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 Financing Programs – RFP Contract Terms and Conditions

Dan Clarkson, Leslie Lauder

Dan:
Good morning.  This is Dan Clarkson and I’m working today on behalf of the Department of Energy and presenting on loan loss reserve financial stakeholder engagement process.  I will introduce myself rather briefly.  I am an attorney by training.  I am partnered at a group called Energy Efficiency Finance Corp. with John MacLean, my partner, who has had 25 years of international and domestic energy finance.  Prior to Energy Efficiency Finance I co-founded a waste-to-clean fuel company, and we’re currently working with corporations, municipalities, and nonprofits to provide financial advice and design and implementation for energy efficiency needs.  So in this instance we’re providing support through the Department of Energy Technical Assistance Program to recipients of grant funds to help them highly leverage those grant funds and put them toward sustainable uses in the residential and commercial sectors.  

I think that you just see the slides as I page down, so I’m going to start with the first one here.  We’ve put together a number of these residential loan loss reserve programs, and so what I’m doing in this slide show is not introducing whether or how to select a loan loss reserve or what one is.  I’m assuming you are all familiar with the concept of loan loss reserves already, and if you’re not, we have a playbook that we’ve put together at Department of Energy and you can go through that.  Chris can give you the link to that later on in the webinar.  There are also some webinars.  My partner, John MacLean and Matthew Brown have put them on in the past, dealing with a loan loss reserve is.  
In this instance, we’ve broken down the process of creating a loan loss reserve, putting one into place into an eight-step program, and so I’m going to go through each of those steps.  Under each step, I’ve broken that into three different components, and I’ve color-coded them so that we can all follow along.  The first one in black will just be the name of the step, some basic elements.  The second one will be an example of the document itself, and then the third one I’ll talk about the document or the meeting elements.

The first thing we have to do, though, is set the goals for your program.  The overriding goal of this is to look for a way to make the monthly payments that the borrower will have to pay, and offset those by the savings in energy.  In order to do that, we have to lower the interest rates and lengthen the term of the loan or the loan tenor, in that way reducing the monthly payments so that it can be net zero to the borrower.  This is really an ephemeral goal that I don’t think we reach in most circumstances, but in some we do and it’s a goal and we attempt to get there.  This helps the municipality by growing jobs, saving energy, and meeting a number of the municipality’s goals.
In this presentation I’m going to focus on municipalities and so you’ll see some of the slides are oriented toward that, but it also applies to other non-governmental agencies and program administrators, and you’ll see that some of the documents that I use are from these non-governmental program administrators.

So step one.  Two of the goals that I think are most important for the loan loss reserve program is to highly leverage the grant funds that you’ve received and often on a 10 or 20:1 basis.  The second parameter that’s very important is the sustainability of these funds.  So we look toward them being perpetual funds that can go on for decades, and I think that’s something that’s going to be very important for the financial institutions as well.  

One of the things, the main focus of this webinar, is that lender is paramount.  I’m going to ask you all to continually throughout this process put on the lender’s hat.  Don’t think of yourself.  Think of how you can make the lender a success, and this is a principle in business that we adhere to, and that’s make your partner successful and you’ll be successful too.  So apply that here; continually think of that.  What can I do to make this easier for the lender?  What can I do to meet all their goals?  In doing so, you’ll find that they’re willing to move on a lot of these elements.

So obviously you identify the funding sources and then the amount that you’re going to be putting toward the particular credit enhancement.  There are a number of credit enhancement types that can be used for residential programs.  We can use the loan loss reserves, ___ interest rate buy down, a subordinated lending, a program or any combination of those.  In step one, in the program design element, we’ll be discussing pros and cons.

The other thing is that I’ve been serving as a technical assistant as has John and Julie, with whom I work at Energy Efficiency Finance, and others around the country, and in doing this, Department of Energy provides our services to grantees for no cost.  In each of these slides I’ll be talking about what we’ve done in each of these cases.  We’ve put in a number of successful programs around the country so far and are in the midst of a number of them, probably on about step four or five in others.  
One of the things that we would do in a financial program design document, then, is to discuss the pros and cons of the various credit enhancement options. This is just a copy of the cover page of the design document.  It’s a two-page document that is generally used just to discuss what a loan loss reserve is with you, the grantee.

I often, in seminars that I’ve worked on in the past with Department of Energy, I present a three- or four-hour program on how to draft all of the legal documents, and it’s very focused on details in the language of the legal documents.  I don’t know whether DOE will be putting any more of those on in the near future.  Chris can address that question.  Chris Lohmann, who will be on the call, can address that question later on.  However, for this webinar I am going to do a very abbreviated look at the documents, and I’ll just have little paragraphs like this, and I’m going to follow this one parameter throughout a series of documents.  

So in this one, the loan in the design document, we’re talking to you, the grantee – we, as technical assistance – and speaking rather colloquial here, that we’re looking at 10 or 20:1 leverage ratio, and sort of providing a way of, first of all, for you to understand what the loan loss reserve can do for you, but secondly, give you some parameters as to where we think you would be able to hit if you follow these eight steps.

In the design part – this is the blue part on the elements – we obviously need to know how much money will be in the loan loss reserve.  We will address how it can be used most effectively, and we’ve talked about the others, whether this would be best in terms of a loan loss reserve, a subordinated on-lending or interest rate buydowns.
Step two is a very important one.  You’ll all need to get your internal buyoff and to develop an internal champion within your municipality structure, or, if you’re in another kind of administrative agency, you’ll need to convinced folks that this indeed is the right answer to their need for managing these funds.  In step two, schedule your meetings with the agency manager.  What we have done in the past is fly in or go to this meeting because it’s a rather important one, and present a slide show, distribute the design itself, so there are two deliverables for this step two, and then explain the benefits, the pros and cons of loan loss reserves.  We can also, then, show successes for this that have been achieved throughout the nation.

This is just a copy of one of the slides in the slide show.  The slide show in general is a very introductory level.  It’s about a 12- to 14-slide program or show that will allow you to discuss with your managers exactly what a loan loss reserve program is, and again, your technical assistance can often come out and help you with this process because I’m sure it’s probably new to you at some point.

Here, still in step two, explain the model and then obtain clarity on agency procedures.  Know whether you’re going to have to get council approval, what’s going to be required to do that, whether you present in front of the council, help that you’ll need there.  Sole-source contracting prohibitions have proven to be an interesting element of this.  Most municipalities have to go out for bid and are prohibited from making sole-source contracting.  
San Diego came up with an interesting way to meet this qualification and still be able to go out and achieve the next two steps, which is to meet with the lenders prior to issuing the RFP, and that is to put an RFI or an information request, and sending that out to let people know that, in fact, an RFP is going to be issues and that if anybody would like individual meetings, any potential lenders would like individual meetings, that the municipality, the representatives from the municipality, and often I would be willing to come out and meet with them and go through this process.  

I think those are the two most important steps.  These next ones, step three and step four.  Step three is to determine who the lender partner is – who’s out there, what’s the universe of lenders within your local jurisdiction that would work well as a potential lender partner.  This requires researching the available financial institutions in your area – the credit unions and banks.  Your technical assistant can often help you with this.  Julie Frank from our shop has been helping Santa Barbara and San Diego most recently with this, and Snohomish County up here in Washington state, and sets up a list of financial institutions, and I’ll show you a slide of that in a second.  
Some of the key elements here are to determine who the decision-makers are in these potential lenders and then begin the relationship with them.  Find out who the internal champions are and really begin that relationship.  Again, I’m going to go back to an important element, I think the most important element of any negotiation, and that is to recognize the other not as an adversary but as a partner, to realize that if this is a sustainable fund that’s going to go on in perpetuity, or at least for decades, your choice of partners here is critical, and the relationship that you form with this partner is critical and needs to be given paramount attention.  I would direct you to a colleague of mine.  I TA’d in law school for Roger Fisher and I’d like to put a plug in for one of my colleagues, Steward Diamond’s books called Getting More.  It’s just come out.  It’s on negotiation and highlights exactly this element of negotiations, the creation of partnerships.
Here is the lender partner analysis.  You can see that in this case, this one we’ve begun to put together for Santa Barbara, some of the banks and credit unions that are local to Santa Barbara.  In each of these, we’ve listed not only the contacts but a number of other elements about the particular potential lender, and among them would be the net assets.  It’s very important.  You want to know that there’s enough headroom for this particular financial institution to be able to lend comfortably at the selected loss ratio that you choose.  For example, if you’ve got $1 million that you want to put into your loan loss reserve fund and you want to leverage that up on a 20:1 basis, that means making $20 million worth of loans, and you want to know that the financial institution can comfortably make those loans.

The geographic scope of the lender is important.  Do they cover the whole county or the whole jurisdiction that you’re looking at?  Where are their branches?  How many do they have in the major city you’re focusing on, and so on.  We recommend – and again, we’ve helped our clients with this, through the Department of Energy – getting the annual report of the lender in question, to be able to get some more in-depth look at who they are and what their experience has been with loans of this type.  And again, you are looking at who the internal champions are there, who the decision makers are.

Now that you’ve set up the lender meetings, you’ve called all the lenders, you’ve found out who to talk to, you’ve given them some indication of what you have to offer them, you want to set up a meeting with them, and again, this is a place where I would fly our, or your technical assistant would fly out to meet with the lender, because this is a very important step that they do understand.  The potential lender is not going to just read an RFP in the newspaper or read notification of an RFP in the newspaper, pull up the website and answer it most of the time.  
Your success rate is going to be much higher if you, in fact, go out and meet with them, face to face, and open the dialog of how putting a loan loss reserve in their financial institution will benefit them.  The most important of these, of course, is that it will provide partial risk coverage for loans that might default or be charged off.  You also, again, want to make this as easy for the lender as possible.  Reading an RFP can be a rather daunting task, but if you are able to sit down and talk to them, and assure the lender that you are going to do everything that you can in this process to make this easy for them, to meet them where they already are, and add this on to their existing portfolio of financial products.  For example, use their current underwriting criteria wherever possible.  Let them try to find one of their current product offerings that this is similar to, whether that’s a consumer loan or some other kind of homeowner loan.

Other ways that this is going to help them is that this is going to give them increased exposure to a greater client base, so they’ll be able to meet the others in the community, to get this product out there on the open market.  But it also provides cross-sell opportunities with their current banking customers.  For example, if someone has a loan with them, maybe this provides a way to help that person get a new mortgage on their house or to refinance their house.  In addition to that, I think everybody right now is very keen on the marketing benefit of riding the green wave.
At the same time that you are showing the lender how this might help them cover their risk and the other benefits mentioned, you achieve your goals as well, and those again are you’re wanting to lower the interest rate and lengthen the loan tenor in order to get those monthly payments down so you can meet that overriding goal of trying to get the monthly energy savings to meet the monthly loan payments.  This can also allow for larger unsecured loans because you are covering part of their risk, and in cases where you would like to create broader access to finance, you might want to require that the bank reduce credit scores, go down into the lower FICO bands, increase the debt-to-income ratio, eliminate the loan-to-value ratio, et cetera.

This brings up the need to be very clear on what your program is going to try to achieve.  Some cities are less interested in picking up the lower FICO band scores, making the higher credit risk loans, and they’re more interested in just trying to meet that first goal of matching the interest rate to the loan payments, so you’ll need to get clear on which of these are going to be most important for you.  That will be part of the meeting and that will also come out later in the RFP and the score sheet to the RFP, which we’ll show you an example of.

I think we’ve gone over the elements of the lender meeting.  They are pretty obvious.  By the last bullet I mean that the lender is going to want to say, “Who else is marketing this?  What are going to be our responsibilities in marketing and recording and so on?” and you’ll need to have some clear answers for the lenders at that point, to show them that this is a benefit to them, not an onerous task.

On to step five, is issuing the Request for Proposal, or the RFP itself.  We’ve supplied a template document in the Department of Energy playbook, we’ve called it, and that can be modified for your particular circumstances.  We are available as technical assistance to the Department of Energy to help review and edit that as needed.  And again, by eliciting the favorable response here, what I’m really looking at is following this whole eight-step program.  I’ve found and I’ve seen that it doesn’t work as well to just select pieces of this and put them out and hope for the best.  The reason that I’ve put this eight-step program together is because I think you’ll be able to achieve very good results in terms of getting the low interest rates and the favorable results for yourself by following this program.

This is just a cover sheet for the Milwaukee RFP that went out in November.  They’ve received back some very favorable responses and they are in the Midwest.  You can ask them.  I think we are going to present another one of these webinars in a month or so that will highlight some of the lenders.  In addition to what I’m presenting here, we’ll have lenders onboard and some of the municipalities that have gone through the process.

Here we’re taking those same elements from the text that we looked at in the design document, and I’m showing that where back then you were saying “We’re looking at” and it was talked in a very colloquial way.  Here we’re putting out indicative numbers in the RFP – this is some text from the RFP – that give the potential lender an indication of the answer that we want to receive.  This is sort of like playing “guess what color I’m thinking” and then telling them, “P.S., the color is blue.”  So here you’re giving them the leverage ratio of 5%; this is what we really want to see out of this, and so these indicative numbers are very helpful in guiding them to the right answer.  You don’t want to just put out an RFP with all questions in it, because you will get a range of options that you may not want to receive.

After the RFP is issued, part way through, maybe a month or two into the process, we recommend having a bidders’ conference, and at that point you will present a slide show similar to what you presented, both to your manager and to the individual financial institutions when you visited them, but at this step it’s a much more formal step.  You’re going to have to post the questions and answers on the Web, and be ready for the fact that participants in the bidders’ conference will be much more circumspect about their questions.  

That is the reason for going out with the lender, the private lender meetings to begin with, is that you are really able to answer their questions and really able to get down to help explain this, whereas if they are sitting across from their potential competitors, they either don’t want to look silly or they don’t want to tip their hand to their competitors in the RFP process.  Just to mention, it’s key to let them know that this is a competitive process and that there will be a number of other lenders bidding against them.  It’s setting up that competition that really, I think, gets to some great answers in the final negotiations and in your response to the RFP.

This is a copy of one of the slides in the bidders’ conference slide show and this gives you an indication of the account structure that would be used to put the loan loss reserve into place.  You can see here that there is an escrow account, a loss reserve account.  The financial institution, of course, is very interested in how the account structure will work for them.

The second leave-behind that you give them would be a short concept proposal that’s similar to the design document that was the first element, in the first step, and this design document is something that they can then take to the other managers and decision-makers within the financial institution.  This is something that your technical assistant will create for you.

Again, we’ve talked about most of these points already – the participants will be guarded and so on – taking us to step seven.  Once you get the responses back from the RFP, it’s time for setting up the selection process.  In cases of municipalities, this is a very formal process.  You will have score sheets that have come back from the RFP and you will evaluate those scoring elements and come up with a number.  However, do note that the lender you selection, we recommend is not the ultimate lender but is a lender chosen for negotiations for going to the next step, and that is very clearly noted in the RFP itself.  That allows you to select a lender for negotiations but to dive a little bit deeper to pull in some things that they may not have covered in their response to the RFP.

This is an example of the scoring sheet.  It is included as an attachment to the RFP, and as they come back you would grade them accordingly.  Earlier, you will recall that I mentioned the importance of identifying, in your particular program, what is most important to you, and here you can see an example of one of the municipalities and how they’ve identified these relevant issues for their own program.  The interest rates and length of loans or loan tenors are of paramount importance to them and they’ve given that a point value of 40 on this score sheet.

Here are some actual results that have come back in one of the programs that we worked with, and you can see that with credit scores of 680 and above we have been able to get very favorable rates, and we’ve seen this in almost all of the programs that we’ve worked with.  By the time we achieve this step – and here you can see there’s an under five percent interest rate on the loan for up to 72 months, and then longer loan tenors with a slightly higher interest rate but still below five percent.

We are to the final step now, step eight, and this is the step that where now that you’ve selected the potential lender, you are negotiating with that lender and preparing the implementing agreements.  I did say before that steps three and four were probably the most important because they set up the answers that you want to receive and give your lender a really good idea of where your program is going to go, but step eight is where the real bulk of the work is done in the process.  This is a lot of negotiation and legal drafting.  This can take generally upwards of a month or so, by the time you go back and forth with the various parties to these contracts. 

Here are a few of the elements.  In this part of the process, you are going to become very clear on what you’ve talked about before, ___ just some indicative numbers.  Here you’re coming in with very clear elements.  When I talk about loan projections and milestones here, the only way that you, in these documents, move funds from the escrow account, in that earlier slide, to the reserve account is if a loan has been made and five percent of that loan is moved from the escrow account into the reserve account, to provide risk coverage for the bank, but also if the milestones that you have set out, if the loan projections that you’ve set out have not been met, then those funds can be reprogrammed to another kind of credit enhancement, to another ARRA-eligible use.  You need to have that protection in there.  
This document is designed both with protections for the financial institution – now they know that the municipality can’t willy-nilly move these funds whenever it wants so they are going to feel safe that, “Okay, we’ve put a lot of hours into designing this program and we know now that the funds are not going to be moved willy-nilly to another program, that we are marrying here for as long as this program will permit.” It clearly lays out the risk-sharing formula, the account structure that I spoke about earlier, what happens to funds at the end of the program, et cetera.

This is a just a cover page of the loan loss reserve agreement.  This agreement now contains attachments up to Annex M, so it’s a very long agreement.  It has in it all of the required DOE regulations in there, as well as a number of other factors there.  Again, there is a sample document in the DOE playbook, of this large document.

Back to the legal part of this, I just want to have you look at how the language now has changed through those three documents – the design document, the RFP, and now a loss reserve percentage is merely a definition in Article 1 of the loan loss reserve agreement.  “The loss reserve percentage shall equal five percent of the principal,” and “the loss share percentage shall equal 90 percent.”  The distinction between these two, I can go over in another webinar.  It’s not the subject of this one.
The risk-sharing formula is clarified in the reserve agreement as well as all the rest of the loan elements.  The underwriting guidelines, whether the borrower will have to contribute, what is the definition of a loss.  It needs to be very clearly spelled out so that the bank knows and that the municipality knows when there is a default that monies can be moved to immediately cover the loss when that definition is met.

That’s the definition of the escrow account, the reserve account.  The program fees is an interesting one; I’ll just touch on that briefly.  This is just about to the last slide.  The program fees here – what happens when you do have a loss, obviously you’ll have to be paying some money out of the loan loss reserve program.  If you charge some fees to the contractor or if some fees are charged to the borrower in the one percent range, and there is some interest that can accrue on the reserve account, you can get back some of the monies that would be paid out on the default, in the case of the default.

The second agreement that’s put in place, in addition to the loan loss reserve, is a program agreement, and some elements there that are not covered in the pure banking agreement, but can bring in outside contractor, agencies, and this would be who does the record-keeping, who trains the contractors, how does that work, who is marketing this, and what the responsibilities are, both to the financial institutions and the city and outside contractors.  This lays out the process for the loan approval and funding disbursement.

So again, these are the eight steps.  You all will have access to this slide show, I think in a week or two.  Chris can answer that question as to when this will be up on the Web, and I now am open for any questions that you may have.  Leslie, are you on?  Can you jump in here for a second?

Leslie:
I am.  There are some questions  ____ the Dashboard.

Dan:
Okay.  And are they under the chat?  Can you just ask them to me?  Oh, I see a couple of them here.  Okay.

Leslie:
If you click on the number 8, it will give you the questions.

Dan:
I’ve got a very –

Leslie:
You can expand the box.

Dan:
How do I do that?

Leslie:
It’ll go into a double arrow when you go to the top of the box or the side, and you can drag it.

Dan:
There we go.  I’ll try to do that.  Easier said than done, Leslie. I’m sorry.  Maybe you can read them to me.  Mine seems to just jump back.  I moved the arrow and expand it and it jumps back and so I can read only one line at a time.  If you would read the questions to me or choose them, I will go ahead and answer them one at a time then, verbally.

Leslie:
Sure.  The first one is, “Will the e-mail be available later?  I would like to ask more about his waste-to-fuel company experience.”

Dan:
Offline please.  My address and telephone number are on there.  I’d be happy to talk with you about that at another point.  Basically it was a landfill gas and waste gas company that we turned into a clean diesel substitute, and the flagship project is on the Orange County Landfill down in Southern California, turning that into fuel for Orange County Transit.

Leslie:
The next one is, “Can you please provide the link to the loan loss reserve information?”

Dan:
Yes.  I’m assuming that they mean the DOE playbook.  Let’s put that up online, or Chris – are you on the line, Chris, from Department of Energy, Chris Lowman?  He will be on later on, and Leslie, we can send that out to participants, or maybe we can just put that on the slide show when it comes out.

Leslie:
Okay.  The presentation will be available on the DOE website within three to five working business days.
Dan:
Perfect.  Good.  Then I’ll put in a slide here, just before the end, with various links on it that can include some of the guidance documents that pertain to the loan loss reserve program, the EERE website under DOE, as well as the Energy Efficiency and Renewable Energy website, as well as, then, the latest version of the playbook, which I think is up to about 300 pages now and presents a very in-depth view as to what a loan loss reserve is as well as some of the other credit enhancement structures.

Leslie:
The next question is, “Where have successes with these funding and lend loss programs been achieved nationally?  Can the speaker talk about some of these cases – why, what, who, how?”

Dan:
The first one that we put together was right after ARRA funds were announced and released.  That is in Bellingham, Washington.  That being the first, we went with a 10:1 ratio, thinking that was pretty good at the time, and we’re working with a commercial bank there, and we’ve been able to get in the five percent range there.   They’ve been in operation about a year now and they have had good success with their residential loans and some of the commercial loans, when it’s both the combined residential and commercial loan program with interest rate buy-downs being used for the commercial sector.  
It was a fairly complex negotiation.  It took quite a long time in that it was Whatcom County, and each of these entities had their own DOE funding sources, so it was Whatcom County, the City of Bellingham, and the small cities of Whatcom County represented by Ferndale.  So there were a series – in this case there were four funding sources, two going to Bellingham, and three different parties on the municipality side, one financial lender, and a couple of nonprofits, so it was a very complex negotiation process and a very complex document to draft.  
After that, we’ve been able to put in place, with ARRA money, two other programs here in Washington state.  One is through a HUD group called Sustainable Works.  Sustainable Connections, by the way, was the nonprofit in the Bellingham example.  Sustainable Works has a multi-county program here in Washington state with the counties of King, Pierce, Snohomish, and Spokane counties.  Actually, the result slide you saw was the slide from that effort, and they are working with a credit union.  The 4.74 number represented an extra quarter point interest rate reduction for having an account with that particular credit union, and then an additional quarter point for having automatic withdrawal from that account. 
So these are some of the other elements that you can make part of your negotiation and part of your work with the lender.  That program has had great success.  It’s just a residential program and they’ve had over $1 million of loans in their overall program with this financial institution.  Since we’ve put the loan loss reserve program in place, I don’t have the exact figure on that, but we just got those documents signed here, effective as of October.  
And now, we’re working with – just so that you know that there is not something weird in the water out here in the green Northwest, and that we are able to get these low interest rates just in the Northwest – we’ve been able to get almost the same results in Milwaukee and Madison with credit unions there.  These numbers are in the negotiation step right now, in the middle of step eight, having received responses from their RFPs and in the process of negotiating those and drafting the documents there.  
We are also then working with Snohomish County, San Diego, and Santa Barbara as well, and they are in the step of RFP process.  I’m going to leave it at that, and I can talk plenty with people more offline if people want to contact me, either by phone or e-mail.  Next question please, Leslie?

Leslie:
There was another reminder, “Could you please send the link to the playbook being referenced?”  And then the question, and it’s a long one: “In the past, where there were relatively high interest rates, buy down discounts, even cutting them in half for renewable or energy saving projects, have been a disaster in terms of customer response, according to national surveys.  How do you propose your project will be different, even now with low overall lending rates, and how do you get around sole-source issues?”
Dan:
I think I described the sole-source issue and I’d be happy to describe a particular issue with that, if the questioner wants to be more specific about it, or I can meet with them offline.  In terms of the interest rates, I really would have to look specifically at the program that they are referring to.  We’ve been able to get very low interest rates and it’s seen really good uptake on these programs that we’re looking at.  If you’re looking at traditional rates of 15 percent and you cut those in half, it’s 7-1/2 percent.  That’s still really a high interest rate for a lot of homeowners.  But if you’ve able to get it down under 5 percent, and able to show that energy savings are offsetting the cost of the monthly payments to a great extent, that we’ve seen big uptake on that, so I’d have to have an individual conversation with that person as well.  Next question, Leslie?

Leslie:
The next one is, “What has been the biggest reservation by the banks to this concept?”

Dan:
The biggest reservation – it’s funny.  Each bank is different on that, so when you go in for your lender meetings, you can pretty well tell right away whether the bank is going to be interested in this sort of thing.  Some banks just don’t want to be bothered.  These are very small loans.  What we’re talking about here is a large portfolio of small loans, so for larger banks, especially national banks, we’ve really not seen much interest in this program.  A large financial institution, like a large freighter, can’t turn in midstream and offer a product like this that’s going to result in some loans as small as $2,500 and possibly up to $20,000, but still, that’s a very small loan for some of the larger banks and they are just not interested in it.  
Where we have seen a lot of interest is in local banks or local credit unions, and they are really interested in reaching out to the community, being part of the community, showing what good citizens in the community they are, and that’s almost as important, we’ve found, to those smaller financial institutions as any money that they make from this.  In terms of the elements of it, once a financial institution understands what’s at stake here and how well they can be covered, and the benefits to them, we’ve seen a lot of interest by financial institutions and have been quite pleased with that.  Next question please?

Leslie:
The next one is, “Connecticut is a small state with no county seats of government and mostly smaller municipalities.  How large must the municipality be to qualify for the program, or put another way, what minimum fund makes sense?”

Dan:
I know that Connecticut has received some ARRA funds already and we and another technical assistant have been working with them to help implement a program and help them design a program.  I’ve seen loan loss reserve programs – the smallest one that we’ve put together is a $350,000 program.  I talked about $1 million earlier, just because that seems to be what most of the programs are using is about $1 million, leveraging that up on a 20:1 basis and coming up with a $20 million loan facility.  
But in one case we put together a loan loss reserve program with $350,000.  That was put in by two different entities, and so one of the entities had $100,000 and the other municipality had $250,000.  You leverage up $350,000 and you’ve got a $7 million loan facility.  The whole ____ those roll over fairly quickly that some people will prepay those loans.  And then there’s the possibility of adding to the loan loss reserve.  There’s a hope in those municipalities and depending on other programs as well, if this is a success and if they see the success that they would, in fact, find other funding in other places besides ARRA money to add to the loan loss reserve.  All of the municipalities know where to look for those – it’s a hard thing to do right now.  
We’re working with one client – actually, they’re not a client yet.  We’re working with one group who is looking at fees for air quality control, fees that come in, and they’re looking at moving those toward a loan loss reserve program, or at least potentially moving that.  So there are lots of different ways that one can find funds for this and they can be fairly small, just depending on the roll-over of these funds.  We’ve got time for a few more questions.  I think this goes on for an hour and 15 minutes.  Is that right, Leslie, or is it just an hour?

Leslie:
No, you are correct, so if there is anybody that wants to type in some more questions, there are a couple more, but they can still type in some more questions.  We have time.  The next question is, “Do you have a method or a criteria for dealing with non-traditional lenders such as Title I lenders who want to join your program?”

Dan:
I’ll just say yes, and we’re developing a Title I, as most people know, has been changed fairly recently and we’re working with some financial institutions on that.  Since it’s not specifically the topic of this webinar, I’ll just give it a short answer and ask that person to contact us at Energy Efficiency Finance.  Okay.  Next question, please?
Leslie:
“How does loan loss reserve fund compare to loan guarantee in terms of efficiency, of leveraging private capital, if any?”

Dan:
Sure.  That’s a great question.  If I’m a financial institution and I see that a loan loss reserve for five percent is in place, meaning that any default on a loan would receive – in most of these cases they would receive 90 percent back, is what we’re looking at.  You saw the two-part risk sharing formula, and now is the time that I would want to go into that a little bit more.  There are two parts to the risk-sharing formula.  One part is the extent that you are going to cover the portfolio of loans.  So if you’ve got a $20 million portfolio of loans out there, if you have default rates under, and you’ve got a 20:1 ratio in place or a five percent reserve, the loss reserve is guaranteeing five percent of those loans that are outstanding.  
On any one loan that is charged off, there is a second parameter of the risk-sharing formula that you saw in some of the prior slides.  What we’ve seen in all of our loan loss reserve agreements is a 90 percent risk share.  That means that 90 percent of an individual loss would be covered by the loan loss reserve, so if there’s a $10,000 loan out, upon meeting the definition and the criteria of a loss, that $9,000 would be able to be recovered by the financial institution, and they would still be expected to go forward with their normal collection procedures, to go after those loans.  But with 10 percent skin in the game for the bank or for the financial institution, for the lender, it holds their feet to the fire to still keep in place good underwriting criteria – not that they wouldn’t.  
A loan guarantee might produce an opposite incentive.  It might say, well, you can be a little bit more lax with your lending criteria, with your underwriting criteria because if the loan defaults it’s 100 percent covered.  But even more importantly, with ARRA funds, guarantees are not a permitted use of ARRA funds.  So that’s kind of a long answer followed by a rather short answer with, if you’re using ARRA funds, you can’t use a loan guarantee, that you’d have to use a revolving long program or a loan loss reserve program.  And again, I can go into that in much more detail.  You’ll see it in the playbook and future webinars, or if we have future workshops at Department of Energy we can go into that in a lot more detail over a period of a couple days.  Okay.  Next question please.

Leslie:
“I assume this whole process is for government agencies, cities, counties, to line up a funding partner.  This assumes the agency is managing the retrofit program versus the city, county outsourcing the management of the whole retrofit program to a third party, including lining up the funders.  Does the second option make it easier?”

Dan:
I am not sure what they mean by the second option, but the first assumption is incorrect.  While I’ve used the words municipality and agency, I tried to note in the first couple of slides that that was for ease of presenting, that in fact, we’ve worked with a number of nonprofits who have taken over the entire responsibility of the program from a municipality or from the grantee of the ARRA funds and have helped them through this entire process, to come up with good results.  So, this can be used with any number of different – I don’t know what you’d call them – clients, I guess, who are trying to put together a loan loss reserve program, whether they are municipalities or whether they are nonprofits, or whether they are a whole separate fund administrator.  Next question please, Leslie?

Leslie:
“Would this model only suit for residential sector?” Then there’s a second part.  Do you want to answer that?
Dan:
Go ahead.

Leslie:
And “What’s the average range of loan size are you visioned or have you experienced with success?”

Dan:
The average loan size is about $8,000, and then you might take off of that the incentives that, in many cases, are given by the local utilities and get down to maybe an average loan size of about $6,400.  The range, though, is, in most cases, anywhere from about $2,000 or $2,500 up to $20,000 or $25,000.  Some people are using a $10,000 loan as an average loan size.  So depending upon the community and the standards within that community, we’ve seen a number of different loan sizes, but that’s really a whole part of the design of the program, is to determine what the average loan size will be and how that will impact the program, how many loans you will be able to get out, what the milestones will be set based upon that average size loan, and so on.  Can you read the first part of the question again for me please, Leslie?
Leslie:
Oh, once I did it – I’m sorry.  I don’t think I have it.  Once I read it, it goes to the next one.  Sorry.

Dan:
Let’s go to the next question.

Leslie:
And they can type it back in?

Dan:
If still online, if you could type it back in, that would be great.

Leslie:
“May I suggest that DOE organize this kind of webinar in the morning so that people traveling around the world can participate more easily?”  That was just a suggestion, I guess.

Dan:
Okay.  Duly noted.

Leslie:
The next question –

Dan:
Just so you know, it is morning out here on the West Coast where I’m located, in Seattle.

Leslie:
Okay.  “What are the major factors you use in deciding the size of loan?”

Dan:
I think I kind of addressed that.  It depends on the contractors costs in a specific area.  So, for example, in certain parts of the country costs are higher to put in place the energy efficiency upgrades, and in other parts of the country they are different than that.  It also depends upon the comfort level of the financial institutions, but largely they are very regionally based and they kind of fall within the range that I described.  Let’s go to the next question if there is one.

Leslie:
Sure.  “Would this model only shoot for residential sector?”

Dan:
Ah, that was the question.  Thank you for typing that back in.  I appreciate that.  This works best for a residential sector, the loan loss reserve itself.  We’ve put in debt service reserves and combined those with a number of other credit enhancements for the commercial sector.  A debt service reserve assumes that an owner of a large downtown commercial building would generally be making their payments, especially if these are attached to a utility bill at all, which is the way one of our programs works.  
A debt service reserve would carry a customer through a series of late payments and help the financial institution by covering maybe up to a few months of late payments for a delinquent client.  Whereas the loan loss reserve on a residential, the bank would write off, charge off that loan at a certain date.  Often times it’s 90 days plus a charge-off letter or an acceleration letter, and that the bank would consider that loan charged off or defaulted or lost at that point, whereas we’ve got a number of different programs that we would put in place for the commercial sector, and it’s really the topic of two or three more webinars because it’s a fairly complex question and it’s very dependent upon the needs of the particular locality.  Next question please, if there is one.

Leslie:
No.  That is the last one.

Dan:
Okay.  Well, if anybody would like to contact me after the presentation, please feel free to, either in an e-mail or by phone, and we will have this presentation up online within I think you said three to five business days, Leslie?

Leslie:
Yes.

Dan:
Okay.  And we’ll add a slide there that will have links to some of the other pertinent DOE websites.  So thanks everybody for joining.  I really appreciate it, and take care.

Leslie:
Oh, there are some more questions.  Wait a minute.  No.  The suggestion means PST in the morning, Eastern Standard Time, yes, meaning that that’s what they would like to have, a webinar.

Dan:
Okay.  We’ll let folks at DOE know.

Leslie:
Okay.  And everybody else says thank you.

Dan:
Oh, you’re quite welcome.  Thank you.

[End of Audio]
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