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Webinar – Engaging Financial Institution Partners

Mark Zimring, Dan Clarkson, Shannon Brock-Ellis, Todd Conkey


Mark Zimring:
Hello, everyone.  Welcome to today’s webinar on engaging financial institution partners.  This is Mark Zimring from Lawrence Berkeley National Laboratory, and I’ll be your moderator.  We’ll get started in just a few minutes; just waiting for a few more people to join.

Okay.  So before we jump into today’s presentations, I want to explain a bit more about the Department of Energy’s Technical Assistance Program.  It provides states, local, and tribal officials with the tools and resources necessary to implement successful clean energy programs.  So in addition to one-on-one technical assistance, we’re available to work with grantees at no cost on a range of activities and topics highlighted on this slide.  
We encourage you to visit the TAP Blog, a great information clearinghouse of all things energy efficiency and renewable energy around the Department of Energy’s Energy Efficiency and Conservation block grants and state energy program grantees.  Technical assistance requests can be submitted online, or at the number at the bottom of your screen.  And here’s a list of several fantastic webinars upcoming this week and next that may be of interest.  
A housekeeping note: this webinar will be available online in approximately one to two weeks.  I’ll include a link to the DOE Solution Center at the end of this webinar, and it’s also in the chat screen on the right side of your computer; a reminder to please submit questions via the Questions box on the right side of your screen as well.  So a brief overview of today’s webinar: I’ll be starting things off with an overview of energy efficiency financing for in the residential space.  
Dan Clarkson from the Energy Efficiency Finance Corporation will talk through how you actually go about engaging financial institution potential partners.  Shannon Brock-Ellis from Puget Sound Cooperative Credit Union will talk about the importance of sustainable partnerships from the credit union perspective.  And Todd Conkey from WECC will talk about best practices and lessons learned from the field, as they just recently went through the Energy Efficiency Financial Partner Search.  
So in the wake of at least the temporary demise of property assessed clean energy, residential energy efficiency programs around the country have been searching for other financing solutions.  And what we find is that lending, at least from a national level, is generally constrained; we’ve seen that lenders are reluctant to gain additional exposure to consumers, and that when they are, the financing rates tend to be expensive.  So what we’ve seen is that local and regional lenders also face increased collateral requirements from regulators, and this is also constraining the local markets.  
To date, there’s no national model, and that is that local lenders are increasingly partners for these programs, but we have not seen significant secondary markets develop as the end purchasers of loans – although, stay tuned, because a number of efforts are currently underway in this arena.  And finally, and really the focus of today’s webinar, is that local lenders are increasingly active in this space.  Community banks, credit unions, and CDFIs are partnering with public programs and delivering attractive rates; far more attractive than what we’re seeing at the national level in today’s marketplace.  
So a brief overview of trends, and what’s available to consumers today.  From the national perspective, there’s the Fannie Mae Energy Loan product, EGIA GeoSmart loans, and Enerbank “Same as Cash” loans.  There are also a couple of others available.  But what we see with these national products is that they typically involve significant program or contractor interest rate buy-downs, so that is to say that the interest rates and financing terms on these loans are more expensive and more restrictive than what we’re seeing from local and regional energy efficiency products.  
In the local realm, we’re seeing local loan programs that are serving single communities, as well as an increasing number of regional loan programs where multiple financial institutions are partnering to deliver financing across a broad geographic range.  The next slide just gives a brief overview of what the actual terms are on these products.  It’s important to note that for those three top products, those all involve very aggressive interest rate buy-downs that typically cost about ten percent of the overall loan total.  
So for the Fannie Mae Energy Loans, for example, the gross rate to consumers is about 16-17 percent and contractors typically buy it down to that kind of 6-8 percent range.    Again, the key take-away here is that on the bottom, those bottom two lenders we’re seeing, without significant interest rate buy-down, significantly more competitive terms.  So I wanna briefly touch on a recent Lawrence Berkeley National Lab case study on Austin Energy.  Austin Energy’s Home Performance with Energy Star program is the most successful program in the country on a per capita basis. 
That is the number of households reached as a percentage of the overall number of households in that territory.  They’ve partnered with Velocity Credit Union, a local credit union, and have done over 1,800 energy efficiency loans since 2006, totaling approximately $12 1/2 million of financing.  Important to note: about 20 percent of jobs that are being completed through the Home Performance program are being financed through this program partner.  While Austin Energy does not provide a credit enhancement, it does buy down the interest rate on the loans to zero percent.  
And for those that are interested in this case study, I’ve included the link at the bottom of this presentation.  So when we talked to Velocity Credit Union, they noted a few key benefits to being Austin Energy’s financial partner in their program.  The first is low cost of customer acquisition.  Velocity is experiencing high loan approval and high funding rates relative to their other financing products, so they approve about 80 percent of applications that come in through Austin Energy, vs. about 50 percent of applications that come in from the general public.  
And then the funding rate – so of those that get approved who goes on to finance – is significantly higher – about 60 percent of those that get approved fund their loans, vs. typical products where about 20 percent of those approved fund their loans.  An attractive offer helps to drive customer sales, so, you know, Velocity Credit Union is able to lead with this zero or low-interest product, and it helps to enhance their reputation among a community that they might not otherwise get access to.  What we see is that their cross-selling rate on this product is much higher than their other products; they cross-sell about nine percent of the loans that they originate through this program vs. three percent typically.  
Another benefit is that they get free contractor due diligence.  You know, oftentimes local banking partners are reluctant to participate in programs because they aren’t sure about the quality of the work that’s gonna be done, and they realize that the quality of that work is gonna reflect on their reputation.  So the fact that Austin Energy both trains contractors and actually goes out and does quality assurance on the jobs that they do is a real protection to the lender.  And finally, Austin Energy has been an incredibly responsive program administrator.  
Mike Fisher at Velocity said, “Energy efficiency programs are inherently complex, and challenges will inevitably impact financing partners.  From Velocity’s perspective, it’s critical to trust that the program administrator is focused not just on making sure the program works for the customer, but on making sure the program works for its lending partner.”  And with that, here’s my contact information, and I’m gonna pass the webinar off to Dan Clarkson.  So Dan is an attorney specializing in government relations and corporate and project finance in the energy sector.  
Dan develops energy efficiency loan programs with local governments and is responsible for all legal aspects of these relationships at Energy Efficiency Finance Corp.  EEFC is part of the US Department of Energy’s Financial Technical Assistance Team for Recovery Act grantees.  Dan?

Dan Clarkson:
Thank you, Mark, and thank you especially for focusing on putting an emphasis on the word “partnership” in all of this, because really that’s what I feel is the key to success in this program.  EEFC has been working on, in addition to the work that we do for commercial sectors – for example, the downtown core buildings in Seattle and other areas – EEFC has been working on loan loss reserves for residential programs around the country.  

And our work and our focus on negotiation and developing these partnerships has allowed us to put together an eight-step process that shows how we can better develop these programs and ensure that the financial institution is getting everything that they need out of the program while the municipality or the developer of the program is getting all of their needs met.  So let’s move to the next slide, Mark, and I’ll give you an indication of the eight steps here that I’ll be going through.  In addition to the slide show here, I’ve put together a much larger slide deck. 
And Mark will be uploading those in two weeks rather than this particular slide deck, and they have some examples of the agreements that are used throughout this process, and showing some of the language within those agreements.  So each of the elements in the steps has its own document that goes along with it, and you’ll receive the samples of that.  Okay, next slide, please, Mark – looks like there’s a little delay each time as we move through slides – oops.  
Mark Zimring:
Hi, Dan, this is Mark.  Do you see the Goals slide?

Dan Clarkson:
No, Mark; I just had a blank on my screen, but I’ll just – up, there we go.  Thank you very much.  Okay, so one of the overall goals that we have for this whole program is to find this mythical place where your energy costs are – your energy cost savings are outweighing and counteracting the monthly costs of the loan for the consumer, and so the energy improvement becomes net zero to the consumer.  And it can’t always be reached – especially it’s a little harder to reach in residential programs than commercial programs.  
But in order to do that, what’s needed is to lower the rates on loans, the normal interest rates, to get them down to where that’s possible, and also to lengthen out the loan tenor or the length of term of the loan, and that makes the monthly payments lower and allows people to get closer to their mythical reality.  Next slide, please, Mark.  So the first step – and I’m going speak as if I’m speaking to municipalities, largely, who have received funding from the Department of Energy or ARRA funds. 
But there are lots of different examples of groups that receive funding from various sources, whether it’s monies from permits in a clean air agency or something like that, and they desire to put these programs together.  There are lots of different examples where a loan loss reserve for residential programs would make sense.  But the first thing you need to do is to look at the amount of money that you’ve received, how many loans you want to go out in terms of dollar figures, and in taking those funds that you have.

For example, let’s say that you’re a municipality that got a million dollars under the ARRA program in federal stimulus package money, and you’re looking at maybe $20 million worth of loans that could be made through energy efficiency projects within your community.  You would want to leverage ratio, then of 20 to 1; you might only get – you might get less than that, depending upon the financial institution you’re dealing with, but you wanna try to get that leverage ratio up as high as possible.  
At the same time, you wanna counterbalance that with a sustainability of funds; you don’t want too many losses.  The financial institution needs to ensure that they’re following their normal good underwriting criteria and processes so that you don’t get too many loans on this portfolio.  But let’s, in this case, look at loan loss reserve programs, the first one ensuring a type of credit enhancement, and move on to the next slide.  But in the program design there in this step one, what happens is that your technical assistant or whoever you’re working with gets together with your consultant – gets together and helps you figure out which of the designs would be best for you.  
Secondly, another way the partners are going after _____ is to develop an internal champion.  It’s the first time you’ll hear that, but not the last in this presentation.  It’s really important to figure out who’s gonna help you run this thing up through the masthead and through the house.  So understand what the legal questions are; you’re gonna have to run this through your legal team.  Understand from everybody as best you can, and get help wherever you can.  Next slide, please, Mark.  There’s a slideshow that we’ve developed to be able to create an internal presentation and explain the model.  
It’s a fairly complex process, a loan loss reserve, but it’s easy once one understands it.  And once one understands you can get that big ORA or “aha” moment, and is able to say, “Okay, I understand this now.  You’re enabling us to _____ a sustainable fund, and keep these funds around forever, and leverage them by bringing in private financial institutions, and we can get a whole lot of energy savings and jobs within our community.”  So in various ways, you know, you all know who’s best in your program to be able to be that internal champion, but focus on them.  
Give them the slide presentation.  What we’ve done is actually fly out to a number of these communities to help explain the program.  Next slide, please, Mark.  And so the next step that we need to do here is to start to develop the lender partners; to go out and evaluate who is out there in your area in terms of potential lenders, whether they’re banks, credit unions.  You’ll wanna research them.  Look into what their current programs are like, how stable of a bank they are – that’s a very important due diligence process in these times – and then begin to have meetings with them.  
Maybe go to the next slide, please, Mark – after you analyze who’s out there, you wanna begin to research some of the other elements that I just described.  Get their annual report, look at their net assets, but again here, develop an internal champion.  So once you start – next slide, please, Mark – once you start having meetings with these folks, it’s really important to note that this is not an adversarial process, even though it’s gonna go into negotiations.  What you’re really looking to do here is to set up that partnership.  If you have a sustainable fund that’s going to go on indefinitely, you really wanna be working with your partner financial institution.  
You wanna be meeting their needs as best as possible.  So when you’re meeting with them, you’re going to be able to show them, as Mark suggested, cross-sell opportunities for other lending products that they might have, how having it is in their best interests.  It can increase exposure, their client base, and to bring in lots of other members, in the case of credit unions, for example.  And then, of course, something that most folks in businesses are aware of these days: riding the green wave.  Next slide, please, Mark.  
And then always keep in mind as you’re under negotiation not only what the financial institution’s interests are, but keep your interests paramount.  And again, going back to that original goal, you want to get as low an interest rate as possible and show the financial institution that this is in their best interest.  And Shannon is going to talk with you in a bit [break in audio] consumer credit union, corporate credit union, and she’s been very instrumental in moving this kind of [break in audio] forward in terms of reducing the interest rate, lengthening the loan term or tenor, and doing away with or lowering as much of the other hoops and barriers to obtaining the loan as possible.  
Next slide, please, Mark.  After you’ve had these meetings and you feel very confident that there are a number of banks and credit unions out there that really understand your program – and I guess I can’t emphasize enough how important the prior step is – step four – to really getting – nobody’s gonna answer an RFP.  Nobody’s going to jump at this opportunity to be part of your program unless they really understand it.  People get barraged with requests all the time, but if you can really show that yes, this is in their best interests, this is really something that’s gonna make a lot of sense for the credit union or the bank, then you’re going to get a good response on your RFP.  
So step five is putting out a request for proposal; now, if you’re a nonprofit, you don’t necessarily have to do this.  You can go out and sole-source this, and if you’re a government agency, of course, a municipality of any sort, you need to put out an RFP to get around the prohibitions against sole-sourcing.  But even if you don’t have to put out an RFP, we’ve found that this step in the process is very important.  What it does is allow some competition among the financial institutions out there; the lenders that really want to participate in this program.  
And that helps them to sharpen their pencils.  It helps them to really put forth a good proposal, to really think about it, and to come up with something that you both can work from.  I say “work from” because it’s gonna be a negotiation after this.  It also allows bankers, who often, you know, are in the position of thinking with their left brain and kind of, you know, working with numbers all day long.  It allows them to put on a creative hat and really come up with a really great program to accomplish both yours and their goals, and that’s something that they’re both excited with.  
We’re surprised every time we put out an RFP, every time we work with a local municipality to put out an RFP, we’re surprised pleasantly by the responses that come back.  And both the two presenters after me will give you two examples of that, and next slide, please, Mark.  So there’s a formal bidders conference that’s generally involved.  In that, after you issue the RFP, you wouldn’t be allowed to meet individually with the financial institutions any longer.  It’s a formal process at that point, and so what you would still want to do is have a formal meeting to answer any kind of questions from anyone, any of the potential financial partners.  
Next slide, please, Mark.  And then, naturally, you’ll have to post those questions and answers on the web site, but in a bidders conference, because you’re in a room now with a number of different financial institutions, you need to know that they’re gonna be a bit more circumspect.  You know, these are the competitors in the room – they’re not gonna ask the kind of questions that you would have been able to answer had you had that step four, that process of going out and understanding who’s out there, and sitting down and meeting with the potential financial partners.  
Again, going back to how important that step is – next slide, please, Mark.  And so finally, after you get all the answers, all of the submittals in from your request, from your RFP process, you’ll wanna score them, and then – and score sheets are included in the packet that you’ll be receiving from these examples, of course.  And you’ll want to figure out who you can really work with out of this process, and who is going to be the best lender for the program.  But again, this is the lender selection for negotiation purposes.  
You’re going to have a few different elements of program that they have suggested that you might want to tweak a little bit here and there.  For example, in one of the negotiations that we’re involved with right now, it’s out in California, we’re hoping that we can adjust the [break in audio] a little bit to really get down to some low interest rates, so that we can really market the program on that basis.  ‘Cause again, it’s really important, finance is really important; it’s necessary, but not sufficient, and so you need to – there’s a lot of other parts of this program that you need to get out there, and marketing is one of them.  
And low interest rates and a good loan program can really be a good marketing tool, so I think the lender needs to understand that as well.  And the last step, please, Mark, step eight, you’ll now sit down and negotiate with the financial partners, and we have some example documents, some loan loss reserve documents, which are fairly long and complex, and if you need, we can, you know, under the technical assistance to the DOE, we can work with folks to help draft those documents and help work their way through.  But here’s some of the basic parts of it, the loan elements there.  
You’re gonna wanna set up milestones; you know, how many loans can we get out by when?  Set up your risk-sharing formula in those documents – in other words, 5 percent of the loans out there will be covered by the loan loss reserve so you have this 20 to 1 ratio.  Of any given loan, you can’t – under DOE guidelines, you cannot guarantee a loan of 100 percent, so generally there’s like a 90 percent coverage on any single loss.  And so on – we have a very defined account structure and disposition of funds in those agreements.  But again, I can help anyone through those.  
Next slide, please, Mark, and we’ll – these are just some more elements to the program agreements and the use of the eight steps, just for review, and if anybody has any questions, my contact information is on the next slide.  You can contact me by e-mail, phone, text, and then in the bottom there you can see that we have some links to a rather large and detailed document that’s been put together for Department of Energy on this whole process, the pros and cons of it.  So Mark, I think that’s pretty close to 11 minutes there.
Dan Zimring:
Great.  Thank you so much, Dan; that information is really helpful.  Again, as Dan said, we will be sharing a more extensive version of this presentation on the Solution Center, and we’ll show you again the link to the Solution Center at the end of this event.  And I’m sure Dan will look forward to your text messages.  So next up is Shannon Ellis-Brock; Shannon is the vice president of marketing and business development at Puget Sound Cooperative Credit Union.  
She’s been with PSCCU since 2008, has worked at credit unions for over 25 years.  She’s committed to the credit union philosophy of people helping people.  Shannon.

S. Brock-Ellis:
Okay.  I remembered to unmute my phone, so I think we’re good.

Dan Zimring:
Okay.

S. Brock-Ellis:
Okay.  So you already did a wonderful job of introducing me; thank you.  I’m the vice president of business development for Puget Sound Cooperative Credit Union.  Next slide, please.  Okay.  So I’m gonna talk a little bit about relationships that we have as they pertain to ARRA funds.  Our credit union, Puget Sound Cooperative Credit Union, was established in 1934, primarily to serve employees in the utility fields.  Our original sponsor group was – still is – Puget Sound Energy, and we still have strong ties with our sponsor group.  
We belong to various trade groups such as Home Performance Washington and Efficiency First.  They’re really instrumental in governmental affairs, working with local municipalities, local businesses, contractors, and promoting what I call the “greener good” in this slide when it comes to energy efficiency.  WE have a partnership with both SustainableWorks and Snohomish County, who are both ARRA grant recipients.  I was very fortunate to have these relationships, and we also have strong working relationships with local contractors in our communities.  Next slide, please.  
So through our partnership with Puget Sound Energy, we’ve actually had an energy efficiency loan program in place for quite a while.  However, our partnership with SustainableWorks and having the grant money to have a loan loss reserve allowed us to expand our existing program.  We’re able to lower the interest rates and expand terms on energy efficiency loans up to 15 years.  That goes back a little bit to what Dan was speaking to – to really help lower the costs so that, in some cases – and again, not always – that it can, you know, be a net cost to borrow.  
At least significantly lower their energy bill enough that it helps to really offset the loan payments when you are extending the terms out for 15 years.  Again, we have conversations through the associations we participate in, working with contractors, learning what needs are – that’s helped us develop some additional programs, such as a weatherization loan program, financing for solar, and Jumbo energy efficiency loan programs, which include discounts for made-in-Washington solar products.  And I think because of our relationships, we’re willing to adapt and we have the flexibility to create programs to fill needs, and I think that we’re unique in that sense.  
But also having the partnerships with grant recipients, it gave us that confidence that enabled us to say, you know, “What else can we do – what other programs can we look at to help the community?”  Next slide, please.  Okay.  So that was my little hah-hah Monday morning.  Okay – we are a small credit union.  We are very small – very, very small by most people’s standards.  We’re just over $50 million in assets, and we have just over 5,000 members.  I think our size allows us flexibility and speed to quickly respond to trends.  
Our chain of command is fairly simple; it’s pretty easy to get in touch with me, and I report directly to the CEO, so when people come to us with ideas, such as contractors, grant recipients, municipalities, it’s easy for us to get those ideas heard by the correct person, get it through the board, get it through the appropriate chain of command, and, you know, make a difference.  For us, these energy efficiency loans have made a huge difference.  In the last 18 months – although we’ve had our program in place for a while, I consider the last 18 months the time our program really took off – energy efficiency loans have become the fastest-growing segment of our loan portfolio.  
Added work – yes; added reward – definitely.  I guess what I mean by that is, you know, some of these loans are smaller loans.  There may be a little bit more work involved than just, you know, doing a signature loan or a car loan, but there definitely is added reward. Again, it’s exposure to a whole new member base, the added membership, the opportunity to cross-sell, and loans matter.  When you’re a small financial institution in these economic times, it’s important to loan out money, and this energy efficiency loan program has enabled us to do that.  Next slide, please.  
I wanted to talk a little bit about sustainability; it’s something I feel strongly about, not just in the sense of energy efficiency, but in the sense of these programs.  I think it’s important to seek out and work with financial institutions that are gonna have an ongoing commitment to these programs, not necessarily just an institution who only wants to get into it because there’s grant money available now and, you know, when that’s gone, it’s gone.  We do share in the loan loss reserve fund, as Dan talked about.  We’re willing to absorb some of the losses.  
We use it as an enhancement.  We share in the losses, and this allows money to flow back into the lending pool, so we just view it as a continuous cycle; a sustainable loan pool that really can go on indefinitely.  And that’s our commitment that we have to our partners, SustainableWorks, Snohomish County, to ourselves, and to our membership.  Next slide, please.  Again, I think the philosophy of the financial institution is important.  From a personal standpoint, I feel like I’m leaving – I’ve made a difference here at this credit union by what we’ve done, by the program that we’re offering.  
We’ve developed a reputation in our area as one of the leaders in energy efficiency financing.  When people have questions, when people have ideas, when people talk about, “Hey, is this a program we can put together,” they often seek us out, and that’s something I feel really good about.  Again, we have a commitment to this program being ongoing, to continuing with this program whether or not there’s additional ARRA funds available, whether or not we have a loan loss reserve fund.  Education is important – that’s all around.  
It’s important to educate staff about the programs available, educate our membership about what we’re doing, and educate the community that we serve about programs that are available.  Financing tends to be the number one barrier.  If you talk to people, it’s not so much that people simply can’t afford to make improvements to their home; they just perhaps don’t have the cash on hand and don’t know about financing available to them.  And again, making a difference; to me, this type of loan program, it makes a difference.  
It makes a difference to people that are able to make improvements to their home, save money on the utility bills – especially in these economic times – to allow people to live more comfortably in their homes, at a good rate that’s fair and in a way that benefits the community.  And again, benefits the credit union, ‘cause at the end of the day, we’re certainly in it to make money as well.  Next slide, please.  So this is just a slide that shows our current rates with the loan loss reserve fund, so these are the rates we offer to our partner group, SustainableWorks, and again, Snohomish County.  
So on energy efficiency loans, we consider 680 or higher to qualify for the best interest rate.  That is different than our regular loan scale.  For all other types of loans, the lowest rate is significantly higher than 680 to qualify for our lowest rate.  We lowered it for energy efficiency loans primarily because we found these loans to be profitable; very, very low delinquencies; very, very low write-off on these loans, for the most part.  People – these types of improvements to your home are not instantly improving the value of your home.  
You’re not necessarily gonna get an instant return, so people that are doing this, from what we’ve seen, are more likely to retain.  They’re gonna stay in their homes.  They just wanna be more comfortable, more efficient, in their homes.  So we also have a tier of 600 and below; that is only with this program, with the reserve fund we will consider borrowers who have had credit problems in the past, and again, it’s still at 8.74.  Those rates are fixed – those are very, very good rates.  The rates for the best terms are 4.49 and 4.74 percent; those are a quarter of a percent lower than rates outside of this program, so again, I think those are a very, very competitive rate for what the program offers.  
Okay, next slide, please.  So I also wanna speak a little bit about target market.  I think it’s important when seeking out financial partners to know what areas you’re targeting, and what areas your financial institution partner targets.  When we – most institutions now serve – you know, banks, of course, nationwide, credit unions primarily have gone to serving anybody in their state.  But that’s not always the case – when we started, we only served people within Puget Sound Energy Service territory, which was quite a bit of our state in Washington, but not the whole state.  
When we received RFP from SustainableWorks, we thought they served Snohomish County; we also wanted to be able to serve people, customers that they may have in Snohomish County through the – or Spokane County, excuse me, through the credit union, so we were willing to change our field of membership to basically include anybody in Washington State, so we could expand our program.  And that was our willingness to adapt to that.  I also think it’s important, whether residential or commercial, for institutions that do not do commercial lending, it can be – it’s just not a simple matter of one day saying, “Hey, we’re gonna do commercial lending.”  
So if you’re interested in doing both residential and commercial, that’s something you’re gonna want to find out from your financial partner: do they service commercial or business loans?  Is it something they’re willing to look at, what’s the time frame, those sorts of things.  Supporting each other’s marketing and financial groups – or targets, excuse me – and reaching out to target communities.  SustainableWorks, one of our partners, does a really good job in the communities that they’re going to with having kick-off events.  They always invite the credit union to participate in those events.  We do some joint marketing with brochures.  
Eventually, they’ll have a dedicated page on our web site.  So I think those sorts of things are important, especially when there’s, you know, grant monies involved, there’s targets to be reached, it’s important that both of you are supporting the same goal, and the credit union is supporting getting the information out about these loans.  Next slide, please.  Well, I feel like I covered this in my last slide, but mutual benefits – okay.  Again, I think long-term relationships are important, benefiting all parties involved.  You know, to me, it’s important that these relationships – not only with our ARRA fund partners, but contractors – that they’re long-term relationships; that we’re both benefiting from the partnership, and both working to promote the loans and promote what’s out there for both sides.  
Shared marketing – you know, again, we’re willing to share the cost in marketing brochures, mailers, anything that we can do to help promote these projects, because again, in the end, that means more members for us and more loans for the credit union.  And I think, you know, community events, workshops, things like that, that really speaks to benefiting both the financial institution, grant recipients, the borrower, and the community.  It really puts out there, you know, what are the benefits of doing these improvements, how you can pay for them, you know, long-term cost savings – again, beneficial for everybody involved.  
Next slide, please.  Success – the important part.  So again, with our credit union, before we really launched this whole energy efficiency thing about 18 months ago, we, on average, opened about 30-35 accounts a month.  We now are in the hundreds of new accounts a month that we’re opening.  These loans are well-secured, very low delinquency rates.  We’ve expanded our relationship with contractors, utilities, local municipalities.  This, again, leads to increased members, more loans.  We currently are doing over a million dollars per quarter in energy efficiency loans, and that has been the case for about the last 18 months, since we started doing it.  
I think it’s important for you and the financial institution to agree on how you’ll measure success, how it will be reported.  We have different methods that we use for our partnership with SustainableWorks and Snohomish County.  Of course, they have different requirements that they need to report back.  But we also report back to our local utilities, so they know that hey, contractors are talking about this.  This is what’s happening.  It involves them in what we’re doing, and that, in turn, is beneficial for us and the loan program.  Next slide, please.  
Okay.  So I don’t know how many minutes I talked – I think ______.  Yeah, thank you very much.  If you have any questions, my contact information’s here.  Feel free to e-mail or call me; I’ll be happy to answer any questions the best that I can.  Thank you for allowing me to participate today; I appreciate it.
Mark Zimring:
Great – thank you, Shannon.  You did not speak for too long, and that million dollars per quarter number is really, really impressive, so thanks for being with us today.  So our final presenter is Todd Conkey.  Todd has over 20 years of banking experience and is the energy finance development director for Wisconsin Energy Conservation Corporation, or WECC.  Todd’s responsibilities include researching and developing energy efficiency and renewables financing models.  He is also charged with finding additional revenue streams within efficiency, capacity, and carbon markets.  Todd?

Todd Conkey:
Okay, thank you, Mark.  You know, some of my discussions for this afternoon will probably be a little repetitive of what Dan and Shannon were talking about, but I think it goes to show that there’s some good common approaches to creating partnerships with the financial institutions in the markets.  And so if you go to that first slide there, Mark, we’ll talk a little bit about, from my perspective, the foundation of before conducting outreaches.  One of the first steps I think it’s really important to understand the marketplace that you’re playing in.  
Here in Wisconsin and the Madison-Milwaukee market where we have developed the residential financing programs, there is a lot of different financial institutions in the market.  A lot of the different size banks, different size credit unions, and things like that, and I think it’s important to look at, you know, what that market mix is, and, you know, compare that to your program or your goals within your programs.  I think Dan had mentioned I think there’s a couple great, you know, public resource sites out there: the FDIC along with the NCUA for the credit unions are a wealth of information from a performance standpoint, looking at assets and liabilities and strengths of possible partners.  
I would encourage folks to look at those prior to maybe doing the market outreach.  And the last as far as the foundations, I think it’s really important to look at FI’s web sites out there to get a sense of the flavor as far as what they’re offering.  And my guess is that Puget Sound, you know, probably had a lot of green marketing and some green products out on their web site well before 18 months ago, but it’s good to look at, see what they’re marketing, what’s their pitch.  And there will be times when you’ll find partners are kinda already on the same page as you are before you even, you know, start doing the outreach, so again, just kind of the foundation – so next slide, please.  
The next one’s a, you know, once you’ve done your initial foundation research, I think kind of using the term blocking and tackling is to create a telephone pitch.  And this is kinda sales 101, but I think, you know, at least what we did here locally, our first outreach was the phone and making contact with various bankers and credit union folks in the market to talk about our program.  You know, I would encourage folks to not be very scripted, have a kind of a smooth delivery.  Spend quite a bit listening on the phone as you talk to them.  
And we found it was very beneficial to have some type of attachment created already, so once you got off the phone with the person, you were, you know, you indicated you’d be doing follow-up, and you’d send e-mail with a nice, well-designed attachment, which I’ll talk at in the next slide.  I thought it was very good from a product design and outreach, and kinda prepared them for the upcoming RFP.  Also, you know, I think it’s good to think about, you know, what type of follow-up strategies are you gonna have?  When we did our research, not everybody was on board, not everybody returned our phone calls. 
And so I think it’s important to think about, okay, you know, a week from their first touch, what are you gonna do?  Second week what are you gonna do?  And if you can think of some different methods as you go through the process, it just makes the whole process easier.  For comparison, in Milwaukee there were probably about 24 FIs that we reached out to; in the Madison market, there were probably 10 unique ones, because we did have some overlap between the FIs between the two cities.  So I’d say on average, you know, we’re probably, you know, doing contact with 20 to 30 different providers in the market to hopefully set up meetings with them, so next slide, please.  
I talked a little bit about the attachment and how I think that’s really important.  I think if you, you know, try to talk to somebody on the phone for ten minutes about ARRA funds and loan loss reserves and all that, I think you’re gonna lose most people.  So we kinda kept it more of at a high level, and then did a follow-up, like I mentioned, with an attachment.  So within that attachment, which I think was about five pages long, it talks about the background of the DOE funds and the program.  It talked about the goals that we were looking for.  
And I think it’s also very important to find additional sources that just you or maybe the ARRA program, but if you can find some other successful programs out there in the marketplace that you can point to, even add maybe an additional white paper onto the attachment, I think that goes a long way for them to understand what you’re hoping to accomplish.  The credit enhancement concept, I think you’ll put that definitely into the attachment.  What we did for our residential program was a loan loss reserve for a credit enhancement. 
And I’m speculating, but I think we were very either lucky or we did the right thing, where we right from the get-go started talking about expectations of what we were hoping to accomplish with the credit enhancement.  So we talked about, you know, the actual reserve percentage being 5 to 10 percent; we talked about the secondary loss percentage between 80 to 90 percent.  And I think it was a real nice way to kinda just set on the table that, you know, based on other programs around the country or based on our expectations, these are the numbers that we’re hoping for.  
And by and large, when we received our proposals, they were within those ranges, so I think, in talking to other folks where they were, you know, being asked to offer 40-50 percent reserves, we did not see that, at least in our market.  So I don’t know if that topic, what benefit that had, but I think it was a good thing to note.  Also, you know, people like graphs, and I think just showing a graph of maybe how the loan loss reserve would work and the reserve fund and the structure and things like that.  Because when you do send out that attachment, you’re gonna have a bunch of different stakeholders within the FI look at that.  
You could have, obviously, a lender.  You could have a, you know, a chief confirm officer.  You might have somebody in marketing, somebody maybe heading up personal bankers – a bunch of different folks that maybe don’t have the background or the experience to understand fully what you would like to talk to them about from that standpoint.  We also, you know, set the expectations about what the FI, what their role is within the program in that attachment.  We didn’t go in, you know, quite a bit of depth, but we talked about that we would hope that they would market the program and help us with volumes and things like that.  
But we also brought of the topic, which Shannon mentioned, about sustainability, and that with these grant dollars, the idea is that they’re not gone after, you know, the period of the grant.  They’re gonna roll back in, and if the, you know, actual losses are less than the expected, there’s gonna be a nice chunk of money at the end.  And with that, we’re gonna need some type of program fees to create sustainability and allow to move forward.  And in our program, on the residential side, the end borrower plays 25 basis points or a quarter percent in that interest rate that flows back into the program.  So again, just collect some additional fees.  
But we don’t have it – I know that other programs have talked about, you know, charging a fee to the contractor that would go into the program.  So if you charged maybe 1 percent on a $10,000.00 project, it’s only $100.00, and I think there’s quite a few contractors out there that would love to have the job for $100.00.  In addition, talk about timelines as far as, you know, again, expectations.  And then, obviously, the contacts of, you know, if you like what you see, who do you call, and so on.  So again, it was just, I think, a good part of the process that we went through, so Mark, next slide, please.  
So you get a meeting set up with folks at the FI, and I think it’s good to go in, you know, to understand what the goals are.  I think, you know, one place that we stumbled a little bit is we had a few meetings with folks that probably were not the right person or the right role within the FIs.  So ideally, when you set up the meeting, it’d be great to have face-to-face meetings with I just call them decision-makers, and I would categorize chief credit officer, a marketing head, even the president of the FI.  It would be extremely valuable to have them at that table and talk about the program and what you’re hoping to accomplish.  
And the ones where we stumbled a little bit is where we had meetings with either maybe a branch manager or even just a loan officer that, you know, what they do at the FI is pretty selective, and maybe they don’t get into so much of the underwriting.  Because based on the size of these loans, a lot of these can get passed into kind of a centralized underwriting function at a bank, so they maybe don’t have the credit skills, and maybe a chief credit officer would, of course.  So again, it’s really good to talk to the right people.  
And then kind of our last goal of that face-to-face meeting was really to ask for a verbal commitment from the FI that, you know, one, would they be willing to get the RFP; two, would they read it; and three, would they hopefully participate in a proposal.  And by and large, I think we got folks to indicate that they would.  We did not get responses from every institution out there, but again, it’s just I think part of the process, the conversation, and hopefully working to get their buy-in and a commitment to help the program.  Next slide, please, Mark.  
So you had the face-to-face meeting, and this is just my personal preference, that, you know, you should have some handouts.  None of our meetings required any kind of PowerPoint presentation where we had a projector and a laptop and all that.  I think that might be overkill for at least most of us.  But just some type of handout that people can reference back and write little notes I think are good.  You also wanna just listen to them; hear what their perception of the program is; what do they like, what do they dislike?  
And I think it’s really in everybody’s best interest to kind of position them as stakeholders, and as far as looking at in their markets, you know, what do they do better than others, and how can this program assist them with that and make them even stronger?  And maybe they’re in second or third position – how can it put them kinda over the top to get into a lead within the market?  And just talk to them about as far as what’s in it for them.  Our provider that we actually picked between the two cities is the same credit union, but they have different goals within each market.  
In Milwaukee, they have I think about four or five locations; in Madison, there’s about a dozen of them.  So from Milwaukee’s perspective, they’re looking to attract new members.  In Madison, I see it as kind of a retention tool, but also they wanna grow their membership base, too.  So it’s really good and important to understand maybe what they would be looking for from a design in benefits.  The whole PR aspect – the green – you know, everybody wants to get behind that, so talk to them about that.  And then just in the general tone of partnership and that we’re all in it together.  
We’re in it to solve an issue that benefits everyone.  And I think to get everybody on the same page is very important.  It’s also good to tell them – and I have a typo – it’s not want you want, it’s what you want – in a very nice way.  But as I mentioned with the attachment that we sent out, you know, we talked about what we expected to get from the loan loss reserve.  We expected to get lower rates.  We expected to get longer loan tenors or amortizations.  We wanted unsecured credit.  A lot of FIs talked about offering a secured product in addition to the unsecured, but really our goal was to get an unsecured product, first and foremost.  
And just in general, that though we didn’t want them to throw their underwriting guy right out the window, we wanted them to loosen their guidelines based on the enhancement that we’re offering.  So again, just setting the tone, setting the expectation, I think is really powerful.  Next slide, please, Mark.  So it’s important, I think, to consider kinda what the banker’s thinking about, and I was in the industry for 20 years, so I’m still kinda slow getting up on this energy efficiency thing.  But it’s always good to know your audience and what they’re thinking about as you talk, and right out of the gate, they will understand loan loss reserves.  
You know, a few years ago, when they did a loan they could set one percent, one and a half percent aside for expected defaults and be fine.  That’s not the case anymore.  But every single loan that an FI does, they do set aside a percentage of it to offset expected losses.  And what we’re coming in with is to actually show an additional increase for that reserve to them, but I think it’s really important to talk about how you understand that that’s an issue they’re dealing with right now.  And especially in the last three years, every FI out there is dealing with their loss reserves and percentages and things like that.  
They have regulators all over them.  They’re looking at their capital ratios.  You know, credit is still very tight; though it’s loosening a little bit, in general, it’s relatively tight compared to three or four years ago.  It’s – as you look at underwriting, cash flow is king.  With lending, most banks and credit unions will look at source of repayment vs. collateral values, and in this day and age, you know, a real estate value – while important from a collateral standpoint – will not drive loan origination.  Good banks, good credit unions, they wanna know, you know, what’s gonna make that loan payment. 
And they’re gonna underwrite based on that cash flow, that repayment source, and not the value of the home or the office building.  So next slide, please.  So the first table we’re looking at is just a hurdle and solutions from a residential side.  The first hurdle I have is home values.  Everybody can agree that, you know, most home values are down.  Our solution there is that we really were, like I mentioned, looking for unsecured credit for the goal of no appraisal being required.  Our partner is filing a UCC-1, which is basically a security on personal property. 
You know, they’re willingness to go into a home and dig out insulation to get repaid is not high on their list, but they did wanna put some type of at least note on the title that there was some financing done on that project.  FICO scores, I think, have – they play a part in really any type of credit decision.  But if a hurdle is that if your partner is requiring higher FICO scores, I think, you know, to try to mitigate that by going with maybe lower debt-to-income ratios, shorter length of employment.  Just with the economy, if people are finding new jobs, they are moving around a little bit more frequently, so maybe the length of employment can be one year vs. two years or three years.  
And though being a cash flow-positive transaction might be difficult on the residential side, get a partner that understands the benefits and the reasons why these upgrades are occurring.  And our partner is actually, you know, they’re considering that as they look at approving a member, so for them to understand what you’re trying to do is really important.  Credit is tight, as I mentioned, but again, they are already setting aside reserves on every loan that they do.  So your ability to come in and add, you know, five or ten percent more onto that loan is a fantastic discussion point with them, and you should get traction there.  
Bank or credit union – we found that credit unions were more receptive.  One large bank said they were not good at $6,500.00 loans, which, you know, we appreciate the honesty, and we thanked each other for their time, but we knew that they were not a perfect partner for us.  So we had much more success with credit unions.  If maybe a partner talks about high reserves, and they want, you know, 30, 40, 50 percent reserves set aside on every loan, you know, that’s fine, but I would, you know, recommend to try to negotiate.  
To say, “Hey, if our performance is much better, and we’re not seeing anywhere near the defaults that you expect, we would, you know, we expect an adjustment on that reserve,” and I think that is very appropriate to discuss.  High loss or high shared loss reserve – in our partnership agreement, we have a situation where, though FICO’s not a driver it’s part of their underwriting.  But if a default does occur, our reserve – let’s say if a FICO’s north of 700, our reserve will pay for 70 percent, they’ll pay for 30 percent, but if a FICO’s 600, the reserve pays for 90 percent and the FI pays for 10 percent.  
So I would, you know, encourage, you know, look at maybe a segmentation of defaults and how the reserve would actually be applied to that.  And then again, as an ex-banker, you know, the energy knowledge is – for my kids’ benefit – keep it simple, silly.  So the KISS principle, I think, is really good.  Just talk about some of the cash flow, the benefits – those types of things I think are really important.  I think if you get into the kilowatts and megawatts and all that, you’re gonna lose a few bankers, so I’d recommend just keep it simple.  It’s not that we’re not bright, but we’re maybe a little slow at times, so next slide please, Mark.  
So that was the residential, and then this is the non-res, or the commercial side.  Some similar concepts – property values are down, and I think the great solution is really look at a program design that creates a cash flow positive transaction.  So regardless of what the property values are, that – and cap rates – that if you can provide something that enhances the performance on the building, going back to cash flow, that that’s a great thing to talk about with bankers.  Transaction appetite vs. relationship banking – you know, a few years ago, a bank would be happy to do, you know, some side-off or one-off transaction for a company.  
I really don’t believe that’s the case anymore.  They are very interested in relationship banking, so they want clients with deposits, 401K plans.  They want ones with working capital needs, long-term debt; they want owner-occupied customers, all sorts of different things that are involved with a relationship.  So I think if you can develop a program and have a discussion with them about how your program helps them make relationships vs. transactions, I think you’ll get a lot of time with them and acceptance.  To mention on cash flow, you improve the net operating income because cash flow can be down and is down with a lot of properties.  
But you can do a project that increases NOI, that improves cash flow that increases collateral values.  FI’s, you know, willingness to participate – I’ve talked to some other, you know, people around the country.  Again, a lot of FIs are a little gun-shy on this.  I think if you can create a demand in your market, you’re gonna get them to listen.  If you don’t have a demand yet in the market, that’s when I think you lean on additional resources, like Mark talked about the Austin story.  You know, any additional information that you can provide to them to get them on board is great.  We all know that some banks are struggling.  
You know, a few of the banks that we talk to, one or two failed after our meetings, and I don’t think we caused that, but they, you know – look at the FDIC.  Look at the credit union.  Get a sense on how they are with capital.  And maybe you just make a conscious decision that you’re gonna partner with leaders, because not every bank is gonna survive nowadays.  But, you know, find ones that are doing very well, that are acquiring market share.  Come in, talk to them about, you know, giving them new deposits, new customers, new members, things like that – that’ll make a world of difference.  
If you have some limitation on financial expertise, as Mark had said at the beginning, you know, partner with your TAP experts.  Dan was very instrumental with us in working and helping us doing our outreach.  Lean on other grantees, other providers in the country.  Consider hiring, you know, somebody that maybe has some banking experience I think is desirable.  And if you have some big numbers hit from a volume, you know, partner with CDFIs, look at providers of SBA loans, talk to centers of influence which could be, you know, accounting firms, attorneys, and so on, to really extend the network out there to talk about the program and the benefits and getting them on board.  
And then the – next page, Mark, please – so we went through that whole process, and what we ended up with Wisconsin on the residential side is we have a program that cut interest rates in half.  We have two levels of rates; one is at four and three-quarters, and the other is at five and a half percent.  The difference between those is that the lower rate would be for loans that are under 5 years, and if they’re over 5 years up to 15 years, they would be at 5 1/2 percent.  They’re fixed rates.  They’re tied to prime, so as those rates move, that starting rate or the lock-in rate will change accordingly.  
Instead of doing maybe a 5-year unsecured loan, our partner was willing to do 15 years, and they would do it unsecured up to $15,000.00.  As I mentioned, FICO was a part of their underwriting, but it was not a driver, so because of the credit enhancement, if someone had a FICO score of 580, if they had some positive checkmarks on some of the other parts of the underwriting, they would be able to get that 4 3/4 rate, or 5 1/2 percent, so we’re really pleased with that outcome.  And we received a five percent loan loss reserve to our discussions, and that created a 20 to 1 leverage, so again, we’re very pleased with the residential.  
Then on the commercial side, we will be offering a debt service reserve fund which is equal to 12 months of P&I payments, and it’s specific to a project.  It’s gonna be all-inclusive, so really any bank or credit union in our markets that want to participate with the debt service reserve, they’ll be able to enter into that.  In conjunction with that, we’ll be using PACE as a financing model, and what’s a little bit unique about ours is that the local FIs will actually provide the financing for the PACE, vs. a bond issuance from the municipality.  
And because of the capital coming from the FIs, the structure’s gonna be driven by their relationship, but we estimate that we’re hoping to get about a seven to one leverage with that program.  And I think the last slide is just my thanks and contact information, so I will stop here, Mark, and turn it back over to you.  Thank you very much.
Mark Zimring:
Great – thank you, Todd.  That was really wonderful – so just a reminder that the webinar will be available in one to two weeks at the link below here.  It will include, again, a more extensive version of Dan Clarkson’s slides, which I believe actually include the tiered credit enhancement that Todd was referencing around FICO scores.  For those of you for whom some of the language used in today’s presentation was mysterious around loan loss reserves or secured and unsecured, I would highly encourage you to go to the Department of Energy Solution Center and to look up the Financing Guidebook.  
It should help to clarify a lot of these terms and complexities.  So with that, we’ll move on to the question and answer session.  We have a number of questions, but we may have time to sneak in a few more if there are folks with burning questions that have not yet asked them yet.  So we’ll start with Shannon.  Shannon, a question on the delinquency rate you’re seeing on the unsecured residential efficiency loans to date.

S. Brock-Ellis:
We have – and I’ll just clarify.  We do the same as what’s happening in Wisconsin, so we’re actually filing a UCC-1 filing.  So it’s not the best security, but technically, we don’t consider them to be unsecured.  We have one loan that is delinquent.  That’s it – one.

Mark Zimring:
That’s great; wonderful, great, thank you, Shannon.  Todd, the next question’s for you.  You referenced an attachment that you sent to financial institutions; a number of folks wondering if you can share that with the broader community.

Todd Conkey:
I’d be happy to, Mark.  I’ll just – I’ll send that to you, and – 

Mark Zimring:
Yep.

Todd Conkey:
All right, if you can get it out to everybody that’d be great.

Mark Zimring:
Yep, we will – 

Todd Conkey:
It’s a buck apiece – sustainability.
Mark Zimring:
I get 50 cents of it for distribution.

Todd Conkey:
Oh, yeah, I’ll get that out to you, no problem.

Mark Zimring:
Great.  Folks, we’ll find a way either to post it on the Solution Center or to e-mail it to the folks that participated in today’s call.  Todd, another question for you: folks wondering how many banks you did initial outreach to, and of those banks, how many came back with formal responses, and how many expressed, at least initially, informal interest?

Todd Conkey:
Sure.  Well, as I mentioned, I would say roughly we talked to about 24 or so, between the two cities, and they ran the gamut from, you know, a $300 million institution up to $50-60 billion.  The real big elephants, they were more – they questioned about having a national approach, and, you know, how could they fit within, you know, their large footprint.  So we did outreach about 24.  I would say we met face-to-face with probably a dozen, so maybe about 50 percent of those.  Of those, I think we, you know, realistically, maybe half were polite; they listened to us, and they, you know, thanked us for the time.  
And then maybe, you know, six to eight we felt were interested in the program, and we ended up getting just a small number of, you know, three to four in Milwaukee, and three to four responses, actually, in Madison, to the RFP process.  Now, one thing to note – and I don’t know if this really impacted it – but, you know, we did our outreach November time frame.  We released RFP – Dan can correct me if I’m wrong – I think it was right around Thanksgiving.  And we had a, you know, pre-conference, or pre-bid conference first, second week of December, and we asked for responses to be in I think it was the week between Christmas and New Year’s, if I remember.  
So, you know, you always say, “Well, it’s the holiday season,” but, you know, I have yet to – you know, like don’t work the whole month of December.  But we did have some constraints there, from a response standpoint, and my guess is that maybe one or two just, you know, stepped away from it, given it was coming up on year end, and maybe they had bigger fish to fry.  But we got good response, and you know, the optimist in me says, “All you need is one great proposal to do it.”  So – but that was kinda maybe the ratios that we saw.

Mark Zimring:
Great, thanks, Todd.  Next question I think is for Dan Clarkson, but everybody might want to chime in, so Dan, it’s really asking whether it’s important from a financial institution perspective to measure the expected energy cost reductions.  Whether they’re including that in their underwriting, and if so, best practices for actually going about and measuring that performance.

Dan Clarkson:
Sure, Mark.  In commercial programs, you can delve into this a lot more in detail.  Each of the projects are maybe a million dollars, and so you can do a very detailed energy analysis prior to construction, and a very detailed monitoring after construction.  And even, in some cases, the contractor is willing to guarantee the energy saving so that you do, over time, continue to offset the loan cost through your energy savings.  However, in the residential programs, most programs are limited to doing an energy assessment in the home as a first step, really, in the process.  
So meeting with the homeowner, getting their approval to come in, assess what kind of energy losses they’re experiencing, the way the home stands currently, and giving them an estimate of what kind of energy savings they might expect going forward.  At – sorry, go ahead.
Mark Zimring:
No, sorry – please continue.

Dan Clarkson:
At the end of the construction process, and prior to disbursement of loan funds, really what most people do is just go in and show that the equipment that was recommended and agreed upon by the homeowner, the contractor, and the bank – financial institution – has all been put in properly and to the homeowner’s satisfaction and the contractor’s satisfaction.  And really, so the homeowner’s energy savings are really largely based upon this testament, and then they’re going to merely go upon the fact that the installation was done correctly.  And at that point, the financial institution releases the funding to contractors.

Mark Zimring:
Right.  Thanks, and I think the general take-away from that is that financial institutions in the residential space are really not underwriting based on – they’re underwriting based on personal or property credit, not based on expected energy savings.  So a couple questions here – one on whether there are DOE or other tools for calculating interest rate buy-downs on individual loans.  And I think the answer to that is that really that interest rate buy-down calculation is a negotiation between programs and financial institution partners.  
That is that financial institution partners will base the buy-down terms on their expected life of the loan and the anticipated risk, so no, there is no centralized tool where you just kind of calculate discounted cash flows and get a fixed interest rate buy-down from there.

Todd Conkey:
Hey Mark, this is – Mark, Chris Lohmann has a modeling tool, pretty in-depth, and there is a tab for interest rate buy-downs.

Mark Zimring:
Aha.

Todd Conkey:
Just as a reference.

Mark Zimring:
Great, thanks.  Again, we’ll – 


[Crosstalk]
Dan Clarkson:
_____ get together, and I was gonna say the same thing.

Mark Zimring:
That’s a good point.  So we will make sure to share that PowerPoint – or sorry, that Excel sheet – with some of this other information.  What we’ll probably do is e-mail all of the attendees today a list of resources.  Thanks, guys.  So another question: why are loan applicants being rejected?  So I think folks saw that loan rejection rates in the Austin program are somewhere between 30 and 40 percent.  I think that is generally reflective of what we’re seeing with national products.  I can speak for New York’s energy efficiency financing program, which uses the Fannie Mae Energy Loan product.  
Approximately between 30 and 40 percent of loans are being rejected.  Of those rejections, about 50 percent are due to debt to income ratios that are too high – and too high means above 50 percent, in their case.  And then a third of those rejections are due to FICO scores that are too low, and then the rest, the balance, is for a number of reasons, whether it’s bankruptcy or other kind of non-payment or defaults in the past.  But the two kind of important numbers are that about 50 percent of folks are rejected on debt to income, and you know, somewhere around a third of rejections are on FICO scores.  
So next question, for Dan, and the question is do any of the programs that you’re working with receive funding from private partners like utility companies, and how does that impact negotiations with financial institutions?  Did we lose Dan?

Dan Clarkson:
Sorry – go ahead – pass that by me again please, Mark?

Mark Zimring:
Oh, sorry.  So do any of the programs that you’re working with receive funding from third-party private partners like utility companies, and how does that impact the programs’ negotiations with financial institutions?

Dan Clarkson:
Sure.  Most of the programs that we’re dealing with have – are coordinated with the local utilities, and they often have rebate programs, and that ends up lowering the cost of the loans.  Say, for example, from an $8,000.00 average project with $1,600.00 in energy rebates drop you down to a $6,400.00 average size loan from the financial institution.  So that’s the impact that it has – it lowers the cost of the loan, and yeah, I think that’s good enough for them – yeah – from every place in the country.

Mark Zimring:
Great.  So Todd, a couple folks asking for a little bit more detail on your commercial program; a number of broad questions just looking for more depth of detail in terms of how the program operates, then some more specific questions about whether property owners take advantage of certain federal subsidies, such as the 179D tax deduction, as part of the program?
Todd Conkey:
Well, what we did is in Wisconsin there was a change with state statutes.  And part of the language included special charges – they’re referred to as special charges and not assessments in Wisconsin.  So we – from a program design, we tackled the residential first, and we’re right in kinda the throes of the commercial side, and one part of our process is we did outreach to the market where in Madison, we held a presentation to, I don’t know, let’s say a dozen fairly good-sized property owners, along with some bankers in town.  
And then in Milwaukee, we conducted interviews with probably about 15 to 16 property owners that had a million square feet and above in leasable space, to talk about PACE and the benefits and so on.  And one thing – our huge take-away was the ability to solve split incentive with those property owners.  In talking about the program and the ability to pass special charges through a triple net lease received a tremendous amount of traction in our conversations.  So from a design standpoint, with PACE, we are gonna go after that market, and the debt service reserve fund that I talked about is the enhancement to the bank.  
And in Wisconsin, we – both of our residential and non-res lean heavily on the Focus on Energy program, which is a statewide initiative.  And there’s incentives and rebates through  that program, so from a other benefits, you know, from borrowers and things like that, we’ve really been talking about just the focus and the debt service reserve as the credit enhancement, but have not got into any additional, you know, tax benefits or things like that at this point.

Mark Zimring:
Great.  Thanks, Todd.  So two questions here that, if I might paraphrase, suggest that folks have expended their Recovery Act monies on things like revolving loan funds or public building energy upgrades, and they’re wondering about other sources of potential funds for credit enhancement to support Recovery Act – or to support private financing products, as well as whether credit enhancements are necessary to find local financial institution partners.  I wonder if, Dan, you might wanna respond to that?

Dan Clarkson:
Sure, Mark.  I know these are very hard times, so tax dollars are not gonna go very far in that you’re not gonna have local jurisdictions add something in the latest legislature bill.  But some of that happens; sometimes you can get loan loss reserves funds from a legislative process.  Other areas that we’ve seen are from some of the utilities are willing to put funds forward for a loan loss reserve program.  And another one that we’ve seen is permit fees in a local air agency district is using some of those – potentially using some of those permit fees to go into a loan loss reserves fund program to lower greenhouse gas emissions in their district.  
So there are a lot of different creative funds that you can look for for this after ARRA is done.  Of course, we’ll be looking to see whether anything can be done through the federal government, but these are hard times, and I’m not sure that that coffer will still be open.

S. Brock-Ellis:
Mark, if I could maybe speak to that a little bit, too, from a financial institution standpoint?

Mark Zimring:
Yep.

S. Brock-Ellis:
I think with – again, especially maybe more so with smaller financial institutions – if you can do some shared marketing.  If a municipality or a group came to us and said, “Hey, you know, we wanna market these energy efficiency products.  We have some money we can spend for marketing.  We know that you do financing.  How can we work together?”  Even though there’s not a reserve fund, there still may be avenues for a financial institution to say, “Well, let’s see what we can put together because we are gonna get increased exposure. 
“We are gonna get an increased member base; we are gonna get our name out there, and we are gonna make some loans because of this.”  So I think there may be institutions that are willing to do that, even without the backing of a reserve fund.

Mark Zimring:
Great.  Thanks, Shannon.  So why don’t we wrap up with this question: Dan, a number of folks looking for templates on the documents that you had referenced – RFPs and otherwise.  What’s the best way for them to get access to those?

Dan Clarkson:
I’m gonna say it depends.  One easy way is through the citations at the end of my slide show will lead them to this guidebook that we’ve put out at the Department of Energy, and that has a number of examples in the end of that guidebook.  All of them – keep in mind – need to be tailored to – someone’s benchmark – need to be tailored to – so that’s up on the screen now.  The first one will take you direct to versions of the RFP and the loan loss reserve agreements in the guidebook.  The other – of course, the other – and that’s just a chapter out of that larger playbook citation there.  
And if people have questions on it, they can call me.  Obviously, if you are a fund recipient, you’re probably – you’re possibly in line for technical assistance with the Department of Energy.  Contact me and we’ll see if we can get some free consultation through the Department of Energy, such as we’ve been able to offer to both Wisconsin and to Puget Sound Cooperative Credit Union.
Mark Zimring:
Great.  All right, last question, ‘cause I think it’s an important one, and then we’ll wrap up.  Dan, in your experience, how long does it actually take to get through the eight steps that you referenced?

Dan Clarkson:
Well, it takes quite a while.  You know, Todd mentioned how long it took just to get responses back from the RFP and go through those, and that was sort of a lengthy process.  And part of that depends on whether you’re a government agency or not.  Sometimes government agencies have a little bit, a few more hoops to jump through, and it’s a little bit more difficult to get things moving forward.  But it’s a number of months to get through this process, and it can be expedited in different ways. 
But, you know, again, one of the really most important parts – and I can’t stress it enough – is that going out to individual financial institutions that Todd mentioned, finding the right person within that financial institution, and speaking to them and helping them become educated on the process.  And then unless you really go through that step, you’re gonna have a tough time, and it’ll take a lot longer to do this.  So it’s important to do it right; it’s important to take each step carefully, and to go through it.  And so, you know, three months, maybe would be the quickest that I could possibly imagine it could occur.

Mark Zimring:
Thanks, Dan, and thank you so much to our presenters.  Each of these, all of these presentations have been really rich and informative.  I think the folks are gonna get a lot out of them.  And to our audience, thank you so much for joining us.  We hope this was helpful, and we look forward to being in touch with you going forward.  And with that, we will wrap up.  Thank you all so much.

Dan Clarkson:
Thanks, Mark.

[End of Audio]



Page 1 of 31

