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Molly Lunn:
Hello, and welcome to today’s webinar on “Raising Investment Funds for Clean Energy Programs and Working with Financial Institutions.” I’m Molly Lunn with Department of Energy’s State and Local Policy and Technical Assistance Team, and I want to thank everyone for joining us today.  We’ll give folks a few more minutes to log in and dial in, so while we wait, I’ll go over just some logistics, and then we’ll get going with the meat of today’s webinar.

The webinar will be recorded, so everyone is in listen only mode, but you can answer – enter questions and comments in the questions box on the right part of your screen, and also in the chat box at the bottom of the right portion of your screen.  We’ll get to questions at the end of the presentation, but you can keep sending us questions throughout.  

The recording will be available both online, and we’ll send around the slides after today’s presentation, and it is – we’ll get to as many questions as we can during the presentation, but for anything that we aren’t able to answer, we’ll be sure to follow up with you all after today’s presentation.  Next slide, please.


So we’ve got a great agenda for you today.  Today’s session is focused on a new resource that DOE is making available for designing and implementing your clean energy finance program.  But the Department of Energy has a whole slew of resources that are available in the finance space, and several more coming up in the next few months, so I’m going to provide just a brief introduction to those, and then I’m going to hand things off to my colleagues, Peter Meyer from the E. P. Systems Group, Glenn Barnes and Jennifer Weiss from the Environmental Finance Center at the University of North Carolina, and they’ll be talking about a new resource called “Clean Energy Finance: Raising Investment Funds and Working with Financial Institutions.” 

And as many of you know, I'm sure, you know, attracting funds to launch a clean energy program can be a challenge for any community leader, but especially for those local governments or nonprofits who are – or even states who are newer to working with financial institutions.  That can be particularly difficult.  So in today’s webinar, we’re really going to provide an introduction to those that are wishing to seek finance from private institutions to launch their program.  

We’ll talk a little bit about the different types of financing and lenders that are available, and how they’re likely to respond to different kinds of risks and opportunities.  And then Peter and Glenn and Jen will walk through sort of a step by step process for approaching lenders, and some resources that are available for taking those steps.  

Today’s webinar and the resources highlighted have been a collaborative effort between the Department of Energy, Oak Ridge National Laboratory, and our technical assistance providers from the Center for Climate Strategies, the Environmental Finance Center at North Carolina, and E. P. Systems Group.  And so just – it’s really drawing on a wealth of experience and knowledge.  And at the end, a number – all these folks will be available for your questions and answers.  So next slide.  

So really quickly, I just want to talk a little bit about DOE’s role in the energy efficiency space with state and local.  So we at DOE in the Office of Energy Efficiency and Renewable Energy believe that we can’t achieve our clean energy goals alone, that we really need to work with state and local governments who drive policies and actions that are really critical to advancing our mission of taking clean energy to scale.  

So one avenue that we do that through is with our Weatherization Intergovernmental Program, where we play and act a role as a convener, innovation enabler, and a technical resource, like today’s webinar.  Next slide, please.  

So our technical assistance for state and local governments has been available for a number of years, and essentially, what we do is work with state, local, and tribal officials to provide resources that can help you all pursue high impact clean energy policies, programs, and projects.  And we focus our work in five key areas.  You’ll see those here, and that like today’s presentation, one of those is focusing on finance strategies.  

So for all of our priority areas, we develop resources.  That includes general education materials, case studies, tools for decision making, and protocols.  And the resources that’ll be highlighted today are really kind of those general education level materials, for people who are new to finance, as well as some – you know, the step by step process is a little bit of a tool to help you all.  

And then, of course, for our resources, we disseminate those through peer exchange and trainings, like today’s webinar.  And then finally, for in depth efforts, we can provide one on one assistance for high impact efforts through an application process.  Next slide, please.  

So now I’ll dive a little bit into the finance resources specifically that we have available now.  These are all hosted on our State and Local Solutions Center, which is our online portal for state and local government technical resources.  And on that page, you’ll see there’s a little – on the screenshot you’ve got there a little dollar sign.  That’s where you link to our finance portal.  And that has pages for alternate kinds of finance topics, both mechanism specific, like revolving loan funds or power purchase agreements, but it also provides sort of a general overview to finance, and that’s in the – we’re in the process of updating that page now.  I’ll talk a little bit about that in a moment.  

But you can access there now things like our “Financing Clean Energy Upgrades” and “K-12 Schools Guide.” This is really relevant to all local governments, not just through K-12 schools, as it covers sort of a lot of the kinds of mechanisms that public entities use, like bonds and lease purchase agreements, and other clean energy-focused mechanisms.  

We also have available there our Clean Energy Finance Guide for the Commercial and Residential Sector.  So this is how you as a local government can help support programs in the residential and commercial sector, and that’s available – that’s sort of a complement to one of the resources – the resource we’re talking about today.  The Finance Guide is really a pretty in depth technical resource for folks who are pretty familiar with finance.  And the resource we’re going over today, as well as some of the others that we’ve put out in the last – or are putting out in the coming months, are introductory materials to that process.  

And then finally, “The Guide to Federal Finance Facilities for Clean Energy,” that is a guide to all of the different kinds of financing tools that the federal government makes available for state and local governments to take advantage of.  Next slide, please.


So this year, we’re coming out with a number of new resources.  As I mentioned, we’re doing a face lift to our finance portal, which should be finished in the next couple of weeks.  We’re just finalizing the resources for that now.  And that’ll be very similar to – in terms of covering the topics that are now, it’ll just be a little more organized, just a little more straightforward in terms of how to navigate the site, and have some more updated resources on it.  

I also want to mention a resource that just came out this week, “Getting the Biggest Bang for the Buck: Rationales and Experimental Design Options for Energy Efficiency Finance Programs.” This is something that came out from one of our sister programs at the Department of Energy, and will definitely be useful for those of you who are really in the process of figuring out is a finance program right for you.  So I encourage you to check that out.  That’ll be available in our Solutions Center, and there’s a webinar coming up for that on the 17th of December.  

Then as I mentioned, we’ve been doing a number of these Finance 101 briefs.  So there’s an “EE Finance Primer,” which is sort of an introduction to EE finance overall at a very high level.  That’ll be coming out from the State and Local Energy Efficiency Action Network, SEE Action, in probably the January timeframe.  Then coming up this month, we’ll also have something we did a webinar on a few weeks back, “Finance Program Structure Options,” so sort of a deeper dive into how do you structure your finance program.  

Again, today, we’re talking about how to raise funds for your programs and work with financial institutions, and then later in January, a primer on credit enhancement will be coming out, as well as our document on internal revolving loan funds.  And then on our past webinar, we also talked about the return on investment modeling tool, which we hope to have available online this month.  

So finally, two more resources that are a little more in depth, for those of you who are a little more advanced in finance.  We have an “On-Bill Financing Program Design Analysis and Case Studies” coming out in January, and an analysis of all of the Recovery Act programs that were set up in terms of finance, an analysis of those and some recommendations for the future, which will be coming out later in the spring.  Next slide, please.

So finally, in addition to the resources we have available, guides and templates and so on, we also have – oh, we host a series of webinars, about one to three a quarter, on finance.  These are typically focused on our new resources and are archived on our Solutions Center.  That’s where – this webinar archive is where you’ll find today’s webinar, once it’s available, including a recording, as well as the slides themselves.  

And then we host a project team, which is a peer exchange group that meets monthly.  We talk about sort of relevant finance topics that the group has identified as something they’re working on, and then also let peers present on what they’re working on at the moment, and get some feedback from fellow state and locals.  So you can learn more about that online at our Better Buildings Alliance site.  Next slide.

And then finally, as I mentioned, we do provide one on one assistance.  That’s done through an application process.  Applications are reviewed, and the level of effort is determined based on near and long-term impacts, replicability for other jurisdictions, so what about this can we then help pass along so that it’s useful to many others, and then, you know, is this really a gap in the technical assistance space?  Are there other available resources we can point you to?  

And some examples include things like both comparing different finance funding options, as well as design and implementation of specific types of mechanisms, once you've sort of figured out the path you want to go down.  So next slide.


So with that, just really quickly, to review the ways to tap into all of these opportunities, again, please visit our State and Local Solutions Center.  You can submit an application for assistance online also through that solution center.  And then to stay up to date on all of these different resources, I know it’s a lot, but we try to keep you up to date through our Technical Assistance Program alerts.  You can register for that list by emailing us at TechnicalAssistanceProgram@EE.DOE.gov.  

So thanks again to all of our speakers and to you all for joining us.  And I encourage you to take just a minute at the end to fill out our feedback questions.  This really does help us guide future sessions, as well as if there are things we can reach out to you on to follow up, we’re happy to do that.  

So final slide.  Again, we encourage you to join us for our future webinars.  Our next webinar will be in January on energy efficiency and correctional facilities, and how state governments can engage and advance efficiency in their correctional facilities.  So you can register at our – on our Solutions Center.  

And with that, I’d like to hand things off now to Peter Meyer.  Peter Meyer is the president and chief economist for E. P. Systems Group, which is a research firm that has conducted economic development and environmental policy work for over 30 years.  He is also professor emeritus of urban policy and economics and director emeritus of the Center for Environmental Policy and Management at the University of Louisville, and has previously served as director of the Local Economic Development Assistance Center at the Pennsylvania State University.  

Peter has worked with us for a number of years now.  He was first a part of the Department of Energy’s finance team under the Recovery Act, and has been extremely helpful in working with state and local governments, setting up programs, finance programs, all over the country.  So thanks again, Peter.  And with that, I’ll hand things off.  
Peter Meyer:
Thank you very much, Molly.  I'm going to try and move along very quickly here.  I will be joined in dealing with some of the issues having to do with implementation as I get to the end of my session by my two colleagues from the University of North Carolina, Glenn Barnes, who is senior project director with the Environmental Finance Center in the School of Government at University of North Carolina Chapel Hill, and his colleague Jen Weiss, who is a senior finance analyst with the same group.  

So let me just get moving as quickly as I can here.  Our purpose today really is looking at how to do financing for organizations that haven’t got the staff to do financing, don't have significant experience in doing it.  At one point, I guess we were referring to the project that has produced this webinar and the guide associated with it as Banking 101, and that’s probably 100 too much in the score on it.  And really, we have huge numbers of small municipalities, under 25,000, who are all potential program sponsors, who may not know about all the potential means of financing that are available to them, and certainly larger organizations and municipalities may do the same.  

So this is who this is webinar is intended for.  If I’ve just scared away 90 percent of my audience, my apologies to you all, but I want to be very up front about what we’re about here today.  We’re going to – I’m going to run over all of these topics as quickly as I can, so we can provide room for some questions.  These are obviously a lot of different things that we’re dealing with here.  To a certain degree, when we start discussing risk, we’re focusing on lenders rather than other sources of capital providers, which I will comment on momentarily.  That’s simply because it’s an easier way for us to talk with you about how you can enhance the credit or the credibility and reliability of different kinds of programs.  At the end, we’re going to have some step by step looking for financing measures.  

All right.  So clean energy programs.  Let’s make sure we’re all on the same page.  We’ve got renewable energy.  I don't think there’s anything on here that this audience doesn’t know about already, but I just want to make sure that you know what I’m thinking about as I go through these various things with you.  That’s renewable energy.  Then we have energy efficiency.  And one of the more important points with regard to energy efficiency, which I will come back to several times, is some of the issues having to do with business operating system improvements.  There’s a little bit too much thinking certainly at many local levels, that we’re talking predominantly only about buildings when we think about energy efficiency.  And we may be dealing with the actual operations of businesses at the same time.  That’s something that needs to be kept in mind.  It can be initiated by local governments and shouldn’t be overlooked.  

So we’re talking about investments.  All these things require funding.  The big question, then, where is the money, and obviously, the one that follows that is how do we get it?  So let’s get going.  

There are two types of money.  Again, I said that this was going to be tanking 101.  We have debt capital.  We know about those, if any of us have ever gotten a mortgage.  We’ve got money lent to us.  For that matter, most of us who went to college probably had money lent to us.  But there’s also equity capital.  And when we’re talking certainly about renewable energy, that becomes something that is somewhat important to program sponsors.  You may be able to attract parties that have their own money that they’re investing in your community to generate renewable energy in ways that will benefit your community, and that is something that you may want to promote, even though you may in fact not be putting significant dollars up, so it’s something that we need to include in this overall mix.  

So when we’re going through sources of financing you can tap, I’ll tell you right now that every one of these could be – as I go through these various sources, I could spend an hour on every one of them, and each one is somewhat different from the other.  You approach them all slightly differently.  You’ve all seen most of these organizations and kinds of entities before in the work that you’ve done.  And there are a lot of different ones.  They all require a slightly different approach.  

And finally, there’s the fact that you might be able to raise some money yourself.  I’m going to deal with that on in terms of tax increment financing, and what we’re about to look at is a table that actually is in the guide.  This particular slide probably represents 15 pages in the guide that is coming out in which we’re discussing all these different types of institutions, but we can summarize it a little bit in terms of just this table.  And this table, as you can see, goes through an array of different – of each of these different sources.  

When we deal with banks, let’s remember that 95 percent of all banks in the United States are community banks.  They’re not the big money center banks.  They may have very limited markets that they sell to, that they get their revenues or that they get their deposits from.  And they may have relatively low loan to asset ratios, partially because they only serve a particular geographic area, and people may not think to try and borrow from them, or they need to make sure that they get particularly safe projects to lend to.  They’re very, very vulnerable, but they may have money that they would like to be able to lend, something that you don't necessarily think about with regard to the big ones.  

Saving institutions are generally local.  Credit unions have a particularly unique reason that they want to help finance clean energy.  I’ll come to that a little bit further on.  Community development finance institutions are the entity that you probably want to turn to if you have one in your community as a partner, if one of your targeted areas is low and moderate income households, or low and moderate income communities.  I will be using the term LMI as I go along here, trying to make sure that you think about those low and moderate income households, because they can be a particular target for some of your work.   

Finally, we have high sources of – high cost sources of capital with regard to community and consumer finance companies, but they may, again, be something that may be very valuable for you to look at.  Those are commercial entities that would simply like to make loans.  

On the other hand, very, very different from them, we have specialized energy lenders.  They come from a variety of different sources of capital that they may have available to them, but they will act as loan processors, they will facilitate access, and they can offer program administration services that may be very, very valuable to you if you can’t run your own programs.  

Renewable energy system developers are the people who may come to town with equity.  They need guaranteed markets for the power they generate.  They’re therefore dependent upon some mostly state energy policies.  But on the other hand, if your municipality can say, if you generate renewable energy, we’ll buy it from you, that’s another way that you could provide them with that guaranteed market.  

Energy service companies, otherwise known as ESCOs, are something that many, many institutions have utilized, but basically, they have a significant minimum scale for individual projects.  Depending on the ESCO, that can run to multiple millions or even multiple tens of millions in terms of the activity they need to engage in.  

Government grants and loans, well, grants are something that you can apply for, take a long time to get.  They are probably very useful to specific one-term projects.  Loans, where they’re available, can be revolved, and can be used as leverage for private lending for multi-year programs.  It’s something that’s nice to be able to get if you can figure out where it is available to you, but it may depend very much on the state that you’re in and what kind of state grants there are that are available.  Certainly, the federal grants are less available now than they were under the Stimulus Act and so on.  

We cannot forget electrical and gas utility companies that are being told by their regulatory commissions that there are things that they need to do to contribute to producing clean energy and making energy efficiency more possible.  And finally, there is always the possibility that you can raise your own money.  When you start investing in buildings in your community, you may be increasing their value.  You therefore may be increasing the tax base that you can tax.  If you are making businesses more efficient and they’re generating more profit and hiring more people, you’re, again, increasing your tax base.  

So there are in fact very real returns.  These are something that we talked about more in an earlier webinar in this series on using clean energy as a tool for economic development, but that again becomes another source of capital that you can tap.  

Let’s move on a little bit to some of the things that I’ve already mentioned in that very quick run.  We have a range of depository institutions.  Those are the banks, the savings and loans, the credit unions.  They can’t just make any kind of loan they want.  They have regulations that way what the risks are that they can take on their loans.  And that may limit their willingness to engage in certain kinds of risky activities, certainly in lending to people with poor credit risks and things on that order.  Whoops.  I’m sorry.  I just slid ahead a little bit on myself here.


And what we then have is a – as a counter to that, if you will, is something called Community Reinvestment Act, and if you haven’t dealt with the CRA, it is well worth paying attention to.  CRA is something that applies to the major banks, those that have got branches in a variety of different communities, and the critical issue with regard to CRA is the fact that they have to provide evidence that they meet the credit needs of all the communities in which they do business.  Think of that as every location in which they happen to have a branch, they want to be able to show that they’re making loans in those communities.  

When they make loans to the LMI neighborhoods or borrowers, they earn CRA credits.  The wonderful thing is that if you could target a neighborhood in your area that has low and moderate income, and make it possible for those banks to lend to those low and moderate income borrowers by some form of credit enhancement – I’ll come to that in a moment – then in fact, they earn double CRA credits, because they’re lending both to the individuals and within the neighborhood, and they love to be able to do that.  So if you have that opportunity, you may not want to turn to your local banks, but to local branches of your major national banks.  

And when we’re dealing with the local banks, the individual institutional charters become critically important.  You have a number of community banks, situations in which they can’t make loans outside of a particular geographical boundary.  That’s what their charter reads.  If they do not have enough economic activity that they can invest in in their boundary, they may be sitting there with deposits that they would love to make money on by lending it out and earning interest, but they can’t, because they don't have the borrowers.  

If you can generate the borrowers for them and provide them with reasonably secure lending opportunities, they’re going to be very, very anxious to lend money.  So they become a critical issue for you as well, as an opportunity and as a source.  

And then I mentioned the utilities earlier.  They’re very, very important as sources of capital.  They’re also sources of what I might call in kind contribution to running your programs.  The mandated on-bill payments which exist in many states are something that will make lenders feel more secure, simply because there’s debt – their debt servicing is handled in part by the fact that the repayment of the loan is added – the bill that is due is added to the utility bill, and there is this implicit threat, anyway, that if you don't pay the debt on your borrowing, in addition to your utility bill, you’re going to lose your utility service.  

Demand side management programs and demand response programs mostly are targeted on trying to lower the peak load in demand for utilities services, for electricity or gas demand at any given point in time, intended largely to make it easier to not have to build new power plants, which end up costing more money to the existing rate payers.  And in many instances, states are actually telling the utilities, you have to provide capital to partners and demand side management programs.  

Energy efficiency promotion programs, well, we’ve known about low income weatherization.  We’ve had that for decades.  But the broader energy efficiency programs are also something that many utilities are being told they have to engage in by their regulators.


Renewable energy programs?  Well, renewable portfolio standards are present in one form or another on something of the order of 31 different states in the US at the moment.  Most of them – which therefore are telling the utilities that they have to buy a certain percentage of their power from renewable sources.  Therefore, they have to find those renewable sources or build them themselves.  

Most of those programs also have specific feed in tariffs, that is to say, a price at which the utility has to buy the power that is available from the renewable source.  The feed in tariffs become critical important, and the fact that net metering is available to households that may want to put solar on their roof is something that will facilitate installing solar not just as financed by solar firms and renewable energy firms, but by individual households that think that they can benefit by selling their excess power to the utility, and then consuming whatever solar they’re generating when they’re generating it.  That requires the net metering and the feed in tariff that guarantees them a price.  

All these things are possible sources of capital, but in most instances, everything that we’re doing involves some sort of provision of some sort of limit on the risks that lenders are willing to take.  Some lenders are going to be willing to do certain kinds of unsecured lending, but unsecured lending involves losing money more or less automatically if in fact the loan defaults, because you're going to have to turn to a collection agency to pursue the defaults, and the collection agency is going to get a share of the payment.  

Unless somehow or other those defaults are covered by some sort of credit enhancement, nobody is really going to be all that anxious to engage in unsecured lending, except the people with extremely high credit scores.  Most of the time, they’re going to want to put a lien on property to have some sort of collateral.  The collateral on a mortgage, after all, is the property that has been mortgaged.  But not all collateral has to be the property directly involved in benefiting from the loan, so it doesn’t have to be the property involved in the clean energy project.  

Now the logic behind the liens is that ideally they’re going to permit full recovery of losses.  That doesn’t always happen, but that’s certainly the intent.  

Another kind of a lien, however, is a fixture filing, otherwise known as a UCC1 filing – which UCC, by the way, refers to Universal Commercial Code – is the power to repossess the property that’s purchased with the loan.  This typically is something that is going to be more important for commercial energy efficiency projects, or for that matter commercial renewable energy projects.  If in fact you’re putting in a new system, a new HVAC system, new air conditioning and heating, or for that matter, new plant and equipment in a manufacturing process, the equipment itself can be the collateral on the loan.  This is not going to work if what you’re doing is blowing insulation into the walls of a building.  You're not going to get the insulation out to get – you can’t repossess the insulation.  Similarly, you’re not going to be able to repossess windows and doors all that easily.  But fixture filings is another kind of a way in which lenders limit their risks.  

And finally, we have soft liens, otherwise liens at the meter, which is the regulatory right to disconnect utility service in the event of nonpayment.  One of the issues with regard to on-bill payments is whether or not on-bill repayment does include the threat of disconnection.  There’s a further issue that arises, which is in many cases, while the contract may read that the utility is supposed to share its proceeds with the lender, in the event that the bill that is paid is only partial, and doesn’t cover both the utility bill and the debt service that is required, all too often, the utility is simply going to take the money that comes in, apply it against the utility bill, and not give anything to the lender.  This can create some kinds of conflicts.  

But the bigger conflict may be the fact that certainly in the states that are colder, where there are winter restrictions on disconnections because of concerns about health and for that matter structural damage in the event of freezing pipes, the soft liens may not work all that well.  

These are some of the ways in which lenders limit their risks.  The most obvious, of course, is to make sure that they’re lending only to very, very well-qualified borrowers.  If you want, however, your programs to be available to less qualified borrowers, we need to look at the risk mitigation that you yourselves can offer.  

The greatest risk mitigation for energy efficiency, anyway, is the fact that the funds get used only for energy efficiency.  That is a very, very big difference between an energy efficiency loan and a typical home improvement loan.  I can take out a home improvement loan and then turn around and use the money to go on vacation, which doesn’t necessarily improve my home.  

If you want to include poor credit risks, you're going to have to offer some sort of program of credit enhancement, which is basically a program to limit lender risk.  There are low loss reserve pools that you can create.  You can offer loan guarantees.  Small Business Administration loan guarantees, by the way, are something that you may want to help local businesses pursue on their own.  If what they’re trying to do is become more energy efficient, that doesn’t necessarily involve your money.  

Loan loss insurance is available in some instances.  Debt service reserves may be set aside as part of in loan, where if someone receives a $10,000.00 loan, they have to set aside 10 or – I mean, $1,000.00 or $2,000.00 of that $10,000.00 as a reserve to help repay the loan, and they can only use $8,000.00 for whatever it is they want to use the loan monies for.  All of these – and senior subordinated capital structures are yet another possibility.  You may lend some money, along with a private institution lending money, and you all say, okay, fine, the private institution gets paid off before we do.  

All of these things are discussed in some degree – I could have spent an hour on every single one of them, and there have been webinars on every single one of them.  They're discussed to some degree in our little discussion, and they take tens of pages in the much fuller documents that are available at the Solution Center from DOE.  So I really don't want to spend time on them here.  We need to know that those things are available.  

And just in passing, I want to comment on interest rate buy-downs, which were done to a significant degree by a lot of the smaller recipients of ARA money from DOE in recent years.  They don't really reduce risk or increase capital availability in the sense of the amount of money that is available.  They improve capital access by lowering the cost of capital to many of the entities that were able to borrow the money to do energy efficiency investing.  They’re a tool if you want to make it easier for businesses to get access to capital at a lower cost, but they do not necessarily increase the overall amount of capital available.  

So now we’re going to turn to the program design and how this affects your access to capital, and Glenn and Jen, I hope that you're going to open up your mics and try and join me in some of this discussion of the different dimensions that we’ve got here of program design, and how this can affect access to capital, and please jump in when you think it’s necessary, appropriate.  I'm going to through all of these different elements fairly quickly, again, but just try and show you how some of these pieces can fit together.  

What we’re looking at now are all sorts of things – these are all aspects of the program that you’re going to be trying to design.  Are you trying – are you seeking equity investors?  Are you trying to encourage renewable energy investment in your community?  Are you looking for vendors for renewable energy investors in your community, or for those trying to pursue energy efficiency?  

You need to think about for whom you're seeking that capital.  Is it going to be only very, very high credit risks, or those that have got less capacity to borrow on their own?  Who’s going to own what you’re going to finance?  Home owners with energy efficiency loans default far less than any other home improvement loan borrower.  I made reference to that.  Here’s some data on it.  This comes from five years’ worth of experience in Pennsylvania’s Keystone HELP Program.  All right?  

The lower – the lowest of the FICO scores, the credit scores ____ that – to which Keystone HELP was lending to those with 640 credit scores, but they only had a 4.4 percent default rate.  That’s probably double or triple that, at a minimum, for regular home improvement loans.  Why?  Because they’re saving or making money from the investment that they’re putting in.  

By the way, if we were talking about people with the highest credit score there in Pennsylvania, they were default at a 0.4 percent rate, 4 out of every 1,000 loans.  
Glenn Barnes:
Peter, I just want to jump in for a second.  
Peter Meyer:
Yeah.  Jump in, please.

Glenn Barnes:
For those of you who are not as familiar with FICO scores, I mean, the higher scores are around 800, a little bit higher than 800.  The important thing to notice about the 640 here is that most commercial banks that we speak to, credit unions, even community banks, would be hesitant to even make a home improvement loan to somebody who only has a 640 FICO score.  And so, I mean, that’s considered a fairly risky pool for lenders normally.  To see this success rate is very impressive.  
Peter Meyer:
Keystone HELP, by the way, is one of those specialized energy lenders that I referred to earlier.  Thank you for that comment, Glenn.  And some of Glenn’s colleagues and Jen’s colleagues down at UNC conducted a study of over 70,000 mortgages, and those with energy efficiency homes were 32 percent less likely to default on their mortgage.  What that says to me is that if I were to be – if I were a mortgage lender, I’d be going out of my way to try and make loans to try and make those homes more energy efficient, on top of the mortgage that I already have given that homeowner, because I think that’s going to reduce my risk on the mortgage itself.  Thirty-two percent lower mortgage default risk is a fairly substantial difference.  That comes from the fact that it is that home owner that is saving or making money from the investment.  So identifying who that is becomes a critical part of how you’re going to try and sell your program to a prospective lender.

Again, that discussion I just gave is irrelevant if in fact what you're talking about are businesses that are sufficiently large to have their own credit score.  If businesses don't have their own credit score, then you're back to the FICO score that is the credit rating of the individuals who own that business.  

If you're targeting your low and moderate income neighborhoods or people, many of those people are going to be lucky to come close to a 640 FICO score, and as Glenn just pointed out, they’re the people that the lenders are not going to be prepared to lend money to unless you have that credit enhancement.  So if that’s your target, then you have to put a lot of emphasis on credit enhancement.  If they’re not your target, then you’re not going to put some emphasis on that.  

All of the programs that we’re talking about or any lending requires underwriting, requires some administrative costs.  Those administrative costs can be a very, very high burden if all you're borrowing is $5,000.00 for a home insulation project.  The interest and the charges have to cover those costs, and sometimes they get to be so high that the program becomes very, very burdensome to a potential borrower.  You can’t get low interest rates, and therefore, even though you may have those who would like to be able to borrow, and those that might be willing to lend, you can’t put the pieces together, because you can’t overcome that administrative cost burden.  

So how you then administer the program in order to reduce those administrative costs becomes a critical issue.  If in fact there were setup costs but lower ongoing costs that continue to repeat themselves over the course of a program, if you can assure a lender that the program is going to be of a fairly long duration, possibly because the loans continue to revolve, and your funds continue to be available, that may be something that is going to enable them to charge less for any individual lender as they enter their program.  

And the other thing that you can do with regard to scale and make a program larger and more attractive potentially to a lender who has to set up special systems is simply increasing your scale, which may mean that if you're a small community or a single community-based organization, you join with others to increase the scale of your program 

Glenn Barnes:
Peter, I’d just like to add there that – and we’ll have a slide of this a little bit later in the presentation, but as you're meeting with lenders as potential partners, I think you’ll find that a lot of them are interested in making more loans these days.  But I think it’s important to ask them, you know, how many loans do they really want to make to make themselves interested in the program?  You know, in some cases, if you have five or six lending partners, if you do a loan program, each one may only do a handful of loans a year.  

So again, it’s these – it’s these upfront costs that – you know, for them to set up a special designation in their lending system for this program, to do reporting to you, to do paperwork, is it going to be worth their while if it’s only going to be a couple of loans per year?  
Peter Meyer:
Thank you, Glenn.  Very well put.  It may be worth their while if they get enough of an impact on their market, and this is an issue that is not related to the individual loan, but the fact that their participation in a program with you benefits them in some other way.  All right?  The impacts are obviously not something you can control, but you need to know about them or the possibility that they exist, because it may very well be that some of your potential financing partners haven’t thought about this possible benefit.  I can assure you that the large lenders are going to be very, very well-aware of the fact that they may be earning CRA credits, and may be very interested in that.


Credit unions are sometimes a very, very good partner, because one of the things that they get out of making loans is they get members.  They cannot lend to anybody who is not a member.  Therefore, whatever terms they may provide – excuse me – to a potential borrower, they have to insist on the borrower becoming a member.  Once that borrower becomes a member, it may be a lot easier for that credit union to then sell other kinds of services to that member to get them to become a borrower at the bank with regard to other loans, to maintain their checking and savings accounts at the credit union, any of those kinds of things.  They’re very interested in expanding their memberships in a number of instances, so that becomes an impact on their market.  

A local bank may want to show off the extent to which they are participating and contributing to the well-being of the entire community in part of their marketing, and if you’re willing to cooperate in that, that is another kind of financing impact that may be available to your financiers, that that’s going to impact that their market, that they’re going to be able to expand the number of customers that they have.  

Mortgage defaults and prepayments are expenses that occur to – for any depository institution that provides mortgages.  If in fact that 32 percent mortgage default rate decline is real for your mortgagees in your area, you may be saying to them, look, you can reduce the likelihood of mortgage defaults in our community if in fact you help some of your mortgage holders improve the energy efficiency of their homes.  

The other thing that you can get out of that, because this is the other thing that occurred as a – in that study that I referred to, is that the prepayments, people paying off their mortgage and refinancing for a lower rate and the like has also gone down in those situation in which the homeowners are in more energy efficient homes.  I’m sorry.  I'm having trouble with some sort of a frog in my throat.  Please accept my apologies.  

There’s also an issue with regard to your program design and regard to dependence on regulation.  Obviously, the tax credits that are available for generating renewable energy, which were available from states, in addition to from the federal government, can be the key to some financing, part of how those renewable energy generators, those renewable energy investors, earn the income on their investments.  So they may be a critical element.  

But state regulators, your renewable portfolio standards are another critical element.  If in fact the standards are being ratcheted up over time, which is true in a number of states, that the percentage of the energy being sold by their regulators has to go up over time, that provides a very nice opening for investors in renewable energy.  So – and if there’s a renewable portfolio standard that is under threat, that may undermine your ability to promote renewable energy investment in your community.  So you may want to be lobbying your state regulators or the state legislators that are influencing your regulators.  That is going to affect the kinds of programs that you can run.  

But you have your own kind of power if you're a local government to do something about this.  The higher the building standards for new construction in your community with regard to energy efficiency, the less attractive older homes that haven’t had energy efficiency retrofits are going to be relative to new homes that are available with much more energy efficient envelopes.  

Therefore, the likelihood of a return on investment in an energy efficiency retrofit of an older home is going to go up if that home has to be able to complete in the future on a sale with new buildings that are more energy efficient.  So your power within your communities to increase your building standards and therefore increase the value of energy efficient investments and hopefully then increase the willingness of the owners of older buildings to invest in their energy efficiency.  

The fees that you pay to financiers, which is something I’ve already mentioned, can make them more willing to partner with you, and can certainly help to reduce the costs to borrowers.  One way you can very obviously reduce the cost to borrowers is cover the loan application fee for them.  Are you willing to cover other kinds of costs in order to get the financing for those third parties, the borrowers in your community?  That depends on what kind of capital you have available.


But one way of doing that is with your program management.  If you need help with program management, then you don't have other institutions in the community that can provide that kind of program management, trying to recruit the borrowers, managing the loans, managing the program, making sure that you have appropriately accredited energy auditors, and then energy system installers responding to the energy audit, using the funds to do energy efficiency investments.  

If you don't have the capacity to do that, and your lenders may have the capacity to do some of that work, are you prepared to pay the lenders to do it for you?  Because if you are, that may be providing your lenders with another source of income.  If so, then you're going to be able to get more partners that are going to be more ready to partner with you, or they may make loans available at a slightly lower interest rate, because they have a different way of making a profit.  

And then, of course, where the ___ program benefits the financiers, other than the PR value, which I mention again at the end here, is your ability to challenge – channel business to prospective financiers.  We’re talking predominantly here about banks in this particular case, but it’ll also apply to other kinds of depository institutions, like savings institutions and credit unions.  

Some states say – limit the ability of local governments to put all of their banking business in the hands of one financial institution, and every local government collects taxes at a particular point in time, or a number of points in time, and spends money over the course of a year.  There’s a substantial float in there, period of time in which that capital is available, those monies have been put into some institution, presumably earning interest for the local government, or for that matter, the nonprofit that has collected funds.  

And before it is spent, that interest is not only paid to the financial institution, but those – by the financial institution to the depositor, but the financial institution has the opportunity to make money on that deposit.  So if you can channel business to a prospective financier, we will give you ten percent of all of our deposits if you put up ten percent for the program that we’re going to do, but if you put up 50 percent, we’ll give you half of all of our deposits.  You can try and get partners by offering them your deposits.  

Another way, if you don't have the power to do that, and some states say that local government business has to be distributed across all of the local branches within – or local financial institutions that do business within the local government.  If you can’t do that, you might have a purchasing card program.  A purchasing card program is simply a substitute for having a petty cash pot.  You provide all of the parties in your organization that have a right to buy supplies or anything else for your organization with a credit card, and then you don't need to have petty cash for them to dip into.

If that credit card is with a financial institution, that financial institution gets the transaction fee on every purchase that’s made, on whatever amount of money gets spent.  That transaction fee is paid to the financial institution by the retailers from whom you buy.  It costs the local government or the nonprofit organization, community-based organization, absolutely nothing, but it generates income for whichever financial institution issued the credit card.  That’s a way that you can reward them.  These are non-program benefits that you can utilize.  

So all of these program features can get summarized in a table, and we provide the table in the document that we’ve got out there that will be available on the Solutions Center website for you.  And you can start describing what you want the program feature to be in your ideal clean energy program.  You want to rank order these things A, B, C, how important are they do you.  If your primary concern is trying to bring in renewable energy, then you're not going to be very concerned with borrowing.  You're going to be more concerned with equity capital.  If your concern is primarily your low and moderate income borrowers, then it may very well be that they’re going to be the kind of borrower that you've got in there, and that’s a priority A, because some alternative program that doesn’t allow you to target people with poor credit ratings isn’t really going to be of interest to you.  

I keep moving, and bouncing the slides.  My apologies.  All of these things can be written down.  You want to have a description here.  You want to offer a description, perhaps a tentative program that you want to put before your board or your municipal council for a preliminary decision, or at least consideration.  Some sort of ideas need to be down on paper to begin the discussion process, and we offer this as a kind of way of beginning that process.  

Once you have that kind of an outline of a desired clean energy program, you're then going to want to try to go through a series of steps to try and engage in the necessary process to identify financing partners, which is what we want to turn to next.  And you look – when you're looking for financing, you're really not ready to start looking unless you know what those objectives are.  You want to rank order those objectives.


And sometimes what you're concerned with here is job creation, or just the fact that you want your community to appear to be forward looking.  That may let you get away with a very, very small scale program targeted on people who have very, very good credit ratings that doesn’t require much effort.  If you’re trying to actually promote significant amounts of energy efficiency or renewable energy, then that’s not going to necessarily be what is going to be an adequate program for you.  

What all those objectives – because there are very many – for more possible objectives than I’ve listed here, and then, of course, what is the context in which you’re operating?  And I want to remind everybody of something that Molly didn’t mention that is an extremely important resource, for those of you that don't know about it, and that is DSIRE.  Actually, I should have given you the website here.  It is those five letters, DSIRE, which stands for the Database of State Incentives for Renewables and Efficiency.  And the website is not DSIRE.org.  It is DSIREUSAID.org.  

And that is a website that is maintained for Department of Energy by a different university – my apologies, Glenn and Jen – in North Carolina.  It’s not the University of North Carolina.  It’s  North Carolina State, and they don't necessarily like each other particularly, but they are the entity that maintains DSIRE.  

DSIRE will give you all of the information you want about the incentives for renewables and efficiency in your state, in addition to providing you information about various federal sources, and some of those federal sources, such as the one I mentioned earlier from the Small Business Administration, do not necessarily emanate from the Department of Energy, and don't necessarily identify themselves specifically as being related to energy efficiency or renewable energy.  

For those of you who work in rural areas, the Rural Utility Service out of the Department of Agriculture may be a resource in terms of incentives and the like that may be part of the context that you need to pay attention to here.


Okay.  If you know those things, you should be able to fill out the description of your ideal program and have at least some idea of how attainable it might be.  If you don't have that, if you can’t achieve that, stop and go back over what you've decided to do, what you know about that context, and how you might be able to get to where you want to go.  Refocus those objectives and firm up that knowledge base.  

Part of how you go about doing that are the steps that we’re about go into.  And now I’ll turn to those steps, unless, Glenn, you want to get into anything else.  Jen, any comment before I turn to the steps?  
Glenn Barnes:
Not from me, Peter.  
Peter Meyer:
Thank you.  Let’s go.  What are your local financial institutions?  What are the financial institutions, branches that you’ve got?  What do you know about who’s lending money, who’s investing in energy efficiency or renewable energy?  They may not be a local financial institution, may be a local renewable energy investor that you know exists in your state or in your region that you’ve heard about.  Identify those financial institutions.  

Where you’ve got lenders in the community, go out and find out what their risk appetite is.  This is going to be the questions that Glenn referred to earlier.  We’ll talk about – a little bit more about step two when we go through all – once we’re done with all the steps.  But the issue here is that each financier’s risk appetite is different.  No two banks have the same mix of higher and lower risk loans at the same point in time.  They don't have the higher – the same mix of loans to residential and commercial markets at the same time.  And if they are overcommitted to residential and are looking for commercial loans, if what you are trying to do is get partners for a program for commercial lending, they may be more willing to work with you than someone else, some other lender in your community who at the moment that you approach them is already overcommitted to commercial loans.  

So the issue here is find out what their risk appetites are today, not a year ago.  And if you did it a year ago, you’ve got to redo it again now.  

Based on that, you may want to prioritize the financiers that you want to approach, because you already have some idea of what kind of a program you’re trying to run.  Look at that state regulatory approach to find out what you have in the way of resources to help you get funds, or to sell your program to the partners that you want to join you.  

Refine that ideal program design, and show the program design at the next step to the financiers that you’ve already prioritized.  All you're doing is giving them a very crude program outline.  You're not saying, this is what we’re going to do.  You're saying, this is what we’re thinking about.  The whole idea is to get feedback, because you want to try and get more input from them, more information from them.  The more information that you can get from them, the better.


This can present some problem in terms of interacting with the financiers if you are subject to certain types of constraints on your ability to deal with potential providers as a local government in terms of talking only to those – not talking at all to bidders on RFPs that you may want to put out, or failing to talk to all of them.  There are a variety of issues that you may need to run into – to deal with here, especially because want you want to do in the ideal is tailor your pitch to each one, based on what you know about their risk appetite, but you may not be able to do that.  That may depend a little bit on the state constraints on your ability to talk to potential bidders in response to an RFP.  That may also mean that you want to avoid an RFP process, so find some entity other than your local government to issue the RFP on your behalf.  But those are institutional issues that are going to depend on your particular regulations and your particular protocols.  

But what you want to do at this stage of the game is try and get more feedback in order to figure out how you can get what you want to do become as interesting as possible to potential financing partners.  You're going to revise the program in light of that feedback you can collect, obviously, or otherwise, why are you trying to collect feedback?  And then you're going to issue that RFP, or someone is going to issue an RFP.  

For the ideal program that you think is attainable – but what you think is attainable may not be attainable.  Therefore, it’s very important to have flexible language in there, allowing your potential funders to suggest alternative financing terms or even an altogether different program design.  And some of the work that I did with municipalities, trying to structure these programs where we’re providing technical assistance under ARA, that is exactly what happened, and probably the program that came out in the end was a better one.  

You know, any RFP process involves things like negotiations over things such as whether or not there is a price reduction if in fact payment is made within 30 days, and a – you know, whether or not delayed deliveries involve some penalties in terms of payments that can get made to providers.  All of those kinds of things can be part of the negotiations in any RFP process, getting to a final contract.  

In this situation, the process for capital I think is even more flexible, has to be more flexible, and if you're not prepared to be flexible, you’re not going to get into agreements with capital sources.  

And finally, the last point that I need to make here is that depending on whether or not you’re looking to get your potential funding source to also provide administrative services to you in terms of program management, you may also need to have an RFQ as part of the package that you’re making available when you issue that RFP, looking for potential providers because you're asking that if in fact you’re asking them to take on that function, they need to be able to show that they’re capable of taking on that function.  

So this has been a very, very quick run over what is a very, very complex process.  I’ve tried to provide a little bit of a description of the entire thing for those kinds of parties who have had difficulty getting into the game so far.  Everybody can get into the game, and let’s turn next to the questions that you need to ask local financiers, because these are questions that, again, come from our practice, the processes that we have been engaged in, in trying to deal with lending institutions in a whole variety of contexts.  Glenn has been the source of some of these questions.  This is just a subset of the ones that are in the report that will be out there on the Solution Center website.  

Glenn, do you want to provide some commentary further about this?   We’ve talked about the loan to deposit ratios.  We’ve talked a little bit about the paperwork, but I think you might want to get into some more on this.  You’ve also talked about the third item already.  
Glenn Barnes:
Yeah.  Just a couple of quick things I’ll mention.  Some of this came from an experience I had about a year ago, not on energy efficiency lending, but actually on a different environmental area, on clean water and wetland protection.  But I had the experience of actually going out and meeting face to face with loan officers from banks, and asking them questions all around the State of Kansas.  

And I really highly recommend to you, if you're interested in working with banks in your area, to actually sit down with them and have a conversation.  And some of the things that you’ll see in these questions, and in the report there’s a little more detail on them, is that I was surprised at some of what the bankers would say.  

For example, you know, if we feel like there’s a lot of paperwork with a particular program, even though the interest rate is less, we will steer away from that program and towards one of our loan programs instead.  That in this era of very low interest rates, there’s sometimes not a substantial difference between a subsidized rate and a rate that you would see from one of these special programs.  

And then also just spending on where in the country they are, I was in Southern Kansas where wind turbines are going up about every other mile, and in the interim miles you see fracking going on, so there’s a lot of money pouring into banks, and not a whole lot of loans being made, that we actually found banks that were actually having to stop taking deposits because they couldn’t make enough loans, and they were very, very interested in the type of program that we were discussing, which would increase their ability to make loans.  

So, you know, I think the bottom line in all of this is that the important thing with the banks is to actually have a face to face sit down meeting, get to know them, get to know their business and what would motivate them to be – participate.  And I think you’ll find that they’ll generally be very honest with you, and up front about things.  

I’ll just also mention, as Peter said, identifying lending institutions, your yellow pages might be a good place to start for that.  But if you’d like something a little more in depth, if you want to go beyond the one on one of what we talked about today, FDIC, the Federal Deposit Insurance Corporation, maintains a database of all the banks in the United States, and they are required to submit a humongous amount of data to FDIC on a monthly and quarterly basis.  There are things called call reports that will make your brain hurt trying to look at them.  

But there’s all kinds of publicly available data about banks, about their size, about their lending practices that you can access, and if that’s something that you’d like to learn more about, feel free to contact any of us, Peter, myself, or Jen, and I should mention, Jen has a banking background as well, to understand really how to get a little bit more in depth into some of that bank data.  

But Peter, I think those are kind of the main points I’d want to mention on these.  
Peter Meyer:
Thank you, Glenn.  You know, I really wanted to make sure that you had your input here, because I think your experience certainly complements and extends some of mine, more specifically with regard – with regard more specifically to energy efficiency lending.  

So where are we?  Thank you very much.  I know we’ve gone over a little bit longer than we intended to in terms of the direct discussion, but we’re now onto your questions for us.  I’ve put up here my email and my phone number.  This way, you've got a way of accessing me, and I will relay questions to Glenn and Jen, if you indicate to me that you want it to go to one of the two of them, or that all three of us respond to your questions.  If we don't get to your questions that you’ve submitted in written form, we will be dealing with the questions that we haven’t gotten to in cooperation with Molly and the folks at DOE, that will get us all those questions once we’re done.  

Molly, you want to start us off?  
Molly Lunn:
Yeah, absolutely.  Thanks, Peter.  So – and thanks to Glenn.  This was a really excellent presentation, and I think very, very thorough.  One quick point before we dive into questions is just – and actually, this is a response to many questions, to reiterate, we will be making all of these materials available.  So the slides themselves will be sent around to all of the registrants following today’s session.  And the recording of today’s session will be posted online.  It usually takes about one to two weeks, but that will be available on the Solution Center.  

The resource that we’ve talked about today, the paper, will also be available online, hopefully next week on the Solution Center, and we’ll send you all an email when that’s up online.  And if the timing is right, we’ll send you an email that says, you know, here’s the paper, and here’s where you can find today’s recording.  So we hope – we hope you’ll take advantage of those.  

In the meantime, you know, the – please submit your questions in the questions box.  I think, Peter and Glenn, you guys gave such a wonderful explanation that perhaps folks don't have as many questions, or need to digest a little, but one question I had was – and I brought this up on – I bring this up a lot on our webinars, but sort of timing.  For those folks who are new to this, Peter and Glenn, what have been your experiences in terms of how long it can take to sort of negotiate these things with financial institutions, to have these conversations, so that people can build these into sort of a long term project or program timeline.  
Peter Meyer:
Difficult question, because I think it varies tremendously.  Let’s start with the fact that you may be able to arrange a meeting very, very quickly with someone from a financial institution taking to an individual loan officer or a bank or the VP in charge of residential and commercial lending.  But part of the issue is going to be the sheer scale of the financial institution.  If it’s small enough, they’re not – there’s just one vice president for all forms of lending, like maybe the party you want to talk to, in some instances, you're going to have multiple parties, depending on whether you're dealing with commercial or residential.

But even if you have a conversation, that does not necessarily provide you with the information you’re going to need in terms of how they might respond to something that’s actually in writing.  I don't know, Glenn, what’s your reaction there?  I know I've found that I could get one thing in the way of feedback when I had a conversation, the face to face that you're talking about in dealing with a prospective lender, but then getting an answer out of them in writing, which they seem to be much more afraid to do, in many instances, took a lot more time.  
Glenn Barnes:
Yeah.  I would absolutely agree with that, and I would add to that that, you know, oftentimes, you’ll have a conversation with a loan officer, possibly even the branch president or bank president, if it’s a smaller bank.  But ultimately, there is a decision making process within banks about whether or not to respond to offers such as these, participate in programs that will have to go through some type of board of directors.  

And so that process can take some time, and unfortunately, there’ve been instances where I've been absolutely 100 percent convinced walking out of a meeting that this bank is going to apply to be a partner in the lending program, and we’re going to want them, and they’re going to be terrific, and they know the mechanism, and they know the market, and their board kills it.  

And so I think that that sort of process – 

Peter Meyer:
Been there.  
Glenn Barnes:
– I mean, our Environmental Finance Center, especially my colleague, Jeff Hughes, has been very active in setting up some of these lending programs in the Southeast.  And, you know, at times you could be looking at a process of six months or more from the time you have initial conversations and get an RFP on the street, to actually signing agreements with banks.  And I think a good half of that or more is going to be negotiating the final terms with the bank.  
Peter Meyer:
Actually, I remember one instance in which I think we gave the banks something on the order of 60 days to respond to an RFP, and they ran out of time.  I don't know how they do that.  I know full well that if I were bidding on a federal contract, I wouldn’t have 60 days typically in which to write a proposal.  But they ran out of time, and we ended up in a situation in which we actually had lenders getting in touch, saying, oops, we didn’t get this into you.  Sorry.   We meant to do it.  We ran out of time.  

That goes back to the issue that Glenn raised earlier, which is that of the scale of the program that you’re promoting.  They may have wanted to partner, but they had bigger fish to fry, putting it bluntly.  Therefore, this fell fairly low on their priority rating, and if you had sufficient detail that you were asking them for, they didn’t get around to getting it done in time, because they didn’t start in time.  But 60 days and they couldn’t get it in done in time, that’s pushing towards 6 months to finish that deal, maybe longer.  
Molly Lunn:
Thank you guys.  This is really helpful.  I know – Peter, like you said, I know it’s a little hard, because it can vary, but I think understanding and coming in with realistic expectations about, you know, no, this isn’t probably going to happen in, you know, a period of two weeks, but – but that there are reasonable bounds potentially around it, I think that can be helpful to know before diving in.


So a question on – sort of a follow-up in terms of the who.  So you guys talked – both of you talked a little bit about who at the banks might be involved, but I’m wondering if you can talk just a little more about that, about having different vice presidents for different types of lending, who – like who from a – if you're coming in on the local government side or the community organization side, who do you want to try to reach out to, and who are you ideally going to have in the room?  And then also, who from your side do you want to have there?  Sort of what level of expertise do you want to have in the room, and in addition to whoever the sort of program manager is, are there other people who you might want to pull in for that conversation?  
Peter Meyer:
On the bank side, Jen, do you want to jump in?  
Jen Weiss:
Yes.  ____ – 


[Crosstalk]
Peter Meyer:
Are you there?

Jen Weiss:
Yes, I'm here.  Sorry.  I had you on mute.  Yeah.  I was thinking that one through.  I think from the bank side, if you're working with a smaller bank, or you’re working with a CDFI, it would be really great to get with the chief operating officer or one of their risk managers, because those are the ones that are ultimately going to be looking at your program and trying to decide if their risk tolerance is there.  Peter talked a lot about how risky it is for banks, and they’ll really want to understand it.


From a larger bank’s perspective, I think you’d probably need to start with – in the region that you're in, talking with the local branches and finding out their – who they report to and their management schedule.  But definitely, you’ll need to get on the operational side and the risk management side.  

From the program structure side, I think that one might be you, Peter, or Glenn.

Peter Meyer:
Well, thank you, Jen.  I think that helps a great deal.  I think that what we have on the programs – on the program side, I’m hesitating because I believe that what we’ve talked about today is something that can get done – programs can be launched by municipalities with populations as small as 25,000 and smaller.  And in many instances, the range of office titles and officer titles in a small municipality are so broad-based that I hesitate to identify particular titles for you, Molly.  

But what we’re really dealing with is who has been assigned the responsibility by the municipal council to look into doing energy efficiency, renewable energy?  Is there a party that is possibly either a consultant to the local government, or some other local party, that is engaged in in dealing with the financial managers for that management of that local government?  Those are the two parties that have got to be in the room.  They could be embedded in the same individual, but they’re – that’s who’s going to have to talk to those local banks.  

If there is a nonprofit in the community that is pushing for let us say energy efficiency funds to improve the housing stock, you know, low and moderate income neighborhood, if the nonprofit is pushing for that, then the municipality may want to get the nonprofit engaged, because that’s additional personnel that provide input and can help ask the right questions and focus the program.  

But it’s going to depend an awful lot – I mean, I’ve dealt with everything from – let’s see now.  Municipal sustainability officers, energy officers, economic development officers.  This is in the TA that I’ve done with DOE for the last three years.  That’s quite a range of offices.  So I think it’s a little bit difficult to answer that question specifically, but it’s got to be the people who are responsible for conceptualizing, refining, identifying the program, and putting it in place, so – putting together a coherent enough program that the local decision making body, presumably the city council or whatever, can in fact look at it.  

You cannot send a junior person in to do that, because you lose too much information in terms of not getting an adequate feel.  Glenn talked about getting a feel of the willingness of a particular institution to participate.  Part of that’s verbal, and part of that’s non-verbal, and that’s why you need to get the responsible parties in the room when you're collecting that kind of information.  
Molly Lunn:
Thank you, Peter.  That’s great.  And that’s exactly – I mean, you know, I think both sort of – emphasizing that yes, there’s a whole range of people on the program side who can do this, but you do want it to be in terms of titles, but you do want it to be the person who’s really leading this, and not send someone maybe perhaps who’s just supporting the program, or even – I mean, from what you're saying, it sounds like you really want to have one of the lead people from the programs there.  If you have a consultant who’s involved, absolutely have them in the room, but also don't just send them, because, again, you – you know, the program needs to be – needs to be there, and needs to be – both to get the feel for what the financial institution is saying, as well as to really be able to accurately convey what the program’s objectives are, and so on.  

So that’s great.  So a couple more questions.  One piece you touched on was nonprofits, which I thought was really interesting, and we do have a question here about can community nonprofits help in clean energy program implementation.  So is that something – I think that’s something you probably both can comment on.
Peter Meyer:
Glenn, you want to take it first?  
Glenn Barnes:
Sure.  So I think we did a webinar back a couple of weeks ago before Thanksgiving on developing program structures, and we talked a little bit about the roles that nonprofits can play.  I think what we’ve often seen with lending programs is that you may have a nonprofit who actually sponsors the program, so they have received some type of funding, maybe an ARA grant, I think about like the Sustainability Institute in Charleston, South Carolina, is part of the SEEA, the Southeast Energy Efficiency Alliance Program.  They’re a nonprofit who basically runs the program in the Greater Charleston, South Carolina area.  

You could have a nonprofit be an administrator of a program.  So they may be particularly good at marketing, or driving demand for programs, doing energy assessments or energy audits.  I think it’s – you less frequently see a pure nonprofit as the actual financer.  Although some profits may have enough internal expertise to do their own lending, I think typically you would see a financial institution or a credit union or a CDFI, as we’ll mention, in the actual role of underwriting and collecting on the loans.  But we often see nonprofits in all of those other aspects of program design.  
Peter Meyer:
I think I – I can think of one major kind of nonprofit that can play a very, very special role here, especially if you're targeting low and moderate income communities, and that is that many communities have got nonprofits within them that have been engaging in low income weatherization of one sort or another over an extended period of time.  They may be able to expand their reach to running the kinds of energy efficiency programs we’re talking about here for the broader community.  They may be very, very interested in expanding that reach.  

And they would certainly be – you know, I’m thinking Kansas City had something called the Metropolitan Energy Coalition that long predates any of the federal efforts promoting energy efficiency, anything other than the ____ program, Low Income Weatherization Program.  And that was a logical partner to bring into the process, and in fact, as I think about the situation we were engaged in there, they were in the room virtually from the beginning, and were party to the discussions and negotiations with local financiers at the same time.  

Certainly, that’s one kind of nonprofit that is around that can play a major role.  But the other side is simply neighborhood-based organizations can play a role.  Other kinds of nonprofits, and some of them may be very informal.  One instance I can think of involves a business association that has – that existed within the community that was small businesses.  It wasn’t the Chamber, but it was a small business association in a particular neighborhood.  They became critical in driving the borrowers, getting people interested in borrowing.  And they can play a major role in this at the same time.  What else have we got in here in the way of things?  
Molly Lunn:
Well, and I think that’s great.  The other – one sort of more detailed question we have here is, you know, there’s been some reference to sort of lenders being less interested in small, you know, sort of scale.  And so when you say small projects, what does that really mean in terms of dollar amount?  
Peter Meyer:
Wow.  
Glenn Barnes:
I think there’s – 


[Crosstalk]
Molly Lunn:
I know that’s – again, these are tough questions.  They're good questions, though.

Peter Meyer:
Oh, yeah.  
Glenn Barnes:
Yeah.  Well, I’ll say I think there’s a difference.  There’s two things that you need to look at.  I mean, you need to look at an individual loan amount, and then you need to look at the overall portfolio of expected loans.  And, you know, I’ll say we’re – you know, our Environmental Finance Center is situated in North Carolina, where some of you may be aware, there’s a major banking center in the City of Charlotte.  So we have some of the main commercial banks in the United States are based here in North Carolina.  

We were looking at a loan program for a city within North Caroline that was a pretty quick and easy drive to Charlotte.  We were looking at potentially a loan program of up to $50 million in total lending.  And none of the large commercial banks had any interest in that.  That was far too small for them.  

So again, that’s not individual loans.  That’s kind of more of a loan portfolio.  But, I mean, I think, you know, we’re really talking about, depending on what percentage of the project is going to be paid for by a loan versus by say a tax credit, or just by the home owner or the business owner, you know, you could be looking at loans as low as just a couple thousand dollars, all the way up to, you know, on a commercial renewable energy installation, maybe $100,000.00 or $200,000.00.


So I think if you're looking at a residential program, you’re talking about loans that are probably in the $3,000.00 to $10,000.00 range, and if you're having a conversation with a credit union or a small private bank, community bank, that’s probably about the size loan that they’re often making.  

So again, I think – I think it’ll vary a lot, depending on the type of bank that you’re talking about, and even from bank to bank, it’ll vary somewhat.  But I think in some ways, they’re more concerned about the overall size of the lending pool than any individual loan itself.  
Peter Meyer:
Yeah.  The other comment to be made is that there’s an issue with regard to, again, the risks that are incurred in conjunction with the program, that the larger the program total size is relative to the average loan size, the happier the lender is going to be.  That is to say, if you're lending – if you’ve got a million dollar loan program in which you’re making loans that top out at $10,000.00, you’re making a much larger number of loans than you are if you're making loans at $50,000.00 or $100,000.00 each.  At $100,000.00 each, a million dollar loan program is making 10 loans.  At $10,000.00 each, they're making 100 loans.  And that’s a significant different in terms of the spread of the risk of any one loan going bad.  

So one of the issues is going to be if you are making – if you’re running a residential program which is going to have small individual loans, and the aggregate size of the entire program may be – it may be possible for it to be smaller and still make enough sense and provide enough diversity in borrowers to a lender than if in fact – than if you were making much larger loans for commercial and business retrofits, which very frequently are in the $25,000.00 range, without ever getting into renewable energy itself.  So that’s going to affect what constitutes a small total package.  
Glenn Barnes:
Yeah.  Just two more points I’d like to make real quick.  One is that lenders will do unsecured loans for lower amounts of money, but an unsecured loan typically has a higher interest rate.  But the cost of actually securing a loan, whether it’s mortgage or home equity, whatever the case will be, they’re going to want a larger amount of a loan to be made to help cover their costs.  

And then, you know, if we’re talking about loans that are standard, you know, if there’s a program to do appliance upgrades, and every loan is basically exactly the same in terms of what’s being offered, then I think you’ll see lenders being willing to have lower dollar amounts because of that standardization.  
Molly Lunn:
Great.  Thanks.  There’s one more question that I thought – or sort of comment/question that I thought it would be good to touch on, since we do still have it looks like a number of people still on the line here – I know we’re running just a little over – but there’s – someone has raised sort of the issue of community foundations, and whether or not that’s another source of funding.  So what do you all think?  I mean, I certainly heard that seems that that’s an option, but what has been your experience?  
Peter Meyer:
I don't have any specific experience with that, but that clearly is a logical option.  Program investments are certainly a source of the capital that flows to community development financial institutions, the CDFIs.  And program-related investments are basically investments by foundations of their own monies, where they would prefer to put their investment in some activity that also further the end of the foundation itself, so – in addition to earning interest and being a reasonable investment.  

So certainly program related investments by community foundations feed directly into the logic of the CDFI, and if in fact it gets tied in – if the funds are provided to the CDFI on condition that they be targeted on energy efficiency, then I think that you’ve got both a return to the community foundation, and the CDFI has more capital available, and you get some energy efficiency out of it.  It’s an ideal situation.  That is a very clear-cut, logical combination, although as I said, I have not dealt with that specifically myself.  
Molly Lunn:
Great.  Thanks, Peter.  And then one more question here before we wrap things up, if that’s okay.  There’s a question here on where to get more information on putting together an RFP for capital, and since you all helped work on some of that part of the guide, I thought maybe you guys could talk just a little bit about that and other resources you might know about.  
Glenn Barnes:
Yeah.  So Molly mentioned at the top of webcast some of the DOE resources, and there is a very comprehensive guide on clean energy finance programs that was put together at the very beginning of the technical assistance process when the ARA grants came out about four years ago.  

It’s in a couple of different iterations on the website now.  There’s a PDF copy of the original guide that you can download by chapters, which is about 360 pages, and then there’s a more – maybe a little more user friendly interactive webpage version.  And Molly, if I’m remembering right, I think we may have had some sample RFPs included in there that were based on actual ones that we did for some of the programs that we’ve worked on around the country.  And certainly, I think you could contact myself or Peter directly, and I may be able to pull some of the examples of RFPs that we’ve used before to share.

Peter Meyer:
Yes.  I mean, they – 


[Crosstalk]
Molly Lunn:
Yes.  Those are excellent.  

[Crosstalk]
Peter Meyer:
Molly, did you have that URL on one of your slides?  I’ll run us back to get it, if it was there.  
Molly Lunn:
Yeah.  If you – I don't know that the URL was spelled out in the slide, so I’ll be sure to send that around to the person who asked the question.  But they are – those RFP templates or samples are available in the guide.  
Peter Meyer:
Yeah.  I did – right.  That finance guide runs to about 300 pages, if I remember correctly, the last iteration I saw, which is why we didn’t start with the finance guide.  And that was the whole logic behind this particular webinar.  But I – that does definitely contain some templates and some actual examples, and I think maybe if we could just make sure that everybody – I don't know whether we’re doing a follow-up email to the folks who registered for this, but if we could just get them that URL, I think it could be very, very helpful.  
Molly Lunn:
Yes.  We will be doing a follow-up email, and in addition, we always send out the slides, but in addition, on this one, we’ll be sure to send around not just the slides, but some of the resources as well that we’ve talked about today.  
Peter Meyer:
Outstanding.  Well, you’re on at this point, Molly.  
Molly Lunn:
Okay.  Well, thanks, everyone.  I – you know, we’ve run a little bit over here, but I think it was worth it.  I think we’ve gotten lots of really good questions, and again, I just really appreciate everyone taking the time today, Peter and Glenn and Jen.  Fantastic presentation.  And as we’ve all said today, if – you know, this is just an introduction, so if you do have any questions in the coming weeks, months, please feel free to reach out to us.  You have Peter’s email here, and you also have our Technical Assistance Program’s mailbox, email, on the slides.  

We’ll be sure to get the slides, the resources, the recordings around to everyone from – who registered for today’s presentation.  And finally, again, if you would take just a few minutes to fill out the questionnaire at the end when you log out here, we’d really appreciate it.  So thanks, everyone.

Peter Meyer:
Thank you, Molly.

Molly Lunn:
Have a great day.

Peter Meyer:
Bye.

[End of Audio]
www.verbalink.com

Page 36 of 36

