point source, which are water pollution coming out of a pipe, and a non-point source project, which is pollution not coming out of a pipe. Those are projects where we talk about storm water management and the one in particular that's present here, if you flip to the next page, is atmospheric deposition. 


As we talked to NYSERTA about the actual projects, we became more and more convinced that a good argument was to be made that these projects not only provide energy efficiency premises, but they act to reduce atmospheric deposition, air pollutants into water bodies. And low and behold, New York's non-point source management plan has an entire chapter dedicated to programs to control non-point source pollution, and particularly atmospheric deposition.


So, if you flip to the next slide, it actually has a chapter that talks about funding programs available to implement the identified non-point source programs. And again, the two state revolving funds, the clean water SRF and the drinking water SRF, are both prominently identified. So again, you get back to that very first slide of what is the statutory authority of the clean water SRF. It is to implement a management program under Section 319. 


So, for the folks who are thinking about the replicability of this in their state, the obvious questions are does your state have a plan under Section 319 for controlling non-point source pollution, and we're talking about these particular energy efficiency projects, so the correlative question is is atmospheric deposition identified as a non-point source problem in the plan. 

If you flip to the next slide, NYSERTA was actually very helpful in generating some research for us, which helped us address another question in the eligibility screen, the eligibility analysis, which is does this assist in the implementation of the plan? So, the chart shows some of the NOx/SOx and carbon savings that are generated through the life of these projects. 

That half right there really finished off the eligibility analysis for us under the Clean Water Act and under the clean water state revolving fund regulations and statutory provisions. So, the next question became, and if you flip to the next slide, it became what type of financial assistance does NYSERTA want? We're a voluntary program. The SRF, much like the programs that Michael, Jeffrey, and Patrick talked about, these are voluntary. Nobody is forcing anybody to come in and pursue this. 


But the SRF is an incredibly flexible financing partner. We have the capability of making loans, to purchasing debt obligations, to using our resources to guarantee or purchase insurance for local obligations, and it was the third category of financial assistance that NYSERTA was interested in. Again, they wanted to go it alone. We tried to structure an underlying transaction as closely as possible such that when NYSERTA's portfolio became seasoned enough for the capital markets that NYSERTA could start issuing on its own without our guarantee. We issued our guarantee under 603-B3 here. 


EFC's SRF is rated AAA by all three rating agencies at the senior level and AAA by two out of three rating agencies, Moody's and S&P, at the subordinate level. We issued a subordinate guarantee for this transaction. So, that's essentially the technical path that we used to get this deal done. 


The deal is significant, not so much for the dollar amount. I think I have a couple more points that I want to make before I can offer this up to Q&A, but without a doubt, New York's SRF could have participated in a deal substantially stronger by a magnitude of somewhere between 10 and 100. 


The fact that we bridged this air/water nexus with NYSERTA and the EPA, and the fact that we got this through the rating agencies as a standalone guarantee in a time when the rating agencies are – this deal is demonstrative of, in its early days, incredibly leery about new credit. This was a new credit. This was a new structure both for the SRF and obviously for NYSERTA. 

If I could just take a couple minutes, there are three points that I think the transaction really stands for. Dedicated revolving funds have become a very popular tool for sustainable infrastructure finance. The SRF has been one of the earliest ones dating all the way back to 1986. The federal government has been incredibly generous in the water and wastewater sector. The commitment is second only to the interstate highway system. 

New New York and the federal government have been funding into the clean water SRF since conception. And so, being able to expand the footprint of the SRF to help launch NYSERTA's program really does represent another return on that very substantial investment. 


When you look at the aggregate national assets of the SRF's, there are 51 SRF's, 50 states and including Puerto Rico, it represents decades of cash flow with zero default history in a sector that is designated as an essential public service. And so, with two and a half decades under their belt with virtually no default history, and some of our loans can go out as far as 30 years, a projection of 30 years of this same cash flow, very few existing or new funding vehicles can demonstrate as strong and stable a history or a future. 


And so, the extent to which those cash flows can be leveraged in the capital market and fund future commitments is really very, very substantial. When you couple that financial strength with the evolving footprint that we're seeing that the SRF's are capable of reaching. Through storm water, through Section 319 plans, the SRF's are capable of being active in the transportation sector, in the housing sector with green roofs and green walls, obviously we just talked about the energy sector, porous pavement projects in the transportation sector. 

When you couple the breadth of the SRF's and the financial depth, you can get this creeping conclusion that the SRF's are capable of really being a national infrastructure bank with 51 branches. And to me at least, it does serve as a real motivation for folks in other states to push their SRF's along, to push for continued funding because I think as the data and NYSERTA's experience suggest, folks interested, at least from this example, in promoting clean energy finance should give real strong consideration to looking at expanding the footprint of existing funding vehicles at least in addition to, if not as an alternative to, creating new funding vehicles and approaching the capital markets on their own. 

So, I'll stop there, but that's really one of the things that I wanted to emphasize and I think we'll be talking about that as a bit at the national SRF conference in November where I think we'll be pushing that point as well. So with that, I'll wrap up and be open for any questions that folks may have. Thank you all for allowing me to participate. 

Molly:
Well, thank you, Jim. That was a really wonderful presentation and I think your point there about thinking about expanding the footprint of some of these federal financing programs was a really good one and certainly what we're trying to hope to engage with states and locals on. There's one quick question for you before we get to some of the other questions for other speakers. 


There was a point of clarification from one of the states on the phone. Under Section 319, it sounds like your clean water SRF has Section 319 with the atmospheric deposition and that's what let you issue bonds for efficiency. Is that right?
Jim:
That's correct. That's correct. Again, different states have different non-point source problems, but New York, being in the Northeast and everybody remembers the acid rain litigation from years ago, New York still has a very well documented problem with atmospheric deposition into water bodies. 


The page that was on that slide is only brief. I wasn't really going to get into it, but if folks wanted to open up New York's 319 plan, it's on the Department of Environmental Conservation's website. There are probably chapters, page after page, on issues in New York State water bodies with the harmful effects of atmospheric deposition. 
Molly:
Great, thank you. 

Jim:
Sure. 

Molly:
So next, I have a question for Michael, a specific question to the Power Saver. Can the Power Saver loans also be used for solar and other renewables, and if so, can they be used to cover down payments on leases?

Michael:
I was almost going to say yes. I'm at the reference to the down payment issue, and I'm not sure about the answer to that particular question. But the overall answer is yes. The Power Saver can and will support solar improvements up to the $25,000 cap. That's point one. 


Point two is that this is the only FHA product that will ensure solar leases. So to the extent that you have a prepaid solar lease that somebody would like to finance or work out an arrangement to finance an existing solar leasing program, that is a go. I'm going to suggest that the person who has the question about the down payment follow up with me, and in fact, I want to give everybody my email address, Michael.Freedberg@HUD.gov and I'll follow up on the down payment question. 


I did want to add one thing that I failed to mention in my overall comments. HUD has invested about $25 million in direct funding, which is allowing lenders to lower the transaction cost to the borrower and cover certain financing costs associated with the loan, thereby making it a somewhat lower interest rate product than you could otherwise get, certainly in comparison to the standard consumer loan products out there. 


Maine, for example, is offering the Power Saver loan at a 4.99-percent interest rate, actually marrying some of DOE's funding with our funding. So, there are some sweeteners. Whether those funds can be used for a down payment against a lease, let's talk about that. 

Molly:
Okay, great. And I'll be sure to connect you with the specific person with the question as well afterwards. Okay, so a question now on some of the SBA 504 loans, so Patrick it's a question for you. Can those 504 loans be used for water treatment or sewage systems? Maybe we don't have Patrick on at this point. Okay, well, I'll move on. 


Actually, this is a good question for the whole group. We had a couple questions about eligibility for federal trust land and tribes for all these programs. Would some of you speak a little bit about which of your programs are federally recognized tribes eligible for or tribal lands?

Jon:
This is John Claffey. The RUS electric programs, as well as our sister programs, are eligible for tribal entities. We have tribally owned utilities that have come in and borrowed from us or received grant funds. Also, within the Rural Electrification Act, there is a pseudo provision, which was added by the 2008 Farm Bill, which was for substantially, under certain trust areas, for programs within the RE Act, which provides some additional financial benefits in terms of extension of repayments periods, waiver of matching funds, and lower interest rates. So yes, tribes are actually very eligible and we like to work with them to meet their needs.
Molly:
Great. 

Michael:
This is Michael Freedberg from HUD. I guess I would say the same thing in general. As the caller I'm sure knows, HUD has a couple of fairly significant funding streams particularly for tribal entities and Indian tribes. Those were not mentioned and specifically referenced in my presentation, but certainly, the product that I'm highlighting today, Power Saver, to the extent that the state that a reservation may be located in is on the list of participating states, yes. Tribal country would be available and would be able to participate in that program. 
Molly:
Great, thank you. Actually, that's a good transition to a question about some of the states where Power Saver isn't available yet. One of our attendees had a question about what reasons you've seen as some of the reluctance to signing up for Power Saver and if you've had a hard time getting lenders to underwrite these kinds of loans, or if it's just you all are in a pilot phase and it's just rolling it out piece by piece?

Michael:
Well, I think there are two answers to that question. I guess the question is what have been the potential obstacles to greater use of this product so far. I think there are two aspects of this. First of all, in general, most large mortgage lenders or most large national lenders aren't heavily involved in this home improvement type of product which is really where we see the need for consumers who wish to do some upgrades to their existing property. It generally is not perceived as a significant business opportunity. 


But I think the primary reason why we still see some great opportunities for traction with Power Saver is on the consumer outreach and education and information front. I think there's a need for further outreach and education and marketing of the product. We here at HUD are going to be working closely with the lenders as well as states, local governments, and existing program operators, such as home performance with Energy Star, who are already in the business of providing home energy services. 

We think that we can reach a larger customer base by partnering with those of you who are already in the business of promoting home energy services. 

Molly:
Great. Thanks, Michael. Another general question for the group, this one is about projects for non-profits and folks in the non-profit sector. Specifically, what kinds of financing are available for a homeless resource center? The idea here would be that they're looking to do energy efficiency upgrades and some construction. Are some of your programs available for non-profits? So Michael, what about the HUD programs? Are some of those available for non-profits?
Colin:
Hi, Molly. This is Colin. Actually, I think that without getting too far ahead and speaking for friends at SBA, the reason we selected the 504 Program to talk about today is because there is increased flexibility for buildings that are not owner occupied. So, there may be an opportunity there. But really, I would encourage, in this case, Stan to follow up with SBA and go ahead and copy me or us on that email to run that down because it is an important question. 

Jon:
This is John Claffey. In the RUS Electric Program, certainly, we finance non-profits a lot. It's the eligibility of the project itself that we would have to look at. 

Colin:
I was going to add to that from a HUD perspective. Non-profits are a huge part of many of our programs more often than not as sub recipients. So, the technical term would be of our existing funding streams. In particular, on the homeless front, we do do an annual continuum of care grant award not specifically referenced in the guide for a variety of homeless assistance and support of housing projects.


It certainly would be worth considering. I don't know what the specific project the caller has in mind, but as to tapping some of those funds for the purpose of greening a homeless facility or doing an energy efficiency improvement project. Again, I'm happy to follow-up in person if there's a relationship to any of our programs. 
Molly:
Great. Thank you. Colin, I think I have one here that would be good for you to talk a little bit about. We have an attendee here who said, "Some of this can seem very confusing and convoluted with different agencies and different programs for specific needs. And so, what is the government doing to help people more easily access these programs?" I think that's part of what the new guide is trying to do, but could you talk a little bit about that?

Colin:
Thank, Molly. That actually is an excellent question, and if I could go back in time 86 minutes, I would have mentioned that in the opening remarks. What we're hoping to do with the guide, in many ways, is to initiate a dialogue between the various federal agencies that have these federal program with the stakeholders, state and local leaders and other stakeholders at the local level who could be using them potentially and maybe are not or who might not be aware of some of the potential uses of these various financing programs. 


But as an added thing, and completely understanding that the programs are very complicated, in each state, there is, in some ways, a unique set of opportunities and definitely a unique set of relationships. Many of these federal programs have local implementation partners. They are qualified lenders or qualified borrowers, whether it's USDA, HUD has partners for its Power Saver Program, SBA has qualified for the 7A and 504 programs. 


So, one next step and one way in which we can be helpful in follow up is to help you think through who the potential partners might be in your state. Who is the equivalent of Jim Levine in Nebraska or South Carolina or Oklahoma who is thinking about how to make the most of your state revolving fund, so you can take a comprehensive approach to maximize the use of all the federal financing that's available in your state?

Molly:
Great. Thanks, Colin. While you're answering questions, there was one specific question on the SBA loan program that I'm wondering if you know the answer to. If not, of course we can connect the attendee with Patrick afterwards. The question is if the 504 financing can be used as a leverage loan with new market tax credit transaction. 

Patrick:
This is Patrick. I am on the line. And so, I think we should talk offline because it depends on how the deal is structured. What can't happen is the government's exposure can't exceed 50-percent for the individual project. And so, the example that I had described was a 50/40/10, and so there was some room in there where new market tax credits could be layered to potentially make the exposure 50-percent for the government, 40-percent for the third party lender. But if folks have questions regarding specific projects, they can email me at Patrick.Kelley@SBA.gov. 
Molly:
Great. Thank you, Patrick. So, we've run up on 3:30 now and I think we'll wrap things up. For those of you who have some questions that we didn't quite get to, we'll be sure to connect you with our speakers after today's session. Again, we will also be circulating the slides and a link to where you will be able to find a recording of today's session after about a week or so. We'll post it online. 


We do ask that if you have a few seconds after, to fill out the brief survey that will pop up. Your feedback really helps us tailor our presentations so that they can be most useful for you. So, thanks again to all of our speakers for joining us today and giving excellent presentations, and thanks to all of you. As Colin said, we're really looking for your feedback on this guide because this is just a first edition and we want to make sure that these tools are presented in the most straightforward way as possible. So, your feedback is greatly appreciated and I look forward to working with everyone. Thanks a lot. 

Michael:
Thank you. 

Molly:
Thanks, Michael. 

Colin:
Thank you all. 

Molly:
Thanks, everyone. 

Patrick:
Thanks, everyone. 

Jim:
Thank you. 
[End of Audio]
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