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What is Commercial PACE Financing?

Property Assessed Clean Energy (PACE) is a financing program, supported by state and local governments, designed to
expand renewable energy and energy efficiency technology adoption. Commercial PACE programs help property owners
cover the upfront costs associated with the technologies installed during building retrofits that help make the building’s
operations more environmentally sustainable. Property owners pay
back PACE funds over a set period of time, typically 20 years, as a
line item on their property tax bill. Eligible PACE retrofits to reduce
building energy costs, such as energy efficient lighting and HVAC
system, or onsite solar energy installations, can provide a net gain to
the property owners despite any increase property taxes." The key
feature of a PACE program is that the debt associated with PACE
financing remains with the property should ownership change
before the debt is fully repaid. This stable repayment allows for

energy-related projects that have longer payback periods that -
= L %
would otherwise not meet commercial payback requirements for solar installation financed through commercial PACE
capital improvements. Source: Connecticut Property Assessed Clean Energy

How do Commercial PACE Programs Work?

Commercial properties are typically defined as office buildings, condominiums, shopping centers, and warehouses. Local
governments require state-level authorization before implementing PACE programs. Commercial PACE financing legislation
varies between states and local program requirements can vary between projects, therefore eligibility can only be
determined on an individual project basis. However, there are several general characteristics common to most Commercial
PACE programs. The Federal Housing Finance Agency (FHFA) raised concern over the potential for PACE programs to
interfere with the order of liens placed on a property; however, these issues are specific to residential PACE financing and do
not significantly impact commercial PACE financing beyond a requirement that mortgage holders and mortgage lenders
provide written consent and approval for a property to participate.” Older commercial PACE programs relied entirely on
local government capital and credit, while more recent programs use private capital and federal grants to help reduce
financing costs. > Typically, local governments arrange for revenue bonding that either pools multiple PACE projects together
or funds sizeable, individual projects. As an alternative to local government financing, property owners may personally
arrange for private financing, which is later securitized through the property tax assessment process.”

What are the Benefits?

The benefits®® of Commercial PACE programs center mostly on reducing costs for program stakeholders:

1) Administrative Costs — Governments can support local energy efficiency and renewable energy adoption at little cost
2) Financing Costs — PACE can allow property owners to secure capital at lower cost than in traditional capital markets
3) Enhanced Payback — Cheaper capital allows property owners to pursue projects with a range of payback periods

4) Energy Costs — PACE financed retrofits reduce operating costs for businesses, supporting local economic vitality

5) Property Value — Energy efficient properties increase the value of the local building stock
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Examples of Commercial PACE Programs
Currently, 27 states and the District of Columbia allow for Commercial PACE programs, though only a few have active
programs.” In the states that allow for Commercial PACE programs, they can be implemented on the local or state level:

Connecticut

In June 2012, Connecticut became the first state to pass a statewide Commercial PACE program. The state’s program, known
as C-PACE, is managed by Connecticut’s Clean Energy Finance and Investment Authority (CEFIA) which also issues the
bonds.? Connecticut created a statewide PACE program for two main reasons. First, the state has 169 municipalities,
therefore a state-wide program provides the ability to aggregate projects across a greater territory. Second, the program
allows CEFIA and Connecticut’s Commissioner of Energy and Environmental Protection to work closely with the Banking
Commissioner, the Bankers Association, and individual banks across the entire state in order to assure support from the
banking community in the implementation of the program as banks are often averse to unfamiliar financing practices.’

Los Angeles County, CA

In 2011, Los Angeles County started a Commercial PACE program, LA PACE, with the stated purpose of enhancing property
values, lowering greenhouse gas emissions, and creating local jobs, in addition to supporting on-site energy-efficiency,
renewable energy, and water-saving improvements.'® LA PACE follows the traditional commercial PACE model as far as
eligibility requirements, but also includes an “open market” approach to financing. This means that property owners
interested in the PACE program can negotiate the terms of their specific project with a PACE investor of their choosing and
their mortgage lender.™

Washington, D.C.

In 2011, the District of Columbia began its commercial PACE program, called DC PACE. The program was established by the
Energy Efficiency Financing Act of 2010, with the goal of job creation and economic development, increased energy security,
and the reduction of greenhouse gas emissions in the metropolitan region.> The program is run by the District Department
of the Environment and allows for commercial and, importantly, tax-exempt properties to apply for financing. 2n June
2013, the District announced DC PACE will provide financing for a $340,000 investment in an affordable multifamily housing
complex. The financing will support energy efficiency improvements to the property, including a solar installation. The tax
credits and energy savings from these investments will generate $40,000 of annual revenue to the property owner.™

This fact sheet, produced by The Solar Foundation, is supported by the following team of organizations: ICLEI-USA; International City/County Management Association (ICMA); Interstate Renewable
Energy Council, Inc. (IREC); North Carolina Solar Center (NCSC); Meister Consultants Group, Inc. (MCG); American Planning Association (APA); and National Association of Regional Councils
(NARC).This material is based upon work supported by the U.S. Department of Energy under Award Number DE-EE0003525.This fact sheet was prepared as an account of work sponsored by an
agency of the United States Government. Neither the United States Government nor any agency thereof, nor any of their employees, makes any warranty, express or implied, or assumes any legal
liability or responsibility for the accuracy, completeness, or usefulness of any information, apparatus, product, or process disclosed, or represents that its use would not infringe on privately owned
rights. Reference herein to any specific commercial product, process, or service by trade name, trademark, manufacturer, or otherwise does not necessarily constitute or imply its endorsement,
recommendation, or favoring by the United States Government or any agency thereof. The views and opinions of authors expressed herein do not necessarily state or reflect those of the United
States Government or any agency thereof.
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