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Step 1.
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Ider
Engagement Process:

Financial Program Design

Obtain Internal Agency Support

Lender Partner Analysis

Lender Meetings

Request for Proposals

Bidders Conference

Lender Selection

Negotiate Financing Facility

and Prepare Implementing Agreements
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» Step #. [Name]
 Example of Document = deliverable

* Document/Meeting Elements
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oals

Overall goal is to work toward a point where
the monthly payments for an energy efficiency
upgrade would be offset by the energy savings

Net zero to borrower
Loss Reserve reduces Lender’s risk

- lower interest rates
- lengthen loan tenors

Municipality grows jobs, saves energy, lowers
carbon consumption, gets banks lending again
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"gram Design

Define goals
— Sustainability

— Leverage

|dentify funding sources/amount going toward credit
enhancement

Consider the type of credit enhancement :
— Loan loss reserve

— Interest rate buydown
— Subordinated lending

Discuss pros and cons of credit enhancement
leveraging impacts Q
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SustainableWorks Residential Energy Efficiency Loan Program

Finance Strocture Concept

SustainshlsWors, 8 Washington 501{c)3, iz inviting Washington finsncis] institutions to participats 2= 3
lendar in itz innowvative snerey sfficiency (EE) retrofit prosrsm serving rezidantisl and :mall commacial
proparty ownars in the communities of King, Spohomizh, Pierca, and Spokane countiss. The program is
targeting 312 million in lending for EE aquipment such as heating and ventilation systems, attic and floor
inzulation, and hot water hestsrs. The program will offer residantis] loans st an sstimated sverass size of
37,500 and 320,000 for small businessss, with lean tenods of 10 — 15 years.

SustainsblaWods eceived a 3820, 000 cradit enhancement zrant (CE) fom the Washington Stata Dapartment
of Commerce {Commearcs) tobs wsad 22 3 loan loss re2erve fimd to support lending for EE projacts. With loan
losz resarves inplaca, the firancisl institution {FI) can broadsn access to finance for bomowen: by lowerning
interast ratss, lemethening tsnors, snd expanding their undersriting critsria

Loan Loss Reserves for Energy Efficency Lending

SustainsblaWods would ragsive the srant of Commerce CE fimds snd would usa the CE fimds to sstablizsh a
lo=n lozz rezarve fimd (LEF) with the patticipating FI to suppodt it to msks EE projact loans. The LEF is
intandad to ensbls the FI to offer longer terms, lower interest ratss and broader aocess to finance. An
indicative sllocation to the F1iz in the =mge of $650,000+. With 3650,000 of CEF grant fimds, we would
expact 1o suppodt at lasst $6.5 million in landing, a loverazs ratio of 1010 1. This leversse atio iz
consarvativaly low and can be increasad with sxperisnce.

The LEF stroctue takes 8 “podtfolio approach™ to the cradit strocters of the EE losn prosram.  The FI will be
making a largs numbar of relatively small EE loanz. The LEF will suppodt the whola EE loan pertfolio and
can be zizad at 2 margin higher than the porifolias astimated loan lossas.

The LEF rizk-sharing formula will have two main parsmeters. The first parsmater is the ratio of the LEF fimds
to the total originsl principal amount of loans in the EE loan portfolio. Presantly, we ae thinking this will ba
inthe ranga of 10%, which iz the sama a2 3 laverams rario of 10:1. The zacomd parsmster iz the shars of the
lozzsz that the LEF will pay. We are thinking in the ranga of $0%, which impliss that a portion of the first
loszas will ba bome by the FIand covered from their nommal loss provizsioning. Becanse all losses after the
LEF iz exhaustad will ba boms by tha FI, FI incantives for good lean origination, adminiztration snd
recoveries will be maintsined. Therefore, to provids the most meaninefil risk protection, we racommend that
wa consider paving D0-100% of the first losse: with LEF finds. A lower laverase ratio means less landing per
2 given amount of LEF funds. Thiz implies greater rizk protection for the lendaer, which can result in mlaxed
undarsriting equitsmants and appsoval of mods loans. Wa nead to dizonsz how such an LEF can suppodt the
F1to offsr better terms. and beoaden acoes: to financa.

CE fimds would be dapozitad with the partmsr FI purzuant to 3 “Losz Fezsarve Fund Arrsement™ (LEF
Aprsemant) batwesn 5Wand the FI. The LEF Asreement will create two accounts: a deposit acoount and &
resarye apopunt, both specifically defined inthe LEF Asmeemeant. Momiss will first be placed in the daposit
acopunt. Then, on a monthly or quartery basis, as the F1 makes aligible EE loans, thaaseed amount of finds
for tha LEF will be transfomsd fom the daposit acoount to the mesrve acoount. Omos fimd: are transfamed to
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SustainableWorks Residential Energy Efficiency Loan Program

L_oan Loss Reserves for Energy Efficiency Lending . ..

The LRF risk-sharing formula will have two main parameters. The first parameter is the ratio of
the LRF funds to the total original principal amount of loans in the EE loan portfolio. Presently,

we are thinking this will be in the range of 5-10%, which is the same as a leverage ratio of

10 or 20:1. The second parameter is the share of the losses that the LRF will pay. We are
thinking in the range of 90%, which implies that a portion of the first losses will be borne by the
FI and covered from their normal loss provisioning. Because all losses after the LRF is exhausted
will be borne by the FI, FI incentives for good loan origination, administration and recoveries will

be maintained. Therefore, to provide the most meaningful risk protection, we
recommend that we consider paying 80-90% of the first losses with LRF

funds. A lower leverage ratio means less lending per a given amount of LRF funds. This
implies greater risk protection for the lender, which can result in relaxed underwriting

requirements and approval of more loans. We need to discuss how such an LRF can
support the FI to offer better terms, and broaden access to finance.
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esigh Document - elements

* How much money is there?

* How can it be used most effectively?

* What are the elements of a loan loss reserve?
* Subordinated 0% On-Lending?

* |nterest rate buydowns?

This document is a tool to discuss the program
and help focus on a clearer design.
Q eefc ,
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Step 2. Obtain Internal Agency Support

The Financial Design will need internal support

* Schedule meetings with agency managers and
elected officials
* Present a slide show and distribute Desigh Doc
* Explain benefits of credit enhancements
* Show success of this elsewhere
* Be attentive to questions and issues (e.g. legal)
* Goal: Develop internal champions @
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1gers

*Mobilizing third-party commerciallenders
*Providing partial risk coverage to lenders

*Loan loss agreementb/w Lender & Grantee
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Wlements

* Fully explain model
— Bring in financial technical assistance if needed

* How can this use of grant funds best meet
agency goals?

e Obtain clarity on agency procedures

— Council approval?

— Legal review?

— Sole-source contracting prohibitions?
— Procurement Department procedures?

eefc )
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' Step 3.

with regional offices - FDIC and NCUA ¢
 Determine decision-makers in potentia
e Partner relation begins with the first ca

* Determine internal champion

Lender Partner Analysis

Schedule lender meetings prior to issuing RFP
Yields greater understanding and interest

Research a list of local lenders and larger lenders

ata
lender
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doc.

FA6 - (- £ |
& | B [ [ O E F
1 Partner Financial Institution Analysis
2
3 Source: FDIC data, NCUA data
4 Process: Banks have operating branches in SB County according to FDIC datal
5 Credit Unions have corporate offices in Santa Barbara County
E
T
=3 JPMaorgan Chase Bank., Mational Association
3 ‘wellz Fargo Bank. Mational &=zociation
10 Bank of the West
1 Armed Forces Bank, Mational Association
12 L. 5. Bank Mational Association
13 First Bank
14 Pacific Capital Bank. Mational Association
15 Montecito Bank & Trust
16 Uriorn Bank, Mational Association
17 Rabobank, National Assaciation
13 Morthern Trust, Mational Association
13 Heritage Oaks Bank
20 SantaLucia Bank
21 Community West Bank, Mational Association
=2 Los Padres Bank
23 Mizsion Community BEanlk
=d Community Bank of Santa Maria
25 Bark of Santa Barbara
26 American Riviera Bank
= CapitalSource Bank
28
23
30 Santa Barbara Countu Federal Credit Union
31 Santa Barbara Teachers Federal Credit Union
32 Coast Hills Credit Unions
S Santa Maria Associated Emplovess Credit Union
Sd South Coast Community Credit Union
35

\
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- elements -

Net assets

Geographic scope and saturation
Loan portfolio

Annual report

Decision-maker

Internal champion

Set meeting schedule

eefc
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| Step 4. Lehder Meetings

* Develop open dialogue on how the loss

reserve will benefit the lender:
—Provides partial risk coverage to lenders
—Uses much of their current underwriting criteria
—Fits in their current product offerings
—Increases exposure to greater client base
—Provides cross-sell opportunities for other lending
products
—Rides the “green wave”
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Step4. Lender Meetings (cont.)
 While at the same time achieving your goals:
— Lowers interest rate

— Lengthens loan tenor

— Allows larger unsecured loans

— Reduces required credit score

— Increases debt-to-income ratio

— Increases or eliminates loan-to-value ratio

— Lowers required customer capital contribution

' —
Q gefc .
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Lender Meeting - elements -

* Provide information, answer questions

e The Lender will want to know how much
reporting will be expected—margins are
small on these loans.

* Determine the other partners in the
Program and how they will assist in its

SUCcess
e eefc
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Step 5. Request for Proposals (“RFP”)

* Modify existing Request for Proposals
document, supplied by DOE, to meet
municipality’s requirements and format.

e DOE TA can review and edit RFP, as needed, to
facilitate favorable response by potential
lenders and pique their interest and their

creativity.
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Residential Unsecured Financing
Loan Loss Reserve Funds

Milwaukee
Nov.4-5, 2010
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RFP - text -
4.2 Risk-Sharing Formula

The risk-sharing formula will have two main parameters:

The first parameter is the ratio of the LRF funds to the total original principal
amount of Loans in the EE Loan portfolio. Presently, we are thinking
this will be 5%, which is the same as a leverage ratio of 20:1.

The second parameter in the risk-sharing formula is the share of losses that the
LRF will pay. We anticipate this will be less than 100%o, which
Implies that a portion of the loss will be borne by the FI and covered from
its normal loss-provisioning. Because all losses after the LRF is exhausted
will be borne by the FI, FI incentives for good Loan origination,
administration, and recoveries will be maintained. Both of these
parameters are to be proposed by the FI and will be defined in the final
agreements among WECC, the FI, and the City.
Q eefc
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ep ders Conference

* Formal presentation with question and
answer period for potential lenders

* Present modified Lender slide show
* Post questions and answers on website
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October 15,2010

City of San Diego
Loan Loss Reserve Supporting a
Fesidential Energy Efficiency Loan Program

Concept Proposal for Prospective Partner Financial Institutions
Drafft for Discussion

Background & Summary Concept

The 3an Diego region hasreceived funding from local, state and federal sources, along with utility rate
pavers, to implement a comprehensive home energy efficiency (EE)} upgrade invesunent Program. The
Citv’s main public policy goals with this Program are jobs_ economic development and greenhouse gas
emissions reductions. Manv elements necessarv for Program success are in place including financial
incentives for home owners to investin comprehensive EE upgrades, workforce development, quality
assurance and marketing and outreach.

An essential part of the Program is to arrange financing solutions for participating homeovwners, allowing them to
overcome the first cost barier and pav for EE improvements over ime, matching energy cost savings with loan
payments. To this end. the City seeks to identify and gather information from local financial institutions (FIs) --
local, regional and national commercial banks, credit unions and community development financial instintions --
interested in offering residential EE loan products as part of this Program.

For participating Fls, the Program can help develop residential EE lending as a profitable line of business and can
£fap:
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"Bidders Conference - elements

* Provide information & answer questions
for those unable to schedule individual

Lender meetings

* Expect that participants will be more
guarded

e Questions and answers are formal and
will be published on the municipality’s

Pag Q eefc
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Reac

Lender Selection

and evaluate lender proposals

Com

nlete score sheets from RFP

Evaluate scoring elements and compare
proposals

Pose

further questions to proposers, as

needed

Select lender for further negotiations

e eefc
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ATTACHMENT C

Proposal Evaluation Scoring Sheet

City of Alihvaulcee Energv Efhoency Lending Frozmm [
Financa] In: ttution Fequest For Propoc sl Fropozer Evalustion Worlzhest
Grade
Criteria FointValue T0-T00T%) Sore
FT Qualification: & Expedence 17
T | Flpropaser sxperience & quelfications 3
T | Ekills of se=if and proposed Ievel of effon 5
Enerzy Effidency Loan Term: & Undervriting EL]
I | Tntzrestrzte B fezpricing 13
2 [ Lozn tenors 13
3 [ Underwriting snidelnss and ssourfy r2Hismants 10
[ Totel zmount of cepfiallanarez:
Approach to Loan Leez Reerve [LLE] 30
Troposed risi-dharins foomulz Toruse of LTH Tevaraze 10
B[ Fzsponsz onother [FF Agresmant fomm: 3
S| Erpzdeninzarcessto Mmance shilfvioethizs 13
Approach to the Frozram & Sarksing b1
10 | Loan marketins 3
TT | Frumher of zccounts membars 10
13| Loan spplicationzpprovzl originztion procedures and 3
ooompanyinz web user imerface
Other I
T3 | Alztch of FT's proposzlwith Prozram z0:ls 3
Propasad methads for dam collection and momhly
separtinz of prosram
12| Proposad methods for 326 colladion and mondhly 3
reparting of prozram
T3 | Program sustainilfy ez stuciur: 3
Totzl Points 113
Evalustor Name & Date:
[ [
Financial Institution Mame:
[ [ [
Contact Namef:):

eefc

/ ;Z‘t(/(.‘l}// /('r a .t’f/.w‘//(/)f/{//(' cceneme

-



ctual Results

680 or above

679 - 640

639 - 601

600 and below

up to 72 months
86 — 180 months

up to 72 months
86 - 180 months
up to 72 months
86 - 180 months

up to 180 months

4.74%
4.99%

5.99%
6.24%
7.49%
7.74%

8.74%

eefc
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' 'ning Facility

and

Prepare Implementing Agreements

* Come to final clarification on financing
elements, based on lender’s proposal:
— Loan Elements
— Loan Projections
— Milestones
— Risk-Sharing Formula
— Account Structure
— Disposition of Funds Q sofc .
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Kitsap Green Weatherization Program
&
RePower Bainbridge

Energy Efficiency Loan Loss Reserve Agreement

Kitsap County,
City of Bainbridge Island,

and
Kitsap Credit Union
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jy eciC ;
/ /‘;'mrc{/r/ for a susteinalle cconony



mement

—oa

Article |
Definitions. The following terms shall have meanings as defined:

“Loan(s)” shall be a loan(s) made by KCU for the purposes of financing
Eligible Projects, using a form Loan agreement developed by KCU and
approved by the Municipalities, and that meets the Terms, Conditions, and
Underwriting Criteria in Annex B and the Project Eligibility Design
Criteria in Annex C.

“Loss Amount” shall mean unpaid principal on a Charge-off Loan and shall
not include any accrued interest.

“Loss Reserve Percentage” shall equal 5%of the principal amount of a
Loan, as applied in Section 3.02, except as otherwise noted in Annex H.

“Loss Share Percentage” shall equal 90% (ninety percent) as applied in

Section 3.04.
Q eefc
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| A\ ement
- elements -
e Risk-Sharing Formula?

— Ratio of (A) LRF funds to (B) total original principal amount
of Loans in portfolio.

— Share of first losses that LRF will pay, e.g., 90%
* Loan Elements?

— Eligible borrowers

— Eligible Projects

— Loan application

— Loan terms

— Interest rate

— Payment schedule

— Loan size Q eefc
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WL08n Loss Reserve Agreement

elements (cont.)

* Underwriting guidelines & security
— Secured and/or unsecured?
— Loan-to-value ratios ?
— Borrower contribution?

— Personal contribution?
* utility rebates or incentives
e other rebates and incentives
» estimated energy cost-savings

— UCC-1? .
Q eefc .
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elements (cont.)

Definition of Escrow Account?

Definition of the Reserve Account?

Definition of Loss & Event of Loss?

nterest on both the LRF and Deposit Accounts?

Disposition of loan loss reserve funds at end of
| oan period?

Program Fees?

Reprogramming Funds in the Escrow/Reflow
Accounts? e el
Fistrciag for 0 ssttiaall ey
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KITSAP GREEN WEATHERIZATION PROGRAM
AND REPOWER BAINBRIDGE PROGEAM AGREEMENT

This Program Aprssment {"Aprsement'), dated [ 1. 2010 is undartaken by

The Countv ofKitsap, Washington (the “Cowunty™); the City of Bainbridgs Island {ths “City™)
incorporatzd undarthelaws of Washington Stats (togather the “Municipalitizs™); and Kitsap
Cradit Union, 2 Washington State chartarad not-for-profit financial cooparative, haadquertaradin
Bremerton, WA ("“KCIUT™) (sapamtalya “Party™ and togather the “Partizs™) to astablish an Enae
Efficiancy Loan Program (the “Program™).

Recitalz

A, The Municipalitias will be wodiing with commearcial and rasidantisl snergv users in
Kitsap Countyv to prapars znergv afficizncy (“EE™) projects (“Projects™) that mest the
requirsments of various govammment grants that have funded this Program.

B. The Municipalitiss intand to mardet the Propmm deveop customized snargy afficizney
invastment plans for snsrey usars, armng: for EE asszssments and provids s list of spprovad
contractors to complatz EE projects, confirm sligibility of proposad Projects, assist with
available rebatas, and verifv qualite of complstad Projects.

C. KT is in the businass of providing loans, subjzet to eradit approval of individual
mambars.

D. KCU will providaloan fmancing, basad on agread-upon wndareriting critaris, dirsetly to
individual sligibls rasidantisland commercisl mambers for EE measures (“Loans™) and wishes to
axpand its EE finance activity in voluma.

E. KT and the Municipalitizs wishto astablish tarms, conditions, and procadurss for theic
cooparation inmardating and originating L cans, withtha support of grant funding, andloanloss
rzserveprotection or othereradit snhancsments mutually agreed upon by all partiss to this
agrzement.

Agreements

In considaration oftha forasoing racitals and themutual covenants sat forth balow, the Partias
agraz a5 follows:

1. Loansz. KCU will provids andadministar L oans to mambers dzsifing to financs a Project
{“Mlembers” or “Borrowers™). All estimated L oan tarms and KCUT dutiss regarding the Loans
ars dafinsdin 2 separats spreamant smong the Partizs, This Ensrev Efficizncy Loan Program
Agrzzment iz sttached for raferancs a5 Annsx A

2. Management, Ezchofths partizs to this Agrzsment will dzsignats 2 point parson to
manags the Program. Ifthsre arschangss to s point parson, sach ofthe parties will be notifisd,

/
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- elements -
Record-keeping
Contact Persons
Training
Marketing Roles
Process for Loan Approval
Loan Closing and Disbursement

nent

™
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"~ Financial Stakeholder

Engagement Process:

Steps Reviewed
* Step 1. Financial Program Design
e Step 2. Obtain Internal Agency Support

e Step 3. Lender Partner Analysis

* Step4. Lender Meetings

* Step 5. Request for Proposals

e Step 6. Bidders Conference
 Step?7. Lender Selection

e Step 8. Negotiate Financing Facility

and Prepare Implementing Agreements
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Dan Clarkson

206.310.8733

dclarkson@eefinance.net

www.eefinance.net

The following link contains earlier versions of the RFP and the
Loan Loss Reserve Agreement:

http://www?2.eere.energy.gov/wip/solutioncenter/pdfs/revFinal V3Ch15SixAttac
hmentsDec9.pdf

The Clean Energy Finance Guide (“Playbook”):
http://www?2.eere.energy.gov/wip/solutioncenter/financialproducts/default.html

g

‘ eefc _
7 4 / (mm.'z}/y for a .c.v.s(/u'/uu‘/<T cconen



mailto:dclarkson@eefinance.net
http://www.eefinance.net/
http://www2.eere.energy.gov/wip/solutioncenter/pdfs/revFinal_V3Ch15SixAttachmentsDec9.pdf
http://www2.eere.energy.gov/wip/solutioncenter/pdfs/revFinal_V3Ch15SixAttachmentsDec9.pdf
http://www2.eere.energy.gov/wip/solutioncenter/financialproducts/default.html

